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Introduction

Purpose of the Auditor’s Annual Report

Our Auditor’'s Annual Report (AAR) summarises the work we have undertaken as the auditor for South Derbyshire District Council (‘the Council’) for the year ended 31 March 2024. Although this report is addressed to the Council, it
is designed to be read by a wider audience including members of the public and other external stakeholders.

Our responsibilities are defined by the Local Audit and Accountability Act 2014 and the Code of Audit Practice (‘the Code’) issued by the National Audit Office (‘the NAQO’). The remaining sections of the AAR outline how we have
discharged these responsibilities and the findings from our work. These are summarised below.

AN Value for Money arrangements

AN 83:'2();8: éztett::en;::r:?::;tsatz::::;?s is expected to be disclaimed due to the backsto Our work has identified significant weaknesses in arrangements relevant to the 2023/24
Fopi ) P! . P 0 |] [| [l financial year. Section 3 provides our draft commentary on the Council’s arrangements
legislation, but we cannot issue our report until our value for money work is complete.

and a summary of our recommendations and the weaknesses identified.

|:| Wider reporting responsibilities
At the date of reporting our work on the Council’s Whole of Government Accounts return

remains incomplete whilst we wait for final instructions from the National Audit Office.
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Audit of the financial statements

Our audit of the financial statements

Our audit was conducted in accordance with the requirements of the Code, and International Standards on
Auditing (ISAs). The purpose of our audit is to provide reasonable assurance to users that the financial
statements are free from material error. We do this by expressing an opinion on whether the statements are
prepared, in all material respects, in line with the financial reporting framework applicable to the Council and
whether they give a true and fair view of the Council’s financial position as at 31 March 2024 and of its
financial performance for the year then ended.

Amendments to the Accounts and Audit Regulations introduced a deadline for publication of local authorities’
audited 2023/24 financial statements.

Financial year Draft Accounts Available Audit outcome

2020/21 July 2021 Audit Report issued 9 December 2022

2021/22 September 2022 Disclaimed audit report issued 11 December 2024
2022/23 June 2023 Disclaimed audit report issued 11 December 2024
2023/24 May 2024 Disclaimed audit report to be issued

Prior to issuing our audit report, the ISAs require us to determine whether we have obtained sufficient
appropriate audit evidence based on the audit procedures completed at that date. Taking into account the
prior disclaimed audit reports on prior years and the time available to deliver the 2023/24 audit, we concluded
we had not obtained sufficient appropriate audit evidence to enable us to express an opinion on whether the
financial statements present a true and fair view and have been prepared, in all material respects, in line with
the Code of Practice on Local Authority Accounting.

Consequently, as required by the ISAs, we expect to modify our audit report and issue a disclaimer of opinion.

This means, in our audit report, we will not express an opinion on the Council’s financial statements.
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VFM arrangements — Overall summary

Approach to Value for Money arrangements work

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

X

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

00

| e |

=

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

Improving economy, efficiency and effectiveness - How the Council uses information about its
costs and performance to improve the way it manages and delivers its services.

(o=

Our work is carried out in three main phases.
Phase 1 - Planning and risk assessment

At the planning stage of the audit, we undertake work so we can understand the arrangements that the
Council has in place under each of the reporting criteria; as part of this work we may identify risks of
significant weaknesses in those arrangements.

We obtain our understanding or arrangements for each of the specified reporting criteria using a variety of
information sources which may include:

* NAO guidance and supporting information
» Information from internal and external sources, including regulators
* Knowledge from previous audits and other audit work undertaken in the year

* Interviews and discussions with officers

Although we describe this work as planning work, we keep our understanding of arrangements under review
and update our risk assessment throughout the audit to reflect emerging issues that may suggest there are
further risks of significant weaknesses.

Phase 2 - Additional risk-based procedures and evaluation

Where we identify risks of significant weaknesses in arrangements, we design a programme of work to enable
us to decide whether there are actual significant weaknesses in arrangements. We use our professional
judgement and have regard to guidance issued by the NAO in determining the extent to which an identified
weakness is significant.

Phase 3 - Reporting the outcomes of our work and our recommendations

We are required to provide a summary of the work we have undertaken and the judgments we have reached
against each of the specified reporting criteria in this Auditor’'s Annual Report. We do this as part of our
Commentary on VFM arrangements which we set out for each criteria later in this section.

We also make recommendations where we identify weaknesses in arrangements or other matters that require
attention from the Council. We refer to two distinct types of recommendation through the remainder of this
report:

* Recommendations arising from significant weaknesses in arrangements - we make these
recommendations for improvement where we have identified a significant weakness in the Council’s
arrangements for securing economy, efficiency and effectiveness in its use of resources. Where such
significant weaknesses in arrangements are identified, we report these (and our associated
recommendations) at any point during the course of the audit.

* Other recommendations - we make other recommendations when we identify areas for potential
improvement or weaknesses in arrangements which we do not consider to be significant, but which still
require action to be taken.

The table on the following page summarises the outcome of our work against each reporting criteria, including
whether we have identified any significant weaknesses in arrangements, or made other recommendations.
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VFM arrangements — Overall summary

Overall summary by reporting criteria

Actual significant weaknesses identified?

Other recommendations made?

. o C t
Reporting criteria ommentary Identified risks of significant weakness?
page reference
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Financial sustainability

Governance

Improving economy,
efficiency and
effectiveness

16

22

No

Yes — Setting the 2023/24 Budget

Yes — Referral to the Social Housing Regulator (also
falls under the reporting criteria for improving
economy, efficiency and effectiveness.

Yes — Procurement

No

TBC — Work ongoing

Yes

Yes

No

No

No

forvss
mazars



VFM arrangements

Financial Sustainability

How the body plans and manages its resources to
ensure it can continue to deliver its services




VFM arrangements — Financial Sustainability

Overall commentary on the Financial Sustainability reporting criteria

Overall responsibilities for financial governance

We have reviewed the Council’s overall governance framework, including Council and committee reports, the
Annual Governance Statement, and Statement of Accounts for 2023/24.

These confirm the Council undertook its responsibility to define the strategic aims and objectives, monitor
financial performance against budgets and plans to best meet the needs of the Council’s service users.

2023/24 Budget Setting and the Medium-Term Financial Strategy

We considered the 2023/24 budget setting process as part of our consideration of whether there is a significant
weakness in arrangements.

From the work performed we have performed there is no indication that the Council’'s Medium Term Financial
Strategy and budget setting process is not aligned to supporting plans nor reliant on excessive use of reserves.
Further our testing of Revenue Expenditure funded by Capital Under Statute for 2023/24 did not identify any
errors.

Our consideration of the 2024/25 Medium Term Financial Strategy is considered under the Governance section.
The Council’s financial planning and monitoring arrangements

Through our review of Council and committee reports, meetings with Officers, we are satisfied that the Council’s
arrangements for budget monitoring are adequate, including regular reporting to Members and well-established
arrangements for year-end financial reporting.

2023/24 Outturn

We reviewed the provisional outturn reported to the Finance & Management Committee in June 2024 and read
the narrative report of the 2023/24 financial statements. For 2023/24 performance from the updated budgeted
deficit position of £2.5m was an outturn position on the General Fund of a surplus of £1.2m, which the Council
reported was mainly caused by lower costs than expected (£0.8m), provisions not required (£0.5m) and
additional retained business rates in year of £2m. There is no evidence of one-off measures to balance the
budget.

12
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VFM arrangements — Financial Sustainability

Financial sustainability and revenue reserves

We have also performed a more detailed review of the Council’s revenue reserves. We reviewed data published in May 2023 by the Department for Levelling Up, Housing and Communities on Local authority general fund

earmarked and unallocated reserve levels, 2017-18 to 2021-22. The Council’s reserves have generally been above the median compared to shire districts since 2018.

Un-ringfencedreserves as % of service expenditure

Un-ringfenced reserveas % of Net Revenue i } ’
adjusted for ring-fenced grants - median

Expenditure -median

500 % 350 %
450 % —
400 %
350 % 250 %
300 % 200 %
250 %
150 %
200 %
150 % 100 %
100 %
50 %
50 %
 31-Mar-18 31-Mar-18 31-Mar-20 31-Mar-21 31-Mar-22 31-Mar-18 31-Mar-19 31-Mar-20 31-Mar-21 31-Mar-22
South Derbyshire  m Shire Districts South Derbyshire  m Shire Districts

Details on the definitions and data quality arrangements are available here: https.//www.gov.uk/qovernment/publications/local-authority-general-fund-earmarked-and-unallocated-reserve-levels-2017-18-to-2021-22
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VFM arrangements — Financial Sustainability

Financial sustainability and reserves (continued)

We have reviewed the Council’'s usable reserve balances over the last five years based on the published financial statements, with focus on the General Fund Balance, as this is the reserve with the most flexibility of use to allow the
Council to deal with the future uncertainties, including Local Government funding:

» As set out on the previous page, the Council’s revenue reserves are above the median for district councils.

*  Whilst reserves have increased to 2023, with the fall in 2024 attributed in the financial statements as a movement of s106 receipts from earmarked reserves to capital grants unapplied account, with total revenue and capital
useable reserves being £58m as at 31 March 2024.

Overall, we are satisfied that the Council’'s Reserves position does not give rise to an immediate risk of significant weakness in arrangements to secure financial sustainability but is something that Council need to continue to
monitor and manage through savings programmes going forwards.

Useable Revenue Reserves: South Derbyshire Useable Revenue Reserves: South Derbyshire
30,000 20% 50,000
45,000
25,000 10%
40,000
20,000 0% 35,000
8 30,000
15,000 -10% =
o 0 S 25,000
W
10,000 -20% 20,000
15,000
-Tolt
5,000 30% 10,000
0 -40% 5,000
31-Mar-20 31-Mar-21 31-Mar-22 31-Mar-23 31-Mar-24 0
mmm General Fund Balance mmm Earmarked GF Reserves 31-Mar-20 31-Mar-21 31-Mar-22 31-Mar-23 31-Mar-24
mmm HRA balance (inc earmarked) =% change m General Fund Balance mEarmarked GF Reserves mHRA balance (inc earmarked)
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VFM arrangements — Financial Sustainability

Capital spend

We considered the Council’s capital financing requirement as set out in Note 30 of the draft financial statements, which has fallen
to £48m in 2023/24, each decrease representing a reduction in the need to borrow to finance capital expenditure. We also
considered how the £7.7m capital expenditure incurred in 2023/24 has been financed as well as the overall position on useable

capital reserves, with no indication of a risk of significant weakness in arrangements.

Sources of capital finance
£'000

20,000
18,000
16,000
14,000
12,000
10,000
8,000

6,000
4,000
2,000

2021/22 2022/23 2023/24

B Captital receipts, including reserves ® Grants & Contnbutions
Loan paydown m Direct revenue contnbutions
EMRP & VRP

15

70,000

60,000

50,000

40,000

30,000

20,000

10,000

58,648

2021/22

Capital reserves 2021/22 2022/23 2023/24
Capital Receipts Reserve 7,243 11,509 6,041
Capital Grants Unapplied 581 1,450 15,283
Major Repairs Reserve 4,456 4,986 3,888
Total 12,280 17,945 25,212

Capital financing requirement
£'000

58,453

48,264

2022/23 2023/24
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Governance

How the body ensures that it makes informed
decisions and properly manages its risks




VFM arrangements — Financial Sustainability

Risks of significant weaknesses in arrangements in relation to Governance

We have outlined below the risks of significant weaknesses in arrangements that we have identified as part of our continuous planning procedures, and the work undertaken to respond to each of those risks.

Risk of significant weakness in arrangements: Arrangements for Budget approval

The following issue is explained in the Annual Governance Statement for 2022/23 and was referenced in the
predecessor auditor’s report for 2022/23.

The Council’s Constitution and Financial Regulations state the Full Council must approve the budget annually.
The General Fund, Housing Revenue Account and Capital budgets were not formally received and approved
by Full Council for 2021/22, 2022/23, or 2023/24 as required by the Council's Constitution and risks being
unlawful if relevant legislation was not followed.

This is indicative of a risk of significant weakness in the Council’s arrangements* for governance.

* as defined by Auditor Guidance Note 3 (AGN03), Auditors’ Work on Value for Money (VFM) Arrangements
(November 2024).

Work undertaken and the results of our work
Our work to address the risk has included, but not limited to:

* Reviewing Internal Audit’s Report from December 2021 on the issue
» Considering the findings of the predecessor auditor

* Reviewing the papers supporting the 2023/24 and 2024/25 budget including the Medium Term Financial
Strategy

* Meetings with Officers.
Context

Failure to set a lawful budget in time can lead to a loss of revenue, significant additional administrative costs
and reputational damage. It may leave the Council at risk of a legal challenge from council taxpayers and/or
intervention from the Secretary of State under section 15 of the Local Government Act 1999. Section 30(6) of
the Local Government Finance Act 1992 provides that the Council has to set its budget before 11 March in the
financial year precenting the one in respect of which the budget is set. If the budget is set after that date, the
Act says the failure to set a budget within the deadline does not, in itself, invalidate the budget.

17

The Council has a legal duty to provide a range of statutory services, which continues notwithstanding the
delay in setting Council tax. It must also pay the monies due to the precepting authorities whether or not it
collects any Council Tax.

A failure to set the budget may also impact on the Council’s ability to enter into new agreements with
significant financial commitments until and unless the budget is agreed. Otherwise, they would be potentially
unlawful unfunded commitments.

Section 5 of the Local Government & Housing Act 1989 imposes obligations on the Monitoring Officer, if it
appears to them that what the Council has done or is proposing to do is likely to contravene a rule of law or
any code of practice made or approved by or under any enactment or maladministration.

Internal Audit’s findings from 2021

Internal Audit’s report from December 2021 included a recommendation to address a perceived weakness over
budget setting, which was rejected by Officers at the time:

Internal audit recommendation: We recommend that the Council takes appropriate advice on the legal standing
of its 2021/22 budgets. Going forward, in accordance with the Council's Constitution, the Full Council should
receive General Fund, Housing Revenue Account and Capital budgets and should minute that they have been
considered and approved before the March deadline.

Management response: In line with the Council’s Constitution and Committee System, the Council does not
receive full budget details. Following an open and transparent process through the Committee system, Finance
and Management Committee recommend the level of income and expenditure to Full Council as part of
Council Tax setting. This is backed up by the report of the Section 151 Officer and the Budget Statement
delivered by the Leader. At the Full Council meeting, members have the opportunity to challenge and ask
questions regarding the Budget and have prior access to all reports considered by the Policy Committees.
Many members would also have the opportunity to scrutinise proposals at these Committees. When the
Council Tax is set, this also effectively approves the Budget as recommended by Finance and Management
Committee, subject to any changes made at the Full Council meeting.
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VFM arrangements — Financial Sustainability
Risks of significant weaknesses in arrangements in relation to Governance

Risk of significant weakness in arrangements: Arrangements for Budget approval (continued)

Full Council - February 2023 Budget and Council Tax Setting

The legal basis for a council constitution is the Local Government Act 2000 (Constitutions) (England) Direction
2000. This Direction outlines the requirements for a council's constitution.

We read relevant extracts of the Council's Constitution which sets out that full Council is “To approve and
adopt the Council’'s Revenue Budget (General Fund and Housing Revenue Account); To approve and adopt
the Council’s Capital programme (General Fund & Housing).”

We reviewed the report provided to Council in February 2023 to approve the budget and council tax
requirement for 2023/24. The Council Tax and Budget Setting Report includes the following:

18

“Section 3: Executive Summary — summarising the proposed Council Tax level for South Derbyshire
residents including charges set by other precepting authorities, together with an explanation of the technical
resolutions.

“Appendix 1: The detailed budget for 2023/24 for Environmental and Development Services, as
recommended by the Finance and Management Committee on 9 February 2023”

“Appendix 2: The detailed budget for 2023/24 for Housing and Community Services, as recommended by
the Finance and Management Committee on 9 February 2023

“Appendix 3: The detailed budget for 2023/24 for Financial and Corporate Services, as recommended by
the Finance and Management Committee on 9 February 2023.

“Appendix 4: The Medium-Term Financial Plan 2023/24 to 2027/28 as recommended by the Finance and
Management Committee on 9 February 2023. This is based on a Council Tax increase in 2023/24 of £1.73
(1%).

“Appendix 5: The formal Council Tax resolutions to meet statutory requirements.

“Appendix 6: The detailed Tax Base, Precept and Band D rates for Parish Councils, together with the level
of Council Tax Reduction Scheme (CTRS) Grant allocated to Parish Councils.

“Schedules A to C: These detail the level of Council Tax by Preceptor and by band, aggregated for each
part of the District.”

Full Council was therefore provided with:

Budgets by services, but an inadequate level of detail setting out the split between general fund and the
Housing Revenue Account

A sentence on HRA rent increases, but no HRA budget
An estimate of capital expenditure through to 2027/28, but an inadequate level of detail on schemes

The Council Tax requirement.

In our view, the Council has contravened its own constitution information to support the 2023/24 budget.

We are considering matters in relation to the legal framework of budget setting, and therefore unable to
conclude on this matter as at 3 February 2025.
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VFM arrangements — Governance

Risks of significant weaknesses in arrangements in relation to Governance

Risk of significant weakness in arrangements: Housing Consumer Standards

During 2023/24 South Derbyshire District Council commissioned a self-assessment against the Housing
Consumer Standards and that highlighted areas where it was falling short. The main areas of concern in the
self-assessment mainly arose from not having up to date stock condition surveys, making it difficult to
determine the current condition and safety of the stock on a property-by-property basis and consequently, it
made a self-referral to the Regulator of Social Housing in April 2024 (date by which standards should have
been met). The Council also requested a 12-month extension from the regulator to meet the standards and to
form a Housing Services Working Group to develop a Performance Improvement Plan.

As a consequence, there is a risk of significant weakness in the Council’s arrangements* for governance and
improving economy, efficiency and effectiveness.

* as defined by Auditor Guidance Note 3 (AGN03), Auditors’ Work on Value for Money (VFM) Arrangements
(November 2024).

Work undertaken and the results of our work
Work planned
Our work has taken into account, but not limited to, the review of:

* The judgement issued by the Regulator of Social Housing Review in August 2024

* Reports to the Housing and Community Services Committee in September 2023, November 2023, and
September 2024

* Report to full Council in April 2024
* Meetings with Officers

» The 2023/24 Annual Governance Statement and progress report provided to the September 2024 Audit
Sub-Committee on addressing matters identified.

Results of our work

19

The Social Housing White Paper, ‘The Charter for Social Housing Residents’ was published in November
2020, and after consultation was followed by the Social Housing (Regulations) Act 2023, being agreed. The
new framework (the Act) established for social housing includes:

* New building safety regime;

« Strengthened role for the Regulator on safety;

* Increased powers for the Housing Ombudsman;
* New standards on professionalism; and

» The introduction of tenant satisfaction measures requiring the collection and provision of information to
support the effective scrutiny by tenants of their landlord’s performance in relation to managing their homes
and neighbourhoods.

A fundamental part of the new regulatory framework is a revised set of Consumer Standards setting out the
requirements that registered providers such as the Housing Service must meet. The four areas of the standard
cover the following:

» The Safety and Quality Homes Standard;
» The Transparency, Influence, and Accountability Standard;
» The Neighbourhood and Community Standard; and

* The Tenancy Standard.
The Social Housing (Regulation) Act 2023 (the 2023 Act) received Royal Assent, becoming law on 20 July
2023. The new standards are designed to meet the expectations that were set out in the government’s Social

Housing White Paper: ‘The Charter for Social Housing Residents’ (the White Paper), which was reported to the
Housing and Community Services Committee on 28th January 2021 and updated on 2nd February 2023.

The Council maintains a Housing Revenue Account (HRA), with expenditure of £14m in 2023/24 and 2,947
homes (per 2023/24 draft accounts).
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VFM arrangements — Governance

Risks of significant weaknesses in arrangements in relation to Governance

Risk of significant weakness in arrangements: Housing Consumer Standards (continued)

In September 2023, the Council commenced a self-assessment against the new regulatory standards,
reporting back to the Housing and Community Services Committee in November 2023 with concerns including
the asset database and reliance on stock condition survey taken in 2018. This culminated in a report to Council
in April 2024, which outlined the outcome of the self-assessment used to demonstrate compliance with all the
new Consumer Standards for Social Housing effective from 1 April 2024.

The main areas of concern in the self-assessment mainly arose from not having up to date stock condition
surveys, making it difficult to determine the current condition and safety of the stock on a property-by-property
basis. In addition, tenant engagement activities have decreased, and tenants are not as involved in the
Council’s landlord responsibilities, and associated management of its council housing as in the past. The
Council agreed to make a self-referral to the Regulator for Social Housing along with a request for a 12-month
extension for the Housing Service to meet the new standards

We have reviewed the regulator’s judgement, from August 2024, which was “Our judgement is that there are
serious failings in the landlord delivering the outcomes of the consumer standards and significant improvement
is needed specifically in relation to outcomes in our Safety and Quality Standard and our Transparency,
Influence and Accountability Standard”, based on:

* Fewer than half of the homes requiring a fire risk assessment have one in place. Moreover, a number of
homes did not have a valid electrical safety certificate, and more than 100 homes required further works
due to unsatisfactory certificates.

» The Council also failed to demonstrate a sufficient understanding of its tenants’ homes and RSH could not
be assured that it is providing homes of decent quality, with the last stock condition survey taking place in
2018.

The Council has taken steps, to address the findings, including putting in place a Performance Improvement
Plan and reporting progress to the Housing and Communities Committee.

Whilst the standards came into force from April 2024, the reasons underpinning the Regulator of Social

Housing’s judgement is evidence of a significant weakness in arrangements for the year ended 31 March 2024
in respect of:

20

» Governance: how the Council ensures that it properly manages its risks, including how it monitors and
ensures appropriate standards, such as meeting legislative/regulatory requirements; and

» Improving economy, efficiency and effectiveness: how the Council uses information about its costs and
performance to improve the way it manages and delivers its services.

That leads to a significant impact on the quality or effectiveness of service or on the body’s reputation.
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VFM arrangements — Governance
Overall commentary on the Governance reporting criteria

The Authority’s governance structure

The Council has a duty under the Local Government Act 1999 to make arrangements to secure continuous
improvement in the way in which its functions are exercised, having regard to a combination of effectiveness,
economy and efficiency. In doing this it is responsible for putting in place proper arrangements for the
governance of its affairs, effective exercise of its functions and arrangements for the management of risk.

Based on our work, we are satisfied the Council has established governance arrangements, consistent with
previous years, in place. These are detailed in the Statement of Accounts and Annual Governance Statement.
We have considered both documents against our understanding of the Council as part of our audit.

Our review of corporate governance arrangements confirms the Council has an agreed Constitution, setting
out how it operates, how decisions are reached and what procedures are followed to ensure that these are
transparent and accountable to local people. Any recommendations for amendments to the Constitution need
to be approved by Full Council.

Our review of Council papers confirms that a template covering report is used for all reports, ensuring the
purpose, implications, and recommendations are clear. Minutes are published and reviewed by Committees to
evidence the matters discussed, challenge and decisions made

Audit sub-committee
In our view, good governance forms the foundation of resilient and sustainable organisations and enhances
stakeholder confidence. For South Derbyshire District Council, the Audit Sub-Committee is a critical

component of good governance, although it is not a formal Committee of the Council.

CIPFA’s Position Statement: Audit Committees in Local Authorities and Police 2022, sets out that “The [audit]
committee should:

° be directly accountable to the authority’s governing body...
. in local authorities, be independent of both the executive and the scrutiny functions...
° have rights of access to and constructive engagement with other committees/functions, for example

scrutiny and service committees, corporate risk management boards and other strategic groups

21

° have rights to request reports and seek assurances from relevant officers

° be of an appropriate size to operate as a cadre of experienced, trained committee members. Large
committees should be avoided.”

MHCLG published a policy paper “Local authority financial reporting and external audit: government response
to the independent review” in December 2020, which included a recommendation that “The governance
arrangements within local authorities be reviewed by local councils with the purpose of... consideration being
given to the appointment of at least one independent member, suitably qualified, to the Audit Committee.”

We have attended numerous meetings of the Audit Sub-Committee during the year. We have considered
minutes of meetings and supporting reports. Based on our attendance, the Audit Sub-Committee is
adequately serviced and attended by officers as required. In June 2024, the Audit Sub-Committee completed
a self-assessment against the CIPFA’s guide for local authorities identifying some actions for ongoing
improvement, including updating the governance structure of the Council so that the Audit Committee report
directly to Full Council. Given the increasing complexity in local government finance and financial reporting,
this consideration is timely.
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VFM arrangements — Governance

Risk management and internal control

The Council’s Risk Management Framework sets out how the Council manages corporate risks. From this,
service risk registers are managed, monitored and reviewed on a regular basis to provide operational
governance and control around the delivery of services.

During 2023/24, the Council had three risk registers (Corporate, Chief Executive and Services) We have
reviewed minutes of meetings and committee reports, including the year end performance report taken to the
finance and management committee in June 2024 as evidence of ongoing assessment and updating risk
management. The Risk Register details a risk matrix to summarise how each identified risk has been rated.

A review of the Risk Management Framework was undertaken during quarter 1, 2024-2025, led by the
Executive Director — Resources and Transformation as the Council’s Section 151 Officer and having
responsibility for risk. A new framework was adopted in June 2024 through the Finance & Management
Committee.

The Annual Governance Statement is a critical component of the Council’s governance arrangements. It is an
evidenced self-assessment by the Council on the Council’s governance, assurance and internal control
frameworks for the financial year. From our review of minutes and attendance at meetings, we are aware that
the Audit Sub-Committee receives the Annual Governance Statements, offering an opportunity to examine
and challenge overall governance arrangements, including risk management. Except for matters relating to
budget 2023/24 budget setting, the referral to the social housing regulator and the review of procurement, no
other significant weaknesses in internal control have been identified from our work.

Internal Audit

The provision of Internal Audit Services are provided by the Central Midlands Audit Partnership" (CMAP), a
collaborative body that delivers audit services to multiple local councils in the central Midlands.

Internal Audit progress reports are regularly presented to the Audit Sub-Committee meetings and from our
attendance at meetings and review of minutes, we are satisfied this allows the Council to effectively hold
management to account.

At the end of each financial year the Head of Internal Audit provides and Annual Report including an opinion,

based on the work completed during the year, on the overall adequacy and effectiveness of the council’s
control environment. We reviewed the Internal Audit Annual Report 2023-24 presented to the June 2024
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meeting of the Audit Sub-Committee, which provided a summary of Internal Audit work undertaken during
2023/24 and provided an opinion that “...there is a Satisfactory System of Governance, Risk, Internal Control -
Findings indicate that on the whole, arrangements are satisfactory, although some enhancements may have
been recommended.”

Our review has not highlighted a risk of significant weakness in arrangements relating to Internal Audit’s
conclusions on 2023/24. As set out in our commentary on arrangements to secure improvement in economy,
efficiency and effectiveness, we have considered the outcome of Internal Audit’s work on procurement review
from 2022/23.

Financial reporting

The statutory deadline set by MHCLG for production of draft accounts is 30th June and the Council produced
its draft accounts in May 2024. Although we intend to issue a disclaimed audit report, from the work we have
performed, we have not identified a risk of significant weakness in the Council’s arrangements for financial
reporting.
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VFM arrangements — Governance

Budget setting and the Medium Term Financial Strategy (MTFS) 2024/25

Our review of arrangements is supported by discussions with officers during the year and review of reports
and the Council’s arrangements for budget setting and updating the Medium-Term Financial Strategy are as
expected for a District Council, with arrangements for: consultation, scrutiny, evaluation of financial risk,
alignment to business plans and sources of funding.

Approved in February 2024, the Council made some adjustments to its budget setting approach for 2024/25,
which included moving to an incremental budgeting approach by taking the prior year’'s budget as a starting
point. From our review of minutes, we noted that a draft budget was presented to the Finance and
Management Committee in November 2023, followed by service budgets presented to policy committees in
January 2024. The final budget was presented to Finance and Management Committee in February 2024,
who recommend the budget to full Council.

We reviewed the Council’s balanced budget for 2024/25 as set by Council in February 2024, which approved
a 2.99% increase in Council Tax. As part of the approval process, full Council were provided with:

e The Corporate Plan for 2024-2028

* A report from the Section 151 Officer covering the robustness of budget estimates and adequacy of
reserves

* The General Fund revenue budget and Council Tax setting report
» The Housing Revenue Account budget and rent setting report

e The Capital budget and capital programme through to 2028/29, as well as the capital and treasury
management strategy

We read the assumptions underpinning the Medium-Term Financial Strategy (MTFS) as included in reports to
the Finance and Management Committee in March 2024. In our view, these include an adequate level of
detail over the assumptions and cost pressures facing the Council, which are consistent with our experience
at similar sized authorities and not unreasonable. In addition, there is sufficient narrative to explain the
rationale and key financial risks.

Supporting the MTFS is a “Sustainable Finance Plan”, setting out savings targets across five themes and the
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impact on reserves, which we have summarised below:

Remainder of

2024/25 2025/26 MTFS Total
Revenue Surplus / (Deficit) as per
Medium Term Financial Plan 2024/25 -
2028/29 (227) (1,549) (12,773) (14,549)
Sustainable Finance Plan savings/income generation:
Commercial and Income - - 6,070 6,070
Transformation - - 500 500
Asset management - - 2,100 2,100
Managing spend - - 1,440 1,440
Financial and Treasury Management 40 40 940 980
Balance to be met from reserves (187) (1,509) (1,723) (3,459)

As set out in our commentary on financial sustainability, the Council has sufficient revenue reserves to cover
the balance and, as plans are most significant from 2026/27 onwards, there is sufficient time to develop the
plans further. We would point out, though, that the Council’s approach is very heavily depending on income
generation more than cost control, which carries with it commercial risk to be kept under review.
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VFM arrangements — Improving Economy, Efficiency and Effectiveness
Risks of significant weaknesses in arrangements in relation to Improving Economy, Efficiency and Effectiveness

We have outlined below the risks of significant weaknesses in arrangements that we have identified as part of our continuous planning procedures, and the work undertaken to respond to each of those risks.

Risk of significant weakness in arrangements: compliance with procurement guidance

During 2022/23 internal audit issued a limited assurance report as part of a review of the arrangements in
place for the Council to monitor the delivery and performance of the contract for Procurement Services, and
that the contract was being delivered by the Procurement Service Provider in accordance with contractual
requirements. This identified that ‘It could not be demonstrated that the contract with the Procurement Service
Provider provided an effective procurement function which sought genuine competition’.

In addition, as part of a routine procurement spend analysis in November — December 2023 the Council
identified that the process of acquiring temporary staff through agency arrangements had not followed the
Council’s required procurement framework.

This has resulted in a risk of non-compliance with procurement legislation over a 5-year period from 2019 to
2024 with initial reporting identifying that the associated spend not following correct procurement compliance
being material over the period and on an annual basis.

This has been reflected in the Annual Governance Statement for 2022/23 and 2023/24.

* as defined by Auditor Guidance Note 3 (AGN03), Auditors’ Work on Value for Money (VFM) Arrangements
(November 2024).

Work undertaken and the results of our work
Work planned
Our work has taken into account, but not limited to, the review of:

* The Annual Governance Statement for 2022/23 and 2023/24
* Report of Internal Audit on procurement
* Meetings with Officers and review of relevant reports to Committee

Results of our work

Issued in August 2023, Internal audit gave “limited assurance” from its review of procurement. We reviewed
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the summary findings as presented to Audit Sub-Committee in December 2023, which raised a significant
weakness that “It could not be demonstrated that the contract with the Procurement Service Provider provided
an effective procurement function which sought genuine competition.”

From our work, we did note that no individual item of expenditure procured outside a framework was material.
Over time, however, the repeated use of providers accumulated to a larger sums.

We have read the Council’'s Procurement Strategy and Guidance Manual for 2020-2024 which explains that
the Council is required to undertake procurement within statute and its own Contract Procedure Rules as laid
down in Section 28 of the Constitution.

Despite the existence of such guidance, over a sustained period up to and including the financial year ended
31 March 2024, the Council did not recognise the risk of non-compliance with procurement legislation and as a
consequence, we believe this to be a significant weakness in the Council’s arrangements for Improving
Economy, Efficiency and Effectiveness in how the Council uses information about its costs and performance to
improve the way it manages and delivers its services, specifically where the body commissions or procures
services, how the body ensures that this is done in accordance with relevant legislation, professional standards
and internal policies, and how the body assesses whether it is realising the expected benefits..
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VFM arrangements — Improving Economy, Efficiency and Effectiveness

Overall commentary on Improving Economy, Efficiency and Effectiveness

Performance Monitoring

The Corporate Plan 2020-2024 sets out the values and vision for South Derbyshire District Council and outlines its priorities for delivering services. The Corporate Plan links the Council’s strategic priorities and objectives to the
activities of each service area through annual service plans that are subject to ongoing monitoring in line with its performance management framework. The Council Plan 2024-2028 was approved by Full Council in February

2024.

We obtained the 2023/24 plan which was monitored by each service area on a quarterly basis to monitor service delivery, identify any risks and put in place any actions to develop and improve services. Our review of minutes
and reports confirms Members receive regular reporting on performance measures. We reviewed the performance outturn for 2023/24 presented to the Finance & Management Committee in June 2024 as evidence of the
Council’s approach to evaluating performance. In our view, reports contain sufficient narrative, including the appendices, to demonstrate that there are adequate arrangements to assess performance and identify areas for action.

We also considered VFM Profiles produced by LG Inform (vfm.lginform.local.gov.uk), which uses data from the Revenue Outturn returns compiled by the Department for Communities and Local Government, which shows the
Council (green line) is below the mean for all district authorities (blue line) for net current expenditure per head of population.

South Derbyshire

500
Total net current
expendl.ture per 200 206
head(Adjusted to adjusted %
23/24 prices) (from difference
2018/19 to 200 from
2023/24) 2018119
200

Except for the matter on procurement, we have not identified a risk of significant weakness in the Council’s arrangements for improving economyy, efficiency and effectiveness.

forvrss
26 mazars



VFM arrangements

|dentified significant weaknesses in
arrangements and our
recommendations




VFM arrangements - Identified significant weaknesses and our recommendations
|dentified significant weaknesses in arrangements and recommendations for improvement

As a result of our work we have identified significant weaknesses in the Council’s arrangements to secure economy, efficiency and effectiveness it its use of resources. These identified weaknesses have been outlined in the table
below.

e L . Financial . Recommendation(s) for Our views on the actions
Identified significant weakness in arrangements Governance Improving the 3Es
sustainability improvement taken to date
1 Budget approval arrangements TBC The Council addressed
The Council’s Constitution and Financial Regulations state the Full Council pre\(lously reported issues n
. setting the 2024/25 Budget in
must approve the budget annually, but the Housing Revenue Account and ) February 2024
Capital budgets were not formally received and approved by Full Council for '
2023/24.
TBC — work is ongoing on this matter.
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VFM arrangements - Identified significant weaknesses and our recommendations
|dentified significant weaknesses in arrangements and recommendations for improvement

- L . Financial . Recommendation(s) for Our views on the actions
Identified significant weakness in arrangements . . Governance Improving the 3Es :
sustainability improvement taken to date
2 Non-compliance with Housing Consumer Standards We recommend the Council puts in The Council has taken steps, to
During 2023/24, the Council commissioned a self-assessment against the frizcaec:iooaussit daerrr]ztai;';ggril:]ei?sts to ensure 23?tirr?;Sir:hp?;::r;d;ngse}';gfrl:ad:c]:ge
Housing Consumer Standards that highlighted areas where it was falling improvement plan are being Improvement Plan and
short and consequently, it made a self-referral to the Regulator of Social delivered on time and are having the  reporting progress to the
Housing in April 2024. We have reviewed the regulator’s judgement, from required impact on the quality of Housing and Communities
August 2024, which was “Our judgement is that there are serious failings in service provided to, and the safety of, Committee. However, the
the landlord delivering the outcomes of the consumer standards and its housing tenants, ’ Regulator (;f Social H,ousing

significant improvement is needed specifically in relation to outcomes in our
Safety and Quality Standard and our Transparency, Influence and
Accountability Standard”, based on:

has not yet confirmed whether
those actions are sufficient to
address the underlying

» Fewer than half of the homes requiring a fire risk assessment have one in weaknesses.
place. Moreover, a number of homes did not have a valid electrical safety
certificate, and more than 100 homes required further works due to
unsatisfactory certificates.

» The Council also failed to demonstrate a sufficient understanding of its () ()
tenants’ homes and RSH could not be assured that it is providing homes
of decent quality, with the last stock condition survey taking place in 2018.

Whilst the standards came into force from April 2024, the reasons
underpinning the Regulator of Social Housing’s judgement is evidence of a
significant weakness in arrangements for the year ended 31 March 2024 in
respect of:

* Governance and how the Council ensures that it monitors and ensures
appropriate standards, such as meeting legislative/regulatory
requirements; and

* Improving economy, efficiency and effectiveness and how the Council
uses information about its costs and performance to improve the way it
manages and delivers its services.

That leads to a significant impact on the quality or effectiveness of service or
on the body’s reputation.
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VFM arrangements - Identified significant weaknesses and our recommendations
|dentified significant weaknesses in arrangements and recommendations for improvement

Identified significant weakness in arrangements

Governance Improving the 3Es

sustainability

Recommendation(s) for
improvement

Our views on the actions
taken to date

Compliance with procurement standards

As part of a routine procurement spend analysis in November — December
2023 the Council identified that the process of acquiring temporary staff
through agency arrangements had not followed the Council’s required
procurement framework and Public Contract Regulations 2015. This has
resulted in a risk of non-compliance with procurement legislation over a 5-
year period from 2019 to 2024 with initial reporting identifying that the
associated spend not following correct procurement compliance being
material over the period and on an annual basis.

Issued in August 2023, Internal audit gave “limited assurance” from its review
of procurement. We reviewed the summary findings as presented to Audit
Sub-Committee in December 2023, which raised a significant weakness that
“It could not be demonstrated that the contract with the Procurement Service
Provider provided an effective procurement function which sought genuine
competition.”

Over a sustained period up to and including the financial year ended 31
March 2024, the Council did not recognise the risk of non-compliance with
procurement legislation and as a consequence, we believe this to be a
significant weakness in the Council’s arrangements for Improving Economy,
Efficiency and Effectiveness in how the Council uses information about its
costs and performance to improve the way it manages and delivers its
services, specifically where the body commissions or procures services, how
the body ensures that this is done in accordance with relevant legislation,
professional standards and internal policies, and how the body assesses
whether it is realising the expected benefits.

We recommend the Council
implements a permanent solution to
manage and oversee its procurement
function and conducts an annual
procurement effectiveness and
impact report for the Audit Committee
to demonstrate arrangements are
compliant with regulations and
delivering value for money.

In September 2024, the Council
provided an update against the
actions to address findings from
its internal review with a target
completion date of December
2024, with the Council working
towards embedding ongoing
improvement in its procurement
arrangements.

30

forvrss
mazars



Other reporting responsibilities



Other reporting responsibilities

Matters we report by exception

The Local Audit and Accountability Act 2014 provides auditors with specific powers where matters come to our attention that, in their judgement, require specific reporting action to be taken. Auditors have the power to:

* issue areport in the public interest;

* make statutory recommendations that must be considered and responded to publicly;

« apply to the court for a declaration that an item of account is contrary to the law; and

* issue an advisory notice.

We have not exercised any of these statutory reporting powers.

The 2014 Act also gives rights to local electors and other parties, such as the right to ask questions of the auditor and the right to make an objection to an item of account. We did not receive any such objections or questions.
Reporting to the National Audit Office (NAO) in respect of Whole of Government Accounts consolidation data

The NAO, as group auditor, requires us to complete the WGA Assurance Statement in respect of its consolidation data. As a result of the backstop arrangements and our intention to issue a disclaimer of opinion on the Council’s

financial statements, we anticipate reporting to the NAO that we are unable to complete the mandatory audit procedures specified in their Group Audit Instructions. We are awaiting confirmation of when and how this should be
reported to the NAO.
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Contact

Forvis Mazars

Mark Surridge
Audit Partner
Mark.Surridge@Mazars.co.uk

Ellie West
Audit Manager
Ellie.West@Mazars.co.uk

Forvis Mazars LLP is the UK firm of Forvis Mazars Global, a leading global professional services network. Forvis Mazars LLP is a limited
liability partnership registered in England and Wales with registered number OC308299 and with its registered office at 30 Old Bailey, London,
EC4M 7AU. Registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our
audit registration can be viewed at www.auditregister.org.uk under reference number C001139861. VAT number: GB 839 8356 73

© Forvis Mazars 2024. All rights reserved.
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