Auditor’s role and responsibilities under the Local Audit and
Accountability Act at Cheshire East Council

Introduction

Grant Thornton UK LLP is shortly to be issuing a Public Interest Report (PIR) under its formal audit powers set out in the 2014
Local Audit and Accountability Act and the NAO’s Code of Audit Practice.

The matters to be reported upon are of such significance to auditors’ statutory duties and the public interest that they are a
necessary component of Grant Thornton’s audit for the years of account 2015/16, 2016/17 and 2017/18. External auditors
provide a critical assurance of local government financial and corporate governance sustainability and resilience and are
expected to report upon adverse issues and practices for the purposes of rectification, improvements and wider sector learning.
By its nature, external audit reporting is backwards looking.

The report has been a number of years in the making and relates to matters at the Council over a four-year period, ending in
2018. It is highly unusual for an audit report of this nature to relate to so many years ago — but in this case, as a lengthy police
investigation commenced in late 2015, it was only possible for Grant Thornton to return to consider the matters once the police
had concluded its interest in 2020. In receiving this report, Members need to have a clear understanding of the technical and
legislative background to the audit and be reassured over the controls that have been applied to ensure that audit work during
the period subject to review and in the recent reporting period have been undertaken to high quality standards and that ethical
considerations such as impartiality, objectivity and conflicts of interest have been fully addressed.

Status of this paper

This document has been prepared outside of the formal Public Interest Report we are shortly to publish under Schedule 7 of
the Local Audit and Accountability Act 2014. It goes into more detail in areas of technical audit compliance than would be
appropriate or necessary for a PIR and is intended to be an aid to members’ understanding of what is a highly specialised and
regulated area of audit practice.

Legislative framework

Local Authority audit work is conducted under the Local Audit and Accountability Act 2014 (the Act), which requires the
National Audit Office (NAOQ) to set a Statutory Code of Audit Practice, which is adopted by Parliament, every five years.
Auditors are required to comply with the Code. The NAO is also charged with producing formal Auditor Guidance Notes
(AGNs) for all aspects of the audit, which auditors are required to have regard to when operating under the Act. The Act can be
found at Local Audit and Accountability Act 2014 (legislation.gov.uk) with the NAO’s current Code and auditor guidance here
Code of Audit Practice - National Audit Office (NAO)

Auditors are required to give an opinion on the financial statements, as they would for a company but, as a local authority is a
public body, have additional powers and duties that a corporate auditor does not have. These are:

e to consider the adequacy of a council’s arrangements for economy, efficiency and effectiveness (shortened to Value
for Money (VfM) work); and

e to consider the application of formal audit powers, sometimes referred to as ‘additional powers’, to issue a Public
Interest Report, issue statutory recommendations, or to apply to the courts for judicial review, or a declaration of
unlawful items of account. These powers are sometimes considered following an elector’s application of their public
rights to object to items of account, or to ask formal questions to the auditor.

The work at Cheshire East that is subject to the forthcoming report is in relation to the formal audit powers above.
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Audit involvement in 2015 and subsequent years

Opinion on the accounts and conclusion on VfM

This paper explains the way in which the Core Fit matters were picked up and processed by Grant Thornton for the audits of
the relevant years of account.

Matters regarding Core Fit had first been raised with Grant Thornton by the Council’s head of Internal Audit during the annual
leave period of August 2015 and whistleblowing correspondence had been received. Formal engagement with the Council did
not start until all key officers had returned from leave in September. The deadline for issuing audit opinions and VM
conclusions was 30 September, which at that time was treated by the audit regulator as a strict deadline.

Based on the evidence available up to and during September 2015 and the scale of the Core Fit expenditure, after careful
consideration the firm issued its opinion on the accounts and conclusion on the VFM. Importantly the firm did not issue a
certificate of completion at that point, given the fact that a sensitive issue had been raised, to allow objectors to have more time
to come forward (see next section). If such an objection had been made that led to a Public Interest Report at that point, then
the opinions and conclusions issued on the 2014/2015 audit could have been revisited in the light of such a development. As
the following section shows, no objections were arising.

Electors’ rights

An elector (who was also a prominent Councillor at the time) did come forward in October to raise concerns. The firm engaged

with that elector and issued to them the NAQO’s guidance on making objections (see Local authority accounts — a guide to your

rights - National Audit Office (NAQ) insight for the current version), explaining to them that exercising their formal rights through
the objection process could provide an appropriate way for an independent investigation to be instigated.

On 20 October, the Council’s Chief Executive Officer wrote to the firm to confirm that he had discussed the matter with the
Councillor who had confirmed that they did not, in the event, wish to make an objection to the 2014/15 accounts but did wish to
be kept fully informed of the Council’s own investigations into the matter.

Confirmation of the Councillor's decision not to object enabled the firm to certify the 2014/15 audit as closed on the following
day (21 Oct). As explained below and also explained to the Audit and Governance Committee of 10 Dec 2015, certifying the
audit closed did not impede Grant Thornton following through on these matters in the audit for subsequent years of account.

Certificate of closure for the 2014/15 audit year

The issuing of the certificate of closure for the 2014/15 audit was not, as noted, Grant Thornton ‘signing off’ its satisfaction with
the Core Fit matters as the following paragraphs set out.

By October 2015 an Internal Audit (IA) of the procurement arrangements involving Core Fit had commenced. The formal NAO
external auditor guidance requires external auditors to first consider whether the body is taking appropriate action to address
matters before they determine their own response. Internal Audit’'s planned work was such a relevant action.

Prior to issuing of the certificate on 21 Oct, the firm had been meeting with |A and reviewing the outcomes of their ongoing
investigations. The firm was satisfied that a strong IA team was in place to do this. The other key factor that gave the firm
confidence that it could certify the 2014/15 audit as complete was that the certificate would make no difference to the firm’s
ability to exercise its formal audit powers at a later stage, following completion of I1A’s work, as Core Fit expenditure largely sat
in the subsequent year, 2015/16. It is common practice moreover for public interest reports to refer to events that pre-date a
year of account where relevant to open audits.

IA’'s work was in progress and by the end of the second week in Oct 2015 their evidence was showing poor practice in the
procurement but no direct link to the then Leader or any commentary that the then Leader’s behaviour and/or that the
governance culture was a major point. Just before the firm certified 2014/15 on 21 Oct 215, it wrote to the then Chief Executive
to say: “Internal Audit’s work does however raise a number of procedural issues that they have informed me will be reported
and responded to via their normal audit work in this area. | will keep a watching brief on the Council’s ongoing response to
these matters. In addition, as the Council has continued to incur expenditure with Core Fit in 2015/16, | could return to
reconsider this matter should any new evidence come to light regarding inappropriate member and officer conduct relating to
the procurement of the Company’s services”.
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The then Chief Executive also provided reassurance that he had raised matters with all the group leaders and had given them
his assurance that he would continue to be thorough and that all matters and concerns would be looked in to.

Clearly the police investigation that was announced in December 2015 meant that neither |A nor Grant Thornton could
complete what we respectively had planned to do. Indeed, external audit did not know when the audit was certified closed that
the police were about to launch an investigation and was expecting to be picking matters up in 2016 when IA had finished its
work. Itis clear however that even if it had progressed its work in 2015 and not certified the audit closed, it would have had to
suspend this once the police started their investigation.

The matter was first formally discussed with members at the December 2015 Audit and Governance Committee, when the
Annual Audit Letter relating to the 2014/15 audit (certified as closed in October 2015) was presented by Grant Thornton. Whilst
members of that Committee were naturally concerned that external audit had not undertaken significant audit work at the time,
the firm informed them that its work was not complete and it would continue to adopt a ‘watching brief’ to allow IA to have
concluded their formal investigations. The Chief Executive had also addressed this meeting to explain that he had
commissioned Internal Audit to carry out a review of procurement arrangements and that a report would be prepared for
consideration at the next meeting of the Committee along with the comments of the External Auditor. The minutes of this
meeting record the fact that “the Committee was supportive of the approach that had been outlined by the Chief Executive but
also expressed concern at the reputation of the Council being undermined. The Chief Executive assured Members he would
want to make sure the reputation of the Council was maintained.”

Members may be asking why external audit could not intervene more directly and swiftly? The reality of matters such as these
is that, generally, external auditors require a significant amount of time (and consequent cost to the audited body) to investigate
matters prior to the use of formal audit powers. This work has to be conducted in a rigorous, detailed manner and follow a
lawful and therefore natural justice approach relating to the individuals they may have to criticise. As such, auditors do not
embark on such investigations lightly and, in particular, until councils’ internal procedures have been exhausted. In addition,
external auditors expect their own investigations to require a significant amount of senior auditor input and where legality
issues are involved, appropriate legal advice. Furthermore, and highly relevant to the circumstances at Cheshire East, auditors
cannot undertake such investigatory work if the police are also engaged in their own investigations.

Quality assurance arrangements

Regarding the approach taken and work completed in the 2014/15 audit of the Council, the audit was subject to the firm’s
internal audit quality file inspection process, scoring highly for the approach taken and quality of file documentation, particularly
how the risk of management override of control had been addressed. The audit team had consulted with the firm’s national
‘challenge lead’ and had taken its proposed VfM conclusion through an independent partner panel prior to reporting.

More recently, as part of the current investigation and reporting stage and as set out below, the firm has consulted at all key
reporting stages with an independent partner panel, has worked closely with its legal advisors, (who have considerable
experience and standing in formal audit interventions) and has complied with Public Sector Audit Appointments Limited
(PSAA)’s contractual requirements in relation to the potential use of statutory powers.

Why is Grant Thornton now engaged in this review?

Members will be familiar with the fact that Mazars have been the Council’s current auditors since 2018/19. However, even
though Grant Thornton certified its 2014/15 audit as closed, it did keep its 2015/16, 2016/17 and 2017/18 audit certificates
open, pending completion of the police investigation and to signify that its interest in Core Fit and other related matters at the
Council had not ended in 2015.  As further matters unfolded regarding the Council’'s governance arrangements (albeit the
audit investigation could not proceed due to the police work), the firm qualified its Value for Money conclusions for 2016/17 and
2017/18.

When the police concluded their investigations, it was agreed between both audit firms and PSAA that Grant Thornton, as the
auditor for the years in question would continue with the investigations it had commenced but not completed at the time.



Conflicts of interests

As the auditor at the time, Grant Thornton (and its engagement leader) has a significant advantage of having dealt with many
of the issues firsthand, which was also an important consideration in deciding who would now complete an investigation of the
issues relevant to that time. We were and are aware of the possible concern that the firm’s objectivity integrity may be called
into question, having had that involvement and hence the question whether there could be a conflict of interest in our
conducting such an investigation now. Importantly it should be understood that whilst the engagement leader is the same
individual as during 2014-2016 (for the reasons of continuity stated previously), any formal report is that of the firm’s and not
the individual’s.

Nevertheless, in order to address any perceived conflicts, the following measures were put in place for this stage of the work:

e detailed internal consultation arrangements have been put in place. As such, the engagement team has formally
consulted with a panel of 2 partners and 2 directors, with the most experience of challenge matters in Grant Thornton.
This consultation has been revisited on 3 separate occasions and will be again at least once before publication.
Furthermore, additional consultation and progress updates have been made with the firm’s national Legal Director

e anindependent legal firm has worked closely with the firm on the investigation and reporting since 2021. The lawyers
advising Grant Thornton, were not involved in 2014-2016 and the legal partner has a national reputation as the
leading legal advisor to auditors regarding challenge matters over the last 20 or so years.

In addition, some members will be aware that the Council’s former Head of Corporate Resources and Stewardship and former
Head of Internal Audit, whose actions when employed by the Council are within the scope of our work, had previously been
longstanding external auditors with the Audit Commission and more recently with Grant Thornton, following a transfer under
TUPE when the firm won a contract that outsourced the Commission’s audit practice. Stringent controls were put in place by
the then regulator, the Audit Commission and observed by ourselves and the Council to address any potential conflicts of
interest for Grant Thornton continuing to act as auditor to Cheshire East Council when the individuals joined the Council. These
controls included:
e ftransferring the audit from Grant Thornton’s Manchester Office to its Birmingham office
e ensuring that members of the Birmingham Office audit team had not worked with either of the individuals previously or
been subject to their ‘chain of command’
e requiring that the former Head of Corporate Resources and Stewardship would always have a second Council officer
present in any meetings with the auditor.

The adherence with these controls provided the regulator with full assurance that the prior relationships between these officers
and the firm would not represent a conflict to the firm’s independence.

Summary

As set out in the detail above Grant Thornton is fully comfortable with its approach to matters first raised with the firm in 2015
and in its subsequent role in completing the consideration and reporting of these matters, in line with the statutory local audit
framework.

Public





