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6. Updated Annual Accounts 2022/23 49 - 64
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Members of the Audit Committee

Manchester City Council Mazars LLP
Manchester Town Hall One St Peter’s Square
Manchester Manchester
M60 2LA M3 3DE
16 April 2024

Dear Committee Members
Audit Completion Report — Year ended 31 March 2023

We are pleased to present our Audit Completion Report for the year ended 31 March 2023. The purpose of this document is to summarise our audit conclusions.

The scope of our work, including identified significant audit risks, key audit matters and other areas of management judgement, was outlined in our Audit Strategy Memorandum which we
peesented on 13 February 2024. We have reviewed the significant audit risks, key audit matters and other areas of management judgement included in our Audit Strategy Memorandum

a&l during the course of the audit we subsequently identified one additional significant risk:

. mRisk of fraud in revenue recognition (at the Group level which is applicable only to the component of Manchester Airport Holdings Ltd).
At the date of this report our audit is in progress and we will provide a verbal update to the Committee at the 23 April meeting.

We would like to express our thanks for the assistance of your team during our audit.

If you would like to discuss any matters in more detail then please do not hesitate to contact me on +44 (0) 7977 261 873.

Yours faithfully

Fodt)

Suresh Patel

Mazars LLP

Mazars LLP — One St Peter's Square, Manchester, M3 3DE

Tel: +44 (0) 161 238 9200 — www.mazars.co.uk

Mazars LLP is the UK firm of Mazars, an integrated international advisory and accountancy organisation. Mazars LLP is a limited liability partnership registered in England and Wales with registered number OC308299 and with
its registered office at 30 Old Bailey, London EC4M 7AU.

We are registered to carry out audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our audit registration can be viewed at www.auditregister.org.uk under reference number
C001139861. VAT number: 839 8356 73
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1. Executive summary

Principal conclusions and significant findings

The detailed scope of our work as your appointed auditor for 2022/23 is set out in the
National Audit Office’s (NAO) Code of Audit Practice. Our responsibilities and powers are
derived from the Local Audit and Accountability Act 2014 and as outlined in our Audit
Strategy Memorandum, our audit has been conducted in accordance with International
Standards on Auditing (UK) and means we focus on audit risks that we have assessed as
resulting in a higher risk of material misstatement.

Section 4 of this report we have set out our conclusions and significant findings from our
audit. This section includes our conclusions on the audit risks, key audit matters and areas
of management judgement. The key audit matters that were of most significance in our
audit of the Financial Statements for disclosure in our auditor’s report:

* Valuation of the defined benefit liability (or asset);
o

-%Valuation of property, plant and equipment;

» Valuation of investment properties; and

» Consolidation of group financial statements.

Section 4 also includes our conclusions on the audit significant risks and areas of
management judgement in our Audit Strategy Memorandum, which include:

» Management override of control; and

* Revenue recognition.

Misstatement and internal control recommendations

Section 5 sets out internal control recommendations and section 6 sets out audit
misstatements; unadjusted misstatements total £16m. Section 7 outlines our work on the
Council’s arrangements to achieve economy, efficiency and effectiveness in its use of
resources.
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1. Executive summary

Status and audit opinion

Due to the timing of the audit work, the Council has faced challenges in responding to audit
gueries promptly. As a result, at the date of this report our audit remains in progress. We
include in Section 2 the significant matters that remaining outstanding. We will provide an
update to you in relation to the significant matters outstanding through issuance of a follow
up letter. Subject to the satisfactory conclusion of the remaining audit work, we have the
following conclusions:

Audit opinion
We anticipate issuing an unqualified opinion, without modification, on the
financial statements.

il

g obed

Value for Money

We anticipate having no significant weaknesses in arrangements to report
in relation to the arrangements that the Council has in place to secure
economy, efficiency and effectiveness in its use of resources. Further
detail on our Value for Money work is provided in section 7 of this report.
Our work in this area is not yet complete.

(0

Whole of Government Accounts (WGA)

We anticipate completing our work on the Council’s WGA submission, in
line with the group instructions issued by the NAO, following completion of
the audit opinion work. We anticipate reporting that the WGA submission is
consistent with the audited financial statements.

Wider powers

The 2014 Act requires us to give an elector, or any representative of the
elector, the opportunity to question us about the accounting records of the
Council and to consider any objection made to the accounts. No such
correspondence from electors has been received.

G way|
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2. Status of the audit

Our work remains in progress. At the date of this report there remains audit testing in progress, audit testing that is subject to internal review and we need to complete our
review processes which include the Engagement Lead and Engagement Quality Reviewer (EQR) completing their respective reviews of audit work.

Audit testing complete but subject to completion of internal review:
* Property, Plant & Equipment

* Investment Properties

* Provisions

* Debtors and Creditors

-§Operating Expenditure sample testing

D
=

o
Audit testing in progress:

+ Cashin hand

» Operating expenditure cut-off testing
+ PFI

* IT general controls testing

* Group Accounts consolidation

In addition to the above, as expected, at the date of this report we have yet to complete our concluding audit procedures, the Engagement Lead and EQR input and our final
review procedures.

We summarise the status of the audit overleaf.

G way|
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2. Status of the audit

Our work is in progress. Whilst there are currently no matters of which we are aware that would require modification of our audit opinion, we outline below the risk of material
changes in respect of the outstanding matters.

Risk of material adjustment or

Audit area R Description of the outstanding matters
significant change
Operating Low We are working through expenditure cut-off testin
Expenditure g g P g:
Cash in hand Low We are awaiting a cash in hand download to conclude our work in this area.
: We have raised several queries in relation to the accounting treatment of the
PFI Medium . . . .
- PFI schemes. We are working with officers to resolve the queries.
D N
I'I?%eneral Controls Low We are finalising our work on the IT General Controls around the SAP system.
= The Council provided the requested information on 7 March 2024.
=
We have challenged the method used by the Council to prepare its
Group Accounts . . . . .
L High consolidated group accounts. We also identified an entity that should have
consolidation . . . .
been consolidated. The Council are working on their response.
Value for money Low We are awaiting the Council’s value for money self-assessment.
Final review Medium Final review of audit work by the Manager, Partner and Engagement Quality
procedures Reviewer
Financial statements, We will complete our final review of the financial statements and annual
AGS and Letter of Low governance statement upon receipt of the signed version of the accounts and

Representation

letter of representation

High - Likely to result in material
adjustment or significant change to

disclosures within the financial statements.

Medium - Potential to result in material
adjustment or significant change to

disclosures within the financial statements.

Low - Not considered likely to result in
material adjustment or change to

disclosures within the financial statements.
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3. Audit approach

Changes to our audit approach

We provided details of our intended audit approach in our Audit Strategy Memorandum in
January 2024. We have made changes to our audit approach since we presented our Audit
Strategy Memorandum which are outlined below:

We have identified one further significant risk of fraud in revenue recognition at the Group
level which is applicable only to the component of Manchester Airport Holdings Ltd. Please
see Section 4 for further details of the significant risk.

The risk of fraud in revenue recognition is presumed to be a significant risk on all audits
due to the potential to inappropriately shift the timing and basis of revenue recognition as
well as the potential to record fictitious revenues or fail to record actual revenues. We have
rebutted the risk of fraud in revenue recognition within the Council’s single entity financial
stgastements on the basis of the following factors:

- &There is little incentive to manipulate revenue recognition. Local Authorities do not have
rannual financial targets, performance incentives etc. linked to achievement of a certain
inancial position;

» Opportunities to manipulate revenue recognition are limited; and
* The culture and ethical frameworks of local authorities, including Manchester City

Council, means that all forms of fraud are difficult to rationalise i.e. culture and ethics
mitigate against fraud being acceptable.

We have also rebutted the risk of fraud in revenue recognition within the components
Destination Manchester Ltd and Manchester Heat Network Group on the basis of the
revenue within these components being clearly immaterial.

Materiality

We set provisional materiality at the planning stage of the audit at £44.4m (Group) and
£36.5m (Council single entity) using a benchmark of 1.75% of gross operating expenditure.
We have made no changes to the materiality level set at the planning stage.

G way|
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3. Audit approach

Management’s and our experts

Management makes use of experts in specific areas when preparing the Council’s financial statements. We also use experts to assist us to obtain sufficient appropriate audit evidence on

specific items of account.

Defined benefit pension assets and liabilities

Non-Council Dwelling Property, Plant and Equipment
valuation

Council Dwellings valuation

Surplus Assets valuation
T

Slinvestment Properties valuation
®

ﬁ—leritage Assets valuation

Valuation of MAHL, DML and the Manchester Heat Network
land & buildings for Group consolidation purposes

Valuation of Financial Instruments

Hyman Robertson
Avison Young

Capita
Council valuation experts & Jacobs
Colliers

Council curators
Avison Young

Link Asset Services

PwC — NAOQO'’s consulting actuary
Mazars in house valuation team

N/A — local audit team
Mazars in house valuation team
Mazars in house valuation team

N/A — local audit team
Mazars in house valuation team

We reviewed Link’s methodology for providing the fair value disclosures

G way|
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3. Audit approach

Significant risks

Risk Risk of Risk of Management Key Audit _ Control Identified _
description fraud error judgement Auditapproach = ions  misstatements CVerall conclusion
Management . .
. Substantive No matters to bring to the
override of ([ . - - e :
testing Committee’s attention
controls
Controls and
[ ) substantive
Revenl_u_a testing (carried i i No matters to bring to the
recognition out by the Committee’s attention
9-? component
c% auditor)
H .
a1 _ One unadjusted Othe_r than th(_e adjusted and
Valuation of the . . unadjusted misstatements noted
. . o Substantive & one adjusted . .
defined benefit . - . in section 6, we have no matters
L testing misstatement. . e
liability (or asset) S tion 6 to bring to the Committee’s
eesection6.  _uokion
Valuation of
property assets _ .
(PPE & P Substantive ) ) No matters to bring to the
Investment testing Committee’s attention
Properties)

G way|
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3. Audit approach

Key areas of management judgement and enhanced risks

Risk Risk of Risk of Management Key Audit _
description fraud error judgement Matter Audit approach

Control
observations

Identified
misstatements

Overall conclusion

() o ()
Consolidation of

group financial
statements

Substantive
testing

Level 2 control
observation.
See section 5.

The component
Manchester
Heat Network
was missed
from the
consolidation.

We have not yet completed our

work in this area. We include in

both Section 4 and 5 matters for
the Committee in relation to this
risk.

9T abed
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3. Audit approach

Group audit approach

Group component

Approach adopted

Key points or other matters to report

Manchester City Council

Full audit carried out by group
engagement team

The Mazars audit team undertook the full audit of the Council.

Our work is still ongoing.

Manchester Airport
Idings Ltd

LT 8bgd

Full audit carried out by component
auditor EY UK LLP

The Mazars audit team issued Group Audit Instructions to EY,
auditors of the MAHL accounts. The Mazars team reviewed
the work carried out by EY to confirm it provided the
assurance requested in the Group Audit Instructions.

The Mazars audit team, using the Mazars valuation team,
audited the Council’s valuation of the operational MAHL land &
buildings applied to the group consolidation.

Our work is still ongoing.

Destination Manchester
Ltd

Specified audit procedures on the
revaluation of the component’s land &
buildings

Group level analytical procedures

The Mazars audit team, using the Mazars valuation team,
audited the Council’s valuation of the operational DML land &
buildings applied to the group consolidation. The Mazars audit
team applied review procedures to the remaining consolidated
entries.

Our work is still ongoing.

Manchester Heat
Network Group

Specified audit procedures on the
revaluation of the component’s land &
buildings

Group level analytical procedures

The Mazars audit team, using the Mazars valuation team,
audited the Council’s valuation of the Civic Quarter Heat
Network asset applied to the group consolidation. The Mazars
audit team applied review procedures to the remaining
consolidated entries.

Our work is still ongoing.

Full audit

Performance of an audit of the component’s
financial information prepared for group
reporting purposes using component
materiality

Audit of balances and/or disclosures
Performance of an audit of specific
balances and/or disclosures included in the
component’s financial information prepared
for group reporting purposes, using
component materiality

Specific audit procedures
Performance of specific audit procedures
on the component’s financial information

Review procedures

Review of the component’s financial
information prepared for group reporting
purposes using the component materiality
assigned

G way|
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4.

Significant findings

In this section we outline the significant findings from our audit. These findings include our
findings on key audit matters, including:

6T 9bed |

why the matter was considered,

why the matter was considered to be one of the most significance in the audit and
therefore determined to be a key audit matter;

how the matter was addressed in the audit including a summary of the auditor’s
response to those risks;

where relevant, key observations arising with respect to those risks; and

a clear reference to the relevant disclosures in the financial statements.

if applicable (only in exceptional cases), depending on the facts and circumstances of

the entity and the audit (these facts must be clearly explained), the auditor’s
determination that there are no key audit matters to communicate in the auditor’s
report. [ISA 701 Para. A60—AG3]

our audit conclusions regarding other significant risks, key audit matters and key
areas of management judgement outlined in the Audit Strategy Memorandum;

our comments in respect of the accounting policies and disclosures that you have
adopted in the financial statements. On page 26 we have concluded whether the
financial statements have been prepared in accordance with the financial reporting
framework and commented on any significant accounting policy changes that have
been made during the year;

any further significant matters discussed with management; and

any significant difficulties we experienced during the audit.

G way|
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4. Significant findings

Key Audit Matters (continued)

Net defined benefit liability
(or asset) valuation (Council
& Group)

0z abed

Description of the key audit matter

The net pension liability (asset) represents a material element of the Council balance sheet. The Council is a scheduled employer body within the
Greater Manchester Pension Fund, which had its last triennial valuation completed as at 31 March 2022.

The valuation of the Local Government Pension Scheme relies on a number of assumptions, most notably around the actuarial assumptions, and
actuarial methodology which results in the Council’s overall valuation. There are financial assumptions and demographic assumptions used in the

calculation of the liability, such as the discount rate, inflation rates and mortality rates. The assumptions should also reflect the profile of the
Council’'s’ employees, and should be based on appropriate data. The basis of the assumptions is derived on a consistent basis year to year, or
updated to reflect any changes.

There is a risk that the assumptions and methodology used in valuing the pension obligations are not reasonable or appropriate to the Council’s
circumstances. This could have a material impact to the Council’s net pension liability in 2022/23.

How our audit addressed the key audit matter and our observations

Our audit procedures included:

Obtaining an understanding of the skills, experience and qualifications of the actuary, and considering the appropriateness of the instructions to
the actuary.

Obtaining confirmation from the auditor of the Greater Manchester Pension Fund that the Pension Fund has designed and implemented
controls to prevent and detect material misstatement. This includes the controls in place to ensure data provided to the Actuary by the Pension
Fund for the purposes of the IAS19 valuation of the gross asset and liability is complete and accurate.

Reviewing a summary of the work performed by the Pension Fund auditor on the Pension Fund investment assets, and evaluating whether the
outcome of their work would affect our consideration of the Council’s share of Pension Fund assets.

Reviewing the actuarial allocation of Pension Fund assets to the Council by the actuary, including comparing the Council’s share of the assets
to other corroborative information.

Reviewing the appropriateness of the Pension Asset and Liability valuation methodology applied by the Pension Fund Actuary, and the key
assumptions included within the valuation. This included comparing them to expected ranges, utilising information provided by PwC, consulting
actuary engaged by the National Audit Office.

G way|
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4. Significant findings

Key Audit Matters (continued)

Net defined benefit liability How our audit addressed the key audit matter and our observations (continued)
(or asset) valuation (Council . Agreeing the data in the IAS 19 valuation report provided by the Pension Fund Actuary for accounting purposes to the pension accounting
& Group) entries and disclosures in the Council’s financial statements.
* Reviewing the Council’s asset ceiling adjustment (given the increase in market yields) to ensure that it follows the Code and relevant
accounting standards (IFRIC 14).

Audit Conclusion
We have completed our work. Other than the adjusted and unadjusted misstatements noted in section 6, we have no matters to bring to the
Committee’s attention.

T¢ abed
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4. Significant findings

Key Audit Matters (continued)

Valuation of property, plant
and equipment (Council &
Group)

Z22 9bed

Description of the key audit matter

The CIPFA Code requires that where assets are subject to revaluation, their year-end carrying value should reflect the current value at that date.
The Council has adopted a rolling revaluation model which sees all such property, plant & equipment revalued in a five-year cycle.

The valuation of property, plant & equipment involves the use of a management expert (the valuer) and incorporates assumptions and estimates
which impact materially on the reported value. There are risks relating to the valuation process.

The Council employs a valuation expert to provide valuations, however there remains a high degree of estimation uncertainty associated with the
valuations of property, plant and equipment due to the significant judgements and number of variables involved.

As a result of the rolling programme of revaluations, there is a risk that individual assets which have not been revalued for up to four years are not
valued at the current value at the balance sheet date. In addition, as the valuations are undertaken through the year there is a risk that the current
value of the assets could be materially different at the year end.

Council Dwelling valuations are based on Existing Use Value, discounted by a factor to reflect that the assets are used for Social Housing (EUV-
SH). The Social Housing adjustment factor is prescribed in government guidance, but this guidance indicates that where a valuer has evidence
that this factor is different in the Council’s area they can use their more accurate local factor. There is a risk that the Council's application of the
valuer’s assumptions is not in line with the statutory requirements and that the valuation is not supported by detailed evidence.

The Council’s two consolidated entities, MAHL and DML, account for their land & buildings at cost as permitted by their financial reporting
framework. In consolidating their share of the two entities the Council must align the companies’ accounting policies with their own. Consequently,
for the group consolidation exercise the Council engages an external valuer to value the land & buildings consistent with the Council’s accounting
policies.

How our audit addressed the key audit matter and our observations

Our audit procedures included:

+ Obtaining an understanding of the skills, experience and qualifications of the valuers, and considering the appropriateness of the Council’s
instructions to the valuers.

» Obtaining an understanding of the basis of valuation applied by the valuers in the year

G way|
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4. Significant findings

Key Audit Matters (continued)

Valuation of property, plant
and equipment (Council &
Group)

ez abed

How our audit addressed the key audit matter and our observations (continued)

Obtaining assurance on the appropriateness of the methodology and assumptions adopted by the Council’s valuers.
Obtaining an understanding of the Council’'s approach to ensure that assets not subject to revaluation in 2022/23 are materially fairly stated.

Obtaining an understanding of the Council’'s approach to ensure that assets revalued through 2022/23 are materially fairly stated at the year
end.

Sample testing the completeness and accuracy of underlying data provided by the Council and used by the valuers as part of their valuations.

Engaging with our in-house valuations expert to assess the reasonableness of the valuations.
Using relevant market and cost data to assess the reasonableness of the valuation as at 31 March 2023.

Audit Conclusion

We have completed our work. We tested a sample of 50 assets, engaged our own experts to review 5 of these, and were satisfied that the
valuations undertaken by the Council were reasonable and supported by appropriate evidence

There were no matters identified from the work to report to the Audit Committee.

G way|
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4. Significant findings

Key Audit Matters (continued)

Valuation of Investment
Properties

{72 abed

Description of the risk
The CIPFA Code requires that all Investment Property assets are held at fair value.

The valuation of Investment Property involves the use of a management expert (the valuer) and incorporates assumptions and estimates
which impact materiality on the reported value. There are risks relating to the valuation process.

The Council employs valuation experts to provide valuations, however there remains a high degree of estimation uncertainty associated with
the valuations of investment property due to the significant judgements and number of variables involved

How we addressed this risk
Our audit procedures included:

Obtaining an understanding of the skills, experience and qualifications of the valuer, and considering the appropriateness of the Council’s
instructions to the valuer.

Obtaining an understanding of the basis of valuation applied by the valuer in the year.
Obtaining assurance on the appropriateness of the methodology and assumptions adopted by the Council’s valuer.
Engaging with our in-house valuations expert to assess the reasonableness of the valuations.

Sample testing the completeness and accuracy of underlying data provided by the Council and used by the valuer as part of their
valuations.

Audit conclusion

We have completed our work. We tested a sample of 26 assets, engaged our own experts to review 8 of these, and were satisfied that the

valuations undertaken by the Council were reasonable and supported by appropriate evidence

There were no matters identified from the work to report to the Audit Committee.

G way
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4. Significant findings

Key Audit Matters (continued)

Consolidation of group
financial statements

Gz abed

Description of the risk

The Council has made judgements around which of its group entities it consolidates into its Group Financial Statements, and how it
consolidates the transactions and balances into the Group. The consolidation process is a complex process and involves material amounts of
transactions and balances.

Previous audits have identified audit adjustments to be made to the group consolidation process.

How we addressed this risk

Our approach to auditing the Group Financial Statements has been detailed in section 3.

Our procedures on the consolidation process included:

* Reviewing the Council’s Group consolidation process.

» Reviewing the Council’s judgements relating to the entities that are not consolidated into the Group Financial Statements.
» Reviewing the method of consolidation of the consolidated group entities into the Group Financial Statements.

» Agreeing the consolidated financial information to supporting evidence from the component financial statements.

Audit conclusion

We challenged the Council’s judgement not to consolidate the Manchester Heat Network in the group accounts. The Council have now
prepared a revised set of draft group accounts which include the Manchester Heat Network as a component.

We have also challenged the Council on its method for preparing the consolidated group accounts. The Council are working on their
response.

As highlighted in Section 2 our work in this area is still ongoing. We will report our conclusion and findings to the Committee in due course.

G way
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4. Significant findings

Significant risks

Management override of
controls (Council and Group)

9z abed

Description of the risk
This is a mandatory significant risk on all audits due to the unpredictable way in which such override could occur.

Management at various levels within an organisation are in a unique position to perpetrate fraud because of their ability to manipulate
accounting records and prepare fraudulent financial statements by overriding controls that otherwise appear to be operating effectively.

How we addressed this risk
We addressed this risk through performing audit work over:

» Accounting estimates impacting amounts included in the financial statements;
» Consideration of identified significant transactions outside the normal course of business; and

» Journals recorded in the general ledger and other adjustments made in preparation of the financial statements.

Audit conclusion

We have completed our work. As part of our audit testing of journals we identified 80 journals for detailed testing, through our testing of these
journals we found no evidence of management override of controls.

There were no matters identified from the work to report to the Audit Committee.

G way
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4. Significant findings

Significant risks

Risk of fraud in revenue
recognition (Group —
Component Manchester
Airport Holdings Ltd)

)2 9bed

Description of the risk
The risk of fraud in revenue recognition is presumed to be a significant risk on all audits due to the potential to inappropriately shift the timing
and basis of revenue recognition as well as the potential to record fictitious revenues or fail to record actual revenues.

The risk at the component level of Manchester Airport Holdings Ltd relates to:
» The risk that management overstate revenues to meet targets using topside journals;
» The risk of error in the measurement of aviation income and rebates due to the complexity of terms with airlines; and

» The risk that pre-booked parking income is recognised in an incorrect period due to management override of data inputs in the deferral
calculation.

How we addressed this risk

We addressed this risk through reviewing the work completed by EY UK LLP (the component auditor of MAHL). EY identified fraud in revenue
recognition as a significant risk within their audit of MAHL and carried out their planned audit procedures to address this risk accordingly. EY
did not identify any issues in relation to revenue recognition in the MAHL audit.

Audit conclusion

We have completed our work. There were no matters identified from the work to report to the Audit Committee.

G way
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4. Significant findings

Qualitative aspects of the Council’s accounting practices

We have reviewed the Council’s accounting policies and disclosures and concluded they
comply with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the
United Kingdom 2022/23, as amended by the Update to the Code and Specifications for
Future Codes for Infrastructure Assets, published in November 2022, appropriately tailored
to the Council’s circumstances.

Draft accounts were received from the Council’s on 14 August 2024 and were of a good
quality.

Significant matters discussed with management

During the audit we maintained a regular dialogue with management. Among the matters
discussed through these conversations were:

Timing of the audit and impact on the finance team

Aga result of the timing of completing the 2021/22 audit, preparation of the draft 2022/23
a@;ounts and the availability of Mazars audit resources, we agreed with the Council to
casnmence the audit for 2022/23 in December 2023, with the majority of the audit work
s@eduled to be complete during January and March 2024. The Council’s finance team
have had challenges in responding to audit queries promptly which has delayed audit
progress. We acknowledge the difficulties of servicing the audit when the finance team has
other priorities. We have agreed to discuss the lessons learned from the 2022/23 audit prior
to agreeing a timetable for the 2023/24 audit.

We have also discussed with Officers the need to complete the audit of the 2022/23
accounts in a timely manner to enable the Council to publish audited accounts by the end
of September 2024, which is the date that DLHUC recently consulted on as the backstop
date for the year ended 31 March 2023.

Pensions asset ceiling

As part of our audit review of the net pensions asset valuation we challenged the Council
on the calculation performed by management's expert (the Pension Fund Actuary) in
calculating the pensions asset ceiling. As a result of these discussions the actutary
provided a revised calculation, this has been reflected within the revised financial
statements and reported in Section 6 of this report.

Valuation of land and building and surplus assets not revalued in year

There is a balance of £263.9m of land and buildings and surplus assets which haven't been
formally revalued or indexed during the 2022/23 financial year. The CIPFA Code requires
that councils ensure that the carrying amount of assets does not differ materially from that
which would be determined using current value at the end of the financial year. As part of
the audit we asked the Council to demonstrate that the £263.9m of assets were materially
correct as at 31 March 2023.

Following an exercise by the Council we are satisfied that the assets which have not been
formally revalued during the 2022/23 financial year are materially correct. However, we
have raised an internal control recommendation relating to this area in Section 5.

Group accounts consolidation

We challenged the Council’s judgement not to consolidate the Manchester Heat Network in
the group accounts. The Council have now prepared a revised set of draft group accounts
which include the Manchester Heat Network as a component.

The Manchester Heat Network is a wholly owned subsidiary of the Council made up of
three limited companies. During the 2022/23 financial year the Manchester Heat Network
acquired the Civic Quarter Heat Network asset from the Council which has a fair value of
£21m. During 2022/23 the Council loaned the subsidiary £14m and made an equity
investment of £7m.

The Council’s initial view was that the subsidiary did not meet their materiality threshold for
consolidation. However, following further discussion including discussions on the detail of
all entities within the Council’s group boundary which are not consolidated into the group
accounts, the Council made the decision to consolidate the Manchester Heat Network.

We have also challenged management on its method of preparing consolidating group
accounts.

Accounting for PFl schemes

We have queried the accounting treatment and related disclosures of the PFI lifecycle costs
for the Councils PFI schemes. We are still in discussion with officers to resolve these
gueries.
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4. Significant findings

Significant matters discussed with management (continued)
Reinforced Autoclaved Aerated Concrete (RAAC)

A national issue has emerged regarding the use of Reinforced Autoclaved Aerated
Concrete (RAAC) in public sector buildings. Some buildings with this material have been
found to be structurally unsound and, in some instances, have closed due to safety
concerns. This could lead to potential impacts on the financial statements of the Council in
the form of property impairments and impacts on the use lives. We have discussed with
management the arrangements that the Council has in place to assess and manage the
risk of RAAC in its buildings.

Significant difficulties during the audit

During the course of the audit we did not encounter any significant difficulties and we have
hagl the full co-operation of management.

\Mg;der responsibilities

char powers and responsibilities under the 2014 Act are broad and include the ability to:
* issue a report in the public interest;

* make statutory recommendations that must be considered and responded to publicly;
» apply to the court for a declaration that an item of account is contrary to law;

* make an application for judicial review; and

* issue an advisory notice under schedule 8 of the 2014 Act.

We have not exercised any of these powers as part of our 2022/23 audit.

The 2014 Act also gives rights to local electors and other parties, such as the right to ask
guestions of the auditor and the right to make an objection to an item of account. Whilst we
have received correspondence from members of the public, we have received no
objections.
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5. Internal control recommendations

As part of our audit of the financial statements, we obtained an understanding of internal
controls sufficient to plan our audit and determine the nature, timing and extent of testing

performed. Although our audit was not designed to express an opinion on the Priority ranking
effectiveness of internal control, we are required to communicate to Audit Committee any
significant deficiencies identified during the course of our work. 1 (high)

The purpose of our audit was to express an opinion on the financial statements. As part of
our audit we have considered the internal controls in place relevant to the preparation of
the financial statements in order to design audit procedures to allow us to express an
opinion on the financial statements but not for the purpose of expressing an opinion on the

Description

In our view, there is potential for financial loss,
damage to reputation or loss of information. This
may have implications for the achievement of
business strategic objectives. The
recommendation should be taken into
consideration by management immediately.

Number of issues

effectiveness of internal control or to identify any significant deficiencies in their design or
operation.

2 (medium)
THE matters reported are limited to those deficiencies and other control recommendations
tt we have identified during our normal audit procedures and that we consider to be of
sifficient importance to merit being reported. If we had performed more extensive
prdcedures on internal control we might have identified more deficiencies to be reported or

In our view, there is a need to strengthen internal
control or enhance business efficiency. The
recommendations should be actioned in the near
future.

concluded that some of the reported deficiencies need not in fact have been reported. Our
comments should not be regarded as a comprehensive record of all deficiencies that may 3 (low)
exist or improvements that could be made.

In our view, internal control should be
strengthened in these additional areas when
practicable.

Our findings and recommendations are set out below. We have assigned priority rankings
to each of them to reflect the importance that we consider each poses to your organisation
and, hence, our recommendation in terms of the urgency of required action. In summary,
the matters arising fall into the following categories:
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5. Internal control recommendations

Other deficiencies in internal control — Level 2

Description of deficiency

As part of our audit testing of property, plant and equipment disposals we identified an
error whereby an asset had been accounted for as being disposed of but the Council
still owned the asset as at 31 March 2023. This indicates that there is a lack of internal
control over the review of the disposals listing.

Rptential effects

jab}

Fhere is a risk that the Council's financial statements are materially misstated due to
foperty, plant and equipment assets incorrectly being accounted for as disposed of
when the disposal has not occurred.

Recommendation

The Council should ensure that property, plant and equipment disposals are only
processed when there is documentation to evidence that the disposal has occurred.

Management response

Previously the finance team have relied on information from development colleagues in
relation to disposals as at 31 March. The information is cross checked against the
capital receipt (where applicable) and the land registry records. Such documentation is
not always available by the time the draft accounts are published.

Going forwards legal colleagues will be asked to confirm there has been an exchange
of contracts in relation to the disposal.

Other deficiencies in internal control — Level 2

Description of deficiency

As part of our audit testing of capital commitments we identified values were included for
capital projects which had finished prior to 31 March 2023 and therefore there was no
outstanding capital spend committed. This indicates that there is a lack of internal
control over the review of the listing of capital commitments.

Potential effects

There is a risk that the disclosure of capital commitments in the Council's financial
statements is materially misstated.

Recommendation

The Council should ensure a thorough review of the capital commitments as part of the
preparation of the draft financial statements.

Management response

Documentation has been reviewed to ensure contracts have been entered in to and only
these contracts will be included in this disclosure. Contracts are cross checked to the
commitments in the finance system (SAP), including a reconciliation to contract value
and understanding of any variations.
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5. Internal control recommendations

Other deficiencies in internal control — Level 2

Description of deficiency

There is a balance of £263.9m of land and buildings and surplus assets which have not
been formally revalued or indexed during the 2022/23 financial year. The CIPFA Code
requires that the Council ensure that the carrying amount of assets does not differ
materially from that which would be determined using current value at the end of the
financial year. As part of the audit, we asked the Council to demonstrate that the

63.9m of assets were materially correct as at 31 March 2023, as it became apparent
Bat this had not been considered as part of the year end close down procedures and
tRe Council's work to demonstrate the asset values were materially correct was only
c%mpleted during the audit period following our challenge questions.

Potential effects

There is a risk that the value of the Council's property, plant and equipment within the
financial statements is materially misstated.

Recommendation

The Council should complete an assessment of the land and buildings and surplus
assets which are neither formally valued or indexed during the year to ensure that the
values are correct as at the balance sheet date.

Management response

Agreed. As part of 2022/23 closedown we will ensure that this exercise is carried out on
the value of assets which are not formally revalued or indexed to provide assurance
that they are materially correct as at 31 March 2024,

Other deficiencies in internal control — Level 2

Description of deficiency

As part of our review of the Council's group accounts we challenged the Council on why
the Manchester Heat Network was not consolidated. Although the Council carried out a
comprehensive review of the entities within the group boundary, there was not an
overall assessment of the value of the entities not consolidated.

Potential effects

There is a risk that the Council's group accounts could include omissions of group
entities which could lead to the accounts being materially misstated.

Recommendation

The Council should continue to carry out a comprehensive review of the entities within
the group boundary each year as part of the closedown procedures. Alongside
considering each entity individually for consolidation in line with materiality a stand back
assessment should be completed to ensure that the group accounts would not be
materially misstated when considering all entities not consolidated.

Management response

Manchester Energy Network is now included in the updated Group Accounts as a
subsidiary. It is agreed that the annual review of entities in which MCC have an interest
will assess materiality at both individual company level as well as collectively when
considering inclusion in the group accounts
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5. Internal control recommendations

Other deficiencies in internal control — Level 2

Description of deficiency

Through our audit work we identified transactions with the Manchester Heat Network
and The Factory International which met the CIPFA Code definition of a related party
transaction which had not been included within the related party transactions disclosure
note within the financial statements. This indicates a lack of internal control surrounding
the completeness of related party transaction disclosures within the financial
statements.

U
Eotential effects
®

Rhere is a risk that the Council omits related party transactions from the disclosures
within the financial statements.

Recommendation

The Council should ensure a thorough review of transactions with related parties as
part of the preparation of the draft financial statements, to ensure the disclosure is
complete.

Management response

Related Parties are identified through various methods and every year the
completeness and robustness of the process is improved. Subsidiaries, Associates and
Joint Ventures are identified through the Company database which is maintained by
Commercial Governance. There is also a review of officer and member directorships
and declaration of interests. From 23/24 the review will also consider significant
partnerships, which would pick up entities such as The Factory International.
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5. Internal control recommendations

Other deficiencies in internal control — Level 2

Description of deficiency

We have identified that there are a number of properties which the Council have leased
out to tenants where the tenant has taken occupancy of the property before the lease
agreement has been finalised and signed.

Potential effects

here is a risk the Council is not receiving the rent for the property if the lease
Sgreement it not in place in a timely manner. The Council is also open to other risks
g‘elhere the tenant does not have a current lease agreement in place.

Recommendation

The Council should ensure that lease agreements are signed and agreed by both
parties prior to the tenant taking control of the property to ensure all properties leased
out are subject to a contract.

Management response

Best practice is to ensure that leases are completed before tenants take occupation.
There are a small number of occasions when a tenant has taken occupation of a
premises while leases are finalised. This approach is adopted when there is a clear
benefit to early occupation of a building with the risks of this approach weighed against
the benefits. Risks are mitigated by measures including:

* limiting this approach to trusted partners;
* ensuring Heads of Terms, including payment terms, are agreed in advance,;
* putting in place a temporary licence for occupation.

The appropriate mitigation is agreed in consultation with Legal Services.
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5. Internal control recommendations

Follow up on previous internal control points

Description of deficiency

Our work on the Council’s NNDR processes and controls identified that during 2021/22
the Council had not reconciled the ratable value and properties per the Valuation Office
report to the Council’s system.

Potential effects

Errors in either the VOA report or the Council’s system data may go unresolved. We
carried out additional audit procedures to reconcile the year end VOA report to the
@ouncil’s system.

Bcommendation

The Council should carry out regular reconciliations between the external VOA report
and its internal system data.

2022/23 update

Management consider this recommendation to have been fully implemented.
Reconciliation jobs have been run on 27 July 2022, 14 April 2023 and 7 December
2023 so the recommendation has been implemented. The team have recently received
the latest full report from the VOA and will be carrying out the reconciliation this month.

We now consider this recommendation to have been fully implemented by
management.

Follow up on previous internal control points

Description of deficiency

Our work on the Council’s journal transfers considered whether the user processing the
journal was an appropriate officer. Following discussion with the Council finance team,
they concluded that two such users were not appropriate and their access rights should
be amended to remove journal processing.

Potential effects

Inappropriate access to process journals increases the risk of journals being processed
by mistake. We reviewed all journals processed by the two users and tested the
significant journals which impacted on the reported financial position. No audit issues
were identified from this testing.

Recommendation

The Council should regularly confirm that all users with journal processing rights remain
appropriate.

2022/23 update

Management consider this recommendation to have been fully implemented.

The recommendation that we regularly confirm users with journal access rights remain
appropriate is achieved. The systems team under carried out a specific exercise and
strengthened the process with ICT colleagues on SAP access and joiners, movers,
leavers.

We now consider this recommendation to have been fully implemented by management.
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6. Summary of misstatements

This section outlines the misstatements identified during the course of the audit, above the trivial threshold for adjustment of £1,095k. The first table outlines the misstatements that were
identified during the course of our audit which management has assessed as not being material either individually or in aggregate to the financial statements and does not currently plan to

adjust.
The second table outlines the misstatements that have been adjusted by management during the course of the audit.

Unadjusted misstatements

As part of the 2021/22 audit we reported an unadjusted misstatement of £1,905k which related to 2022/23 expenditure which had incorrectly been accounted for in the 2021/22 financial
year. Therefore, the gross expenditure 2022/23 Comprehensive Income and Expenditure Statement is understated by £1,905k, the general fund balance as at 31/03/2023 is not impacted

by this misstatement.

Comprehensive Comprehensive
Income and Income and

. . Balance Sheet Balance Sheet - . .
Expenditure Expenditure Debit (£°000) Credit (£°000) Description of unadjusted misstatement
- Stgtement Staf[ement
_%f Debit (£°000) Credit (£’000)
W The auditor of the Greater Manchester Pension
. . Fund identified an unadjusted error in the valuation
1 Debit: Net Pensions Asset 9,086 of pension fund assets of £70m. £9m is the
Credit: Pensions Reserve (9,086) estimate of the Council’s share of this error.
2 Debit: Assets Held for Sale 6,937 As part of our sample testing of disposals we
o . identified that the Council had accounted for an
Credit Gal?s/Lostses on disposal of (2,834) asset as being disposed of, but the Council still
non-current assets owned the asset as at 31 March 2023. Because we
Credit: Unusable Reserves: Capital (4,103) identified this error in our sample testing, in line with
Adjustment Account our approach, we extrapolated the known error of
£1,088k over the remaining untested disposals.
Total unadjusted misstatements - (2,834) 16,023 (13,189)

There are corresponding errors in the Cash Flow Statement (Cash Flows from investing activities) and the Movement in Reserves Statement (adjustments between accounting and funding
basis).

=
®
3
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6. Summary of misstatements

Adjusited misstatements Comprehensive Comprehensive
Income and Income and
Expenditure Expenditure Balar_lce Sheet Balan_ce Sheet Description of adjusted misstatement
Debit (£°000) Credit (£7000)
Statement Statement
Debit (£'000) Credit (£’000)
The Council obtained a revised pensions asset
. . ceiling calculation from the pension fund actuary
L Debit: Net Pensions Asset 272,947 Hymans Robertson during the course of the audit,
Credit: Pensions Reserves (272,947) this adjustment reflects the revised asset ceiling
position.

2 Debit: Long-Term Debtors 2,620 This adjustment was identified by the client. The
9-? Credit: U ble R _ 2 620 adjustment relates to the Council’s Equity Share
@ Dr? I drgsqt (IeRese_r\iesl.? (2,620) Assistance scheme. The adjusting journals correct
! clerred Lapiial Receipls Reserve the valuation of the debtor as at 31 March 2023.

Total unadjusted misstatements - (272,947) 275,567 (2,620)

There are corresponding errors in the Cash Flow Statement (Cash Flows from investing activities) and the Movement in Reserves Statement (adjustments between accounting and
funding basis). These have also been adjusted for, along with any disclosure notes impacted.
The adjustments disclosed above have also been reflected in the group accounts.
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6. Summary of misstatements

Disclosure amendments

We identified the following adjustments during our audit that have been corrected by management:
* Note 9 Expenditure and Income Analysis - £45,281k of grant income was miscoded to fees and charges, this has been corrected in Note 9.
* Note 27 Operating Leases — The future minimum lease payments receivable under non-cancellable leases disclosure was amended as follows:

£000
* Not later than one year 64
» Later than one year and not later than five years 256
» Later than five years 3,678

* Note 30 Contracted Capital Commitments — The total value of capital commitments has been increased by £8,508k, from £175,570k to £184,078k.

* Note 34 Analysis of Long-term Borrowing — A correction has been made to the range of interest rates payable.

* Note 40 Dedicated Schools Grant — An additional table has been added to disclose the prior year comparative values.

0 Note 45 Related Party Transactions — Additional disclosures have been added to disclose the transactions between the Council and the related parties of the Manchester Heat

Network and The Factory International.
~ Note 53 Events after the Balance Sheet Date — Additional narrative has been added to disclose that following the year end three schools with total value of Land and Building

O assets of £38.4m have converted to academies.

*abe

At the time of preparing the 2022/23 draft financial statements the audit of the 2021/22 financial statements was not yet complete. All disclosure amendments which were agreed as
part of the 2021/22 audit have now been reflected in the 2022/23 financial statements.

We identified the following adjustments during our audit that have not been corrected by management:

» As part of our sample testing of capital commitments we identified for one sample item that there was no contractual commitment as the capital project had been completed.
Because we identified this error in our sample testing, in line with our approach, we extrapolated the known error of £921k over the remaining untested gross expenditure. We also
identified a further error with a value of £546k where the capital commitment for another project was understated. The total known and projected misstatement of the capital
commitments disclosure is £6,662k overstated

» As part of our sample testing of fees and charges we identified that one sample item was incorrectly classified as fees and charges within Note 9 when the correct classification
was grant income. Because we identified this error in our sample testing, in line with our approach, we extrapolated the known error of £51k over the remaining untested fees and
charges income. The total known and projected misclassification is £15,1890k. Note this does not impact on the comprehensive income and expenditure statement, the error is

purely a classification issue within Note 9 Expenditure and Income Analysis.
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7. Value for Money

Approach to Value for Money

We are required to consider whether the Council has made proper arrangements for securing
economy, efficiency and effectiveness in its use of resources. The NAO issues guidance to
auditors that underpins the work we are required to carry out and sets out the reporting criteria
that we are required to consider. The reporting criteria are:

* Financial sustainability - How the Council plans and manages its resources to ensure it
can continue to deliver its services

* Governance - How the Council ensures that it makes informed decisions and properly
manages its risks

* Improving economy, efficiency and effectiveness - How the Council uses information
a‘gout its costs and performance to improve the way it manages and delivers its services

®

SN

AttHS planning stage of the audit, we undertake work to understand the arrangements that the
Council has in place under each of the reporting criteria and we identify risks of significant
weaknesses in those arrangements. Although we describe this work as planning work, we
keep our understanding of arrangements under review and update our risk assessment
throughout the audit to reflect emerging issues that may suggest significant weaknesses in
arrangements exist.

Where our risk-based procedures identify actual significant weaknesses in arrangements we
are required to report these and make recommendations for improvement. Where such
significant weaknesses are identified, we report these in the audit report.

The primary output of our work on the Council's arrangements is the commentary on those
arrangements that forms part of the Auditor’s Annual Report. We intend to issue the Auditor's
Annual Report by the end of September 2024.

We are yet to complete our work in respect of the Council's arrangements for the year ended
31 March 2023. At the time of preparing this report, we have not identified any significant
weaknesses in arrangements that require us to make a recommendation, however we
continue to undertake work on the Council's arrangements.

As noted above, our commentary on the Council’s arrangements will be provided in the
Auditor’s Annual Report.
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Appendix A: Independence

As part of our ongoing risk assessment we monitor our relationships with you to identify any
new actual or perceived threats to our independence within the regulatory or professional
requirements governing us as your auditors.

We can confirm that no new threats to independence have been identified since issuing the
Audit Strategy Memorandum and therefore we remain independent.

¥t abed
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Appendix B: Other communications

Other communication Response

We have not identified any significant matters involving actual or suspected non-compliance with laws and regulations.

_ Compliance with Laws
\0\ and Regulations We will obtain written representations from management that all known instances of non-compliance or suspected non-compliance with laws and
regulations whose effects should be considered when preparing financial statements have been disclosed.

We did not experience any issues with respect to obtaining external confirmations.

— External confirmations

Other than the disclosure amendments detailed in Section 5, we did not identify any significant matters relating to the audit of related parties.

We will obtain written representations from management confirming that:

Y a. they have disclosed to us the identity of related parties and all the related party relationships and transactions of which they are aware; and
a8 Related parties
%/'ﬁ?\o b. they have appropriately accounted for and disclosed such relationships and transactions in accordance with the requirements of the

NG applicable financial reporting framework.

We have not identified any evidence to cause us to disagree with the City Treasurer that Manchester City Council will be a going concern, and
therefore we consider that the use of the going concern assumption is appropriate in the preparation of the financial statements.

Cel e We will obtain written representations from management, confirming that all relevant information covering a period of at least 12 months from the

date of approval of the financial statements has been taken into account in assessing the appropriateness of the going concern basis of
preparation of the financial statements.

mazars
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Appendix B: Other communications (continued)

Other communication Response

We are required to obtain evidence about whether events occurring between the date of the financial statements and the date of the
auditor’s report that require adjustment of, or disclosure in, the financial statements are appropriately reflected in those financial
Subsequent events statements in accordance with the applicable financial reporting framework.
4

We will obtain written representations from management that all events occurring subsequent to the date of the financial statements and
for which the applicable financial reporting framework requires adjustment or disclosure have been adjusted or disclosed.

We have designed our audit approach to obtain reasonable assurance whether the financial statements as a whole are free from material
misstatement due to fraud. In addition to the work performed by us, we will obtain written representations from management, and Audit
Committee, confirming that

Y,
% a. they acknowledge their responsibility for the design, implementation and maintenance of internal control to prevent and detect fraud,;
S b. they have disclosed to the auditor the results of management’s assessment of the risk that the financial statements may be materially
NP misstated as a result of fraud;
- - Matters related
to fraud c. they have disclosed to the auditor their knowledge of fraud or suspected fraud affecting the entity involving:
i. Management;

ii. Employees who have significant roles in internal control; or
iii. Others where the fraud could have a material effect on the financial statements; and

d. they have disclosed to the auditor their knowledge of any allegations of fraud, or suspected fraud, affecting the entity’s financial
statements communicated by employees, former employees, analysts, regulators or others.

mazars
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Item 6

Manchester City Council
Report for Information

Report to: Audit Committee — 23 April 2024
Subject: Annual Accounts 2022/23 Update
Report of: City Treasurer

Summary

To provide the Committee with updated 2022/23 accounts and explain the key audit
adjustments to the draft accounts reported to the 25 July 2023 Committee.

Recommendations
The Committee is recommended to:

1) To consider and comment on the amendments made to the annual accounts since
they were reported to the Audit Committee in July 2023.

2) Approve the revised annual accounts including the accounting policies contained
within them

3) Agree not to amend the annual accounts in relation to 3.8

Wards Affected:

All

Environmental Impact None
Assessment -the impact of the
issues addressed in this report
on achieving the zero-carbon
target for the city

Equality, Diversity and None
Inclusion - the impact of the
issues addressed in this report
in meeting our Public Sector
Equality Duty and broader
equality commitments
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Manchester Strategy
outcomes

Summary of how this report aligns to the Our
Manchester Strategy/Contribution to the
Strategy

A thriving and sustainable city:
supporting a diverse and
distinctive economy that creates
jobs and opportunities

A highly skilled city: world class
and home grown talent
sustaining the city’s economic
success

A progressive and equitable city:
making a positive contribution by
unlocking the potential of our
communities

A liveable and low carbon city: a
destination of choice to live, visit,
work

A connected city: world class
infrastructure and connectivity to
drive growth

The effective use of resources underpins the
Council’s activities in support of its strategic
priorities as set out in the Corporate Plan which is
underpinned by the Our Manchester Strategy.

Full details are in the body of the report, along with any implications for:

e Equal Opportunities Policy
¢ Risk Management
e Legal Considerations

Financial Consequences — Revenue

None of the changes to the accounts impact on the financial position of the council or its

taxpayer funds.

Financial Consequences — Capital

None

Contact Officers:

Name: Tom Wilkinson
Position: City Treasurer
Telephone: 0161 234 1017
E-mail:

tom.wilkinson@manchester.gov.uk
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Name: Samantha McArdle

Position: Head of Corporate Finance

Telephone: 0161 234 3472

E-mail: samantha.mcardle@manchester.gov.uk

Background documents (available for public inspection):

The following documents disclose important facts on which the report is based and have
been relied upon in preparing the report. Copies of the background documents are
available up to four years after the date of the meeting. If you would like a copy please
contact one of the contact officers above.

Working papers — Consolidation of 2022/23 accounts working papers

Audit Committee report 14 March 2023 — Accounting Concepts and Policies, Critical
Accounting Judgements and Key Sources of Estimation Uncertainty

Report to Audit Committee 25 July 2023 — Draft Annual Accounts 2022/23

Report to Audit Committee 28 November 2023 — Annual Accounts Update

Audit Committee 23 April 2024 - Report of External Auditors (Mazars)
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https://democracy.manchester.gov.uk/documents/s39273/Accounting%20Concepts%20and%20Policies%20Critical%20Accounting%20Judgements%20and%20Key%20Sources%20of%20Estimation%20Uncer.pdf
https://democracy.manchester.gov.uk/documents/s39273/Accounting%20Concepts%20and%20Policies%20Critical%20Accounting%20Judgements%20and%20Key%20Sources%20of%20Estimation%20Uncer.pdf
https://democracy.manchester.gov.uk/documents/s41447/Audit%20Committee%2025.7.23_Draft%20Accounts%20report%2022.23.pdf
https://democracy.manchester.gov.uk/documents/s44127/FORMATTED%20-%20Audit%20Committee%20Report_%2028%20November%202023__Final%20Accounts%20Update%20v2.pdf

1.1.

2.1.

2.2.

Item 6

Introduction

The 2022/23 draft accounts were presented to this committee on 25 July 2023
and published for public inspection on 14 August 2023. They have now been
updated to reflect the final changes agreed as part of the 2021/22 audit process
as well as amendments identified during the 2022/23 audit process. This report
provides an update on the national situation in relation to audit delays and
summarises the amendments that have been made following the work
undertaken by the Council’'s External Auditors, Mazars. Further details can also
be found in the External Auditor’s report elsewhere on this agenda. This report is
supported by the following Appendixes:

¢ Appendix 1 — Changes to the CIES and Balance Sheet
e Appendix 2 — Updated annual accounts 2022/23

Background and context

As set out in previous reports to this committee there are significant challenges
facing the local authority financial reporting and local audit system. The graph
below shows how the situation has deteriorated in recent years. Just 9% of local
government bodies received audit opinions in time to publish audited accounts
for 2020/21 by September 2021 and 12% for 2021/22 by the extended deadline
of November 2022. This reduced to just 1% (5 out of 467) for 2022/23 accounts,
where the deadline returned to September. The backlog stood at 771 overdue
audits as at 31 December 2023.

% of LA's meeting the deadline for audited
accounts

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23

There is consensus across all parties involved that the backlogs must be
addressed, a return to timely consolidation and audit across the sector is
imperative. In July 2023, the Department for Levelling Up, Housing and
Communities (DLUHC) announced a range of proposals. These included setting
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statutory deadlines and issuing qualifications and disclaimers of opinion in the
short term. This was followed by a joint statement to update to proposals to clear
the backlog and embed timely audit’, published 8 February 2024.

2.3. A DHLUC consultation on proposed legislative changes ran for 4 weeks, closing
on 7 March 2024. The outcome is awaited. The proposed changes to the
Accounts and Audit Regulations 2015 that regulate audited financial statements
for local authorities in England are part of a series of wider measures consisting
of three stages as shown below.

Three stage proposal

o Phase 1: Reset involving clearing the backlog of historical audit opinions up
to and including financial year 2022/23 by 30 September 2024

Phase 2: Recovery from Phase 1 in a way that does not cause a recurrence
e of the backlog by using backstop dates to allow assurance to be rebuilt over
multiple audit cycles

o Phase 3: Reform involving addressing systemic challenges in the local audit
system and embedding timely financial reporting and audit

Phase One — Reset

24. The first phase of the proposals will require local authorities to finalise all their
outstanding audited financial statements by 30 September 2024, bringing audits
up-to-date for financial years 2015/16 through 2022/23. For the most recent
financial year ending 31 March 2023, this will be 18 months after the balance
sheet date.

Phase Two — Recovery

2.5. Phase two relates to 2023/24 and future financial years, and proposes gradually
shortening the statutory deadline until it aligns with what was previously a target
date for publication of eight months after the year-end, as follows:

e 2023/24: 31 May 2025 (14 months)
e 2024/25: 31 March 2026 (12 months)
e 2025/26: 31 January 2027 (10 months)

1 Local audit delays: Joint statement on update to proposals to clear the backlog and embed timely audit - GOV.UK

(www.gov.uk)
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e 2026/27: 30 November 2027 (8 months)
e 2027/28: 30 November 2028 (8 months)

2.6. The National Audit Office (NAO) is proposing that the Code of Audit Practice
would require auditors (unless specific circumstances apply) to issue their
opinion in time for the authority to publish its accounts by the specified dates. If
they have been unable to obtain sufficient appropriate audit evidence in time this
would result in an auditor having to issue a modified opinion, either through
qualification or through issuing a disclaimer of opinion.

2.7. To support the ‘recovery’ phase CIPFA have set out proposals for an
exceptional update to the Code of Practice on Local Authority Accounting in the
United Kingdom (the Code). The changes would apply to local authorities in
England only for 2023/24 and 2024/25 with the intention of reducing the burden
on those who produce Local Authority Accounts and their auditors. They include:
e extending the override relating to the valuation and disclosure
requirements for infrastructure assets
e Simplifying measurement for operational property, plant and equipment
using indexation
¢ Reducing disclosure requirements around net pension assets and

liabilities
Phase Three — Reform

2.8. The challenges that have led to the current local audit backlog are systemic and
further long-term work is required to address them. All partners recognise that
work must continue to ensure that financial reporting, auditing and regulatory
requirements are proportionate. There are several strands as follows:

e DHLUC will build on the recommendations of the Redmond Review? published
September 2020. A central proposal of this work was the establishment of a
new independent regulator for local audit to overcome fragmentation in the
local audit framework and enable a coordinated response to challenges. The
government has committed to establishing the Audit, Reporting and
Governance Authority as system leader for local audit when Parliamentary
time allows.

e CIPFA plan to look at long-term reforms to financial reporting based on the
needs of accounts users.

e In 2024 HM Treasury will be setting out the outcome of the thematic review
into the valuation of non-investment assets. CIPFA intends that they any
changes are introduced to the Code for 2025/26.

2.9. Despite these challenges across councils and audit firms, the Council has
maintained a productive working relationship with our External Auditors, Mazars.
The timing of the 2022/23 audit work has run concurrently initially with the

2 Local authority financial reporting and external audit: independent review - GOV.UK (www.gov.uk)
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budget process which has been challenging for the finance team to respond to
audit queries whilst ensuring the delivery of a balanced and sustainable budget
and latterly with the preparation for the 2023/24 accounts closure process.
2023/23 Updated MCC Accounts

Changes to the Single Entity Main Accounting Statements

There have been no changes to the draft accounts that affect the usable
reserves of the Council, and therefore its underlying resource position. Appendix
1 shows the effect on the CIES and balance sheet of the amendments agreed to
date which result in an increase in the net worth of the Council of £275.567m, an
increased deficit on the provision of services of £443k and an increase in the
total other comprehensive income and expenditure of £272.947m. This reflects
two changes to the main statements as follows:

e Pensions - Updated calculation of the valuation from the actuary,

(removing the asset ceiling calculation of £272.947m)
e Re-categorisation of a contingent asset to a long-term debtor of £2.620m

Pensions — Updated asset ceiling calculation

The pension values in the accounts are wholly based on the valuations provided
by the pension fund actuary, (Hymans Robertson LLP). The actuary is annually
commissioned by Tameside Metropolitan Borough Council (the Administering
Authority) to carry out a valuation of the Greater Manchester Pension Fund as at
31 March 2023.

In 2022/23 the actuarial valuation has seen a significant movement from a deficit
to a surplus position. This follows the improved financial performance of the
underlying assets of the fund and updated financial assumptions used to value
the Pension Fund liabilities. The closing 2022/23 position now reflects a net
pension asset of £645.1m, moving from the prior estimated liability of £540.6m.

Under IFRS accounting there is a limitation on the value of the net pension asset
that can be recorded on the balance sheet. This is known as an ‘asset ceiling’
and was calculated by the actuary at £372.2m meaning an asset ceiling
adjustment was reflected in the draft CIES and balance sheet of £272.9m.
During the audit the Council obtained a revised pensions asset ceiling
calculation from the actuary which removed this adjustment due to revised
assumptions. This is reflected as an increase to the net pension asset and an
increase to the pensions unusable reserve. The adjustment is reflected in the
revised statements and associated disclosure note 41.

Deferred capital receipt
The Council has a historic equity share assistance scheme which involved

supporting buyers to purchase a property while the Council retained a share of
the equity. When the home is sold, transferred, or when the purchaser dies, the
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Council is repaid the equity share based on the home’s value at that time. There
are 29 equity share loans remaining.

In the draft accounts, the forecast future income was accounted for as a
contingent asset, on the basis that the point at which the Council would be
repaid was unknown. On review of the arrangement, it has been determined this
should be treated as a deferred capital receipt. The impact of the change is a
£2.620m increase to the deferred capital receipts reserve and a corresponding
increase to Long term debtors. In addition the CIES has been updated to reflect
the £443k increase in the value since 31 March 2022.

Asset Valuations - Property Plant and Equipment (PPE)

A sample of valuations for property, plant and equipment, investment properties
and assets held for sale have been reviewed by the Mazars audit team and
valuation experts employed at Mazars. This review included the challenge of
assumptions used by the Council’s internal and external valuers. This has not
resulted in any proposed changes which is a key improvement from previous
years.

Unadjusted misstatements

As part of the sample testing of asset disposals it was identified that the Council
had accounted for an asset as being disposed of in 2022/23, however, it was still
owned by the Council on 31 March 2023. The scale of the error is £1,088k
therefore it is proposed not to adjust the 2022/23 final accounts. In future when
the team are advised about asset disposals, legal colleagues will be asked to
confirm that there has been an exchange of contracts.

Group Accounts

All amendments in the single entity accounts have been reflected in the updated
group accounts. The group accounts have been updated for the impact of
changes agreed in 2021/22.

The draft Group Accounts reflected the consolidation of Destination Manchester
Limited (DML) which is a Group Subsidiary and Manchester Airport Holdings
Limited (MAHL) which is a Joint Venture, of which the Council owns 35.5%. The
updated accounts now also include a further subsidiary which is Manchester
Heat Network Limited. The audit of the updated group accounts is still
underway.

Other Changes
The narrative report has been amended to reflect the changes outlined in this

report, in relation to unusable reserves, outturn to CIES, the single entity
balance sheet and the group balance sheet.
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At the time the draft 2022/23 accounts were published the audit of the prior year
was still underway. The impact of agreed changes to the 2021/22 accounts has
now been reflected in the updated 2022/23 financial statements and disclosures.

Disclosure notes have been updated where required to reflect the updates to the
main statements outlined in this report. Mazars completed a review of the initial
draft accounts and recommended changes to the presentation of some
disclosure notes which have been reflected in the updated audited document
This includes:

¢ Note 9 Expenditure and Income Analysis - £45.3m of income was shown
as fees and charges when it is grant income, this has been corrected

e Note 27 Operating Leases — The future minimum lease payments
receivable under non-cancellable leases disclosure was amended

¢ Note 30 Contracted Capital Commitments — The total value of capital
commitments has increased by £8.5m to £184.1m.

¢ Note 34 Analysis of Long-term Borrowing — A correction has been made to
the range of interest rates payable.

¢ Note 40 Dedicated Schools Grant — An additional table has been added to
disclose the prior year comparative values.

¢ Note 45 Related Party Transactions — Additional disclosures have been
added to disclose the transactions between the Council and the related
parties of the Manchester Heat Network and The Factory International.

e Note 53 Events after the Balance Sheet Date — Additional narrative has
been added to disclose that following the year end three schools with total
value of Land and Building assets of £38.4m have converted to
academies.

Conclusion

As well as being a statutory requirement, audited financial statements are critical
to effective financial management in Local Authorities and a key part of how we
are held to account. Both the Council, and our external auditors are working
closely together to get back on track after a difficult few years.

The 2022/23 audit is substantially complete subject to several outstanding
matters listed in the Audit completion report elsewhere on the agenda. Subject
to the satisfactory conclusion of the outstanding work, an unqualified opinion on
the single entity and group accounts is expected to be issued. The revised
Annual Accounts for 2022/23 are appended to this report.
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Appendix 1 — Changes to the CIES and Balance Sheet

Single Entity Comprehensive Income and Expenditure Statement (CIES)

Amendments
CIES Draft 1. Pension -
accounts Updated asset 2. Updated LT Total Revised CIES
2022/23 Ceiling adj debtor amendments 22/23
£000 £000 £000 £000 £000
Continuing operations
Adults Social Care 248,365 0 248,365
Homelessness 19,625 0 19,625
Children's Services 203,575 0 203,575
Corporate Core 150,539 0 150,539
Neighbourhoods 155,250 0 155,250
Growth and Development 27,812 0 27,812
Corporate Items (3,880) (443) (443) (4,323)
Council - Wide Costs 6,585 0 6,585
Housing Revenue Account 4,426 0 4,426
Net cost of services 812,297 0 (443) (443) 811,854
Other operating expenditure
(Gains) Losses on disposal of non-
current assets (10,270) 0 (10,270)

9 way ‘T xipuaddy
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Amendments

CIES Draft 1. Pension -
accounts Updated asset 2. Updated LT Total Revised CIES
2022/23 Ceiling adj debtor amendments 22/23
£000 £000 £000 £000 £000

Levies 67,844 0 67,844
Payments to government housing
capital receipts pool 0 0 0
Total other operating expenditure 57,574 0 0 0 57,574
Financing and investment income and
expenditure (31,390) 0 (31,390)
Taxation and non-specific grant
income and expenditure (699,496) 0 (699,496)
Deficit on provision of services 138,985 0 (443) (443) 138,542
Items that will not be subsequently
classified in the Deficit of Provision
of Services
(Surplus) on revaluation of property,
plant and equipment assets (73,897) 0 (73,897)
Impairment losses on non-current
assets charged to the Revaluation
Reserve 20,350 0 20,350
Re-measurememts of the net defined
benefit liability (1,312,917) 0 (1,312,917)
Asset Ceiling Adjustment 272,947 (272,947) (272,947) 0
Items that will be subsequently
classified in Deficit of Provision of
Services 0

9 way ‘T xipuaddy
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Amendments
CIES Draft 1. Pension -
accounts Updated asset 2. Updated LT Total Revised CIES
2022/23 Ceiling adj debtor amendments 22/23
£000 £000 £000 £000 £000
(Surplus) / deficit from investments in
equity instruments designated at fair
value through other comprehensive
income (154) 0 (154)
Total other comprehensive income
and expenditure (1,093,671) (272,947) 0 (272,947) (1,366,618)
Total comprehensive income and
expenditure (954,686) (272,947) (443) (273,390) (1,228,076)
Single Entity Balance Sheet
Summary of amendments
Balance
Sheet 2. Revised
Draft 1. Pension - Update 3. Total Balance
accounts |Updated asset dLT Investment|amendment Sheet
Balance Sheet at 31 March 2023 2022/23 Ceiling adj debtor adj s 2022/23
£000 £000 £000 £000 £000 £000
Infrastructure Assets 553,237 0 553,237
Other Property, Plant and Equipment
Assets 2,715,953 0 2,715,953
Heritage assets 639,275 0 639,275

9 way ‘T xipuaddy
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Summary of amendments

Balance
Sheet 2. Revised
Draft 1. Pension - Update 3. Total Balance
accounts |Updated asset dLT Investment|amendment Sheet
Balance Sheet at 31 March 2023 2022/23 Ceiling adj debtor adj s 2022/23
£000 £000 £000 £000 £000 £000
Investment properties 537,407 0 537,407
Intangible non-current assets 135 0 135
Long-term investment in subsidiaries,
associates and joint ventures 141,347 17,436 17,436 158,783
Other long-term investments 20,089 (17,436) (17,436) 2,653
Long-term debtors 505,536 2,620 2,620 508,156
Net pensions asset 372,170 272,947 272,947 645,117
Total non-current assets 5,485,149 272,947, 2,620 0 275,567 5,760,716
Current assets
Inventories and long-term contracts 636 0 636
Short-term debtors 215,412 0 215,412
Cash and cash equivalents 95,021 0 95,021
Short-term assets held for sale 7,526 0 7,526

9 way ‘T xipuaddy
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Summary of amendments

Balance
Sheet 2. Revised
Draft 1. Pension - Update 3. Total Balance
accounts |Updated asset dLT Investment|amendment Sheet
Balance Sheet at 31 March 2023 2022/23 Ceiling adj debtor adj s 2022/23
£000 £000 £000 £000 £000 £000
Total current assets 318,595 0 0 0 0 318,595
0
Total assets 5,803,744 272,947, 2,620 0 275,567 6,079,311
0
Current liabilities 0
Short-term borrowing (119,147) 0 (119,147)
Short-term creditors (249,238) 0 (249,238)
Short-term provisions (11,143) 0 (11,143)
Short-term deferred liabilities (10,671) 0 (10,671)
Total current liabilities (390,199) 0 0 0 0 (390,199)
0
Total assets less current liabilities 5,413,545 272,947, 2,620 0 275,567 5,689,112
Long-term liabilities 0

9 way ‘T xipuaddy
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Summary of amendments

Balance
Sheet 2. Revised
Draft 1. Pension - Update 3. Total Balance
accounts |Updated asset dLT Investment|amendment Sheet
Balance Sheet at 31 March 2023 2022/23 Ceiling adj debtor adj s 2022/23
£000 £000 £000 £000 £000 £000
Long-term creditors (765) 0 (765)
Long-term provisions (125,355) 0 (125,355)
Long-term borrowing (933,101) 0 (933,101)
Long-term deferred liabilities (125,897) 0 (125,897)
Capital grants receipts in advance (12,943) 0 (12,943)
Net pensions liability 0 0 0
Total long-term liabilities (1,198,061) 0 0 0 0 |(1,198,061)
Net assets 4,215,484 272,947, 2,620 0 275,567 4,491,051
Financed by: 0
Usable reserves (719,661) 0 (719,661)
Unusable reserves (3,495,821) (272,947) (2,620) (275,567) |(3,771,388)
Total reserves (4,215,482) (272,947)| (2,620) 0 (275,567) |(4,491,049)

9 way ‘T xipuaddy
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