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This document has been prepared as part of work performed in accordance with
statutory functions.

No responsibility is taken by the Auditor General, the staff of Audit Wales or, where
applicable, the appointed auditor in relation to any member, director, officer or other
employee in their individual capacity, or to any third party.

In the event of receiving a request for information to which this document may be
relevant, attention is drawn to the Code of Practice issued under section 45 of the
Freedom of Information Act 2000. The section 45 Code sets out the practice in the
handling of requests that is expected of public authorities, including consultation with
relevant third parties. In relation to this document, the Auditor General for Wales,
Audit Wales and, where applicable, the appointed auditor are relevant third parties.
Any enquiries regarding disclosure or re-use of this document should be sent to Audit
Wales at infoofficer@audit.wales.

We welcome correspondence and telephone calls in Welsh and English.
Corresponding in Welsh will not lead to delay. Rydym yn croesawu gohebiaeth a
galwadau ffén yn Gymraeg a Saesneg. Ni fydd gohebu yn Gymraeg yn arwain at oedi.
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Summary report

Introduction

1

The Auditor General is responsible for providing an opinion on whether the
financial statements give a true and fair view of the financial position of Blaenau
Gwent County Borough Council (the Council) at 31 March 2017 and its income and
expenditure for the year then ended.

We do not try to obtain absolute assurance that the financial statements are
correctly stated but adopt the concept of materiality. In planning and conducting the
audit, we seek to identify material misstatements in your financial statements,
namely, those that might result in a reader of the accounts being misled.

The quantitative levels at which we judge such misstatements to be material for the
Council is £2,517,000. Whether an item is judged to be material can also be
affected by certain qualitative issues such as legal and regulatory requirements
and political sensitivity. For example, we consider the Senior Officers’
Remuneration Note to be material by its nature and set a materiality level of £1. In
other words, given this low level of materiality, we expect this particular note to be
correct given it is publishing individual’s remuneration and making this information
publicly available.

International Standard on Auditing (ISA) 260 requires us to report certain matters
arising from the audit of the financial statements to those charged with governance
of a body in sufficient time to enable appropriate action.

This report sets out for consideration the matters arising from the audit of the
financial statements of the Council, for 2016-17, that require reporting under
ISA 260.

Status of the audit

6

We received the draft financial statements for the year ended 31 March 2017 on
26 June 2017, in line with the agreed deadline, and have now substantially
completed the audit work. The completion of our audit work was significantly
delayed due to the need to consider correspondence received which raised a
number of concerns in relation to the Council’s relationship with Silent Valley
Waste Services Ltd (SVWS).

In July 2018, we met with officers in Gwent Police, and after the Police had carried
out an initial examination of the information available, the Police decided to
conduct its own investigation. In view of this decision, we concluded that it would
not be appropriate to continue the audit until the Police enquiries had concluded.

In September 2019, Gwent Police, having sought advice from the Crown
Prosecution Service, decided not to pursue criminal charges against any
individual(s). We were therefore able to recommence the audit.

We are continuing to examine a number of other matters relating to the Council’s
historic relationship with SVWS that we will report on in due course. Our audit of
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10

the Council’s 2016-17 financial statements has therefore not yet been closed.
However, we do not consider that any of the ongoing matters to be material to the
Auditor General’s opinion on the Council’s financial statements and the audit
opinion can therefore be provided.

We are reporting to you the more significant issues arising from the audit of the
financial statements, which we believe you must consider prior to approval of the
financial statements. The audit team has already discussed these issues with
Council officers.

Proposed audit report

11

12

13

14

15

16

It is the Auditor General’s intention to issue a modified audit report on the financial
statements once you have provided us with a Letter of Representation based on
that set out in Appendix 1.

The Auditor General intends to modify the standard audit report in respect of
employer pension contributions of £4,975 included within the Senior Officers’
Remuneration report. These payments are considered to be material by their
nature (as explained in paragraph 3).

The payments relate to the appointments of the Council’s then Chief Finance
Officer and its Corporate Director of Environment & Regeneration (the officers) as
directors of a wholly-owned subsidiary of the Council, Silent Valley Waste Services
Ltd (SVWS). The SVWS appointments were separate from the Council
appointments of the officers concerned, and the remuneration for the SVWS
director roles was determined by SVWS.

The officers concerned each received remuneration of £11,568.96 for the
performance of their SVWS roles. The Council administered the payments through
its payroll and invoiced SVWS to recover these costs. In administering the SVWS
director remuneration, the Council treated the remuneration as pensionable within
the Local Government Pension Scheme (LGPS) and in 2016-17 paid employer
pension contributions totalling £4,975 into the LGPS as though the SVWS
appointments formed part of the officers’ Council roles. The Council did not recover
these pension costs from SVWS.

In our view the employer pension contributions of £4,975 made by the Council to
the LGPS appear to be contrary to law. For pension purposes, the Council treated
the remuneration paid to the officers in respect of the SVWS director appointments
as though the officers concerned were undertaking the SVWS roles as part of their
core Council duties.

The Council did not establish adequate governance arrangements around the
SVWS director appointments and related remuneration to enable us to determine
definitively whether the appointments were Council or SVWS employments for
pension purposes. However, we consider it likely that the employer pension
contributions the Council made to the LGPS in respect of these appointments were
contrary to law for the reasons set out below:
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17

The Council’s constitution required that chief officer pay be determined by
members meeting as full Council. However, members were not asked to
approve the amount of remuneration to be paid for undertaking the roles as
SVWS directors, or that any remuneration be treated as pensionable pay.

The Council could not lawfully incur pension costs relating to SVWS
engagements, and the SVWS engagements appear to have been SVWS
engagements. The Council did not formally agree their SVWS roles as part of
the officers’ Council duties or determine the amount of remuneration to be paid
for the role. Furthermore, in 2017, the Council wrote to the officers concerned
stating that the SVWS roles were separate engagements, and that
remuneration for these roles did not constitute additional remuneration for
performing their core duties as Council officers.

Regulation 22 (2) of the Local Government Pension Scheme Regulations 2013
requires that a separate pension account be opened in relation to each
employment where a member is or was employed in two or more Scheme
employments. We consider that the SVWS engagements appears to be
separate scheme employments from the officers’ core Council employments.
However, separate pension accounts were not opened, and the Council
treated the two engagements as a single employment for pension purposes.

In December 2019, the Council wrote to SVWS requesting repayment of the
employer pension costs on the basis that these costs should be considered to
relate to SVWS employments and the liability for these costs should be borne
by SVWS. However, we note that SVWS never designated its directors as a
class of employees eligible for membership of the LGPS, and without this
designation, SVWS could not lawfully make payments to the LGPS in respect
of its directors, nor could the Council do so on SVWS'’s behalf. SVWS has not
repaid the amount requested.

The proposed audit report is set out in Appendix 2.

Significant issues arising from the audit

18

The most significant issue identified during the audit is detailed in paragraphs 12-
16 above and has resulted in a qualified audit opinion. Other issues have been
identified during the course of the audit which we are required to bring to your
attention.

Uncorrected misstatements

19

We set out below the misstatements we identified in the financial statements,
which have been discussed with management but remain uncorrected. If you
decide not to correct these misstatements, we ask that you provide us with the
reasons for non-correction.

Page 6 of 20 - Audit of Financial Statements Report — Blaenau Gwent County Borough Council



Overstatement of Other Land & Buildings £442,432

e Our audit work identified that the valuation of a new primary school brought
into use during the financial year had been overstated by £442,432. We are
satisfied that was an isolated occurrence. Consequently, the ‘revaluation
increase recognised in the Revaluation Reserve’ within Note 29.1 and the
‘upward revaluation’ within Note 46.2.1 of the Revaluation Reserve are
overstated.

Understatement of Income and Expenditure £195,106

e Our audit work identified that items of expenditure had been incorrectly coded
to income codes, resulting in expenditure being offset against income.
Consequently, both income and expenditure are understated by £195,106
within the Comprehensive Income and Expenditure Statement.

Overstatement of Current Debtors £166,495

e Our testing of the current debtor balances identified that the ‘Other Entities and
Individuals’ balance was overstated by £166,495. This relates to balances that
have been in existence for a number of years which the Council was unable to
substantiate.

Corrected misstatements

20  There are misstatements that have been corrected by management, but which we
consider should be drawn to your attention due to their relevance to your
responsibilities over the financial reporting process. They are set out with
explanations in Appendix 3.

Independence and objectivity

21 As part of the finalisation process, we are required to provide you with
representations concerning our independence.

22  We have complied with ethical standards and in our professional judgment, we are
independent and our objectivity is not compromised. There are no relationships
between Audit Wales and the Council that we consider to bear on our objectivity
and independence.
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Appendix 1

Requested Letter of Representation

Auditor General for Wales
Audit Wales

24 Cathedral Road
Cardiff

CF119LJ

[Date]

Representations regarding the 2016-17 financial statements

This letter is provided in connection with your audit of the financial statements of Blaenau
Gwent County Borough Council (the council) for the year ended 31 March 2017 for the
purpose of expressing an opinion on their truth and fairness and their proper preparation.

We confirm that to the best of our knowledge and belief, having made enquiries as we
consider sufficient, we can make the following representations to you.

Management representations

Responsibilities
We have fulfilled our responsibilities for:

o the preparation of the financial statements in accordance with legislative
requirements and Code of Practice on Local Authority Accounting in the United
Kingdom; in particular the financial statements give a true and fair view in
accordance therewith; and

° the design, implementation, maintenance and review of internal control to prevent
and detect fraud and error.

Information provided

We have provided you with:
° Full access to:

— all information of which we are aware that is relevant to the preparation of
the financial statements such as books of account and supporting
documentation, minutes of meetings and other matters;

- additional information that you have requested from us for the purpose of the
audit; and
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- unrestricted access to staff from whom you determined it necessary to
obtain audit evidence.

o The results of our assessment of the risk that the financial statements may be
materially misstated as a result of fraud.

o Our knowledge of fraud or suspected fraud that we are aware of and that affects
the council and involves:

- management;
- employees who have significant roles in internal control; or

- others where the fraud could have a material effect on the financial

statements.

o Our knowledge of any allegations of fraud, or suspected fraud, affecting the
financial statements communicated by employees, former employees, regulators or
others.

o Our knowledge of all known instances of non-compliance or suspected

non-compliance with laws and regulations whose effects should be considered
when preparing the financial statements.

o The identity of all related parties and all the related party relationships and
transactions of which we are aware.

Financial statement representations

All transactions, assets and liabilities have been recorded in the accounting records and
are reflected in the financial statements.

Significant assumptions used in making accounting estimates, including those measured
at fair value, are reasonable.

Related party relationships and transactions have been appropriately accounted for and
disclosed.

All events occurring subsequent to the reporting date which require adjustment or
disclosure have been adjusted for or disclosed.

All known actual or possible litigation and claims whose effects should be considered
when preparing the financial statements have been disclosed to the auditor and
accounted for and disclosed in accordance with the applicable financial reporting
framework.

The financial statements are free of material misstatements, including omissions. The
effects of uncorrected misstatements identified during the audit are immaterial, both
individually and in the aggregate, to the financial statements taken as a whole. A
summary of these items is set out below:

[xxxx]

[Include here:
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Representations by Blaenau Gwent County Borough
Council

We acknowledge that the representations made by management, above, have been
discussed with us.

We acknowledge our responsibility for the preparation of true and fair financial
statements in accordance with the applicable financial reporting framework. The financial
statements were approved by the Audit Committee on (insert date).

We confirm that we have taken all the steps that we ought to have taken in order to make
ourselves aware of any relevant audit information and to establish that it has been
communicated to you. We confirm that, as far as we are aware, there is no relevant audit
information of which you are unaware.

Signed by: Signed by:

[Officer who signs on behalf of [Officer or Member who signs on behalf
management] of those charged with governance]
Date: Date:
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Appendix 2

Proposed audit report of the Auditor General

Auditor General for Wales’ report to the Members of
Blaenau Gwent County Borough Council

| have audited the accounting statements and related notes of:

o Blaenau Gwent County Borough Council; and

o Blaenau Gwent County Borough Council Group;

for the year ended 31 March 2017 under the Public Audit (Wales) Act 2004.

Blaenau Gwent County Borough Council’s accounting statements comprise the
Movement in Reserves Statement, the Comprehensive Income and Expenditure
Statement, the Balance Sheet and the Cash Flow Statement.

Blaenau Gwent County Borough Council’'s Group accounting statements comprise the
Group Movement in Reserves Statement, the Group Comprehensive Income and
Expenditure Statement, the Group Balance Sheet and the Group Cash Flow Statement.

The financial reporting framework that has been applied in their preparation is applicable
law and the Code of Practice on Local Authority Accounting in the United Kingdom 2016-
17 based on International Financial Reporting Standards (IFRSs).

Respective responsibilities of the responsible financial
officer and the Auditor General for Wales

As explained more fully in the Statement of Responsibilities for the Statement of
Accounts [set out on page 18 of the Statement of Accounts], the responsible financial
officer is responsible for the preparation of Blaenau Gwent County Borough Council’s
statement of accounts, and Group accounting statements, which give a true and fair view.

My responsibility is to audit the accounting statements and related notes in accordance
with applicable law and International Standards on Auditing (UK). Those standards
require me to comply with the Financial Reporting Council’s Ethical Standards for
Auditors.

Scope of the audit of the accounting statements

An audit involves obtaining evidence about the amounts and disclosures in the
accounting statements and related notes sufficient to give reasonable assurance that the
accounting statements and related notes are free from material misstatement, whether
caused by fraud or error. This includes an assessment of: whether the accounting
policies are appropriate to the Blaenau Gwent County Borough Council and Blaenau
Gwent County Borough Council Group’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant accounting estimates
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made by the responsible financial officer and the overall presentation of the accounting
statements and related notes.

In addition, | read all the financial and non-financial information in the Narrative Report to
identify material inconsistencies with the audited accounting statements and related notes
and to identify any information that is apparently materially incorrect based on, or
materially inconsistent with, the knowledge acquired by me in the course of performing
the audit. If | become aware of any apparent material misstatements or inconsistencies, |
consider the implications for my report.

Opinion on the accounting statements of Blaenau Gwent
County Borough Council

In my opinion except for the effect on the financial statements of the matter referred to in
the Basis for Qualified Opinion paragraph, the accounting statements and related notes:

o give a true and fair view of the financial position of Blaenau Gwent County Borough
Council as at 31 March 2017 and of its income and expenditure for the year then
ended; and

o have been properly prepared in accordance with the Code of Practice on Local

Authority Accounting in the United Kingdom 2016-17.

Opinion on the accounting statements of Blaenau Gwent
County Borough Council Group

In my opinion except for the effect on the financial statements of the matter referred to in
the Basis for Qualified Opinion paragraph, the accounting statements and related notes:

o give a true and fair view of the financial position of Blaenau Gwent County Borough
Council Group as at 31 March 2017 and of its income and expenditure for the year
then ended; and

o have been properly prepared in accordance with the Code of Practice on Local
Authority Accounting in the United Kingdom 2016-17.

Basis for Qualified Opinion

In Note 16.3, Senior Officer Remuneration, the Council includes pension payments
totalling £4,975 that in my opinion appear to be contrary to law. The Council should have
disclosed the nature and impact of these additional pension contributions for the financial
statements to give a true and fair view, but it has failed to do so.

These payments relate to employer pension contributions paid into the Greater Gwent
Pension Fund on behalf of the Chief Finance Officer and the Corporate Director of
Environment & Regeneration for their roles as directors of a wholly-owned subsidiary of
the Council, Silent Valley Waste Services Ltd (SVWS).
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The Council paid remuneration to these officers for undertaking SVWS director roles. The
Council treated these payments as pensionable within the scope of the Local
Government Pension Scheme (LGPS) and made employer pension contributions into the
Greater Gwent Pension Fund as though the SVWS payments were part of the officers’
core Council employments. The cost of these pension contributions was met by the
Council.

| consider that the employer pension contributions appear to be contrary to law on the
basis that:

o the SVWS directorships of the officers concerned appear to have been SVWS
engagements. The Council could not lawfully incur pension costs relating to SVWS
engagements.

o the Council did not approve the amount of remuneration to be paid to the officers
concerned for undertaking their SVWS roles, or that any remuneration they
received for performance of these roles be treated as pensionable pay. The
amount to be paid to these officers for the SVWS roles was determined by SVWS
and not the Council.

o the payments appear to be in breach of Regulation 22 (2) of the Local Government
Pension Scheme Regulations 2013 which required separate pension accounts to
be opened for each Scheme employment. It appears that the SVWS engagements
were separate employments to the officers’ core Council employments, but
separate pensions accounts were not opened.

| conducted my audit in accordance with applicable law and International Standards on
Auditing in the UK (ISAs (UK)). My responsibilities under those standards are further
described in the auditor’s responsibilities for the audit of the financial statements section
of my report. | am independent of the Blaenau Gwent County Borough Council and its
Group. In accordance with the ethical requirements that are relevant to my audit of the
financial statements in the UK including the Financial Reporting Council’s Ethical
Standard, and | have fulfilled my other ethical responsibilities in accordance with these
requirements. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my opinion.

Opinion on other matters

In my opinion, the information contained in the Narrative Report is consistent with the
accounting statements and related notes.

Matters on which | report by exception

I have nothing to report in respect of the following matters, which | report to you, if, in my
opinion:

o adequate accounting records have not been kept;
o the accounting statements are not in agreement with the accounting records and
returns; or

Page 13 of 20 - Audit of Financial Statements Report — Blaenau Gwent County Borough Council



° I have not received all the information and explanations | require for my audit; and

o the Governance Statement does not reflect compliance with guidance.

Certificate of completion of audit

| am unable to certify that | have completed the audit of the accounts of Blaenau Gwent
County Borough Council, as | have ongoing work in relation to concerns raised in
correspondence in respect of Silent Valley Waste Services Ltd.

Adrian Crompton 24 Cathedral Road
Auditor General for Wales Cardiff
[Date] CF119LJ
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Appendix 3

Summary of corrections made to the draft
financial statements

During our audit we identified the following misstatements that have been corrected by
management, but which we consider should be drawn to your attention due to their
relevance to your responsibilities over the financial reporting process.

Exhibit 1: summary of corrections made to the draft financial statements

Value of Nature of correction Reason for correction
correction
£4,604,000 Increase of the amounts To ensure that items are
disclosed within Note 24 (Grants classified correctly.
and Contributions) for items that
were Grants or Contributions in
nature, but had not been
classified as such (note: this
does not impact on the
Comprehensive Income and
Expenditure Statement (CIES)
as the items were classified
correctly within this). Note: the
comparative figure for 2015/16
has also been increased by
£4,459,000.
£1,715,363 The amount for Short-Term To ensure that the
Compensated Absences should classification of Short-
be reclassified from Provisions to Term Compensated
Creditors. Absences is in line with
the requirements of the
Code of Practice on Local
Authority Accounting (the
Code).
£1,410,000 Reclassification of an asset from To ensure that items of

‘Infrastructure’ to ‘Other Land
and Buildings’ within Note 29.1
(Property, Plant & Equipment).

property, plant and
equipment are classified
correctly.

Page 15 of 20 - Audit of Financial Statements Report — Blaenau Gwent County Borough Council



Value of Nature of correction Reason for correction
correction
£1,382,208 The Bank Account figure was To ensure that amounts
overstated by £1,382,207.63 as included in Notes 37, 38
the Council had accounted for and 49 are accurately
prepayments relating to 2017-18 stated.
incorrectly. This error also
impacted on ‘Note 37 Current
Debtors’ and ‘Note 38 Current
Creditors’ where the Debtor
balance was understated by
£82,898.04 and the Creditor
balance was overstated by
£1,299,309.59.
£1,365,000 Increase in the gross brought To ensure that assets are
forward value of Property, Plant included in the accounts at
and Equipment due to an asset the correct value.
being undervalued.
£1,075,000 Increase in the income and To ensure that the income
debtor figures due to a and expenditure figures in
previously unidentified income the accounts are
source. This then has to be complete.
impaired, leading to an increase
in the debtor impairment (and
therefore expenditure figure).
£1,070,000 Increase in the depreciation To ensure that
charged to Property, Plant and depreciation is charged on
Equipment due to an error within all relevant assets.
the system which meant that
certain assets were not being
depreciated. This increase is
split between an amendment to
the brought forward balance, and
in-year expenditure.
£1,065,000 This should be reclassified from To ensure that items are

the ‘Local Authorities’ line to the
‘Welsh Government’ line within
Note 37 (Current Debtors).

classified correctly.
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Value of

Nature of correction

Reason for correction

correction

£940,000 A total of approximately To ensure that the
£940,000 (£720,000 Council Tax classification between
and £220,000 Other Entities & Current and Non-Current
Individuals) has been reclassified is in line with the
from Non-Current to Current requirements of the Code.
debtors.

£627,905 From an analysis of the asset To ensure that the figures
figures provided by the Actuary, that the Council includes
it was noted that as at 31 March for the Local Government
2017, the Local Government Pension Scheme
Pension Scheme Asset figures accurately reflect those
within the draft financial provided by the Actuary.
statements were overstated by
£627,905. As a result, the Return
on Plan Assets, which forms part
of Other Comprehensive Income
by £627,905 will decrease by the
same amount.

£578,000 Increase in the Council Fund To ensure that the correct
(and respective decrease in charges are made to the
Earmarked Reserves) due to Council Fund.
items being incorrectly coded to
the Council Fund. This increase
is split between an amendment
to the brought forward balance,
and an in-year transfer.

£402,200 The figure for ‘Other Entities and To ensure that the

Individuals’ includes £402,200
which should be classified within
other categories of the Note (ie
£295,880 should be classified as
‘Local Authorities’ and ‘£106,320’
as ‘NHS’).

classification of creditor
balances at the year-end
are classified correctly.

Page 17 of 20 - Audit of Financial Statements Report — Blaenau Gwent County Borough Council



Value of

Nature of correction

Reason for correction

correction

£327,000 This is a reclassification of To ensure that grant
receipts in advance from both receipts in advance are
the ‘Creditors’ and ‘Receipts in correctly classified as such
Advance’ lines from Note 32 as per the disclosure
(Current Creditors) into Note 21 notes and the Balance
(Receipts in Advance). Sheet.

£154,000 Increase of the ‘Capital Grants To ensure that income is
Credited to Services’ and the included within the correct
income in CIES due to income financial year and correctly
being included in the wrong classified as per the
financial year (it had been requirements of the Code.
included in 2017-18).

Various Several amendments were To ensure that the

required to be made to the Cash

Flow Statement and related

notes. These included, for an

example:

e areduction in the decrease
in revenue creditors of
£760,000 (Note 47.1); and

e areduction of £1.067,000 in
the purchase of non-current
assets (note 48).

amounts disclosed within
the Cash Flow Statement
and related notes agreed
to supporting information
and balances throughout
the financial statements.

Narrative and
numerical
amendments

Various other narrative and
numerical amendments were
required to aspects of the
Narrative Report, Notes to the
Financial Statements (eg Note
25 Related Parties) and the
Annual Governance Statement.

To provide enhanced
disclosures and
understanding of the
information contained
within the financial
statements and Annual
Governance Statement, to
ensure presentational
accuracy and that the
information was presented
in line with appropriate
guidance.
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