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AGENDA

Open to Public and Press

Apologies and to note any Substitutes appointed for the Meeting.

To note any declarations of interest arising from any items on the Agenda

To receive any questions by members of the public pursuant to Council
Procedure Rule No.10.
To receive any questions by Members of the Council pursuant to Council

procedure Rule No. 11.

AUDIT PLANNING REPORT FOR THE YEAR ENDING 31st MARCH 4-44
2020

INTERNAL AUDIT PROGRESS REPORT 45 - 65
PROPOSED INTERNAL AUDIT PLAN 2020-21 66 - 81
THE ROLE AND RESPONSIBILITIES OF THE CHIEF FINANCE 82 -88

OFFICER IN LOCAL GOVERNMENT

THE CIPFA FINANCIAL MANAGEMENT CODE 89 - 102
COMMITTEE WORK PROGRAMME 103 -
106

Exclusion of the Public and Press:

The Chairman may therefore move:-

That in accordance with Section 100 (A)(4) of the Local Government
Act 1972 (as amended) the press and public be excluded from the
remainder of the Meeting as it is likely, in view of the nature of the
business to be transacted or the nature of the proceedings, that
there would be disclosed exempt information as defined in the
paragraph of Part | of the Schedule 12A of the Act indicated in the
header to each report on the Agenda.

To receive any Exempt questions by Members of the Council pursuant to

Council procedure Rule No. 11.
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REPORT TO: AUDIT SUB COMMITTEE AGENDA ITEM: 5

DATE OF CATEGORY:
MEETING: 25" MARCH 2020 DELEGATED
OPEN

REPORT FROM: EXTERNAL AUDITOR

MEMBERS’ KEVIN STACKHOUSE (01283 595811)
CONTACT POINT: kevin.stackhouse@south-derbys.gov.uk DOC: u/ks/audit/EY/audit plan

cover

SUBJECT: AUDIT PLANNING REPORT FOR REF:

THE YEAR ENDING 315t MARCH

2020
WARD(S) TERMS OF
AFFECTED: ALL REFERENCE: AS 01

1.0

1.1

2.0

2.1

3.0

3.1

3.2

4.0

4.1

Recommendations

That the proposed Audit Plan for the year ending 31 March 2020 is considered
and approved.

Purpose of Report

For Ernst and Young LLP (EY) as the Council’s appointed auditors, to present
their Audit Plan for the year ending 31 March 2020.

Detail

The Audit Plan sets out how EY intend to carry out their responsibilities as
Auditor. This will determine:

e Their opinion on whether the financial statements of South Derbyshire
District Council give a true and fair view of the financial position as at 31
March 2020 and of the income and expenditure for the year then ended;
and

e Their conclusion on the Council’s arrangements to secure economy,
efficiency and effectiveness. to provide an opinion on whether the Council’s
Accounts present a true and fair view

The Plan summarises the Auditor’s initial assessment of the key risks driving
the development of an effective audit for the Council and outlines the planned
work to assess those risks.

Financial Implications

The Audit Plan provides an estimate of the fees that will be charged to the
Council and how they are calculated. The fee for 2019/20 is still to be
determined and this is discusspgquithiit {ag Auditor’s report.


mailto:kevin.stackhouse@south-derbys.gov.uk

5.0

5.1

6.0

6.1

7.0

Corporate Implications

None directly.

Community Implications

None directly.

Backqground Papers

None
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Private and Confidential 16 March 2020

Audit-Sub Committee

South Derbyshire District Council
Civic Way

Swadlincote

DE11 OAH

Dear Committee Members

External Audit planning report 2019/20

We are pleased to attach our Audit Plan which sets out how we intend to carry out our responsibilities as auditor. Its purpose is to provide the
Audit-sub Committee with a basis to review our proposed audit approach and scope for the 2019/20 audit in accordance with the requirements
of the Local Audit and Accountability Act 2014, the National Audit Office’s2015 Code of Audit Practice, the Statement of Responsibilitiesissued
by Public Sector Audit Appointments (PSAA) Ltd, auditing standards and other professional requirements. It is also to ensure that our audit is
aligned to your expectations.

This plan summarisesour initial assessment of the key risks driving the development of an effective audit for the Council, and outlines our
planned audit strategy in response to those risks.

This report is intended solely for the information and use of the Audit-sub Committee and senior management of the Council, and is not intended
to be and should not be used by anyone other than these specified parties.

We welcome the opportunity to discussthis report with you on 25 March 2020 as well as understand whether there are other matters which you
consider may influence our audit.

Yours faithfully

Helen Henshaw
Associate Partner
For and on behalf of Ernst & Young LLP

Enc
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Public Sector Audit Appointments Ltd (PSAA) issued the “Statement of responsibilities of auditors and audited bodies”. It is available from the PSAA website (https://www.psaa.co.uk/audit-
quality/statement-of-responsibilities/ ).The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and audited bodies. It summarises where the different
responsibilities of auditors and audited bodies begin and end, and what is to be expected of the audited body in certain areas.

The “Terms of Appointment and further guidance (updated April 2018)” issued by the PSAA sets out additional requirements that auditors must comply with, over and above those set out in the National
Audit Office Code of Audit Practice (the Code) and in legislation, and covers matters of practice and procedure which are of a recurring nature.

This report is made solely to the Audit-Sub Committee and management of South Derbyshire District Council in accordance with the statement of responsibilities. Our work has been undertaken so that we

might state to the Audit Committee, and management of South Derbyshire District Council tpméy@age@fvvf@@ required to state to them in this report and for no other purpose. To the fullest extent
permitted by law we do not accept or assume respon3|b|I|ty to anyone other than the Audit-Sub mittee and management of South Derbyshire District Council for this report or for the opinions we have
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o Overview of our 2019/20 audit strategy

The following ‘dashboard’ summarises the significant accounting and auditing matters outlined in this report. It seeks to provide the Audit-sub Committee
with an overview of our initial risk identification for the upcoming audit and any changes in risks identified in the current year.

Audit risks and areas of focus

No change in Under ISA 240 there is a presumed risk that revenue may be misstated due to improper revenue

Risk of fraud in revenue

and expenditure Fraud risk/ risk or focus recognition. In the public sector, this requirement is modified by Practice Note 10 issued by the

pe Significant risk from the prior  Financial Reporting Council, which states that auditors should also consider the risk that material
recognition . . . . . .

year misstatements may occur by the manipulation of expenditure recognition. See page 9 for details.
No changein As identifiedin ISA 240, management is in a unique position to perpetrate fraud because of its ability
Misstatements due to . risk or focus to manipulate accounting records directly or indirectly and prepare fraudulent financial statements
Fraud risk ! . . ) :

fraud or error from the prior by overriding controls that would otherwise appear to be operating effectively.

year Further details are outlined at page 10.

Valuation of property, : . No change in PPE accounts for a significant proportion of the Council’s assets (£143m at 31 March 2019). The
: Higher inherent . . -~ : . . .
plant and equipment . risk or focus valuation of land and buildings is subject to a number of assumptions and judgements by
risk and area of . ; : . : ; . .
(PPE) —land and . from the prior ~management’s expert. Thereis a risk that the use of inappropriate assumptions or methodologies
P audit focus e . . ;
buildings year may have a material impact on the financial statements. Further details are on page 11.

Funding of the Council’s participation in the LGPS will continue to have an impact on both its cash
flows and the liability in the balance sheet.

. The Council is a members of the LGPS, administered by Derbyshire Pension Fund. The net pension
No change in L L
risk or focus liability was £41.7 million as at 31 March 2019.

from the prior ~ The estimation of the defined benefit obligationsis sensitiveto a range of assumptions such as rates
year of pay and pension inflation, mortality and discount rates. The pension fund valuationsrequires
advice from an external specialists, to provide these actuarial assumptions. A small movement in
these assumptions could have a material impact on the value in the balance sheet. Further details are
provided at page 12.

Although the new standard will not be included in the CIPFA Code of Practice until 2020/21, work
will be necessary to secure information required to enable authoritiesto fully assesstheir leasing
position and ensure compliance with the standard from 1 April 2020. As you will be required to
include the estimated impact of IFRS16 within your 2019/20 financial statements, you will need to
provide eVF!@gee'tg dfm@Gtrate that an impact assessment has been undertaken, it is complete,
and that any disclosures are free from material misstatement. Further details are provided at page
13.

Higher inherent
risk and area of
audit focus

Local Government
Pension scheme (LGPS)

IFRS 16 —accounting for Area of audit New area of
leases focus focus



olOverview of our 2019/20 audit strategy

This Audit Plan coversthe work that we plan to perform to provide you with:

= Qur audit opinion on whether the financial statements of South Derbyshire District Council give a true and fair view of the financial position as at 31 March 2020
and of the income and expenditure for the year then ended; and

= Qur conclusion on the Council’s arrangementsto secure economy, efficiency and effectiveness.

We will also review and report to the National Audit Office (NAQO), to the extent and in the form required by them, on the Council’s Whole of Government Accounts
return.

Our audit will also include the mandatory procedures that we are required to perform in accordance with applicable laws and auditing standards.
When planning the audit we take into account several key inputs:

= Strategic, operational and financial risks relevant to the financial statements;

= Developmentsin financial reporting and auditing standards;

= The quality of systemsand processes;

= Changesin the business and regulatory environment; and,

= Management’sviews on all of the above.

By considering these inputs, our audit is focused on the areas that matter and our feedback is more likely to be relevant to the Council.

Audit team changes

Key changesto our team.

Helen Henshaw (CPFA, ACA) —Associate Partner
Helen will be taking on the engagement lead role for 2019/20. Helen has over 20 year’s audit experience across the public and private sector. She
now specialisesin public sector audit, serving a portfolio of Health and Local Government clients.
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olOverview of our 2019/20 audit strategy

Planning materiality has been set at £970k, which represents 2%o0f the prior years gross expenditure on provision of services. Thisis
consistent with the prior year.

Planning
materiality

£9 7 O k Performance materiality has been set at £730k, which represents 75%of materiality. Last year performance

Performance materiality was set at 50%of materiality.
materiality

£730k

We will report all uncorrected misstatementsrelating to the primary statements (comprehensiveincome

Audit and expenditure statement, balance sheet, movement in reserves statement, cash flow statement)
differences greater than £48k. Other misstatementsidentified will be communicated to the extent that they merit
the attention of the Audit and Standards Committee.

£48Kk

Audit Timetable

Janet Dawson, the UK Government and Public-Sector Assurance Leader for Ernst & Young LLP wrote to all Chief Financial Officers and Audit Committee Chairs for
PSAA audited bodies in February 2020 setting out our views on the sustainability of UK local public audit.

At the end of January 2020, 85 organisationshad not yet received their audit opinion on the 2018-2019 financial statements. The factors that have led to this

unprecedented position are extensive, impact all audit suppliersin the PSAA contract and need to be considered by public sector finance professionals and Audit

Committees. In summary, the types of issues and challenges we have seen include:

» Financial reporting and decision making in local government has become increasingly complex.

+ Some local authorities have a shortage of financial reporting skills, capabilities and weaknesses in audit readiness (including keeping pace with technological
advancement in data management and processing for audit).

+ There has been a significant increase in the specialised skills, time and cost required by auditorsto address regulatory expectations.

» Public sector auditing has become less attractive as a profession, especially due to the compressed timetable, regulatory pressure and greater compliance
requirements. This has contributed to higher attrition ratesin our profession over the past year and the shortage of specialist public sector audit staff.

To ensure we deliver the best quality audits, the PSAA, NAO and Local Public Audit Stakeholder forum have been informed that we will be scheduling a number of
2019/20 external audits for completion after the 31st July 2020. One of these is South Derbyshire District Council. The main driver of this decision was our desire
to retain audit team continuity as far as possible to assist the delivery of an efficient, high quality audit. It does not reflect on the audit readiness of the Council.

The requirements of the Accounts and Audit Regulations2015 are to publish a statement of accounts, annual governance statement and narrative statement by the
31st July with or without an audit opinion. If you are not able to publish an E@Qﬁo@%i@ﬁ 40Bat time, you should explain why. This meansthe 31st July is not a
statutory audit deadline. We will work with management to ensure that the publication requirementsare met. Further details on the timetable can be found in
section 7 of thisreport.



1P Audit risks




Z@ Audit risks

Our response to significant risks

We have set out the significant risks (including fraud risks denoted by *) identified for the current year audit along with the rationale and expected audit approach.
The risks identified below may change to reflect any significant findings or subsequent issues we identify during the audit.

What is the risk? Our audit approach

Risk of fraud in revenue and : : o :
Under ISA 240 there is a presumed risk that revenue may be In order to address this risk we will carry out a range

expenditure recognition*

Financial statement impact

We consider the risk appliesto:

Inappropriate capitalisation of
revenue expenditure and could
result in a misstatement of cost
of servicesreportedin the
comprehensiveincome and
expenditure statement; and

Inappropriate cut-off of revenue
expenditure and non-grant
income at the year-end date
resulting in transactions being
recorded in the wrong financial
period.

misstated due to improper revenue recognition. In the public
sector, thisrequirement is modified by Practice Note 10 issued by
the Financial Reporting Council, which statesthat auditors should
also consider the risk that material misstatements may occur by
the manipulation of expenditure recognition.

Page 14 of 106

of procedures including:

Reviewing the appropriateness of expenditure
recognition and capitalisation accounting policies;

Testing the year end cut-off of expenditure and
non-grant income to ensure that transactions
have been recorded in the appropriate financial
period;

Using our data analyticstool to identify and test
the appropriateness of journal entries recorded in
the general ledger and other adjustments made in
the preparation of the financial statement,
specifically those that move expenditure to PPE
balance sheet general ledger codes; and

Performing sample testing on additionsto PPE to
ensure that they have been correctly classified as
capital and included at the correct value to
identify any revenue itemsthat have been
inappropriately capitalised.



Z@ Audit risks

Our response to significant risks (continued)

What is the risk? What will we do?

Misstatements due to fraud or
error*

The financial statementsas a whole are not free
of material misstatements whether caused by
fraud or error.

As identifiedin ISA (UK) 240, management is in
a unique position to perpetrate fraud because of
its ability to manipulate accounting records
directly or indirectly and prepare fraudulent
financial statements by overriding controls that
otherwise appear to be operating effectively. We
identify and respond to this fraud risk on every
audit engagement.

Page 15 of 106

Identifying fraud risks during the planning stages.

Inquiry of management about risks of fraud and the controls put in
place to address those risks.

Understanding the oversight given by those charged with governance
of management’s processes over fraud.

Consideration of the effectiveness of management’scontrols designed
to address the risk of fraud.

Determining an appropriate strategy to address those identified risks
of fraud.

Performing mandatory procedures regardless of specifically identified
fraud risks, including testing of journal entries and other adjustments
in the preparation of the financial statements.

10



Z@ Audit risks

Other areas of audit focus

We have identified other areas of the audit, that have not been classified as significant risks, but are still important when considering the risks of material
misstatement to the financial statements and disclosures.

What is the risk/ area of focus?

Valuation of land and buildings

Management is required to make material
judgemental inputs and apply estimation
techniquesto calculate the year-end balances
recorded in the balance sheet. ISAs (UK and
Ireland) 500 and 540 require us to undertake
procedures on the use of management experts
and the assumptions underlying fair value
estimates.

The fair value of other land and buildings
represents a significant balance in the
Council’saccounts and are subject to valuation
changes, impairment reviews and depreciation
charges.

The Council land and building assets are
annually valued, and are subject to a number
of assumptions and judgements, which if
inappropriate could result in a material impact
on the financial statements

Our audit approach?

We will;

Document our understanding of the processes and controlsin place to mitigate the risks identified, and walk
through those processes and controlsto confirm our understanding

Evaluate the competence, capabilities and objectivity of management’s specialist.

Review the terms of engagement or instructionsissuedto the valuer to ensure these are consistent with
accounting standards. And assessif the instructionincludes a specific instruction from the council to the valuer
relating to an assessment on the unvalued population;

Consider the work performed by the Council’s external valuer, including the adequacy and scope of the work
performed.

Perform a sample test the asset data used by the valuer over the completeness and appropriateness of
information provided to the valuer in performing their valuations (e.g. floor plans to support valuationsbased on
a price attributed to area measurements);

Review the classification of assetsand ensure the correct valuation methodology has been applied.
Consider changes to useful economic lives as a result of the most recent valuation;
Test the accounting entries have been correctly processed and recorded in the financial statements; and

Review any assets not subject to valuationin 2019/20 to confirm that the remaining asset base is not materially
misstated;

Page 16 of 106
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Z@ Audit risks

Other areas of audit focus (continued)

What is the risk/ area of focus? Our audit approach

Pension Liability Valuation - LGPS We will:

+ Liaise with the auditors of Derbyshire Pension Fund, to obtain assurancesover the information suppliedto the
The Local Authority Accounting Code of actuary in relation to South Derbyshire District Council;
Practice and !A$1 9 require extensive + Assessthe work of the Pension Fund actuary (Hymans Robertson) including the assumptionsthey have used by
disclosureswithin the financial statements relying on the work of PWC - Consulting Actuaries commissioned by the National Audit Office for all Local
regarding membership of the Local Government sector auditors, and considering any relevant reviews by the EY actuarial team; and
Government Pension Scheme administered by . . . . - T . . .

. : Review and test the accounting entries and disclosures made within the Council’s financial statementsin relation

Derbyshire County Council. to IAS19

The information disclosed is based on the IAS
19 report issued to the Council by the
actuariesto the County Council. Accounting
for these schemesinvolves significant
estimation and judgement and therefore
management engages an actuary to undertake
the calculationson their behalf. ISAs (UK and
Ireland) 500 and 540 require us to undertake
procedures on the use of management experts
and the assumptions underlying fair value
estimates

Page 17 of 106

12



Z@ Audit risks

Other areas of audit focus (continued)

What is the risk/area of focus? What will we do?

IFRS16 - leases

IFRS 16 Leases was issued by the IASB in 2016. Its main impact is to remove (for
lessees) the traditional distinction between finance leases and operating leases.
Finance leases have effectively been accounted for as acquisitions (with the asset on
the balance sheet, together with a liability to pay for the asset acquired). In contrast,
operating leases have been treated as “pay as you go" arrangements, with rentals
expensed in the year they are paid. IFRS 16 requires all substantial leases to be
accounted for using the acquisition approach, recognising the rights acquired to use
an asset.

Implementation of IFRS 16 will be included in the Code of Practice on Local Authority
Accounting in the United Kingdom (the Code) for 2020/21. This Code has yet to
published, but in July 2019 CIPFA/LASAAC issued ‘IFRS 16 leases and early guide for
practitioners’.

This early guidance provides comprehensive coverage of the requirements of the
forthcoming provisions, including:

» the identification of leases

» the recognition of right-of-use assets and liabilities and their subsequent
measurement
treatment of gains and losses
derecognition and presentation and disclosure in the financial statements,
the management of leases within the Prudential Framework.

A

v

The guidance also covers the transitional arrangements for moving to these new
requirements, such as:
» the recognition of right-of-use assets and liabilities for leases previously
accounted for as operating leases by lessees
» the mechanics of making the transition in the 2020/21 financial statements
(including the application of transitional provisions and the preparation of
relevant disclosure notes).

IFRS 16 - leases introduces a number of significant changes which go beyond
accounting technicalities. For example, the changes have the potential to
impact on procurement processes as more information becomes available on
the real cost of leases.

The key accounting impact is that assets and liabilities in relation to
significant lease arrangements previously accounted for as operating leases
will need to be recognised on the balance sheet.

Although the new standard will not be included in the CIPFA Code of Practice
until 2020/21, work will be necessary to secure information required to
enable authorities to fully assess their leasing position and ensure compliance
with the standard from 1 April 2020.

In particular, full compliance with the revised standard for 2020/21 is likely
to require a detailed review of existing lease and other contract
documentation prior to 1 April 2020 in order to identify:
» all leases which need to be accounted for
» the costs and lease term which apply to the lease
» the value of the asset and liability to be recognised as at 1 April 2020
where a lease has previously been accounted for as an operating lease.

We will discuss progress made in preparing for the implementation of IFRS 16
- leases with the finance team over the course of our 2019/20 audit.

Page 18 of 106
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Z@ Audit risks

Other matters

What is the area of focus? What will we do?

Going Concern Compliance with ISA 570 The revised standard requires:

This auditing standard has been revised in response to enforcement cases
and well-publicised corporate failures where the auditor’s report failed to
highlight concerns about the prospects of entities which collapsed shortly
after.

The revised standard is effective for audits of financial statementsfor
periods commencing on or after 15 December 2019, which for the
Council will be the audit of the 2020/21 financial statements. The revised
standard increasesthe work we are required to perform when assessing
whether the Council is a going concern. It means UK auditors will follow
significantly stronger requirementsthan those required by current
international standards; and we have therefore judged it appropriate to
bring this to the attention of the Audit Committee.

The CIPFA Guidance Notes for Practitioners2019/20 accounts states
‘The concept of a going concern assumesthat an authority’sfunctions
and services will continue in operational existence for the foreseeable
future. The provisionsin the Code in respect of going concern reporting
requirementsreflect the economic and statutory environment in which
local authorities operate. These provisions confirm that, as authorities
cannot be created or dissolved without statutory prescription, they must
prepare their financial statements on a going concern basis of
accounting.’

‘If an authority were in financial difficulty, the prospects are thus that
alternative arrangements might be made by central government either
for the continuation of the services it provides or for assistance with the
recovery of a deficit over more than one financial year. As a result of this,
it would not therefore be appropriate for local authority financial

» auditor’s challenge of management’sidentification of events or conditions
impacting going concern, more specific requirementsto test management’s
resulting assessment of going concern, an evaluation of the supporting evidence
obtained which includes consideration of the risk of management bias;

» greater work for us to challenge management’s assessment of going concern,
thoroughly test the adequacy of the supporting evidence we obtained and evaluate
the risk of management bias. Our challenge will be made based on our knowledge
of the Council obtained through our audit, which will include additional specific risk
assessment considerations which go beyond the current requirements;

* improved transparency with a new reporting requirement for public interest
entities, listed and large private companiesto provide a clear, positive conclusion
on whether management’s assessment is appropriate, and to set out the work we
have done in this respect. While the Council are not one of the three entity types
listed, we will ensure compliance with any updated reporting requirements;

» astand back requirement to consider all of the evidence obtained, whether
corroborative or contradictory, when we draw our conclusions on going concern;
and

* necessary consideration regarding the appropriateness of financial statement
disclosures around going concern.

The revised standard extends requirementsto report to regulators where we have
concerns about going concern.

We will discuss the detailed implications of the new standard with finance staff during
2019/20 ahead of its application for 2020/21.

statementsto be provided on anything other than a going concern basis.’ Page 19 of 106
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¢ Value for Money

0

Background

We are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy,
efficiency and effectivenesson its use of resources. Thisis known as our value for money conclusion.

For 2019/20 this is based on the overall evaluation criterion:

“In all significant respects, the audited body had proper arrangementsto ensure it took properly informed
decisions and deployed resourcesto achieve planned and sustainable outcomesfor taxpayers and local people”

Proper arrangements are defined by statutory guidance issued by the National Audit Office. They comprise
your arrangementsto:

= Takeinformed decisions;
= Deploy resourcesin a sustainable manner; and
= Work with partners and other third parties.

In considering your proper arrangements, we will draw on the requirements of the CIPFA/ SOLACE framework
for local government to ensure that our assessment is made against a framework that you are already required
to have in place and to report on through documents such as your annual governance statement.

We are only required to determine whether there are any risks that we consider significant, which the Code of
Audit Practice defines as:

“A matter is significant if, in the auditor’s professional view, it is reasonable to conclude that the matter would
be of interest to the audited body or the wider public”

Qur risk assessment supports the planning of sufficient work to enable us to deliver a safe conclusion on
arrangementsto secure value for money and enables us to determine the nature and extent of further work
that may be required. If we do not identify any significant risks there is no requirement to carry out further
work. We consider business and operational risks insofar as they relate to proper arrangements at both sector
and organisation-specificlevel. In 2019/20 this has included consideration of the steps taken by the Council to
consider medium-term financing and investment.

Our risk assessment has therefore considered both the potential financial impact of the issues we have
identified, and also the likelihood that the issue will be of interest to local taxpayers, the Government and other
stakeholders. Our risk assessment is ongoing, but thus far has resultedin tpry'ggng'qic@piqggf the significant
risks noted on the following page which we view as relevant to our value for money conclusion.

Informed
decision making

Proper arrangements for
securing value for money

Sustainable
resource
deployment

Working with
partners and
third parties
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Value for Money
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What is the significant value for money risk?

alue for Money Significant Risks

What arrangements

does the risk affect ? Our audit approach

Securing financial resilience

Review of the updated of the medium term financial
strategy (MTFS) reported to Finance and
Management Committee on 13 February 2020,
outlinesthat the Council has forecasted budget
deficitsfrom 2020/21 to 2024/25, ranging from
£0.76mto £1.4m, respectively. These gaps will
require the Council to will require a draw its general
fund reserves. The impact is the general fund
reserve will fall from £8.5m to 2.1m, over that
period but remaining above the Council’s minimum
level threshold of £1m.

Deploy resourcesin a We plan to:

sustainable manner = Review the detail of the revised MTFS including assessing the adequacy of the
major assumptions used including the Council’s plans to update the MTFS

Planning resources following the announcement in the March budget to suspend businessrates for

effectively to support small businessesin the retail and leisure sectors.

the sustainabledelivery = Review the Council’sarrangementsto develop a robust savings plan to address

of strategic priorities the future financial challenges and maintain an adequate level of reserves.

and maintain statutory

functions.

Page 22 of 106
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%B Audit materiality

Materlallty Key definitions
oy Planning materiality —the amount over which we anticipate misstatements
Materiality . . L : .
would influence the economic decisions of a user of the financial
For planning purposes, materiality for 2019/20 has been set at £0.97m. This statements.
represents 2%o0f the Council’s prior year gross expenditure on provision of services. It
will be reassessed throughout the audit process. We have provided supplemental Performance materiality —the amount we use to determine the extent of

information about audit materiality in Appendix D. our audit procedures. We have set performance materiality at
£0.73m which represents 75%o0f planning materiality.

Audit difference threshold —we propose that misstatementsidentified
below this threshold are deemed clearly trivial. We will report to you all
uncorrected misstatements over this amount relating to the comprehensive
income and expenditure statement and balance

Other uncorrected misstatements, such as reclassifications and
: misstatementsin the cashflow statement and movement in reserves
CGross expenditure Performance statement or disclosures, and corrected misstatements will be
on provision of services L communicated to the extent that they merit the attention of the Audit-Sub
materiality ; : S .
Committee, or are important from a qualitative perspective.

£48.5m £0.73m

Specific materiality — We have considered disclosuresin the financial

Planning Audit statements where misstatement at a lower level than our overall materiality
materiality differences level might influence the reader of the financial statements. For our
strategy we have assessed the Remuneration disclosuresincluding any
£ 0 . 9 7 m £ O . O 4 8 m severance payments, members allowances exit packages and termination

benefits as numerically sensitive and set a materiality level of £1Kk, being
the rounding number in the financial statements.

We request that the Audit-Sub Committee confirm its understanding of, and agreement
to, these materiality and reporting levels. Page 24 of 106
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@Scope of our audit
Our Audit Process and Strategy

Objective and Scope of our Audit scoping

Under the Code of Audit Practice our principal objectives are to review and report on the Council’s financial statements and arrangements for securing economy,
efficiency and effectivenessin their use of resourcesto the extent required by the relevant legislation and the requirements of the Code.

We issue an audit report that covers:
1. Financial statement audit
Our objectiveis to form an opinion on the financial statements under International Standards on Auditing (UK and Ireland).

We also perform other procedures as required by auditing, ethical and independence standards, the Code and other regulations. We outline below the procedures we
will undertake during the course of our audit.

Procedures required by standards

» Addressing the risk of fraud and error;

+ Significant disclosuresincluded in the financial statements;

* Entity-wide controls;

* Reading other information contained in the financial statements and reporting whether it is inconsistent with our understanding and the financial statements; and
» Auditor independence.

Procedures required by the Code
+ Reviewing, and reporting on as appropriate, other information published with the financial statements, including the Annual Governance Statement; and
* Reviewing and reporting on the Whole of Government Accountsreturn, in line with the instructionsissued by the NAO

2. Arrangements for securing economy, efficiency and effectiveness (value for money)

We are required to consider whether the Council has put in place ‘proper arrangements’ to secure economy, efficiency and effectiveness on their use of resources.

Page 26 of 106
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@Seope of our audit
Our Audit Process and Strategy (continued)

Audit Process Overview

Qur audit involves:
* Identifying and understanding the key processes and internal controls; and

« Substantivetests of detail of transactions and amounts.

For 2019/20 we plan to follow a substantive approach to the audit as we have concluded this is the most efficient way to obtain the level of audit assurance required
to conclude that the financial statements are not materially misstated.

Analytics:

We will use our computer-based analyticstoolsto enable us to capture whole populations of your financial data, in particular journal entries. These tools:
* Helpidentify specific exceptions and anomalies which can then be subject to more traditional substantive audit tests; and

« Give greater likelihood of identifying errors than random sampling techniques.

We will report the findings from our process and analytics work, including any significant weaknesses or inefficienciesidentified and recommendations for
improvement, Audit-sub Committee and senior management.

Internal audit:
We will regularly meet with the Head of Internal Audit, and review internal audit plans and the results of their work. We do not plan to place reliance on the work of

internal audit but will consider the findings from these reports, together with reports from any other work completedin the year, in our detailed audit plan, where they
raise issuesthat could have an impact on the financial statements.

Page 27 of 106
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g Audit team

Audit team and use of specialists

The engagement team is led by Helen Henshaw, Associate Partner, When auditing key judgements, we are often required to rely on the input and advice
supported by Jason Burgess, Manager, who is responsible for the provided by specialists who have qualifications and expertise not possessed by the core
day-to-day direction of audit work and is the key point of contact for audit team. The areas where either EY or third party specialists provide input for the current
the finance team. Both work within our dedicated Government and year audit are:

Public Sector team and have significant experience on council audits.

Specialists

Actuaries of the Derbyshire Pension Fund, the Public Sector
Pensionsdisclosure Audit Appointments (PSAA) consulting actuary and our EY
Helen Henshaw actuarial service

Associate Partner

In accordance with Auditing Standards, we will evaluate each specialist’s professional
competence and objectivity, considering their qualifications, experience and available
Jason Burgess resources, together with the independence of the individuals performing the work.

Manager We also consider the work performed by the specialist in light of our knowledge of the
Council’sbusiness and processes and our assessment of audit risk in the particular area. For
example, we would typically perform the following procedures:

* Analyse source data and make inquiries as to the procedures used by the specialist to
Nnana Mokhonoana establish whether the source data is relevant and reliable;

B * Assessthe reasonableness of the assumptions and methods used;

» Consider the appropriateness of the timing of when the specialist carried out the work;
and

Audit team » Assesswhether the substance of the specialist’s findings are properly reflectedin the
financial statements.

Page 29 of 106
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% Audit timeline
Timetable of communication and deliverables

Timeline

Below is a timetable showing the key stages of the audit and the deliverables we have agreed to provide to you through the audit cycle in 2019/20.

From time to time matters may arise that require immediate communication with the Council and we will discuss them and senior management as appropriate. We will
also provide updates on corporate governance and regulatory matters as necessary.

Reporting our Reporting our interim work i . The Annual Audit Letter
independence, risk and any control Reporting our conclusions on will be reported to Full
assessment, planned audit  observations and progress key judgements and estimates Council following
approach and the scope of  of our work on significant and confirmation of our completion of our audit
our audit risks MeEPEMEIRNEE procedures.

: Interim Update to .
Audit Plan TCVEG Audit Results Report Annual Audit Letter

Jun Jul m Sep

Substantive testing

\ ' . Year End Audit
Planning and Walkthroughs Interim Audit

Work begins on our year
end audit. This is when we

Risk assessment and setting of scopes; Early substantlve i will complete any

Walkthrough of key systems and processes Page 3’? of 106 substantive testing not
completed at interim
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%3 Independence
Introduction

The FRC Ethical Standard and ISA (UK) 260 “Communication of audit matters with those charged with governance”, requires us to communicate with you on a timely basis
on all significant facts and matters that bear upon our integrity, objectivity and independence. The Ethical Standard, as revised in June 2016, requiresthat we
communicate formally both at the planning stage and at the conclusion of the audit, as well as during the course of the audit if appropriate. The aim of these
communicationsis to ensure full and fair disclosure by us to those charged with your governance on mattersin which you have an interest.

Required communications

Planning stage

| 2

The principal threats, if any, to objectivity and
independence identified by Ernst & Young (EY)
including consideration of all relationships between
the you, your affiliates and directors and us;

The safeguards adopted and the reasons why they
are considered to be effective, including any
Engagement Quality review;

The overall assessment of threats and safeguards;
Information about the general policies and process

within EY to maintain objectivity and independence.

Where EY has determined it is appropriate to apply
more restrictive independence rules than permitted
under the Ethical Standard [note: additional
wording should be included in the communication
reflecting the client specific situation]

Final stage

>

| 2

In order for you to assessthe integrity, objectivity and independence of the firm and each covered person,
we are required to provide a written disclosure of relationships (including the provision of non-audit
services) that may bear on our integrity, objectivity and independence. Thisis required to have regard to
relationships with the entity, its directors and senior management, its affiliates, and its connected parties
and the threatsto integrity or objectivity, including those that could compromise independence that these
create. We are also required to disclose any safeguards that we have put in place and why they address
such threats, together with any other information necessary to enable our objectivity and independence to
be assessed;

Details of non-audit services provided and the fees charged in relation thereto;

Written confirmation that the firm and each covered person is independent and, if applicable, that any
non-EY firms used in the group audit or external experts used have confirmed their independence to us;

Written confirmation that all covered persons are independent;

Details of any inconsistencies between FRC Ethical Standard and your policy for the supply of non-audit
services by EY and any apparent breach of that policy;

Details of any contingent fee arrangements for non-audit services provided by us or our network firms;
and

An opportunity to discuss auditor independence issues.

In addition, during the course of the audit, we are required to communicate with you whenever any significant judgements are made about threatsto objectivity and
independence and the appropriateness of safeguards put in place, for example, when accepting an engagement to provide non-audit services.

We also provide information on any contingent fee arrangements, the amounts of any future servicesthat have been contracted, and details of any written proposal to
provide non-audit servicesthat has been submitted;
We ensure that the total amount of fees that EY and our network firms have charged to you and your affiliatesfor the provision of services during the reporting period,
analysed in appropriate categories, are disclosed.

Page 33 of 106
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%3 Independence
Relationships, services and related threats and safeguards

We highlight the following significant facts and mattersthat may be reasonably considered to bear upon our objectivity and independence, including the principal threats,
if any. We have adopted the safeguards noted below to mitigate these threats along with the reasons why they are considered to be effective. However we will only
perform non —audit servicesif the service has been pre-approved in accordance with your policy.

Overall Assessment

Overall, we consider that the safeguardsthat have been adopted appropriately mitigate the principal threatsidentified and we therefore confirm that EY is independent
and the objectivity and independence of Helen Henshaw, your audit engagement partner and the audit engagement team have not been compromised.

Self interest threats

A self interest threat arises when EY has financial or other interestsin the Council. Examplesinclude where we receive significant feesin respect of non-audit services;
where we need to recover long outstanding fees; or where we enter into a businessrelationship with you. At the time of writing, there are no long outstanding fees.

We believe that it is appropriate for us to undertake permissible non-audit services and we will comply with the policies that you have approved.
At the time of writing, there are no non-audit services to be provided.

A self interest threat may also arise if members of our audit engagement team have objectives or are rewarded in relation to sales of non-audit servicesto you. We
confirm that no member of our audit engagement team, including those from other service lines, has objectivesor is rewarded in relation to salesto you, in compliance
with Ethical Standard part 4.

There are no other self interest threats at the date of thisreport.

Management threats

Partners and employees of EY are prohibited from taking decisions on behalf of management of the Council. Management threats may also arise during the provision of
a non-audit service in relation to which management is required to make judgements or decision based on that work.

There are no management threats at the date of this report.

Other threats

Other threats, such as advocacy, familiarity or intimidation, may arise.
There are no other threats at the date of thisreport.

Page 34 of 106
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%3 Independence

Relationships, services and related threats and safeguards

(continued)

Self review threats

Self review threats arise when the results of a non-audit service performed by EY or otherswithin the EY network are reflected in the amountsincluded or disclosed in

the financial statements.
The table below sets out the self review threatsthat exist as the date of thisreport.

Description of service Related independence threat  Period provided/ duration

Housing benefit work  Self review threat —figures Year ended 31 March

no longer forms part includedin thereturnarealso 2019 and for all

of the work required accountedfor in the financial ~ subsequent accounting

by PSAA. statements. periods. However, this will
be assessed annually.

For 2018/19 the
planned fee was
£15,500. The work
has recently been
completed and once
the final fee has been
agreed we will discuss
with Strategic
Director (Corporate
Resources) the
appointment for this
workin 2019/20.

Safeguards adopted and reasons considered to be effective

The specific testing of individual benefit claims and associated subsidy
calculationsundertaken in respect of the Housing Benefits agreed upon
procedures engagement is distinct and separate to any work we have or will
undertake on the financial systems of the Council. The resultsof the testingis
not reflected in the amountsincluded/disclosed in the financial statements.

In respect of the checking of benefit system parameters, this work is common
acrossour external audit procedures and this engagement.

Our external audit of the financial statementsis concluded prior to the Housing
Benefit engagement. The financial statements audit conclusion is therefore not
reliant upon the conclusion of the Housing Benefit engagement.

No advice will be given in relation to accounting treatment.

The report we provide will be prepared or given solely for the purposes of the
agreed upon procedures engagement for Housing Benefits and will not be used
or relied upon for any other purposes.

Page 35 of 106
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%3 Independence

New UK Independence Standards

The Financial Reporting Council (FRC) published the Revised Ethical Standard 2019 in December and it will apply to accounting periods starting on or after 15 March

2020. A key change in the new Ethical Standard will be a general prohibition on the provision of non-audit services by the auditor (and its network) which will apply to UK
Public Interest Entities (PIEs). A narrow list of permitted services will continue to be allowed.

We anticipate that new requirementsfor other entities will follow and we will continue to monitor and assessthe impact.

Other communications

EY Transparency Report 2019

Ernst & Young (EY) has policies and procedures that instil professional values as part of firm culture and ensure that the highest standards of objectivity, independence
and integrity are maintained.

Details of the key policies and processesin place within EY for maintaining objectivity and independence can be found in our annual Transparency Report which the firm
is required to publish by law. The most recent version of this Report is for the year end 30 June 2019:

https://www.ey.com/Publication/vwLUAssets/ ey-uk-2019-transparency-report/$FILE/ ey-uk-2019-transparency-report.pdf

Page 36 of 106
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= Appendix A
Fees

The duty to prescribe fees is a statutory function delegated to Public Sector Audit Appointments Ltd (PSAA) by the Secretary of State for Housing, Communities and Local
Government.

This is defined as the fee required by auditorsto meet statutory responsibilities under the Local Audit and Accountability Act 2014 in accordance with the requirements of

the Code of Audit Practice and supporting guidance published by the National Audit Office, the financial reporting requirements set out in the Code of Practice on Local
Authority Accounting published by CIPFA/LASAAC, and the professional standards applicable to auditors’ work.

A breakdown of our feesis shown in the table below.

Planned fee Scale fee Final Fee (4) For 2019/20, the _sqalle fee will be impacteq_by arange of fe_lctors (see pages
_ 34 and 35). The specific issues we have identified at the planning stage which will
impact on the fee include the additional work that will be required to address the

Total Fee —Code work (Note 4) 39,942 39,942
Other (Note 4) N/ A 2,000 In addition, we are driving greater innovation in the audit through the use of
(Note 1) technology. The significant investment costs in this global technology continue
Total audit TBC 39,942 41,942 to rise as we seek to provide enhanced assurance and insight in the audit.
Other non-audit services not
gove:c('-:-td )above (Housing TBC N/A (Note 2) The agreed fee presented is based on the following assumptions:
enefits
, i ) Officers meeting the agreed timetable of deliverables;
Pooling of housing capital TBC N/A Note 3 o _ . »
receipts (Note 3) Our accountsopinion and value for money conclusion being unqualified;
Total other non-audit services TBC N/A TBC Appropriate quality of documentation is provided by the Council; and
Total fees TBC 33,240 TBC The Council has an effective control environment.
All fees exclude VAT If any of the above assumptions prove to be unfounded, we will seek a variation
to the agreed fee. This will be discussed with the Council in advance.
(1) Scale fee variation of £2k relates to the additional pension procedures Fees for the auditor’s consideration of correspondence from the public and
undertaken in relation to the impact of the McCloud judgement. This been formal objections will be charged in addition to the scale fee.
discussed and agreed with management but is still subject to approval by Public
Sector Audit Appointments Limited.
(2) The Housing benefits work has recently been completed and we are currently
determining the final fee with management. Page 38 of 106

(3) The fee for the pooling of housing capital receipts work cannot be confirmed as
the work will not be completed until the end of March 2020. 33



= Appendix A
Fees

We do not believe the existing scale fees provide a clear link with both a public sector organisation’s risk and complexity. For an organisation such as the District Council
the extent of audit procedures now required mean it will take around 900 hours to complete a quality audit. Based on our own modelling of the inputs required to

complete an external audit of the Council concludesthat a more appropriate scale fee for the delivery of an external audit to the Council would be in the region of
£60,000.

Summary of key factors

1.  Status of sector. Financial reporting and decision making in local government has become increasingly complex, for example from the growth in

commercialisation, speculative ventures and investments. This has also brought increasing risk about the financial sustainability / going concern of bodies given
the current status of the sector.

. To addressthis risk our procedures now entail higher samples sizes of transactions, the need to increase our use of analytics data to test more
transactions at a greater level of depth. Thisrequiresa continual investment in our data analyticstools and audit technology to enhance audit quality.

This also has an impact on local government with the need to also keep pace with technological advancement in data management and processing for
audit.

2. Audit of estimates. There has been a significant increase in the focus on areas of the financial statements where judgemental estimates are made. Thisis to

address regulatory expectations from FRC reviews on the extent of audit procedures performed in areas such as the valuation of land and buildings and pension
assetsand liabilities.

. To address these findings, our required procedures now entail higher samples sizes, increased requirements for corroborative evidence to support the
assumptions and use of our internal specialists.

3. Regulatory environment. Other pressures come from the changing regulatory landscape and audit market dynamics:

. Parliamentary select committee reports, the Brydon and Kingman reviews, plus within the public sector the Redmond review and the new NAO Code of
Audit practice are all shaping the future of Local Audit. These regulatory pressuresall have a focus on audit quality and what is required of external
auditors.

. This means continual investment in our audit quality infrastructure in response to these regulatory reviews, the increasing fines for not meeting the

requirements plus changes in auditing and accounting standards. As a firm our compliance costs have now doubled as a proportion of revenue in the last
five years. Theregulatory lens on Local Audit specifically, is greater. We are three times more likely to be reviewed by a quality regulator than other
audits, again increasing our compliance costs of being withinl#gm 3Reef 106
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= Appendix A
Fees

Summary of key factors (cont’d)

4. As a result Public sector auditing has become less attractive as a profession, especially due to the compressed timetable, regulatory pressure and greater
compliance requirements. This has contributed to higher attrition rates in our profession over the past year and the shortage of specialist public sector audit staff
and multidisciplinary teams (for example valuation, pensions, tax and accounting) during the compressed timetables.

. We need to invest over a five to ten-year cycle to recruit, train and develop a sustainable specialist team of public sector audit staff. We and other firms
in the sector face intense competition for the best people, with appropriate public sector skills, as a result of a shrinking resource pool. We need to
remunerate our people appropriately to maintain the attractiveness of the profession, provide the highest performing audit teams and protect audit
quality.

. We acknowledge that local authorities are also facing challengesto recruit and retain staff with the necessary financial reporting skills and capabilities.
This though also exacerbatesthe challenge for external audits, as where there are shortages it impacts on the ability to deliver on a timely basis.

* Inlight of recent communication from PSAA, we will need to quantify the impact of the above to be able to accurately re-assess what the baseline fee is for the
Council should be in the current environment. Once thisis done we will be able to discuss at a more detailed level with you.

Page 40 of 106



=, Appendix B
Required communications with the Audit-sub Committee

We have detailed the communications that we must provide to the Audit-sub Committee.

Terms of engagement

Our Reporting to you

00,
Required communications |i What is reported? When and where
Confirmation by the Audit-sub Committee of acceptance of terms of engagement as written The statement of responsibilities serves as the
in the engagement letter signed by both parties. formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.
Reminder of our responsibilities as set out in the engagement letter The statement of responsibilities serves as the

Our responsibilities
Planning and audit

approach

Significant findings from
the audit

formal terms of engagement between the
PSAA’s appointed auditors and audited bodies.

Communication of the planned scope and timing of the audit, any limitationsand the Audit planning report (March 2020)
significant risks identified.

When communicating key audit mattersthisincludesthe most significant risks of material
misstatement (whether or not due to fraud) including those that have the greatest effect on
the overall audit strategy, the allocation of resourcesin the audit and directing the efforts of
the engagement team

» Our view about the significant qualitative aspects of accounting practices including Audit results report (October 2020)
accounting policies, accounting estimates and financial statement disclosures

» Significant difficulties, if any, encountered during the audit

« Significant matters, if any, arising from the audit that were discussed with management

* Written representationsthat we are seeking

+ Expected modificationsto the audit report

+ Other mattersif any, significant to the oversight of the financial reporting process

Page 41 of 106

36



=, Appendix B
Required communications with the Audit-sub Committee (continued)

Our Reporting to you

Required communications |i What is reported? 9 When and where
Going concern Events or conditionsidentified that may cast significant doubt on the entity’s ability to Audit results report (October 2020)

continue as a going concern, including:
*  Whether the events or conditions constitute a material uncertainty

*  Whether the use of the going concern assumptionis appropriate in the preparation and
presentation of the financial statements

» The adequacy of related disclosuresin the financial statements

Misstatements * Uncorrected misstatementsand their effect on our audit opinion, unless prohibited by Audit results report (October 2020)
law or regulation

» The effect of uncorrected misstatementsrelated to prior periods
» Arequest that any uncorrected misstatement be corrected

+ Corrected misstatementsthat are significant

* Material misstatements corrected by management

Fraud » Enquiries of the Audit-sub Committee to determine whether they have knowledge of any Audit results report (October 2020)
actual, suspected or alleged fraud affecting the entity

* Any fraud that we have identified or information we have obtained that indicates that a
fraud may exist

» Adiscussion of any other mattersrelated to fraud

Related parties » Significant matters arising during the audit in connection with the entity’srelated parties Audit results report (October 2020)
including, when applicable:

* Non-disclosure by management

* Inappropriate authorisation and approval of transactions

» Disagreement over disclosures

+ Non-compliance with laws and regulations Page 42 of 106

« Difficulty in identifying the party that ultimately controls the entity
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Required communications with the Audit-sub Committee (continued)

Required communications |i What is reported?

Independence

External confirmations

Consideration of laws and
regulations

Internal controls
Representations
Material inconsistencies
and misstatements

Auditors report

Fee Reporting

Communication of all significant facts and mattersthat bear on EY’s, and all individuals
involved in the audit, objectivity and independence

Communication of key elements of the audit engagement partner’s consideration of
independence and objectivity such as:

+ Theprincipal threats
» Safeguardsadopted and their effectiveness
* An overall assessment of threats and safeguards

» Information about the general policies and process within the firm to maintain objectivity
and independence

+ Management’srefusal for us to request confirmations

* Inability to obtain relevant and reliable audit evidence from other procedures

* Audit findings regarding non-compliance where the non-compliance is material and
believed to be intentional. This communication is subject to compliance with legislation
on tipping off

*  Enquiry of the Audit-sub Committeeinto possible instances of non-compliance with laws
and regulationsthat may have a material effect on the financial statements and that the
Audit-sub Committee may be aware of

« Significant deficienciesin internal controls identified during the audit

Written representationswe are requesting from management and/ or those charged with
governance

Material inconsistencies or misstatements of fact identified in other information which
management has refused to revise

* Key audit mattersthat we will include in our auditor’s report

» Any circumstancesidentified that affect the form and content of our auditor’sreport

« Breakdown of fee information when the aulgit lan i aqr? %
. . a(§1e 43 0 06
» Breakdown of fee information at the completioh of the audit
* Any non-audit work

— Our Reporting to you

9 When and where

Audit planning report (March 2020) and
Audit results report (October 2020)

Audit results report (October 2020)

Audit results report (October 2020)

Audit results report (October 2020)
Audit results report (October 2020)
Audit results report (October 2020)
Audit results report (October 2020)

Audit planning report (March 2020) and
Audit results report (October 2020)
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Additional audit information

Other required procedures during the course of the audit

In addition to the key areas of audit focus outlined in section 2, we have to perform other procedures as required by auditing, ethical and independence standards and
other regulations. We outline the procedures below that we will undertake during the course of our audit.

Qur responsibilities required
by auditing standards

Identifying and assessing the risks of material misstatement of the financial statements, whether due to fraud or error, design and
perform audit procedures responsiveto those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion.

Obtaining an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Council’s system of internal control.
Evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.

Concluding on the appropriateness of management’s use of the going concern basis of accounting.

Evaluating the overall presentation, structure and content of the financial statements, including the disclosures, and whether the
financial statementsrepresent the underlying transactions and eventsin a manner that achieves fair presentation.

Obtaining sufficient appropriate audit evidence regarding the financial information of the entities or activities within the Council to
express an opinion on the consolidated financial statements. Reading other information contained in the financial statements, the
Audit-sub Committeereporting appropriately addresses matters communicated by us to the Audit-sub Committee and reporting
whether it is materially inconsistent with our understanding and the financial statements; and

Maintaining auditor independence.

Purpose and evaluation of materiality

For the purposes of determining whether the accounts are free from material error, we define materiality as the magnitude of an omission or misstatement that,
individually or in the aggregate, in light of the surrounding circumstances, could reasonably be expected to influence the economic decisions of the users of the financial
statements. Our evaluation of it requires professional judgement and necessarily takes into account qualitative as well as quantitative considerationsimplicit in the
definition. We would be happy to discuss with you your expectationsregarding our detection of misstatementsin the financial statements.

Materiality determines:

+ The level of work performed on individual account balances and financial statement disclosures.

The amount we consider material at the end of the audit may differ from our initial determination. At this stage, however, it is not feasible to anticipate all of the
circumstancesthat may ultimately influence our judgement about materiality. At the end of the audit we will form our final opinion by reference to all mattersthat could
be significant to users of the accounts, including the total effect of the audiﬂ?eiggaﬂ;&tmﬁms)@e identify, and our evaluation of materiality at that date.



REPORT TO: AUDIT SUB COMMITTEE AGENDA ITEM: 6

DATE OF CATEGORY:
MEETING: 25" MARCH 2020 RECOMMENDED
OPEN

REPORT FROM: AUDIT MANAGER

MEMBERS’ ADRIAN MANIFOLD (01332 643281) DOC: uks/auditinternal

CONTACT POINT: adrian.manifold@centralmidlandsaudit.co.uk audit/quarterly reports/quarterly report
cover

SUBJECT: INTERNAL AUDIT PROGRESS REF:

REPORT
WARD(S) TERMS OF
AFFECTED: ALL REFERENCE: AS 02

1.0 Recommendations

1.1 That the report of the Audit Manager is considered and any issues identified
are referred to the Finance and Management Committee or subject to a follow-
up report as appropriate.

2.0 Purpose of Report

2.1 To provide an update on progress against the approved Internal Audit Plan.
This details the performance and activity of Internal Audit as at February 2020.

3.0 Detail
3.1 The detailed report is attached.

4.0 Financial Implications

4.1 None.

5.0 Corporate Implications

5.1 None directly.

6.0 Community Implications

6.1 None directly.

7.0 Background Papers

7.1 None
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South Derbyshire District Council — Audit Progress Report
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AUDIT PLAN

Progress on Audit Assignments

The following tables provide Audit Sub-Committee with information on how audit assignments were
progressing as af 29t February 2020.

% .
2019-20 Jobs “ Assurance Rating

Management of Novus Contract In Progress 20%

Procurement of Rosliston Contract 2019-20 Draft Report 95%

Main Accounting System 2019-20 In Progress 10%

Treasury Management 2019-20 In Progress 65%

Banking Services 2019-20 Final Report 100% Comprehensive
Payroll 2019-20 In Progress 25%

Officers Expenses & Allowances 2019-20 Final Report 100% Comprehensive
Creditors 2019-20 Final Report 100% Comprehensive
Fixed Assets 2019-20 Final Report 100% Comprehensive
Revenues Systems 2019-20 In Progress 10%

Cashiering 2019-20 Final Report 100% Comprehensive
Housing Benefit & Council Tax Support 2019-20 In Progress 25%

Anti-Fraud & Corruption 2019-20 In Progress 35%

ICT Key Controls In Progress 65%

Mobile Phones Final Report 100% Limited
Project Management Allocated 10%

Business Change & Transformation Allocated 10%

Data Quality & Perf. Mgmt 2019-20 Final Report 100% Reasonable
Rent Accounting 2019-20 Final Report 100% Reasonable
Former Tenants Arrears 2019-20 Final Report 100% Reasonable
Council House Sales - Right To Buy 2019-20 Final Report 100% Limited
Grounds Maintenance Draft Report 95%

Improvement Grants (Disabled Facilities Grant) Final Report 100% Reasonable
Bereavement Services 2019-20 Draft Report 95%

Electoral Services 2019-20 Removed from Plan 0%

Economic Development 2019-20 In Progress 20%

% :
B/Fwd Jobs m Assurance Rating

Information Governance Final Report 100% Reasonable
Capital Programme Final Report 100% Comprehensive
Payroll 2018-19 Final Report 100% Reasonable
Creditors 2018-19 Final Report 100% Reasonable
Revenue Systems 2018-19 Final Report 100% Comprehensive
Housing Benefit & Council Tax Support 2018-19 Final Report 100% Comprehensive
File Server Security Final Report 100% Reasonable
Development Management Final Report 100% Reasonable
Food Safety 2018-19 Final Report 100% Reasonable
Active Communities & Health Final Report 100% Comprehensive
Rosliston Forestry Centre Final Report 100% Comprehensive
Maintenance of Public Buildings Final Report 100% Limited
Housing Safety Inspections Final Report 100% Limited
Community Safety Partnership 2018-19 Final Report 100% Comprehensive
Corporate Governance 2018-19 Final Report 100% Reasonable
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Plan Changes

An emerging risk was brought to our attention by management, which resulted in our ICT Audit
coverage being fransferred from our proposed focus on Personal Data Checks to looking at controls
over Mobile Phone usage.

Following a request from Management, the Electoral Services audit planned for 2019-20 was agreed
to be deferred until after the May 2020 elections. Even though the May 2020 elections have now been
cancelled, it is too late in this Plan year to commence this audit. Accordingly, it will remain deferred to
the 2020-21Audit Plan.
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AUDIT COVERAGE
Completed Audit Assignments

Between 1st December 2019 and 29t February 2020, the following audit assignments have been
finalised since the last Progress Report was presented to this Sub-Committee.

Recommendations Made % Recs
Audit Assignments Completed in Period Assurance Rating (oo I ISTloliifo=I@ Moderate | Low COI .
Risk Risk Risk Risk

Active Communities & Health Comprehenswe 1 0%
Former Tenants Arrears 2019-20 Reasonable 6 67%
Mobile Phones Limited 1 4 60%
Improvement Grants 2019-20 Reasonable 1 8 0%

Creditors 2019-20 3 33%

Active Communities &
Health

Assurance Rating

Controls Adequate Partial Weak
Control Objectives Examined Evaluated Controls  Controls  Controls

Management of the Active Health & Communities Section are keeping
the financial viability of the service under constant review and are
actively seeking out and perusing the additional funding options that
may be available to them.

Suitable management arrangements are in place for maximising the
level of service delivery within existing constraints, while continuing to 9 7 2 0
develop the service and maintaining existing support.

TOTALS 16 13 3 0
Summary of Weakness Risk Rating  Agreed Action Date
Community consultations were not considered to be appropriately inclusive of all members . 31/01/2020
of the disabled community. Low Risk Action Due

Pagp 51 of 106

C Page 6 of 20
P central midlands audit partnership




Audit Sub-Committee: 25th March 2020
South Derbyshire District Council — Audit Progress Report

Former Tenants Arrears

Assurance Rating

Controls Adequate Partial Weak
Control Objectives Examined Evaluated Controls  Controls  Controls

Appropriate procedures are adhered to for the recovery and monitoring 21 17 3 1
of former tenant arrears
Former tenant arrears are minimised through robust end of tenancy 18 15 2 1
procedures
TOTALS 39 32 5 2
Summary of Weakness Risk Rating  Agreed Action Date
The Income Management policy was dated 2016 and as such was out-of-date. Low Risk 01/11/2020
Future Action
Recent address details of customers provided with short stay temporary accommodation Low Risk 29/01/2020
out of hours was not being effectively shared. Implemented
Orchard did not always contain a complete record of recovery actions taken. Low Risk 29/01/2020
Implemented
The Former Tenants Arrears Account Monitoring procedure did not include the allocation Low Risk 28/02/2020
of court fees to individual debtor accounts. Being Implemented
31/03/2020
There was no focused procedure in place to ensure that rent accounts were in balance at Low Risk 28/02/2020
the end of a tenancy. Implemented
Insufficient action was taken to minimise arrears due to housing benefit adjustments at the Low Risk 28/02/2020
end of a tenancy. Implemented

et R,

"

Mobile Phones

%

f i

Assurance Rating

Following an incident at the Council, it was agreed with the Strategic Director (Corporate Resources) that Internal Audit would
evaluate the adequacy of a number of systems and process specific to the provision and management of mobile phone devices. This
report deals with the system weaknesses identified during the review and recommends what Audit considers to be appropriate
control improvements.

Summary of Weakness Risk Rating  Agreed Action Date
The Council had incurred significant overcharges due in part to a lack of contractual and Significant Already Implemented
technical safeguards not being in operation for mobile phone devices issued to Risk
employees.
Monitoring and alerting procedures for mobile phone/smartphone usage was ineffective, Moderate Risk  Already Implemented
leading to significant overcharges going undetected over a significant period of time.
The budget monitoring process had failed to appropriately resolve an identified spike in Moderate Risk 31/03/2020
expenditure against the cost centre and account code that was used for payment of the Future Action

02 mobile phone bills.
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Users were still permitted to log urgent service requests and incidents to a shared mailbox ~ Moderate Risk  Already Implemented
that was not directly linked to the helpdesk system, and was therefore vulnerable to error,
oversights and incidents going unresolved.
Asset management procedures for controlling the ownership, movement and usage of Moderate Risk 31/08/2020
mobile devices were not effective. Future Action
Improvement Grants
z
o
Controls Adequate Partial Weak
Control Objectives Examined Evaluated Controls  Controls  Controls
Policies relating to the administration of DFG are in place, and include
. . . 3 0 1 2
consideration of financial thresholds
DFG applications are processed timely and in adherence with 16 19 1 3
appropriate procedures
Applications are only processed for eligible works and eligible claimants 13 12 1 0
Works performed are adequately reviewed prior to passing invoices for 13 13 0 0
payment
Responsibilities for the ongoing maintenance of works performed 4 2 0 9
through the DFG have been considered and documented.
TOTALS 49 39 3 7
Summary of Weakness Risk Rating  Agreed Action Date
The Private Sector Housing Assistance Policy 2019-22 did not fully reflect the situation in Low Risk 30/04/2020
practise. Future Action
The Private Sector Adaptations Policy 2019-2022 was not available to view on the Low Risk 30/06/2020
Council's website. Future Action
Options for discretionary funding of adaptations had not been fully considered. Low Risk 30/04/2020
Future Action
There was no procedural guidance document in place detailing the Disabled Facility Grant Low Risk 30/04/2020
process. Future Action
No performance targets had been set for the key stages of the DFG process, and there Moderate Risk 30/06/2020
was no regular monitoring or reporting of performance to management. Future Action
The Council could not demonstrate that it had been proactive in ensuring that delays in Low Risk 30/04/2020
Disabled Facilities Grant applications, particularly those marked as fast track, were Future Action
minimised.
Reassessment forms and redetermination letters were not prepared and authorised in all Low Risk 30/04/2020
cases where additional works were required. Future Action
The Initial Test of Resources form referred to a charge of 10% of eligible expenses to Low Risk 30/04/2020
cover the cost of services provided by the Council, however this was not charged in Future Action
practise.
The respective responsibilities of the customer and the Council for maintenance of Low Risk 30/04/2020
adaptations were not clearly communicated to the customer. Future Action
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Creditors 2019-20 o o

Assurance Rating
Controls Adequate Partial Weak

Control Objectives Examined Evaluated Controls  Controls  Controls

To ensure that up-to-date policy, procedures and guidance are in place 4 4 0 0
and access to the Creditors system is properly administered.
To ensure that adequate controls are in place for the input, authorisation 7 3 4 0
and processing of invoices received.
To ensure that robust systems are in place for processing payments to 6 6 0 0
suppliers.

TOTALS 17 13 4 0

Summary of Weakness Agreed Action Date

The method of checking for duplicate payments did not identify all potential duplicate Low Risk Implemented
payments.
When registering invoices, there was no consistent methodology in place for allocating a Low Risk 30/04/2020
supplier’s invoice reference, for invoices received from suppliers who do not number their Future Action
invoices.
Out of a sample of 17 purchase order invoices tested, 8 did not have an official order Low Risk 01/07/2020
raised until after the invoice was received. Future Action
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RECOMMENDATION TRACKING

Audit Assignments with Open
Recommendations

Recommendations Open
Assurance

3 Action Being Future
Rating Implemented = Action

2

06-Mar-20

Creditors 2019-20

03-Mar-20  Improvement Grants 2019-20 Reasonable 9
25-Feb-20  Mobile Phones Limited 2
30-Jan-20  Former Tenants Arrears 2019-20 Reasonable 1 1
17-Dec-19  Active Communities & Health 1
22-Nov-19  Council House Sales - Right To Buy 2019-20 Limited 3
20-Nov-19  Information Governance Reasonable 1 4 1
20-Nov-19  Fixed Assets 2019-20 1
13-Nov-19  Development Management 2018-19 Reasonable 3 1
15-Oct-19  Community Safety Partnership 2018-19 1
11-Sep-19  Data Quality & Perf. Mgmt 2019-20 Reasonable 3
24-Jul-19 Rent Accounting 2019-20 Reasonable 2
16-Sep-19  Officers Expenses & Allowances 2019-20 1
16-May-19  Housing Benefit & Council Tax Support 2018-19 1
31-Mar-19  Orchard IT Application Limited 4
26-Mar-19  Fleet Management Reasonable 1 2
23-Jul-19 Payroll 2018-19 Reasonable 1
16-Apr-19  Revenue Systems 2018-19 3
29-Aug-19  Corporate Governance 2018-19 Reasonable 1
08-May-19  Creditors 2018-19 Reasonable 1
08-Apr-19 File Server Security Reasonable 1
03-Jul-19 Housing Safety Inspections Limited 3 1
21-Aug-19  Maintenance of Public Buildings Limited 1 5
12-Feb-19 PClI Compliance 2018-19 Reasonable 6
19-Dec-18  Sheltered Housing / Careline Reasonable 1
14-Feb-19  Allocations & Homelessness 2018-19 Reasonable S
25-Jan-19 Section 106 Agreements 2018-19 Reasonable 2
25-Apr-18 Organisational Culture & Ethics Reasonable 1
10-Jan-19 Health & Safety Reasonable 1
06-Mar-18  Tenants Arrears 2017-18 Reasonable S
19-Jan-18  Rent Accountfing 2017-18 Reasonable 1
13-Nov-17  Officers Expenses & Allowances Reasonable 1
07-Aug-17  Parks & Open Spaces Reasonable 2
TOTALS 5 47 31
Action Due = The agreed actions are due, but Internal Audit has been unable to ascertain any
progress information from the responsible officer.
= The original action date has now passed and the agreed actions have yet to
be completed. Internal Audit has obtained status update comments from the responsible officer and
a revised action date.
= The agreed actions are not yet due, so Internal Audit has not followed the matter up.
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Audit Assignments with Recommendations Eeinglimplemenes

Due Niesliifefela\@ Moderate Low Ne[sllifefela\@ Moderate Low
Risk Risk Risk Risk Risk Risk

Former Tenants Arrears 2019-20 1

Active Communities & Health 1

Council House Sales - Right To Buy 2019-20 3

Information Governance 1 1 3

Development Management 2018-19 3

Rent Accounting 2019-20 1

Housing Benefit & Council Tax Support 2018-19

Orchard IT Application

Fleet Management

Payroll 2018-19 1

Revenue Systems 2018-19

Creditors 2018-19

File Server Security

Housing Safety Inspections 1

Maintenance of Public Buildings

PClI Compliance 2018-19 1

Sheltered Housing / Careline

Allocations & Homelessness 2018-19

Section 106 Agreements 2018-19

Organisational Culture & Ethics 1

Health & Safety

Tenants Arrears 2017-18

Rent Accounting 2017-18 1

Officers Expenses & Allowances 1

Parks & Open Spaces 2
TOTALS 5 10 37

—_ N = =

N W — o= N - — W
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HIGHLIGHTED RECOMMENDATIONS

Being Implemented — Significant or Moderate Risk Recommendations

The following significant or moderate risk rated recommendations, that have not yet been
implemented, are detailed for Committee's scrutiny.

PCl Compliance 2018-19 Rec No. 8

Summary of Weakness / Recommendation Risk Rating
The Council was not PClI Compliant and was paying non-compliance fees to a third Moderate Risk
party. Further management fees were being paid to the financial system provider for
PCI and they were also charging the Council for a verbal assessment that no-one at
the Council knew anything about.

We recommend that the Council establishes a PCI Compliance Action Plan which
should take account of the non-compliance fees being paid and should look to work
with the third party to ensure that they are able to provide compliance to them and
remove the non-compliance fee. The Council should also determine what benefits the
Council receives for the PCI DSS Management Fee and verbal assessment.

Management Response/Action Details Action Date
This matter has been raised with Capita360 and there are several issues that have 01/04/2019
been raised previously about responsibility for the various elements of PCI DSS
compliance and which appear fo affect compliance. Following the meeting with
Capita on 15" February 2019 a compliance action plan will be drafted for agreement
by each team.

Status Update Comments Revised Date
The Council has kicked off a project to ensure PCI compliance which should be in 01/10/2020
place by mid-late 2020. The project is set to incorporate a PCI audit, new policies and
procedures, the completion of the PCI self-assessment and the introduction of new
solutions to remove card data from the authority.

Information Govenahce ~~~~~~~~___________ RecNo.5

Summary of Weakness / Recommendation Risk Rating
Not all personal data collected by the Council was being stored securely, in locked Moderate Risk
facilities. This rendered this data accessible by parties who did not have a genuine
business need to view the information. There was also a limited regime of checking in
place to ensure the data remained safe and secure.

We recommend that the Council formally remind officers of the need to keep
personal data secure and establish a regime of conducting checks on the personal
information it holds, to ensure it remains secure. Any sensitive, personal data currently
not being stored securely should be moved to a lockable, secure receptacle/facility.
A standard approach should be established and adopted across the whole Councill,
in accordance with the corporate framework requirements set out in the Councils
Records Management Policy and the Document Retention Policy.

Management Response/Action Details Action Date
This is already an existing policy requirement within the data protection policy. Accept 31/12/2019
that a reminder would help to encourage good practice and reduce any of the
human error which has resulted in data not being stored securely.

Status Update Comments Revised Date
Work has progressed to address this issue. Final amendments and publication need to 20/03/2020
be completed.
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Organisational Culture & Ethics Rec No. 3
Summary of Weakness / Recommendation Risk Rating

The Council had not undertaken a staff survey which was specifically geared towards Moderate Risk
the Council's culture, ethics and values.

We recommend that the Council consider undertaking a specific Cultural Survey
aimed at assessing officer opinions on the Council's culture, ethics and values. The
results of the survey could then be used to make improvements where necessary
should any common specific themes or patterns result.

Management Response/Action Details Action Date
A survey will be undertaken following research with the Council's Communications 31/10/2018
section.
Status Update Comments Revised Date
As part of our work to embed the Corporate Plan and our Values throughout the 31/10/2020

Council, several Staff Briefings took place in January 2020. Each briefing was led by a
representative from Leadership Team with support provided by the Organisational
Development and Performance Team.

Following the briefing sessions the Leadership Team and the Heads of Services
reviewed the feedback from staff. An action plan has been developed to further
embed our values, improve culture and team working across the council. Staff will
receive an update on the actions every quarter through our existing communication
channels. Further staff briefings will be held throughout 2020.

An employee engagement survey will also be launched in Autumn 2020. The themes
and questions in the survey will be based on the information collected from the Staff
Briefing sessions.

Officers Expenses & Allowances RecNo.2 |
Summary of Weakness / Recommendation Risk Rating
The review of essential user allowances process, which was due to be carried out Moderate Risk

annually, had not been carried out.

We recommend that the Council considers a root and branch review of its approach
to the payment of travel expenses, with a view to reducing the number of
uneconomic payments made through the essential user scheme.

Management Response/Action Details Action Date
The payments are contractual for employees and therefore formal consultation will 30/09/2018
need to be undertaken. The Council is completing a job evaluation project and it is
planned to commence discussions with the Trade Unions as part of a wider review of
employment conditions and to fit in line with negotiations being completed on a
national basis. Position to be reviewed 30t September 2019.

Status Update Comments Revised Date
This will be subject to the Head of the Paid Service agreeing the terms of reference 31/03/2021
with the Council and the Trades Unions.
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Payroll 2018-19 Rec No. |
Summary of Weakness / Recommendation Risk Rating
There was no process in place to check that all changes made on the Resource Link Moderate Risk

Payroll system were valid and supported by appropriate documentation.

We recommend that a standard report should be setup on the Resource Link system
that produces a listing of all changes made to Payroll records by all users within the
period. This should then be used to ensure that appropriate documentation is held to
support all changes made, and that they have been accurately input. Furthermore,
the Checked by column in the HR spreadsheet should be regularly competed to
evidence each item listed has been checked.

Management Response/Action Details Action Date

A number of options are being explored to address this issue with the soffware provider 01/10/2019
and will subsequently eradicate the level of risk. There is already a report developed

that can be used to run reports on all users from Resource Link. The process of running

reports was agreed in the previous audit 2017/18. Subject to the implementation of a

new reporting tool, reports will be run on all users to identify any new starters and

changes made to the system. In addition, the previously agreed arrangements will

continue and this will include the exchange of information between HR and payroll to

clarify any other changes that impact on an employee's salary. This will include the

completion of the checked by column.

Status Update Comments Revised Date

The Council has made a decision to move its Payroll Service to a shared service 01/04/2021
arrangement, which was planned fo be implemented on 1 April 2020. This has not

come to fruition and the implementation date has been put back to April 2021. This will

avoid a mid-year implementation and allow greater time for preparation. In the

meantime, it is proposed to contfinue with the interim solution to mitigate the risk until a

new system is in place as part of the shared service arrangement.

Council House Sales: Right To Buy Rec No. 1
Summary of Weakness / Recommendation Risk Rating
There was no overall process map to ensure that officers were fully aware of their Moderate Risk

responsibilities, and the procedure notes followed by Business Support did not fully
reflect current practice or government guidance.

We recommend that senior management determine responsibilities, and a process
map covering the whole Right To Buy process should be developed to provide clarity.
Furthermore we recommend that the Business Support procedure notes are reviewed
and updated to ensure that they fully encompass current practice, government
guidance, and any recommendations made within this report.

Management Response/Action Details Action Date

To be implemented as per recommendation 01/02/2020
Status Update Comments Revised Date

Housing have performed initial research, further input from Legal will allow the end-to- 01/05/2020

end process to be produced.
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Council House Sales: Right To Buy Rec No. 6 \
Summary of Weakness / Recommendation Risk Rating
Only one Right To Buy valuer had been utilised for over 10 years during which time Moderate Risk

there had been no procurement exercise, and the valuer did not hold the expected
professional qualification.

We recommend that a procurement exercise is undertaken to engage an
appropriately qualified valuer(s). Consideration should be given to obtaining more
than one independent valuation for Right to Buy property sales.

Management Response/Action Details Action Date

To be implemented as per recommendation 01/02/2020
Status Update Comments Revised Date

Housing have undertaken inifial research to understand whether the valuer is required 01/05/2020

to provide plans in addition to the valuation. Legal requirements will be clarified then
procurement of either a valuation and/or valuation-plans service can be
commenced.

Council House Sales: Right To Buy Rec No. 7
Summary of Weakness / Recommendation Risk Rating
The cost floor figure was not always calculated correctly, because adequate Moderate Risk

processes and fraining were not in place.

We recommend that the standard form on which cost floor data is recorded is
reviewed and updated to ensure that it is in line with Right To Buy legislation. Clear
guidance and training should be sourced and provided to all officers involved in the
cost floor and discount calculations.

Management Response/Action Details Action Date
Agreed- this will be written to be included within the overall process map, officers will 01/02/2020
be instructed as required.
Status Update Comments Revised Date
The cost floor process has been reviewed and implementation of the new process is 01/04/2020

planned from 1st April 2020.
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Housing Safety Inspections
Summary of Weakness / Recommendation

Rec No. 11 \
Risk Rating

Where an asbestos survey report had recommended the removal of asbestos but this
had not been performed, there was no programme of re-inspection to ensure
asbestos was being actively monitored.

We recommend that once the asbestos survey data is extracted from the secure
portal and uploaded to Lifespan (see recommendation 9) that timescales for re-
inspection should be defined in Lifespan. This will enable properties requiring regular re-
inspection to be identified and programmed in for inspection. Further to this, we
recommend that those officers responsible for managing asbestos inspections are
provided with appropriate training on Lifespan.

Moderate Risk

Management Response/Action Details

Action Date

A surveyor is being frained as the responsible persons for the asbestos, additionally a
number of surveyors are being trained regarding the duty fo manage.

Only 3 team members have had limited training on lifespan.

We are currently in procurement for a new system If life span are successful part of
their quotation includes full fraining.

29/02/2020

Status Update Comments

Revised Date

To be actioned by the Repair and Improvement Team Leader. A surveyor is being 01/04/2020

frained as the responsible persons for asbestos, additionally a number of surveyors are

being frained regarding the duty to manage. Annual inspection regime for communal

areas will be in place from April 2020.

Rent Accounting 2019-20 RecNo.3 |
Summary of Weakness / Recommendation Risk Rating

The interface file between the Housing Benefits system (Academy) and the Housing
system (Orchard) was being manually manipulated to ensure the data fransferred was
as accurate as practicably possible.

Since there is now a standard interface available between Academy and Orchard,
we consider this to be the best solution to ensure that data fransferred to Orchard is
accurate and complete. We recommend that management conducts a cost benefit
analysis fo determine whether the purchase of this interface would be appropriate. In
the interim, we recommend that the Benefits, Subsidy & Compliance Manager
provides Business Support with clear instruction on the manual amendments required
on a weekly basis. These amendments should be made directly to Orchard, rather
than to the Academy-Orchard interface file, and an appropriate audit trail should be
retained.

Moderate Risk

Management Response/Action Details

Action Date

Enquiries have been made in regard to implementing a new interface between
Orchard & Academy which should take approximately 1 month to implement. Project
Team to be set up to manage the implementation. The Business Support Team Leader
is now applying any amendments manually to Orchard as instructed by the Benefits
Manager.

31/12/2019

Status Update Comments

Revised Date

This work will be completed in conjunction with the upgrade to Academy which is 01/06/2020
scheduled for later this calendar year.
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Being Implemented - Low Risk Recommendations Over 12 Months

The following low risk rated recommendations, that have not yet been implemented and have
exceeded their original action date by more than 12 months, are also detailed for Committee's
scrutiny.

Tenants Arrears 2017-18 Rec No. |

Summary of Weakness / Recommendation Risk Rating
The Income Management Policy had not been reviewed in line with criteria laid down Low Risk
in the policy itself.

We recommend that the Income Management Policy be reviewed as soon as is
practically possible to ensure that it reflects current legislation and best practice.
Future reviews should be scheduled every 2 years in line with the policy or sooner in
the event of significant legislative changes.

Management Response/Action Details Action Date
The policy and associated procedures will be reviewed in preparation for the 30/09/2018
implementation of Universal Credit in South Derbyshire.
Status Update Comments Revised Date
Once the review of all workflows is complete, it will be "practically possible’ to review 30/05/2020

the Policy and to also incorporate information on the impact of Universal Credits in our
District. Best Practice processes being obtained from other providers.

Tenants Arrears 2017-18 Rec No. 2

Summary of Weakness / Recommendation Risk Rating
A number of procedure manuals were identified and there was confusion as fo which Low Risk
procedures were current for the service.

We recommend that management review the various procedures and processes
available to determine which manuals reflect the current processes, legislation and
best practice concerning the recovery of rent arrears. Outdated procedures should
be archived and clearly marked as such or removed from the system to ensure there is
no confusion over which procedures to use.

Management Response/Action Details Action Date
Current procedure and process documents will be clearly identified for team 01/06/2018
members. Obsolete documents will be removed from common folders. This action is
included as part of a corporate review of Policies & Procedures.

Status Update Comments Revised Date
Once the review of all workflows is complete, it will be 'practically possible’ to review 01/04/2020
the Policy and to also incorporate information on the impact of Universal Credits in our
District. Obsolete documents will be removed from common folders.
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Tenants Arrears 2017-18 Rec No. 6 \
Summary of Weakness / Recommendation Risk Rating
There were a number of unnecessary codes in the Orchard Housing System for either Low Risk

the same or similar actions and some codes were not linked info the automated
workflow processes.

We recommend that the Housing Services Manager make arrangements, in
conjunction with the Business Support Manager, for the tenancy arrears codes on the
Orchard Housing System to be reviewed. This review should remove any unnecessary
codes and ensure that the remaining codes are all linked into the automated
workflow processes. This will streamline working practices and overall efficiency, while
ensuring that follow-up actions are correctly identified by the system.

Management Response/Action Details Action Date
As part of work underway on the arrears project, a review of tfenancy codes is being 31/12/2018
undertaken as it relates to our secure tenancies workflow. This work will be completed
by the year end. The same process will then need to be undertaken for other tenancy.

Status Update Comments Revised Date
Although we have ceased using many of the existing codes, we will not be carrying 30/05/2020
out any deletions until we have finalised and tested all the workflows, letters and
arising potential actions. In summary, this fask will be completed towards the end of
our arrears Project.

Rent Accounting 2017-18 Rec No. 3
Summary of Weakness / Recommendation Risk Rating
Control totals from housing benefit files imported into the Orchard Housing system, on Low Risk

a weekly basis, were not being matched to those from the system, following import.

We recommend that, as part of the weekly reconciliation, the Business Support Team
Leader source the batch file totals from the Senior Benefit Officer, who produces the
housing benefit files for import. The expected total value of postings, and the number
of fransactions being posted, can then be checked to the import report from the
Orchard Housing system to confirm that the information has been successfully
fransferred.

Management Response/Action Details Action Date
Housing has requested the batch files totals from Housing Benefit. They have advised 31/08/2018
that they cannot provide us these totals at the moment without incurring significant
expense in terms of an interface/reporting solution between the Orchard and
Academy.

Status Update Comments Revised Date
The reconciliation of the Academy housing benefit import files to the Orchard Housing 30/10/2020
system, will now be picked up as part of the wider interface issues idenftified in the
2019-20 Rent Accounting audit. To be completed as part of the Academy Upgrade
which will take place in October 2020
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Parks & Open Spaces
Summary of Weakness / Recommendation

Rec No. 5
Risk Rating

Files and documentation confirming compliance with safety standards was not held
centrally, but rather in separate project files in the Cultural Services Department.

We recommend that the documentation held by the Council in respect of play
equipment and playground surfacing which demonstrates compliance with the
relevant safety standards, should be held centrally. Ideally, the relevant documents
confirming compliance for each play area should be scanned and stored on
separate electronic files, headed up for each play area. Access to the files should be
allowed for both the Open Space and Facilities Development Manager and the Street
Scene Manager. This would allow all officers involved in the process to access the
information as necessary (i.e. for ordering parts) and would serve to ensure that the
information was complete and easily accessible.

Low Risk

Management Response/Action Details

Action Date

Central folder to be set up for all Play Equipment paperwork on S Drive. Scan in all
relevant documents.

31/03/2018

Status Update Comments

Revised Date

Our internal capacity to progress is temporarily limited but we are undertaking a
district wide play audit of our own which will help to address the outstanding
recommendations. We are currently engaged in a procurement exercise to secure
external expertise to undertake the audit. To allow for the procurement, the audit and
then remedial action suggest a revised date for implementing the outstanding
recommendations of end September. Play audit nearing completion. To allow for
digesting and acting upon recommendations suggest a revised date for implementing
the outstanding recommendation of end March 2019.

Open Space and Facility development team sfill suffering from significant capacity
issues due to recruitment delays and long term sickness which means follow up on play
audit has had to be delayed. Suggest further 4 month extension.

We have been advised the Grounds team have no paper records as they were
disposed of in the move to the new depot. The Cultural Services unit and Open Space
and Facility Development team are keeping central records but are sfill suffering from
significant capacity issues, there is no one at present to refro scan old documents.
September 2020 is a reasonable estimate of when staffing resources may be available
to undertake the scanning and filing.

30/09/2020
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Parks & Open Spaces Rec No. 7
Summary of Weakness / Recommendation Risk Rating
Signs at play areas did not clearly identify the site operator, relying instead on a Low Risk

display of the Councils emblem, not necessarily identifiable with all users of the play
areas. In addition, out of hours contact details differed on one sign compared to the
other three we viewed.

We recommend that the signs displayed at the children’s play areas across the district
clearly display, the name of the site operator, i.e. the district council or parish council
as appropriate. This would allow users of the play areas to clearly identify the site
operators in the event of accident or equipment failure. In addition, all the signs
situated in the play areas should display the correct contact numbers, both in and out
of office hours.

Management Response/Action Details Action Date

Review of signage to be undertaken. New signage to be designed and approved. 31/03/2018
New signs to be installed on all Council operated play areas — NOTE: subject to
budget/cost constraints

Status Update Comments Revised Date

Our internal capacity to progress is temporarily limited but we are undertaking a 30/09/2020
district wide play audit of our own which will help to address the outstanding

recommendations. We are currently engaged in a procurement exercise to secure

external expertise to undertake the audit. To allow for the procurement, the audit and

then remedial action suggest a revised date for implementing the outstanding

recommendations of end September 2018.

Play audit nearing completion. To allow for digesting and acting upon
recommendations suggest a revised date for implementing the outstanding
recommendation of end March 2019.

Open Space and Facility development team sfill suffering from significant capacity
issues due to recruitment delays and long term sickness which means follow up on play
audit has had to be delayed. Suggest further 4 month extension.

The play audit has been completed and a follow up report went to Overview and
Scrutiny Committee on October 16th. The report contained an action to update,
improve and standardise signage at play areas. September 2020 is the targeted date
for initiating the improvement programme but is dependent on the outcome of the
budget sefting and restructure report.
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REPORT TO: AUDIT SUB COMMITTEE AGENDA ITEM: 7

DATE OF 25" MARCH 2020 CATEGORY:
MEETING: DELEGATED
OPEN
REPORT FROM: INTERNAL AUDIT MANAGER
MEMBERS’ ADRIAN MANIFOLD (01332 643281)
CONTACT POINT: Adrian.manifold@centralmidlandsaudit.com DOC: u/ks/audit/internal
audit/annual plans/covering report
SUBJECT: PROPOSED INTERNAL AUDIT PLAN REF:
2020-21
WARD(S) TERMS OF
AFFECTED: ALL REFERENCE: AS 02
1.0 Recommendations

1.1

2.0

2.1

3.0

3.1

3.2

3.3

4.0

4.1

That the proposed Internal Audit Plan for 2020/21 is considered and approved
for implementation, subject to any changes agreed by the Committee.

Purpose of Report

To consider the proposed Audit Plan for 2020/21. This is in accordance with
the Public Sector Internal Audit Standards (PSIAS) which requires Internal
Audit to develop a risk-based plan to direct their work in the forthcoming
financial year.

Detail

The Plan has been drawn up by the Audit Manager. This follows consultation
with the Council’'s Leadership Team and Senior Managers representing all
service areas. The Plan details where audit are proposing to allocate their
resources over the financial year 2020/21.

This includes an assessment of the Council’s risk areas which helps to inform
how audit will allocate resources. The allocation is also based on regulatory
requirements to review key financial systems each year.

The Plan also details the audit approach and coverage that the Council can
expect from the Internal Audit Service. The Audit Sub Committee is requested
to consider priorities and the proposed allocation of audit resources for
2020/21.

Financial Implications

The Plan will be delivered within the budget allocated for Internal Audit.
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5.0

5.1

5.2

5.3

54

6.0

6.1

6.2

6.3

6.4
7.0

7.1

Corporate Implications

Employment Implications
None

Legal Implications

None

Corporate Plan Implications
None directly

Risk Impact

None

Community Impact

Consultation

None required

Equality and Diversity Impact
None directly

Social Value Impact

None directly

Environmental Sustainability
None directly

Background Papers

None
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To bring about improvements in the control, governance and risk management
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services.
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c/o Derby City Council
Council House
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Derby
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Tel. 01332 643282

mandy.marples@centralmidlandsaudit.co.uk
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Intfroduction

Purpose of Report

The purpose of this report is for the Board to approve the Internal Audit Charter and
Annual Internal Audit Plan for 2020-21.

Role of Internal Audit

All local authorities must make proper provision for internal audit in line with the 1972
Local Government Act (S151) and the Accounts and Audit Regulations 2015.

The Council's Internal Audit service is provided by Central Midlands Audit Partnership
(CMAP) The Partnership was formed as a Joint Board under section 101 of the Local
Government Act 1972. It currently serves é public sector organisations and Derby
City Council is the host authority. This agreement has recently been reviewed and is
with each partner organisation for approval/signing, with a view to extending the
agreement until 31st March 2025.

Internal Audit provides the Audit Sub-Committee and senior management with
objective assurance on the Council’s overall control environment, comprising the
systems of governance, risk management, and internal control and highlights control
weaknesses together with recommendations for improvement. This helps senior
management demonstrate that they are managing the Council effectively. Internal
Audit's work significantly contributes to the Council's statutory Annual Governance
Statement (AGS).

Internal Audit is part of the Council’s governance framework which can be
summarised in the three lines of defence model shown below.

The Three Lines of Defense Model

Governing Body / Board / Audit Committee

Senior Management

v By o/ i e
S
? ! t

8
o
=
=
-

1st Line of Defense 2nd Line of Defense 3rd Line of Defense
Financial Control

Management Ig;::'::: Risk Management Intemnal

Controls PR Audit

Compliance

Adapted from ECIIA/FERMA Guidance on the 8th EU Company Law Directive, article 41
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Internal Audit Plan

The Public Sector Internal Audit Standards (PSIAS) state that annually the Chief Audit
Executive is responsible for developing a risk-based plan. In this instance, the Chief
Audit Executive is Adrian Manifold, Audit Manager.

The annual Audit Plan sets out proposals on how this will be achieved in the year
ahead. It is a flexible Plan that allows Internal Audit to respond to emerging and
changing risks during the year.

The Audit Plan must incorporate sufficient work to enable the Chief Audit Executive
to give an opinion on the adequacy of the Council’s overall control environment.
Equally Internal Audit must be adequately resourced with the necessary level of
skilled and experienced staff to deliver the Audit Plan.

2020-21 Coverage of Auditable Areas by
Risk Rating Category

80%
70%
60%
50%
40%
30%
20%
10%

0%

% Covered

0%

High Medium Low
Risk Rating

Progress in completing the audit plan, will be submitted to the Audit Sub-Committee
as part of regular Internal Audit Progress reports.

Internal Audit Charter

An Internal Audit Charter is a formal document that defines internal audit's purpose,
authority, responsibility and position within an organisation. The Internal Audit Charter
describes how internal audit will provide value to the Council, the nature of the
services it will provide and the specific focus or emphasis required of internal audit to
help the Council achieve its objectives.

Having an Internal Audit Charter also establishes the internal audit activity's position
within the Council, including reporting lines, authorising access to records, personnel,
and physical properties relevant to the performance of engagements; also defining
the scope of internal audit activities. A copy of the current Internal Audit Charter is
attached at Appendix B. It is the role of the Audit Sub-Committee to review and
approve the ‘Infernal Audit Charter’ on an Annual basis.
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Approach to Audit Planning

Internal Audit takes into account the Council’s risk management framework,
including using risk appetite levels set by management for the different activities or
parts of the Council. If a framework does not exist, Internal Audit must determine its
own judgment of risks following a thorough consultation process. We endeavour to
consult with relevant managers to further understand the risk areas where internal
audit assurance will be appropriate.

A risk based audit plan has been compiled in consultation with the Council’s
Management, using the Councils risk registers and CMAP's bespoke risk assessment
model which considers the following 8 measures of risk

p- Potentially, how much money could the
ImPOCi MOTGFIG“TY Council lose if this area is not properly
controlled?
2ae - How crifical is this function to the effective
CI’ITICO'ITY running of the Council’'s core activities?
TT I How important is this area in the opinion of
SenSITIVITy senior management and the Board?
. How does this function affect the
STFOTGQIC EffeCT Council’s long term aims and objectives?
° ° What changes (staffing, procedural, IT,
I.I kellhOOd ChOﬂgeS legislative) has this area been subject to?

. . —
Comp|ex|1-y How complex is the area under review?

How often is this area reviewed by audit
and other agencies?

Review Process

2 How susceptible is this area to fraud and
Inherent Risks irequiarity?

Once the scores for each of the 75 auditable areas identified have been input to the
risk model, along with the date when the area was last audited, the risk model will
automatically generate a plan of suggested audit coverage. Senior management
are consulted on the proposed plan and their views are taken account of before
producing the final, ranked list of areas to audit. This year's risk assessment identified
19 High risk areas, 55 Medium risk areas and 1 Low risk areas.

Discussions are also undertaken with the Council's External Auditors to ensure that the
proposed coverage, where possible, complements their work.
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Types of Audit Work

Key Financial Systems Audit - Much of internal audit's assurance work comes from the
review of the risks and controls associated with the Council’s financial systems.
External Audit will also review the work on the key financial systems to assist them
when determining their opinion on Council’s annual accounts.

Systems / Risk Based Audits - The auditor’s prime role is to review the internal control
systems developed by management to mitigate operational risks and report upon
the adequacy of those controls (see below for control examples). A Council’s overall
internal control system is the product of all of those systems and processes that the
Council has created to deliver its business objectives, both financial and non-
financial.

Control categories with examples

Preventive Detective Directive Corrective

Segregation of duties, Exception Reports, Accounting manuals, Error, incident and
access controls, reconciliations, control documented procedures, complaint handling, virus
authorisation totals, error reports training and supervsion isolation

Segregation of

i Authorisation .
.D.u.hes Organisational Authority Personnel Supervision T Accounting Management
D'élzlﬁgso'( Budgets, Levels, Recruitment g\?eyr_;o_ﬁ%yf Door entry Control Team
Eiwean The Performance spending and selection, sfoff%nd systems, accountand  meetings and
appointment | forgets and limits, staff appraisal clhyees] restricted bank briefings,
and payment A gﬁ;mgﬁg procedures SEivities e[l (eRIC  reconciliation CRSA

of staff

Source: Chartered Institute of Internal Auditors — Resources — Control

IT Audit — Typically our IT auditing coverage focuses on the following:

e Infrastructure - Infrastructure audits cover perimeter defences, authentication,
management and monitoring, and devices. Infrastructure audits help provide
assurance that the organisation’s private network is protected from internet
attacks, unauthorised or inappropriate access via local or remote attacks, and
also ensure the Council has the necessary monitoring and incident analysis to
maintain and analyse the Network.

e Applications - Application audits cover thin and fat client applications, and both
internal (Intfranet) or external (Web) applications. Applications audits typically
focus on CIAA (Confidentiality, Integrity, Availability and Accountability risks) to
ensure attackers cannot exploit vulnerabilities to gain unauthorised access to
sensitive corporate data.

Governance/Ethics Reviews - The governance framework comprises the systems and
processes, and culture and values, by which the Council is directed and confrolled.
Internal Audit reviews corporate systems such as Risk Management, Health & Safety,
Data Quality, Anti —=Fraud and should consider organisational ethics, values and
culture. Page 73 of 106
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Procurement/Contract Audit - Procurement involves the process of acquisition from
third parties, and spans the whole life cycle from the initial concept (determining the
need), through buying and delivery, to the end of a service contract. The audit
approach to procurement should primarily concern the Council’'s corporate
procurement strategy and associated management structures and processes,
including contract procedure rules and detailed procurement guidance.

Client Support Work
To support the Council, time has also been set aside for the following:

Audit Management — There are certain management tasks that are specific to each
Partner organisation, such as, reporting to Audit Committee, Audit Risk Assessment &
Planning etc. These require a contingency of time to be planned.

Advice & Emerging Issues - On an ad-hoc basis, Audit is called upon to provide risk
and control advice on issues throughout the Council. This consultancy work is a very
important service and requests for Audit input are considered to be a good measure
of the quality of the Audit service and of the satisfaction of our clients.

Anti-Fraud/Probity/Investigations - Internal audit has an important role to play in
ensuring that management has effective systems in place to detect and prevent
corrupt practices within the Council. Internal audit's role includes promoting anti-
fraud best practice, testing and monitoring systems through probity work and
advising on change where it is needed. Internal Audit also may be involved in the
investigation of suspected internal fraud, theft or major irregularity (where there is
some form of alleged financial irregularity, which may have resulted in financial loss
to the Council).

Follow-up Audits - Internal Audit is committed towards ensuring that control
improvements are achieved and all agreed actions are acted upon. We have
developed a recommendation tracking database, which allows us to monitor,
follow-up and report upon the status of all management’s actions in respect of
agreed audit recommendations.

Brought Forward Jobs - A number of incomplete audits from the 2019-20 Audit Plan
will need to be concluded in 2020-21.

objective

improve -

neelnternal Audit

effective gUVema C
consultancy

dependent

?Iﬂ
efficient
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Appendix A - Audit Plan Detaill

Our risk assessment of the Council's activities, in consultation with senior
management, has concluded that the following audits will be undertaken in 2020-21:

Indicative
Quarter

Audit Plan Assignments
Key Financial Systems Reviews

Risk Rating

Income Streams Medium Q4
Treasury Management High Q1/2
Taxation Medium Q1/2
Debtors Medium Q1/2
Revenues Systems High Q2
Housing Benefit & Council Tax Support High Q3
Governance/Ethics Reviews
Risk Management High QI
Safeguarding High Q2
Data Quality & Performance Management High Q3
Overview & Scrutiny Function Medium Q2
Procurement/Contract Reviews
Procurement High QI
Significant Contracts High Q2
Housing Repairs High Q2
System/Risk Reviews
Business Continuity & Emergency Planning Medium Q4
People Management Medium Q3
Waste Management High QI
Development Management Medium Q4
Leisure Centres Medium QI
Housing Safety Inspections High Q2
Electoral Services Medium Q2
Tenancy Management Medium Q2/3
IT Audit Reviews
IT Applications High QI
IT Infrastructure High Q2

The detailed scopes of each audit assignment will be agreed with the relevant
managers nearer the commencement of the audit. The cost of the Internal Audit
Service for 2020-21 is £162,784
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Audit Plan 2020-21 per Type of Audit

m Key Financial System

m Governance/Ethics Review
m System/Risk Audit

= [T Audit

» Procurement/Contract Audit

m Client Support Work
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Appendix B - Audit Charter

Purpose & Mission

The purpose of the Council’s internal audit service is to provide independent,
objective assurance and consulting services designed to add value and improve the
Council's operations. The mission of internal audit is to enhance and protect
organisational value by providing risk-based and objective assurance, advice, and
insight. The internal audit service helps the Council accomplish its objectives by
bringing a systematic, disciplined approach to evaluate and improve the
effectiveness of governance, risk management, and control processes.

Standards for the Professional Practice of Internal Auditing

The internal audit service will govern itself by adherence to the mandatory elements
of The Institute of Internal Auditors' International Professional Practices Framework,
including the Core Principles for the Professional Practice of Internal Auditing, the
Code of Ethics, the International Standards for the Professional Practice of Internal
Auditing, and the Definition of Internal Auditing. The Chief Audit Executive will report
periodically to senior management'and the Board? regarding the internal audit
service's conformance to the Code of Ethics and the Standards.

Authority

The Chief Audit Executive will report functionally to the Audit Sub-Committee and
administratively (i.e., day-to-day operations) to the Executive Director (Resources).To
establish, maintain, and assure that the Council’s internal audit service has sufficient
authority to fulfil its duties, the Audit Sub-Committee will:

e Approve the internal audit service's charter.
e Approve the risk-based internal audit plan.
e Approve the internal audit service's budget and resource plan.

e Receive communications from the Chief Audit Executive on the internal audit
service's performance relative to its plan and other matters.

¢ Make appropriate inquiries of management and the Chief Audit Executive to
determine whether there is inappropriate scope or resource limitations.

¢ The Chief Audit Executive will have unrestricted access to, and communicate
and interact directly with, the Audit Sub-Committee, including in private
meetings without management present.

"'The PSIAS defines senior management as “Those responsible for the leadership and direction of the
Council” which in this instance is the Council's Senior Leadership Team.

2The Standards require that Internal Audit report to the Board. CIPFA have via the Public Sector
Internal Audit Standards (PSIAS) Guidelines, determined that 'Board' may refer to an audit committee
to which the governing body has delego‘rlggé:gr-}-gierons. In this instance this would be the Audit
Sub-Committee.

C
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The Audit Sub-Committee authorises the internal audit service to:

e Have full, free, and unrestricted access to all functions, records, property, and
personnel pertinent to carrying out any engagement, subject to accountability
for confidentiality and safeguarding of records and information.

e Allocate resources, set frequencies, select subjects, determine scopes of work,
apply techniques required to accomplish audit objectives, and issue reports.

e Obtain assistance from the necessary personnel of the Council, as well as other
specialised services from within or outside the Council, in order to complete the
engagement.

Independence & Objectivity

The Chief Audit Executive will ensure that the internal audit service remains free from
all conditions that threaten the ability of internal auditors to carry out their
responsibilities in an unbiased manner, including matters of audit selection, scope,
procedures, frequency, timing, and report content. If the Chief Audit Executive
determines that independence or objectivity may be impaired in fact or
appearance, the details of impairment will be disclosed to appropriate parties.

Internal auditors will maintain an unbiased mental attitude that allows them to
perform engagements objectively and in such a manner that they believe in their
work product, that no quality compromises are made, and that they do not
subordinate their judgment on audit matters to others.

Internal auditors will have no direct operational responsibility or authority over any of
the activities audited. Accordingly, internal auditors will not implement internal
conftrols, develop procedures, install systems, prepare records, or engage in any
other activity that may impair their judgment, including:

e Assessing specific operations for which they had responsibility within the
previous year.

e Performing any operational duties for the Council or its affiliates.

e Initiating or approving fransactions external to the internal audit service.

e Directing the activities of any Council employee not employed by the internal
audit service, except to the extent that such employees have been
appropriately assigned to auditing teams or to otherwise assist internal auditors.

Where the Chief Audit Executive has or is expected to have roles and/or
responsibilities that fall outside of internal auditing, safeguards will be established to
limit impairments to independence or objectivity.

Internal auditors will:
e Disclose any impairment of independence or objectivity, in fact or
appearance, to appropriate parties.

e Exhibit professional objectivity in gathering, evaluating, and communicating
information about the activity or process being examined.

¢ Make balanced ossessmen’rspof olggv?i%%%le and relevant facts and
circumstances. age 0
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¢ Take necessary precautions to avoid being unduly influenced by their own
interests or by others in forming judgments.

The Chief Audit Executive will confirm to the Audit Sub-Committee, at least annually,
the organisational independence of the internal audit service.

The Chief Audit Executive will disclose to the Audit Sub-Committee any interference
and related implications in determining the scope of internal auditing, performing
work, and/or communicating results.

Scope of Internal Audit Activities

The scope of internal audit activities encompasses, but is not limited to, objective
examinations of evidence for the purpose of providing independent assessments to
the Audit Sub-Committee, management, and outside parties on the adequacy and
effectiveness of governance, risk management, and control processes for the
Council. Internal audit assessments include evaluating whether:

e Risks relating to the achievement of the Council’s strategic objectives are
appropriately identified and managed.

¢ The actions of the Council’s officers, directors, employees, and contractors are
in compliance with the Council’s policies, procedures, and applicable laws,
regulations, and governance standards.

e The results of operations or programs are consistent with established goals and
objectives.

e Operations or programs are being carried out effectively and efficiently.

e Established processes and systems enable compliance with the policies,
procedures, laws, and regulations that could significantly impact the Council.

¢ Information and the means used to identify, measure, analyse, classify, and
report such information are reliable and have integrity.

e Resources and assets are acquired economically, used efficiently, and
protected adequately.

The Chief Audit Executive will report periodically to senior management and the
Audit Sub-Committee regarding:

e The internal audit service's purpose, authority, and responsibility.

e The internal audit service’s plan and performance relative to its plan.

e The internal audit service's conformance with The lIA’'s Code of Ethics and
Standards, and action plans to address any significant conformance issues.

¢ Significant risk exposures and control issues, including fraud risks, governance
issues, and other matters requiring the attention of, or requested by, the Audit
Sub-Committee.

e Results of audit engagements or other activities.
e Resource requirements.
e Any response to risk by management that may be unacceptable to the

Council. Page 79 of 106
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The Chief Audit Executive also coordinates activities, where possible, and considers
relying upon the work of other internal and external assurance and consulting service
providers as needed. The internal audit service may perform advisory and related
client service activities, the nature and scope of which will be agreed with the client,
provided the internal audit service does not assume management responsibility.

Opportunities for improving the efficiency of governance, risk management, and
conftrol processes may be identified during engagements. These opportunities will be
communicated to the appropriate level of management.

Responsibility
The Chief Audit Executive has the responsibility to:

e Submit, at least annually, to senior management and the Audit Sub-Committee
a risk-based internal audit plan for review and approval.

o Communicate to senior management and the Audit Sub-Committee the
impact of resource limitations on the internal audit plan.

e Review and adjust the internal audit plan, as necessary, in response to
changes in the Council’s business, risks, operations, programmes, systems, and
controls.

e Communicate to senior management and the Audit Sub-Committee any
significant interim changes to the internal audit plan.

e Ensure each engagement of the internal audit plan is executed, including the
establishment of objectives and scope, the assignment of appropriate and
adequately supervised resources, the documentation of work programs and
testing results, and the communication of engagement results with applicable
conclusions and recommendations to appropriate parties.

e Follow up on engagement findings and corrective actions, and report
periodically to senior management and the Audit Sub-Committee any
corrective actions not effectively implemented.

e Ensure the principles of integrity, objectivity, confidentiality, and competency
are applied and upheld.

e Ensure the internal audit service collectively possesses or obtains the
knowledge, skills, and other competencies needed to meet the requirements
of the internal audit charter.

e Ensure trends and emerging issues that could impact the Council are
considered and communicated to senior management and the Audit Sub-
Committee as appropriate.

e Ensure emerging trends and successful practices in internal auditing are
considered.

e Establish and ensure adherence to policies and procedures designed to guide
the internal audit service.

e Ensure adherence to the Council’s relevant policies and procedures, unless

such policies and procedures conflict with the internal audit charter. Any such
Page 80 of 106
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conflicts will be resolved or otherwise communicated to senior management
and the Audit Sub-Committee.

e Ensure conformance of the internal audit service with the Standards, with the
following qualifications:

o If the internal audit service is prohibited by law or regulation from
conformance with certain parts of the Standards, the Chief Audit
Executive will ensure appropriate disclosures and will ensure
conformance with all other parts of the Standards.

o When the Standards are used in conjunction with requirements issued by
CIPFA, the Chief Audit Executive will ensure that the internal audit service
conforms with the Standards, even if the internal audit service also
conforms with the more restrictive requirements of CIPFA.

Quality Assurance & Improvement Programme (QAIP)

The internal audit service will maintain a quality assurance and improvement
programme that covers all aspects of the internal audit service. The program will
include an evaluation of the internal audit service's conformance with the Standards
and an evaluation of whether internal auditors apply The lIA’'s Code of Ethics. The
program will also assess the efficiency and effectiveness of the internal audit service
and identify opportunities for improvement.

The Chief Audit Executive will communicate to senior management and the Audit
Sub-Committee on the internal audit service’s quality assurance and improvement
programme, including results of intfernal assessments (both on-going and periodic)
and external assessments conducted at least once every five years by a qualified,
independent assessor or assessment feam from outside the Council.

C

P

Central Midlands
Audit Partnership
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REPORT TO: AUDIT SUB COMMITTEE AGENDA ITEM: 8

DATE OF CATEGORY:
MEETING: 25" MARCH 2020

DELEGATED
REPORT FROM: STRATEGIC DIRECTOR OPEN

(CORPORATE RESOURCES)

MEMBERS’ KEVIN STACKHOUSE (01283 595811)
CONTACT POINT: Kevin.stackhouse@southderbyshire.gov.uk DOC: u/ks/financial

strategy/section 151 role/CFO role to
ASC 25 March 2020

SUBJECT: THE ROLE AND RESPONSIBILITIES

OF THE CHIEF FINANCE OFFICER
IN LOCAL GOVERNMENT

WARD(S) ALL TERMS OF
AFFECTED: REFERENCE: AS 04
1.0 Recommendations

1.1

2.0

2.1

3.0

3.1

3.2

3.3

That the Council’s compliance with the Statement on the role and responsibilities of
the Chief Finance Officer as detailed in the report is considered and noted.

Purpose of the Report

To detail how the Council complies with the Chartered Institute of Public Finance and
Accountancy (CIPFA) Statement on the role of the Chief Finance Officer (CFO) in
Local Government.

Detail
Background

The CIPFA Statement on the role of the CFO in local government aims to provide
guidance on how councils can assure that the role meets professional standards and
delivers legislative responsibilities.

The CFO has fiduciary responsibilities to local taxpayers. Section 151 of the Local
Government Act 1972 requires local authorities to make arrangements for the proper
administration of their financial affairs and to appoint a CFO to have responsibility for
those arrangements.

The Statement sets out how the requirements of legislation and professional
standards should be fulfilled by CFOs in undertaking their role. The Statement aims
to codify the key responsibilities of the CFO in local government and assist those
carrying out that role in ensuring that they meet the key personal duties of the role.
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3.4

3.5

3.6

3.7

4.0

4.1

5.0

5.1

5.2

5.3

5.4

Structure and Approach

The Statement contains 5 principles that define the core activities and behaviours
that belong to the role of the CFO in local government, together with the
organisational arrangements needed to support them.

The first three principles cover the governance arrangements required within an
organisation to ensure that CFOs are able to operate effectively and perform their
core duties. Two principles then cover the personal skills and professional standards
organisations can expect from their CFO.

In summary the 5 principles are that the CFO in local government:

1. Should be a key member of the Leadership Team.

2. Must be actively involved in and able to bring influence to bear on all material
business decisions.

3. Must lead the promotion and delivery by the whole organisation of good financial
management.

To deliver these responsibilities, the CFO:

4. Must lead and direct a finance function that is resourced to be fit for purpose, and
5. Must be professionally qualified and suitably experienced.

Compliance with the 5 principles is detailed in Appendix 1.

Financial Implications

None

Corporate Implications

Employment Implications

None

Legal Implications

None

Corporate Plan Implications

None directly, although the principles which provide the basis of sound financial
management at the Council, allow the Council’s services and priorities to be
delivered.

Risk Impact

If compliance with the Statement is not demonstrated, this could bring into question
the Council’s financial governance arrangements, resulting in a negative impact on

its reputation with stakeholders.
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6.0

6.1

6.2

6.3

6.4

7.0

71

Community Impact

Consultation

None required.

Equality and Diversity Impact
None

Social Value Impact

None

Environmental Sustainability
None

Background Papers

None
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THE ROLE AND RESPONSIBILITIES OF THE CHIEF FINANCIAL OFFICER IN LOCAL GOVERNMENT

Evidence of Compliance with the Five Principles Contained in the Statement published by the
Chartered Institute of Public Finance and Accountancy (CIPFA)

CIPFA Principle

Evidence of Compliance (i.e. what systems and processes has
the CFO available/implemented to achieve each principle)

(As at March 2020)

1. The CFO is a key member of the Leadership Team.

To enable the CFO to develop and implement strategy and to
resource and deliver the Council’s strategic objectives sustainably
and in the public interest.

e The CFO is the Strategic Director of Corporate Resources and
sits on the Leadership Team (LT) of the Council.

e The CFO reports directly to the CEO.

e As part of the LT, the CFO meets with leading Members of the
Controlling Group every two weeks.

e The CFO is the lead officer who supports and advises the
Finance and Management (F&M) Committee; this is the key
decision-making body at the Council with oversight of all
financial matters and major corporate decisions under its Terms
of Reference.

e The CFO has regular briefings with the Chairman of the F&M
Committee and opposition spokespeople for financial matters at
the Council.

e The Council’'s Head of Finance is the appointed Deputy Section
151 Officer. This aims to ensure the sound delivery of
operational matters, together with a check and balance with the
Strategic Director to ensure that their wider (strategic) role does
not dilute their CFO role.
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2. The CFO is actively involved in and able to bring
influence to bear on all material business decisions.

To ensure immediate and longer term implications, opportunities and

risks are fully considered and aligned with the Council’s overall
financial strategy.

Proposals regarding major policy changes, procurement,
service reviews and restructures, etc. are subject to
consultation with the Head of Finance, before being submitted
to the LT.

The standard template used for formal Committee reporting
includes specific sections for Financial and Risk implications to
ensure that these can be highlighted and considered
separately.

In their wider role as Strategic Director (Corporate Resources)
the CFO also leads and has overall responsibility for all
resources in addition to Finance, at the Council. This includes
HR, Policy and Performance, ICT and Business Change (see
below), together with Procurement, Audit and Property.

The Business Change Unit utilise a Business Change
Framework to evaluate proposed projects, which includes
financial implications, risk, deliverables and value to the
Corporate Plan, etc. This is backed up by a Project
Management framework to deliver projects in accordance with
approved business cases. All change programmes are required
to be delivered through this process.

Through a Service and Financial Planning Working Group,
which has Elected Member representation, competing priorities
for additional resources (capital and revenue) are subject to a
Service Development process. The Working Group effectively
score bids against set criteria to allocate resources set-aside in
the MTFP; this includes a detailed assessment of the financial
implications over the longer-term.

3. The CFO must lead the promotion and delivery by the

whole organisation of good financial management.

To ensure that public money is safeguarded at all times and used

appropriately, economically, efficiently and effectively.

The Council’s Constitution contains at Section 24, Budget and
Policy Framework; Section 26, Financial Regulations and
Section 27, detailed Financial Procedure Rules. These are
reviewed annually and their application is subject to Audit from
time-to-time.
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The CFO advises the Council’'s Overview and Scrutiny
Committee who are responsible for scrutinising the Council’s
Budget and Medium-Term Financial Plan.

The CFO uses the Central Midlands Audit Partnership to fulfil
the Council’s Internal Audit function.

Regular financial training delivered for Members and bi-monthly
updates at Joint Negotiating Group (Union Representatives)
and through Core Briefs to staff.

Regular financial training delivered at an operational level for
service managers and budget holders.

Quarterly revenue, capital and treasury management reporting
to the F&M Committee.

Annual budget out-turn report produced in addition to the
statutory Annual Accounts and Financial Statements.

4. The CFO must lead and direct a finance function that is
resourced to be fit for purpose.

To ensure that the financial needs of the Council are met and that
the finance function has appropriately developed finance skills.

An all-encompassing centralised finance function that reports
through a Head of Service to the CFO.

The structure and resources are regularly reviewed with the
current structure having been reviewed and implemented in
August 2019.

The Head of Finance is supported by two senior roles, i.e. a
Chief Accountant and an Exchequer Manager.

Junior Accountant roles on the Establishment are filled with
several staff undertaking training towards a chartered
accountancy qualification.

Finance staff undertaking CPD and regularly attend external
workshops and seminars for updates and development
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5. The CFO must be professionally qualified and suitably
experienced.

To demonstrate professional and interpersonal skills and to apply
business and professional experience.

The CFO retains full membership of the Chartered Institute of
Public Finance, a body recognised by the International
Federation of Accountants.

The CFO is qualified through examination and subject to
oversight by a professional body that upholds professional
standards and exercises disciplinary powers.

The CFO has experience ranging from operational finance,
directly leading the finance function through to strategic
responsibility for the delivery of corporate objectives.

The CFO has undertaken management development
programmes and has received personal coaching in making the
transition to strategic level.

The CFO networks through the Society of District Council
Treasurers and the Derbyshire Financial Officers Association.
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REPORT TO: AUDIT SUB COMMITTEE AGENDA ITEM: 9

DATE OF CATEGORY:
MEETING: 25t MARCH 2020
DELEGATED
REPORT FROM: STRATEGIC DIRECTOR OPEN
(CORPORATE RESOURCES)
MEMBERS’ KEVIN STACKHOUSE (01283 595811)
CONTACT POINT: Kevin.stackhouse@southderbyshire.gov.uk DOC: u/ks/financial strategy/FM
Code/Report to ASC 25 March 2020
SUBJECT: THE CIPFA FINANCIAL
MANAGEMENT CODE
WARD(S) ALL TERMS OF
AFFECTED: REFERENCE: AS 04
1.0 Recommendations

1.1

2.0

2.1

3.0

3.1

3.2

3.3

That the Council’s compliance with the Financial Management Code as detailed in
the report is considered and noted.

Purpose of the Report

To detail a new Financial Management Code that has been issued by the Chartered
Institute of Public Finance and Accountancy (CIPFA). This includes an assessment
of the Council’s position against the standards of good practice set out in the Code.

Executive Summary

The CIPFA Financial Management Code (FM Code) is designed to support good
practice in financial management. It has been produced to assist local authorities in
demonstrating their financial sustainability through a set of standards of financial
management.

The standards have different practical applications according to the size and different
circumstances of individual authorities and their use locally should reflect this. The
principle of proportionality applies to the FM Code and reflects a non-prescriptive
approach to how each standard is met.

Of 17 individual standards, it is considered that the Council substantially complies

with 16 with only one, regarding consultation with stakeholders on the Council’s
longer-term financial planning, not currently undertaken.
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4.0

41

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

Detail
Background

The FM Code has been produced in the light of continuing budget and financing
pressures on local authorities, together with the financial sustainability of a minority of
authorities being questioned.

The FM Code is based on a series of principles supported by specific standards
which are considered necessary to provide a strong basis to:

Manage the short, medium and long-term finances of a local authority.

Manage financial resilience to meet unforeseen demands on services.
Manage unexpected shocks in financial circumstances.

Each local authority must demonstrate that the requirements of the FM Code are
being satisfied. The FM Code recognises that this must be undertaken on a
proportionate basis relevant to each authority and their individual circumstances.

Timescale for Implementation and Status of the FM Code

The FM code will apply from April 2021. This is designed to provide authorities
enough time to ensure that they comply with all standards.

The FM Code itself has not got a statutory basis and it is for each authority to take a
view on its suitability. However, the Local Government Act 1972 requires every local
authority “to make arrangements for the proper administration of their financial
affairs.”

In addition, CIPFA are the recognised “regulators” of local government finance and
accountancy and it would be prudent to assume that compliance or otherwise with
the FM Code will be tested at some point.

In particular, the remit of External Audit is currently being reviewed. There are
proposals to extend its scope to focus to a greater extent in the future, on financial
sustainability, the degree of which could have an impact on the Auditor’s opinion on
an authority’s financial position.

In any case, the Council and in particular the Chief Finance Officer, have a
professional responsibility to adhere to codes of practice and the FM Code is no
different to that extent. At the very least, it is considered good practice that the
Council adheres to the basic principles of the FM Code to ensure that it is able to
demonstrate that it is well managed financially.

South Derbyshire Compliance
Having said that, the requirements of the FM Code do not seem onerous for the
Council. It is considered that its current financial planning framework, together with its

overall governance arrangements and current financial position, lend themselves to
most of the standards being met.
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4.10 However, there is still scope to develop in certain areas as highlighted later in the
report.

The Structure of the FM Code

4.11 The FM Code has 17 individual standards (A to Q) which are grouped under:

e Financial leadership
e Governance and financial management style

e Longer term financial planning

e The Annual Budget

e Stakeholder engagement

e Monitoring financial performance
e External financial reporting

The Council’s Compliance

4.12 The Standards are detailed in a separate document attached to the Report and
demonstrate the extent of compliance.

4.13 It is considered from the evidence that the principle of each Standard is embedded in
the Council’s financial planning system.

4.14 Some recent changes have been made to bring the Council’s position into line with
the Standards and these relate to the Annual Report of the Chief Finance Officer
(Standard K) and demonstrating Value for Money (Standard A).

4.15 In addition, a further review associated with Standard C, overall Governance and
Control, to determine compliance with the 15 “Nolan” principles, as recommended by
the Government Committee on Standards in Public Life

4.16 It is considered that there is one Standard where the Council does not comply, i.e.
Standard L — “The Council has engaged where appropriate with key stakeholders in
developing its long term financial strateqgy, MTFP and annual budget’.

4.17 Although statutory consultation is undertaken each year on the Council’s budget
proposals, this focuses more on the dissemination of information on the Council’s
financial position. Clearly, this is important but there is no proper engagement on
developing proposals prior to the Council publishing its draft budget and MTFP.

4.18 Many authorities appear to undertake greater engagement. This is mainly undertaken
where authorities provide options for Council Tax increases or budget reductions due
to limited resources.

4.19 The Council should consider how appropriate this is given its own financial position.
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5.0

5.1

6.0

6.1

6.2

6.3

6.4

7.0

7.1

7.2

7.3

7.4

8.0

8.1

Financial Implications

None. Compliance with the FM Code is delivered within current resources.

Corporate Implications

Employment Implications
None

Legal Implications

As highlighted in the Report.
Corporate Plan Implications

None directly, although sound financial management and ensuring the Council’s
financial sustainability allow the Council’s services and priorities to be delivered.

Risk Impact
If compliance with the FM Code is not demonstrated, this could bring into question
the Council’s financial sustainability, resulting in a negative impact on its reputation

with stakeholders.

Community Impact

Consultation

None required on the FM Code itself.
Equality and Diversity Impact
None

Social Value Impact

None

Environmental Sustainability
None

Background Papers

None
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THE CIPFA FINANCIAL MANAGEMENT CODE

A. The Leadership Team is able to demonstrate that the services provided by the
Council provide value for money.

The Council has the following frameworks and systems in place to support the delivery
of value for money (VFM) in service delivery.

Governance

e A Governance Structure in the Council’s Constitution, governs how decisions on
policy, service delivery and spending are made.

e A Committee reporting structure for which reports to decision-makers are based on
a standard template; this effectively sets out a business case for the consideration
of major policy, service change and spending proposals, etc.

Planning

e An evidence based 4-year Corporate Plan which sets outs the Council’s vision and
its priorities

e A Delivery Plan and Service Plans are in place to support and measure
performance against the Corporate Plan.

Allocation of Resources

e The Council’'s Constitution contains a Budget and Policy Framework, Financial
Regulations and detailed Financial Procedure Rules. These set out the way in
which resources are allocated, controlled and reported upon, etc.

e An annual Base Budget review is undertaken to determine how Services are
funded.

e The Council’'s Procurement Service is provided through a shared service
arrangement. They apply the Council’s Contract Procedural Rules in purchasing
with associated guidance for Officers.

Monitoring

e The Overview and Scrutiny and the Audit Sub-Committee are open to scrutinise
decisions and the delivery of services, including their efficiency and effectiveness.

e A performance management system which measures success or failure against
priorities in the Corporate Plan, together with a suite of corporate indicators.

¢ A Risk Management system which includes quarterly risk registers being reported

to Council Committees.
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e Contract management arrangements are in place for major contracts and in
particular the Housing Repairs and Planned Maintenance, Waste Recycling and
Leisure Management Contracts.

Demonstrating VFM
e A VFM testis included in the Capital Evaluation process

e Explicit demonstration of VFM is being introduced in proposals for service
development and restructures, etc.

e An annual VFM report published alongside the Accounts and Financial Statements;
this sets out case studies to demonstrate how VFM has been achieved.
(This is a new Report which will be presented to the Finance and Management
Committee in July 2020).

. The Council complies with the CIPFA statement on the Role of the Chief Finance
Officer in Local Government.

e Evidence of compliance is reported annually to the Audit Sub-Committee.

. The Leadership Team demonstrates in its actions and behaviours responsibility
for governance and internal control.

The Council has the core frameworks and systems in place expected of a local
authority to support proper governance and internal control, which are endorsed and
overseen by the Council’s Leadership Team.

This includes a Constitution, decision making through Committees, an Internal Audit
function which focuses on governance, together with Codes of Conduct for Members
and Officers, registers of gifts, hospitality and interests, etc.

To support this, the Council’s Monitoring Officer sits on the Leadership Team and also
attends meetings of Full Council and the Audit Sub-Committee.

To further demonstrate the importance of governance and internal control, the Council
should work towards implementing the 15 best practice standards contained in the
“Nolan” principles, as recommended by the Government Committee on Standards in
Public Life.

Many of these principles are embedded in the Council’'s Governance arrangements,
but this will need to be reviewed if the Council is to fully demonstrate compliance with
this particular FM Standard.
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D. The Council applies the CIPFA/SOLACE Delivering Good Governance in Local
Government: Framework 2016.

e A regular assessment and evidence of compliance with the Framework principles is
reported six monthly to the Audit Sub-Committee. The Framework and evidence of
its effectiveness forms the basis of the Annual Governance Statement.

E. The financial management style of the Council supports financial sustainability.
The Council’s financial management style has the following characteristics:

e ltis prudent and cautious, as highlighted in the Chief Finance (Section 151)
Officer’'s Annual Report to Council.

e However, it is forward looking with a rolling 5 year General Fund Medium Term
Financial Plan (MTFP) and Capital Investment Programme, together with a 10 year
financial plan for the Housing Revenue Account (HRA).

e Probity and the use of resources are controlled through the Constitution, Financial
Regulations and Procedural Rules, together with a Finance and Management
Committee.

e The management of Finance is centralised with a corporate Financial Services Unit
who lead and co-ordinate the Accounts, budget preparation and monitoring.

e The Financial Strategy sets targets based on a minimum level of General Reserves
by the end of each rolling financial planning period.

e All resource proposals and spending decisions, including budgets, are referred from
Policy Committees to the Finance and Management Committee for consideration
and approval.

e All resource proposals and spending decisions are channelled through the Chief
Finance (Section 151) Officer and/or their Deputy for prior sign-off.

e All reports to Council Committees are required to detail Financial Implications
separately even to state that there are none.

e There is a principle that “money is generated before it is spent”.

¢ Financial literacy across the Council can be varied and therefore regular training
sessions are held for Elected Members. In addition, Core Briefings for staff and the
workforce provide broad updates regarding the Council’s financial position to
ensure that a financial message is disseminated across the Council.

Therefore, the Council’s financial rﬁgﬁggge?ngmg?yle supports financial sustainability

because it:
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e Delivers Accountability — this is embedded as financial resources are controlled,
led centrally and meet regulatory requirements.

e Supports Performance — it ensures sufficient long-term resources in Budgets to
provide on-going services and to deliver priorities in the Council’s Corporate Plan.

e Enables Transformation — it provides resources for investment through a Growth
Reserve and a Business Change Unit, together with capital sums for asset
replacement, IT investment and to develop digitisation of services.

F. The Council has undertaken a credible and transparent financial resilience
assessment.

The assessment is based on CIPFA’s Financial Resilience Index and is integral to the
Chief Finance Officer's Annual Report (Standard K).

The assessment is used to support the Chief Finance Officer’s opinion on the
sustainability of the Council’s finances.

G. The Council understands its prospects for financial sustainability in the longer
term and has reported this clearly to Members.

As above, this is set out in the Annual Budget and Section 25 Report. It is also
reviewed in the % yearly reviews of the MTFP.

Financial sustainability is a key risk on the Council’s Corporate Risk Register. This
highlights the risk, the potential impact and mitigating measures in place. This risk is
reviewed and reported to Members quarterly.

H. The Council complies with the CIPFA Prudential Code for Capital Finance in
Local Authorities.

The Council has complied since the introduction of the Code several years ago and
sets a suite of Prudential Indicators to monitor capital expenditure and financing in
accordance with the Code.

These are considered by the Finance and Management Committee based on the
recommendation of the Section 151 Officer as part of the Treasury Management
Strategy.

Indicators are reviewed annually as part of the budget setting process and cover a 5
year rolling period. Compliance is monitored throughout the financial year in a quarterly
report to the Finance and Managerage G6rimitiée.
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Following an update to the Code in December 2017, the Council has adopted a Capital
Strategy. This sets out the principles on which capital expenditure is financed in light of
Council priorities and resources to ensure that decisions are being made with sufficient
regard to the long term financing implications and potential risks to the Council.

The Council has a rolling multi-year MTFP consistent with sustainable service
plans.

This has been established for many years and is the cornerstone for financial planning.
The General Fund is guided by a 5 year rolling plan and the HRA by a longer term, 10
year plan. This ensures that there is sufficient investment to maintain the Housing
Stock and that sufficient resources are set-aside to repay HRA debt.

Plans are updated quarterly for the effects of any in-year budget changes and are
reviewed and updated in detail every 6 months. The broad aims of the Plans are to:

¢ Provide a prudent but realistic Direction of Travel.
e Model known and anticipated changes to Council spending and financing.

e Ensure sufficient resources are in place to meet Council priorities and external
pressures.

e Ensure that the Council is operating within its Reserves Target into the medium
term.

. The Council complies with its statutory obligations in respect of the budget
setting process.

The Annual Budget Round is integral to the Council’s financial framework and is given
dedicated time in the decision making process. The timetable and process involved is
summarised below:

Action Timetable

Financial Services review base spending with budget managers and October and
Heads of Service November

Draft budgets and major variances considered by Strategic Directors December
and the Leadership Team

Special Budget Committees convened to consider proposals at policy | Early January
committee level

Finance and Management Committee consider consolidated Mid-January
proposals and recommend level of Council Tax

Page 97 of 106

Consultation




THE CIPFA FINANCIAL MANAGEMENT CODE

e Local businesses invited to meet with the Chief Finance Officer
and Leader of the Council

¢ Proposals disseminated to residents at Area Forums
Mid-Jan to

e Proposals also communicated to staff Mid-February

e Proposals presented to the Local South Derbyshire Partnership

e Proposals scrutinised by the Overview and Scrutiny Committee

Finance and Management Committee propose final budget to Full Mid-February

Council

Leader’s Statement and Council Tax set at Full Council End of
February

K. The Budget Report includes a statement by the Chief Finance Officer (CFO) on
the robustness of the estimates and a statement of the adequacy of the
proposed financial reserves.

This is integral to the Annual Report of the CFO (Strategic Director of Corporate
Resources) under Section 25 of the Local government Act 2003.

This report is made separately, but alongside the Annual Budget Report to the
Leadership Team and Members. It is then subsequently presented to Full Council in
February ahead of the final budget proposals being considered and agreed.

L. The Council has engaged where appropriate with key stakeholders in developing
its long term financial strategy, MTFP and annual budget.
This has not been undertaken.

M. The Council uses an appropriate documented option appraisal methodology to
demonstrate the value for money of its decisions.

This used in appropriate circumstances and in particular when considering options for
service delivery (in-house, partnership, shared service, etc.).

The Capital Evaluation Framework is based on bids for finite resources being subject to
a business case. Each project is then assessed against other bids to ensure that
investment is steered towards the Council’s Corporate Plan priorities and provides
Value for Money.
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N. The Leadership Team takes action using reports enabling it to identify and
correct emerging risks to its budget strategy and financial sustainability.

The Council has an established Performance and Financial Monitoring system in place
with quarterly reports to Policy Committees. As part of this process, information is
presented to the Leadership Team so that it can assess any issues in order to advise
and make recommendations for corrective action.

Reports focus on areas where planned performance (both financial and non-financial)
is not as expected or budgeted. Reports include the risks of not meeting anticipated
performance, with quarterly financial reports highlighting any variances which have an
impact on the MTFP.

O. The Leadership Team monitors the elements of its balance sheet which pose a
significant risk to its financial sustainability.

The Chief Finance Officer has identified those elements of the Balance Sheet which
pose the most significant risk to the Council’s financial sustainability.

These are detailed in Appendix 1 together with the potential risk each element poses
and the mitigation and monitoring measures in place which are designed to combat
those risks.

P. The CFO has personal responsibility for ensuring that the statutory accounts
provided to the Council comply with the Code of Practice on Local Authority
Accounting in the UK.

This is a key element of the Section 151 duties. The Strategic Director (Corporate
Services) in their role as CFO certifies the Accounts to confirm that they have been
prepared to comply with the Accounting Code. This is also highlighted in the covering
report to Finance and Management Committee when the Accounts are presented for
review and adoption.

Note: Although delivery of the Section 151 role is stated as a responsibility in the Job
Description (JD) of the Strategic Director (Corporate Resources) responsibility for
compliance with the Accounting Code is not specifically mentioned. To ensure greater
transparency, the JD should be amended to reflect this good practice requirement.

Q. The presentation of final out-turn figures and variations from budget allow the
Leadership Team to make strategic financial decisions.

As part of the financial planning system, a separate budget out-turn report is produced.
This reports the final accounts of the Council in a form that allows actual figures to be
compared to Budget, with detailed commentary on variances. The out-turn report also
shows any effects on the MTFP. TBe reps%t s P@ged on quarterly performance reports
that are produced and reported durlng the year.



THE CIPFA FINANCIAL MANAGEMENT CODE

APPENDIX 1: STANDARD O: BALANCE SHEET MONITORING

Balance Sheet
Element

Potential Risk

Risk Mitigation Measures and Monitoring Arrangements

Fixed Assets

They are not suitably maintained
and unforeseen expenditure is
incurred or loss of value leads to
impairment costs.

Recent stock condition surveys identify maintenance requirements.

Planned maintenance programmes in place and these are monitored as
part of the Financial Management framework.

Vehicle replacement and ICT upgrade programmes in place with
resources set-aside to fund these programmes.

Any major unforeseen expenditure would be financed from General
Reserves in the short term.

Long Term
Investments

The Council has £4m invested in
the Local Authority Property
Fund. Its value could go down.

The investment has been made on a long-term basis so that any short-
term fall in property values is evened out over time.

Short Term Cash

Financial markets are uncertain

Strict lending criteria with an associated Counterparty List are in place

Deposits and this could threaten the as part of the Treasury Management Strategy. The principle of
security of deposits. investment is “security and liquidity before yield”.
(Note: the Council’s financial The Counterparty List is kept under review with the Council’s Treasury
plans are not dependent on Advisors who issue alerts regarding economic data and any effects for
achieving a specific yield from the Council’s Counterparty List.
interest on deposits).
A large amount of cash is on deposit with other local authorities and no
investment is made longer than for 364 days.
Cash on deposit with banks and in Money Market Funds is on an instant
access basis.
Debtors Collection falls which builds up Debt Recovery Team in Customer Services dedicated to arrears

arrears and potential bad debts.
Cost of Provisions to meet bad

collection; quarterly report produced on activity.
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and doubtful debts charged to
revenue accounts,

Specific resources in Housing team to support tenants affected by
Universal Credit.

Provisions made in the Accounts as a contingency to meet the cost of
write-offs. Budgets included in revenue accounts to top these up if
required.

Provisions

In accordance with accounting
practice, provisions are set up
from time-to-time to meet issues
arising from day-to-day activity
which incur a one-off cost in a
future accounting period, such
as a legal appeal, an inquiry or a
contractual issue, etc.

The risk is that the amount
calculated and set-aside in the
Accounts is not sufficient to meet
the final outcome.

The Provision itself is the mitigating factor. Amounts are kept under
review as part of quarterly financial reporting. Any shortfall would be
financed from general reserves.

Long-Term Borrowing

Interest rates rise or repayment
schedules on HRA debt become
unaffordable.

80% of debt is at fixed interest rates.

Variable rate debt currently at an interest rate less than 1% with
provision in the HRA Financial Plan of 3% per year. This part of the debt
is due to be repaid in 2021/22.

Surpluses in the HRA being set-aside to repay debt in accordance with
the repayment schedule.

Situation monitored and reported quarterly.

If there is a significant change in the position, debt could be
rescheduled to alleviate any short term issues.
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Usable Reserves These deplete greater than e The monitoring of reserves is a fundamental element of the Council’s
planned. In particular general financial planning framework.
reserves and those used to fund | ¢ The planned use of reserves and their balances are projected over the
on-going base budget life of the MTFP. This means timely action could be undertaken where
expenditure, mainly in Cultural there is unplanned use.
and Community Services.
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REPORT TO: AUDIT SUB-COMMITTEE AGENDA ITEM: 10

CATEGORY:

DATE OF 25t MARCH 2020 DELEGATED
MEETING:
REPORT FROM: STRATEGIC DIRECTOR OPEN

(CORPORATE RESOURCES)
MEMBERS’ KEVIN STACKHOUSE DOC:
CONTACT POINT: (01283 595811)

Kevin.Stackhouse@southderbyshire.gov.uk
SUBJECT: COMMITTEE WORK PROGRAMME REF:
WARD(S) ALL TERMS OF
AFFECTED: REFERENCE: G

1.0 Recommendations

1.1 That the Committee considers and approves the updated work programme.

2.0 Purpose of Report

2.1 The Committee is asked to consider the updated work programme.
3.0 Detail

3.1 Attached at Annexe ‘A’ is an updated work programme document. The Committee is
asked to consider and review the content of this document.

4.0 Financial Implications

4.1 None arising directly from this report.

5.0 Background Papers

5.1 Work Programme.
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Audit Sub-Committee: Work Programme 2019/20

Work Programme Area Date of Committee Contact Officer (Contact details)
meetings
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External Audit Planning Report for the year ending
31st March 2020

25 March 2020

Jason Burgess (Assistant Manager) EY
Jburgess3@uk.ey.co

Internal Audit Progress Report

25 March 2020

Adrian Manifold (Audit Manager)
Adrian.manifold@centralmidlandsaudit.co.uk
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Internal Audit Plan 2019/20 and Audit Charter

25 March 2020

Adrian Manifold (Audit Manager)
Adrian.manifold@centralmidlandsaudit.co.uk

Statement on the Role of the Chief Finance Officer in
Local Government

25 March 2020

Kevin Stackhouse (Strategic Director Corporate
Resources)
Kevin.stackhouse@southderbyshire.gov.uk

The CIPFA Financial Management Code

25 March 2020

Kevin Stackhouse (Strategic Director Corporate
Resources)
Kevin.stackhouse@southderbyshire.gov.uk

Local Government Audit Committee Briefing TBC Jason Burgess (Assistant Manager) EY
Jburgess3@uk.ey.co
Certification of Grant Claims and Returns Report TBC Jason Burgess (Assistant Manager) EY

2018/19

Jburgess3@uk.ey.co
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