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AUDIT & GOVERNANCE COMMITTEE
Tuesday 11" April 2017

Please also note, a session has been arranged for Members of the Committee, to
start at 6:00pm on 11 April, to review and challenge the Council arrangements to
prevent data loss and privacy incidents and identify and manage Cyber Security
Risks. The Committee will start at the rise of the training.

AGENDA

Part 1: Items for consideration in public

1. Minutes of the meetings held on 10" January 2017

Declarations of interest

External Audit - Update Report

The Council's External Auditors will provide the Committee with an update
report on their work.

4. External Audit — Audit Plan 2016/17

The Council’s External Auditors will provide the Committee with a report on their
audit plan for 2016/17.

5. External Audit — Grant Certification Report 2015/16

The Council’'s External Auditors will provide the Committee with a report on the
audit of grants for 2015/16.

6. Treasury Management Report — December 2016 to February 2017

The Head of Financial Services will provide the Committee with a report on
Treasury Management activity.

7. Audit & Assurance — Progress & OQutcomes to February 2017

The Head of Audit & Assurance will report on progress and outcomes achieved
within Audit & Assurance.

8. Audit & Assurance Plan 2017/18

The Head of Audit & Assurance will present the Audit & Assurance Plan
2017/18 for approval.

9. Risk Management — 2016/17 Quarter 3 Review

The Head of Audit & Assurance will provide the Committee with a report on Risk
Management.

10. Response to the External Auditors Reqguest for Information

The Director of Finance & IT will provide the Committee with a report on how
the Audit & Governance Committee gains assurance from management.

Part 2: The Press and Public may be excluded during consideration of the
following items

Harry Catherall
Chief Executive
April 2017

Audit & GovernandedShfh t];e1e1ﬂgenda: 11™ April 2017



AUDIT AND GOVERNANCE COMMITTEE
Tuesday, 10" January 2017

PRESENT — Councillor Sidat (in the Chair); Casey, Murray, Kay and Foster.

ALSO PRESENT

Andy Kay — Executive Member for Resources

Karen Murray — Grant Thornton (District Auditor)

Chris Whittingham — Grant Thornton (District Auditor)

Louise Mattinson  — Director for Financial Services and IT

Colin Ferguson — Head of Audit, Assurance and Procurement

John Addison — Democratic Services Manager
RESOLUTIONS

21  Minutes of the meetings held on 20" September 2016

The minutes of the meeting held on 20™ September 2016 were agreed
as a correct record.

22 Declarations of interest

There were no declarations of interest.

23 External Audit - Annual Audit Letter

The Council's External Auditors presented to the Committee, their
Annual Audit letter that summarised the key findings arising from the
work that the External Auditor had carried out at Blackburn with Darwen
Council for the year ended 31 March 2016.

The key messages reported to Members included:

¢ No significant issues were identified from the audit of the 2015/16
draft financial statements;

e The accounts were well prepared and presented;

e A number of adjustments were agreed to ensure compliance with
accounting practices and to improve the presentation of the
financial statements

It was reported that External Audit had issued an unqualified opinion on
the Council's 2015/16 financial statements on 30 September 2016. It
was confirmed that the financial statements gave a true and fair view of
the Council's financial position and of the income and expenditure
recorded by the Council.
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24

25

26

RESOLVED:
That the Annual Audit letter be noted.

External Audit - Progress Report

The Council's External Auditors provided the Committee with a report on
the current position of their work as of December 2016. The report set
out in detail the remaining work that needed to be undertaken and a
work timetable for the rest of the year.

The External Auditors report, also provided the Committee with a report
on progress in delivering their responsibilities as the Council's external
auditors and a summary of emerging national issues and developments
that may be relevant to the Council which included a number of
challenge questions in respect of these emerging issues which the
Committee may wish to consider.

RESOLVED:
That the report on External Audit’s progress report be noted.

Treasury Management Report — September to November 2016

The Director of Finance presented to the Committee a report on the
Treasury Management Quarterly report covering the period September
to November 2016.

Members were reminded that the Council formally adopted CIPFA’s
revised Code of Practice on Treasury Management in the Public
Services when they approved the 2016/17 Treasury Management
Strategy at Finance Council on the 29™ February 2016.

The report summarised the interest rate environment for three months,
borrowing and lending transactions undertaken and the Council’s overall
debt position. It also reported on the position against the Prudential
Indicators established by the Council.

RESOLVED:

That the Committee note the Treasury Management position over the
quarter from September to November 2016.

Audit & Assurance - Progress & Outcomes to November 2016

The Head of Audit, Assurance and Procurement submitted a report
which updated the Committee on progress and outcomes against the
Audit & Assurance Plan 2016/17 in terms of outcomes achieved to date
for the financial year.
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The report focused on a number of key areas in Audit & Assurance, in
particular:

e Partnerships

e Highways

e Performance Indicators

e OId Town Hall Stonework

e Payroll VFM

e Housing Growth

e Capital Schemes Management

The Head of Audit, Assurance and Procurement requested Members
to approve a change to the date of the September 2017 Committee
meeting and to move the June meeting to July from 2018. It was
reported that in 2018 the statutory deadline for the sign off of the
Council’s draft 2017/18 Annual Accounts would be 31 May 2018 and
the audited accounts would need to be approved by the Audit &
Governance Committee and published by 31 July 2018.

It was reported that to prepare for the change the Council was aiming
to produce the draft 2016/17 accounts by the end of May 2017 which
would enable the External Auditor to compete their work by the end of
August 2017. Therefore it was proposed to bring forward the date of
the September 2017 Committee meeting forward by one week to 12
September. This would help the External Auditor to focus resources in
preparation for the shorter timescales in the following year. In order to
comply with the shorter statutory publication deadlines from 2017/18 it
was proposed to move the June meeting of the Committee to July from
2018 going forward, with the 2018 meeting provisionally scheduled for
24 July.

RESOLVED:

1) That the Committee note the outcomes achieved to 30" November
2016 against the Audit & Assurance Plan, which was approved by the
Audit Committee in April 2016.

2) That the Committee approve the proposed change to the date of the
September 2017 Committee meeting and the timing of the meeting to
approve the annual accounts from 2018 going forward.

3) That the Committee noted the proposed revision to the Audit and
Assurance plan.

27 Annual Governance Statement - Progress on 2015/16 Actions and
Plan for 2016/17
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The Head of Audit, Assurance and Procurement provided the Committee
with a report that outlined the intended process for producing the
Council’'s Annual Governance Statement (AGS) for 2015/2016 and
progress on actions from 2016/2017.

It was reported that the Accounts & Audit Regulations require that the
Council publish an AGS on an annual basis in accordance with proper
practice. It was noted that the Audit & Governance Committee was
required to review and provide independent assurance on the Council’s
governance framework.

Members were reminded that the AGS was a statutory document,
published each year with the Year-end Accounting Statements. It sets
out what the Council’'s governance arrangements are and identifies
areas where issues that the Council considers to be of sufficient
significance must be reported.

RESOLVED

That the Committee note the progress made on implementing the agreed
AGS actions for 2015/16 and the approach/timetable for producing the
AGS for 2016/17.

28 Risk Management — 2016/17 Quarter 2 Review

The Head of Audit, Assurance and Procurement provided the
Committee with a report that detailed risk management activity that had
taken place over the second quarter (1 July 2015 to 30 September
2016).

Members were reminded that the Council recognised that risk
management was not simply a compliance issue, but rather a way of
viewing its operations with a significant impact on long-term viability. It
was noted that risk management helped to demonstrate openness,
integrity and accountability in all of the Council’s activities.

It was highlighted to Members that currently the top corporate risks were:

e Inability to deliver a balanced budget for 2016/2017
e High profile serious/critical safeguarding incident/case that is
known to Council services.

The Committee considered the Risk Register and agreed to look in depth
at two areas, risk 13 - Failure to prevent data loss and privacy incidents
(Information Governance) and risk 17 - Cyber Risk - Risk of
financial/Data loss, disruption or damage to the reputation of an
organisation from compromise of its IT systems.
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RESOLVED:
That the Audit Committee considered and approved,

1. Progress made on the Corporate Risk Register at the end of
Quarter 2 2016/17;

2. Note the Risk Management activity during the period;

3. Members will look in depth at risks 13 and 17 on the Council’s
Risk Register.

29 Audit & Governance Committee — Effectiveness Self-Assessment
2016/17

The Head of Audit & Assurance reported upon the 2016/17 Audit
Committee self-assessment exercise.

The report presented to Members the results of an assessment of
compliance of the Audit & Governance Committee against recognised
best practise, as well as a review of the effectiveness of the Committee
by the Chair of the Committee and a summary of Committee members’
self-assessments. The results of the assessments were set out In
appendices 1, 2 and 3 to the Committee report.

RESOLVED:

That the Committee:

1.  Approve the Audit & Governance Committee’s position when
compared to the CIPFA’s good practice checklist (Appendix
1);

2. Approve the Evaluation of Effectiveness of the Audit &
Governance Committee, produced by the Chair of the
Committee in consultation with the Head of Audit & Assurance
(Appendix 2); and,

3. Approve the summary results from the individual member self-
assessments as a means of baselining the overall effectiveness
of the Committee for future comparison (Appendix 3).

30 Arrangements for the Appointment of External Auditors

At this point in the meeting the Council’s external Auditors chose to
leave the meeting, to allow Members to consider this item,

The Head of Audit & Assurance then provided the Committee with the
recommended option for appointing External Auditors from 2018/19.
Members were reminded that the proposals for appointing the external
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auditor to the Council for the 2018/19 accounts and beyond following the
end of the transitional arrangements at the conclusion of the 2017/18
audits. It was noted that the auditors were currently working under a
contract originally let by the Audit Commission and the contract was
novated to Public Sector Audit Appointments (PSAA) following the
closure of the Audit Commission.

It was reported that the Council would need to put new arrangements in

place to make a first appointment by 31 December 2017 for the audit
year 2018/19.

RESOLVED:

That the Committee note the preferred option for the provision of
external audit services from 2018/19 and propose it for approval by
Finance Council, namely:

e That the Council accepts the PSAA invitation to ‘opt in’ to the
sector led option for the appointment of external auditors for five
financial years commencing 1 April 2018.

Signed ...

Chair of the meeting at which the Minutes were signed
Date
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Agenda ltem 2

DECLARATIONS OF INTEREST IN

ITEMS ON THIS AGENDA

Members attending a Council, Committee, Board or other
meeting with a personal interest in a matter on the Agenda
must disclose the existence and nature of the interest and, if
it is a prejudicial interest, should leave the meeting during
discussion and voting on the item.

Members declaring an interest(s) should complete this form
and hand it to the Committee Administrator at the
commencement of the meeting and declare such an interest
at the appropriate point on the agenda.

MEETING: Audit Committee

DATE:
AGENDA ITEM NO.:
DESCRIPTION (BRIEF):

NATURE OF INTEREST:

PERSONAL/PREJUDICIAL (delete as appropriate)

SIGNED :
PRINT NAME:

(Paragraphs 8 to 13 of the Code of Conduct for Members of the Council refer)
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Audit Committee Update

Blackburn with Darwen Borough Council

Progress Report and Update

Year ended 31 March 2017 .

April 2017

Karen Murray

Engagement Lead

T 0161 234 6364

E karen.lmurray@uk.gt.com

Neil Krajew ski

Engagement Manager

T 0161 234 6371

E neil.p.krajewski@uk.gt.com

Zak Francis

In-Charge Auditor
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

The contents of this report relate only to the matters which have come to our attention, which we believe need to be
reported to you as part of our audit process. It is not a comprehensive record of all the relevant matters, which may
be subject to change, and in particular we cannot be held responsible to you for reporting all of the risks which may
affect your business or any weaknesses in your internal controls. This report has been prepared solely for your
benefit and should not be quoted in whole or in part without our prior written consent. We do not accept any
responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content
of this report, as this report was not prepared for, nor intended for, any other purpose.
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Introduction

This paper provides the Audit Committee with a report

on progress 1n delivering our responsibilities as your

external auditors.

Members of the Audit Committee can find further useful material on ourwebsite www.grant-thornton.co.uk, where we have a section dedicated to ourwork in the publicsector. Here
you can download copies of our publications:

¢ CFO Insights— reviewing coundl's 2015/ 16 spend (December 2016); http:/ /www .grantthornton.co.uk/en /insights /cfo-insights-reviewing-coundls-201516-spend/

* Fraud 1isk, 'adequate procedures', and locl authotities (December 2016); http: / /www.grantthornton.co.uk/en/insights/ fraud-risk-adequate-procedures-and o cal-au thorities/

* New laws to ptevent fraud mayaffect the publicsector (November2016); http:/ /www.grantthornton.co.uk/en /insights /new-laws-to-preventfraud-may-affect-the-public-sector/

°  Brexit: loal government— transitioning successfully (December 2016) http:/ /www.orantthornton.co.uk/en/insights/brexit-local-government--transitioning-success fully

If you wouldlike furtherinformation on anyitems in this briefing, or would like to register with Grant Thornton to receive regular email updates on issues that are of interest to you
y y ng, g g p you,
please contact either your Engagement Lead or EngagementManager.

. . . . . .
The contents of this report relate only to the matters which have come to our attention, which we believe need to be =
reported to you as part of our audit process. It is not a comprehensive record of all the relevant matters, which may Bs
be subject to change, and in particular we cannot be held responsible to you for reporting all of the risks which may ma
|

affect your business or any weaknesses in your internal controls. This report has been prepared solely for your
benefit and should not be quoted in whole or in part without our prior written consent. We do not accept any
responsibility for any loss occasioned to any third party acting, or refraining from acting on the basis of the content uJ e

. . . L]
of this report, as this report was not prepared for, nor intended for, any other purpose. . .

3]
3]
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Progress at 28 March 2017

2016/17 work Planned Date  Complete? Comments
Fee Letter
We are required to issue a 'Planned fee letter for 2016/17' by the . We issued the fee letter in line with the national deadline of 30 April
1 April 2016 Yes
end of April 2016 2016.
Accounts Audit Plan
We are required to issue a detailed accounts audit plan to the March 207 Yes The Audit Plan is included as a separate item on the agenda for today’s

Council setting out our proposed approach in order to give an meeting.
opinion on the Council's 2016-17 financial statements.

Interim accounts audit
Our interim fieldw orkvisit plan included:

« updated review of the Council's control environment February — April Our programme of interim workis underw ay. We have agreed a

» updated understanding of financial systems 2017 Yes programme of early substantive testing with the finance team so that
« review of Internal Audit reports on core financial systems w e can bring forw ard testing to minimise the w orkto be undertaken

« early workon emerging accounting issues after the year-end.

» early substantive testing
» Value for Money conclusion risk assessment.

Page 13 of 114
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Progress at 28 March 2017

2016/17 work

Planned Date

Comments

Final accounts audit

Including:

+ audit of the 2016/17 financial statements

» proposed opinion on the Council's accounts

» proposed Value for Money conclusion

» review of the Council's disclosures in the consolidated accounts
against the Code of Practice on Local Authority Accounting in
the United Kingdom 2015/16

June —July 2017 No

Value for Money (VfM) conclusion

The scope of our workis unchanged to 2015/16 and is set out in the
final guidance issued by the National Audit Office in November
2015. The Code requires auditors to satisfy themselves that; "the
Council has made proper arrangements for securing economy,
efficiency and effectiveness in its use of resources".

The guidance confirmed the overall criterion as; "in all significant
respects, the audited body had proper arrangements to ensure it
took properly informed decisions and deployed resources to
achieve planned and sustainable outcomes for taxpayers and local
people".

The three sub criteria for assessment to be able to give a
conclusion overall are:

» Informed decision making
» Sustainable resource deployment
* Working with partners and other third parties

April = July 2017 No

Other areas of work

Place Analytics and Chief Finance Officer (CFO) Insights April 2017 No
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Management have agreed to bring forw ard their internal deadline for
preparing the draft accounts to 31 May 2017. We have agreed with
management that wew ll put in place a delivery plan that ensures the
majority of our audit fieldw orkwill be completed by 31 July 2017.

The outcome of our initial risk assessment is set out as part of the Audit
Plan whichis included as a separate item on the agenda for today’s
meeting. We have organised discussions w ith relevant officers so that
w e can completed planned procedures in sufficient time for our findings
to be shared with management in July 2017.

The Council recently purchased access to Grant Thornton’s Place
Analytics and CFO Insights w ebsite The w ebsite provides accessto a
range of financial and non-financial datasets to enable members and
officers the opportunity to compare the Authority’s performance with
similar organisations.
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Update to the Code of Practice on

Local Authority Accounting in the
United Kingdom 2016/17

Telling the story — Changes in 2016/17 CIPFA
Code

CIPFA has been working on the "Telling the Stoty' project, which aims to streamline the
finandal statementsand im prove accessibility to the user. This has resulted in changes to

CIPFA/LASAAC has issued an update to the Local Authority Acounting Code for

CIPFA's 2016/17 Code of Practice on Local Authority Acountingin the United Kingdom

2016/17. The main changes indude: (the Code).

. Confirmation of the postponement of the measurement requirements for the _ . . .
Highways Network Assetand that all references to this in the 2016/17 Code Themain changes affect the presentation of the Comprehensive Income and Expenditure
shall not apply Statement ('CIES'),the Movement in Reserves Statement (‘MIRS') and segmental reporting

. Updates regarding the disdosure requirements for notes to the Housing
Revenue Acount Statements. There are a number of changes to the disdosure
requitements as aresult of the issue of the HousingRevenue Acount
(Accounting Practices) Directions 2016.

Delivering Good Governance

In April, CIPFA and SOLACE published 'Delivering Good Governance in Local
Government: Framework (2016)" and thisapplies to annual governance statements
prepared for the 2016/ 17 finandal year. Thekey focus of the frameworkis on
sustainability — economic sodal and environmental — and the need to focus on the
longer term and theimpact actions may have on future generations.

Local authorities should be:

disdosures. A new Expenditure and Funding Analysis has been introduced.

Thekey changes are:

the cost of services in the CIESis to be reported on basis of thelocal authority's
otganisational structure rather than the Service Reporting Code of Practice (SERCOP)
headings

an 'Expenditure & Funding Analysis' note to the finandal statements provides a
recondliation between the way local authorities are funded and the accounting measures
of finandal performance in the CIES

the changes will remove some of the complexities of the current segmental note

other changes to streamline the current MIRS providing options to report Total
Comprehensive Income and Expenditure (previously shownas Surplusand Defidt on
the Provision of Services and Other Comprehensive Income and Expenditurelines) and
removal of earmarked reserves columns.

Otheramendmentshave been made to the Code:

changes to reporting by pension funds in relation to the format and fair value disdosure

. reviewing existing governance arrangements against the prindples set outin the requirements to reflect changes to the Pensions SORP

Fram ework . otheramendments and darifications to reflect changes in the accounting standards.
. developing and maintaining an up-to-datelocal code of governance, induding

arrangements for ensuring on-goingeffectiveness
. reporting publidy on compliance with their own code on an annual basis and on

how theyhave monitored the effectiveness of their governance arrangements in
theyear and on planned changes.

The framework applies to all parts of local government and its partnerships and should

be applied usingthe spirit and ethosof the Framework rather than just rules and
procedures

© 2017 Grant Thornton UK LLP. All rightsreserved.
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Public tinances in practice

Public finances are under strain in many European countries and this has an
impact on the ability of Governments to deliver shared goals of stable and
sustainable growth.

The Institute Of Chartered Accountants In England and Wales ICAEW) has
recently published a report 'public finances in practice’ which captures the insights
of senior finance professionals in ten different EU states.

Although the report is focussed on national governments, the findings are
relevant for any public sector organisation.

The report recognises that better public financial management is a key enabler
of a sustainable economic future. It notes that the improvement of public
financial management cannot be achieved through improved standards alone
and that organisations need to take some action themselves across three broad
themes:

Structure

*  There is a need to clearly define roles and responsibilities within finance
teams. This enables the setting and review of objectives, reduces inefficiencies
and improves accountability.

* Clarity of roles also helps to create a strong culture of responsibility and
ownership, which helps to foster a wider organisational culture of good
financial management.

* Effective financial management requires effective scrutiny, via robust internal
control systems and independent external audit.

* To maintain effective scrutiny, proper questioning of the annual budgRage 17 of piager picture of how finance fits within service delivery

review of performance against budget should occur.

© 2017 Grant Thornton UK LLP. All rightsreserved.

ICAEW publications

Transparency can be improved by providing the right sort of data in an
understandable way, organisations should explore innovative ways to present
information in a more intelligible way to improve transparency.

Processes and Systems

Access to high quality financial information is key. Data should be timely,
well controlled and IT systems should be utilised to gather it effectively.

Data should be used in a way that it can show the real-time financial
position of the organisation.

Such information should be used to its full potential, and gathered so it can
be presented in a user-friendly way. The way information is presented is
more important than the quantity of data.

People

Recruitment and retention of high quality finance professionals is a key
challenge. Organisations should consider altering recruitment
processes, offering flexible working arrangements and
providing clear direction on career progression to assist

with this challenge.

Whilst senior individuals often have the necessary skills,
below this level skills and qualifications can vary quite
considerably.

There is also a need to encourage finance professionals to
think more broadly, to enable them to consider the

and safeguarding of the financial position.
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

I.ocal Government Finance Settlement

The final local government settlement for 2017/18 was
published on 20 Februaty. The settlementreflects the
Government'saim that all oundls will become self funding,
with central government grants being phased out. Thisis year
two of the fouryear offer, which has been accepted by 97% of
ooundls.

There is an expectation that coundls will continue to improve
effidendes with measures induding further developmentsin
digital technology, new delivery models and innovative
partnership arrangements.

100% business rates retention

Theannouncementhas an inareased foaus on business rates,
with the expectation that by the end of the current Parliament,
local government will keep 100% of theincome raised through
business rates. The exact details of the reforms are yet to be
determined. This indudes confirmingwhich additional
responsibilities will be devolved to local governmentand funded
through these retained rates. Pilots of the reforms are taking
place across the country from April 2017.

Theresults of arecent Munidpal Journal survey 2017 State of
Local Government Financehave recently been published.
http: mloads2.dodsmonitoti m rnloads/ Mis

/LocalGovFinance.pdf
Respondents expressed concern aboutthelack of detail in the

proposals,uncertainty around equalisation measures and the scale

ofappeals.

Files

Neatly 50% of Coundls responding believe they willlose from the
transition to 100% retention of business rates. Views were evenly
splitas to whether the proposals would incentivise local economic
growth.

© 2017 Grant Thornton UK LLP. All rights reseved.

Social Care Funding

Funding allocations reflect inareased funding of sodal care with a
stated £3.5 billion of funding for sodal care by 2019/2020.

In this year's settlement £240 million of new homes bonus has been
redirected into theadultsodal care grant. Inaddition coundls are
once again beable to raise the precept by up to 3% for funding of
sodal care.

Recognising that fundingis not the onlyanswer, further reforms are
to be brought forward to support the provision of a sustainable
market for sodal care. There is an expectation that all areas of the
country move towards theintegration of health and sodal care
services by 2020.

Paul Dossett Head of Local Governmentin

Grant Thornton LLP has ommented onthe Government
proposals forsodal aare funding(seelink for full artide).

"The government’s changes to coundl tax and the sodal care
precept, announced by the Secretary of State for DCLG as part of
thelatestlocal governmentfinance settlement, will seem to many as
nothing more than a temporary fix. Thereis real concern about the
posteodelottery nature of these tax-raising powers that areintended
to fund ourailing sodal care system."

“Our analysis on sodal care shows that the mostdeprived areas in
the UK derive thelowest proportion of theirincome from coundl

tax. "

“Conversely, more affluent areas collecting more coundl tax will
potentially receive a bigger finandal benefit from these measures.”

"Ouranalysis shows that theimpact and effectiveness of the existing
sodal are precept is not equal across authorities. So any further
changes to tax raising powers forlocal government will
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National developments

"Social care precept changes
will not help those living in
more deprived areas"

"The UK has a long tradition of
providing care to those who
need it most. If that is to
continue, the government must
invest in a robust social care
system that can cater for all
based on needs and not on
geography. From a taxpayer’s
perspective this is a zero sum
game. For every £1 not
invested in social care, the cost
to the NHS is considerably
more"

not tadkle the crisis of sodal care in ourmost
disadvantaged communities and arguably make
onlymakea small dentin the cost demands in our
moreaffluent ommunities."

Links:
https://w ww.gov. vernmen hes/final-local-

government-finance-settlement-2017-t0-2018

http://w ww .grantthornton.co. n/new s-centre/local-
vernment-financial- lement-comment- ial-care-
precept-changes-w ill-not-help-those-living-in-more-

10
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Pooling of LGPS

From1April 2018 £200bn of assets from 90 LGPS
funds across England and Wales will be merged into
six ‘British Wealth Funds’. By poolinginvestment, costs
an be reduced through economies of saale and through
sharing of expertise, while the schemes can maintain overall
investmentperformance. Pension funds will continue to be
managed and maintained by the separate administering
authorities. The selection of fund managers will be made by
theinvestment pool operator on behalf ofa pool of co-
operating administrative authorities, while individual
investmentstrategies, induding asset allocation, will remain
the responsibility of the individual administrative authority.

Potentially eight poolsare to be established across the
countrywith total assets ranging from £13bn in both the
LPP and Wales pool, to £36bn in the Border to Coast
pool. Itis expected that assets will be transferred to the
pools as soon as practicable after 1 April 2018.

Tasks to be completed by April 2018 indude:

e ceating legal structures for pools

* transferring staff

* ceating supetvisory boards/ committees

* obtaining FCA authorisations

* appointing providers

* assessing MiFID ITimplications

* determining pool structures for each asset type

The funds themselves will retain responsibility for:

° investmentstrategy
e assetalloation

© 2017 Grant Thornton UK LLP. All rights reseved.

National developments

* havingaresponsibleinvestmentstrategy
* reporting toemployers and members
Governance arrangements

Thereis no mandatory membership of oversight structures.
Itis for each pool to develop the proposals they consider
appropriate. The majority of dedsion making remains at the
local level and therefore the involvementoflocal pension
boards in those areas would notchange. Scheme managers
should consider howbest toinvolve their pension boardsin
ensuringthe effective im plementation of investment and
responsibleinvestmentstrategies by pools, which could
indude representation on oversightstructures.

CIPFA in therecent artide Clearpools: the futureof the . GPS
highlights the need for good governance particulatly in view
of the complexweb of stakeholders involvedin
investmentpooling,. Robust governance will be vital to
ensuring asmooth transition and continuing operation of

Challenge question:

Are Audit Committee .members
aware of the pooling
arrangements being put in

place by local government
pension funds?

Link: http://www.cipfa.org/cipfa-
thinks/cipfa-thinks-articles/clear-

the funds pools-the-future-of-the-lgps ?
LGPS || LGPS || LGPS | | LGPS LGPS LGPS | | LGPS LGPS
fund fund fund fund fund fund fund fund

Supervisory Body

Provides ¢ ight of executive body and

Executive Body
Operator owned or rented and FCA authorised
Directly manages and/or appoints extemal managers
Creates sub funds necessary to meet invesiment sirategies of participating funds

Sub funds

Assel class and/ol «= ( Pas3072 b s — range of ACS and other fund types suitable for
asset classes. For example

typical structure of
LGPS Pool
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Fixing our broken housing market

DCLG published itshousing White Paper on 7 February
2017. It opens with the statement:

“The housing market in this countryis broken,and the cause
is very simple: for too long, we haven’t builtenough homes.”

It goes on to summatise three key challenges in the housing
market.

1. Over 40 per cent of local planningauthorities donot
havea plan that meets the projected growthin
houscholds in their area.

2. Thepace of developmentis tooslow. Thereis alarge
gap between permissions granted and new homes built.
More than a third of new homes that were granted
planningpermission between2010/11and2015/16
haveyet to bebuilt.

3. Thestructure of the housing market makes it harder to
increase supply. Housingassodations have been doing
well — they’re behind around a third of all new housing
completed over the past five years — but the commerdal
developers still dominate the market.

The proposals in the White Paper set out how the
Governmentintends to boosthousing supply and,over the
long term, create a more effident housing market whose
outcomes more dosely match the needsand aspirations of all
households and which suppotts wider economicprospertity.

It states that the challenge of increasinghousing supply
annotbemet by the governmentacting alone and
summarises how the governmentwillwork withlocal
authorities, private developers, local om munities, housing
assodationsand notfor profit developers, lenders,and utlity
com panies and infrastructure providers.

© 2017 Grant Thornton UK LLP. All rights reseved.

For local authorities, the government is:

* offering higher fees and new apadty funding to develop
planning departments, simplified plan-making, and more
funding forinfrastructure;

e willmakeiteasier forlocal authorities to take action
against thosewho do not build out once permissions
have been granted; and

* isinterested in the scope for bespoke housing deals to
make themostoflocal innovation.

The governmentis looking to local authorities to beas

ambitious and innovative as possible to get homes built in

theirarea. Itis askingall local authorities to:

* develop an up-to-date plan with their communities that
meets theirhousing requirement (oz, if thatis not
possible, to work with neighbouring authorities to
ensureitis met);

* dedde appliations for development promptly; and

* ensurethehomes theyhave planned forare built out on
time.

The White Paper states thatitis audal thatlocal authorities
hold up theirend of the bargain. It goes on to say that
whereloaal authorities are not making suffident progress on
produdng or reviewing their plans, the Governmentwill
intervene. It also notes that where the number ofhomes
being builtis below expectations, the new housing delivery
test will ensure thataction is taken.

The White Paper goes on to considerin more detail:
* Planning forthe right homes in the right places

* Building homes faster

* Diversifying the market

° Helpmg peop]e nop\gge 21 Of 1 14

National developments

Challenge questions:

« Are Audit Committee members
familiar with the content of the

white paper?

Consultation on the White Paperwill begin on 7
February 2017. The consultationwill run for 12
weeks and will dose on 2 May 2017.

The White Paper is available at:

https: rgov.uk/government/uploads/system
uploads/attachment data/file/590464/Fixing our
roken housing market - print ready version.pdf
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Integrated Thinking and Reporting

Focusing on value creation in the
public sector

Grant Thorntonhas seconded staff to the International
Integrated Reporting Coundl on a pro bono basis fora
number of years.

Theyhave been workingon making the prindples of
Integrated Reporting <IR> relevantto the publicsector and
w-authoreda recent report by CIPFA and the World Bank:
Integrated thinking and reporting: focusing on value creation in thepublic
sector -an introduction forleaders.

Around one third of global gross domesticproduct (GDP)is
madeup by the publicsector and this is beinginvestedin
ensuringthereis effective infrastructure, good educational
opportunities and reliable health care. In manyways, it is this
investmentby the publicsector that is helpingto create the
conditions forwealth areation and preparingthe way for the
suacess of this and future generations.

Traditional reporting frameworks, focussed only on historic
finandal information, are not fit-for-purpose for modern,
multi-dimensional publicsector organisations.

Integrated Reporting supports sustainable development and
finandal stability and enables publicsector organisations to
broaden the conversation about the services they provide and
thevalue they create.

© 2017 Grant Thornton UK LLP. All rights reseved.

The publicsector faces multiple challenges, induding:

e Serving and being accountable to a wide stakeholder
base;

¢ Providing integrated services with sustainable outcomes;
* Maintaining alonger-term perspective, whilstdelivering
in the short term; and

* Demonstratingthe sustainable value of services
provided beyond the finandal.

The <IR> Framework is prindple based and enables
organisationsto tailor their reporting to reflect their own
thinking and strategies and to demonstrate theyare
delivering the outcomes they were aiming for.

Integrated Reporting can help publicsector organisations
deal with theabove challenges by:

¢ Addressingdiverse and often conflicting public
accountability requirements;

* FPoassing on theinternal and external consequences of
an organisation's activities;
* Looking beyond the'now' to the'near' and then the 'far’;

* Considering the resources used other than justthe
finandal.

Thereportindudes examples of how organisations have
benefitted from Integrated Reporting,

Page 22 of 114

CIPFA Publications

Challenge question:

* Have you reviewed the CIPFA
guide to Integrated Reporting
in the public sector?

ntegrated theking
and reportng

An introduction for leaders
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Apprentice Levy-Are you prepared?

Whatis the levy?

The UK has been strugglingon productivity, now estimated
to be 20% behind the G7 average. Developing
apprenticeshipsis set to playakey part in tackling this and
bridgingthe skills gap.

Announced by governmentin July 2015, thelevyis to
encourage employers to offer apprenticeshipsin meeting their
skill, workforce and trainingneeds, developing talent
internally. Thelevyis designed to give more control to
employers, through direct access to training funds and
areation of apprenticeships through the Trailblazer process.

Whatis the levy?

From April 2017, the way the government funds
apprenticeshipsin Englandis changing. Some em ployers will
be required to payanew apprenticeship levy, and there will
be changes to the funding for apprenticeship training for all
employers.

All employerswillreceive an allowance of £15,000 to offset
against paymentof thelevy. This effectively means thatthe
levy will only be payable on paybill in excess of £3 million per
year.

Thelevywill be payable through Pay As You Earn (PAYE)
and will be payable alongside income tax and National
Insurance.

Each employer will receive one allowance to offset against
theirlevy payment. There will be a connected personsrule,
similar the Employment Allowance connected personsrule,
so employerswho operate multiple payrolls will only be able
to daim oneallowance.

© 2017 Grant Thornton UK LLP. All rightsreserved.

Employers in England are also able to get 'more out than they putin',
throughan additional government top-up of 10% to theirlevy
conttribution.

When em ployers want to spend above their total levy amount,
governmentwill fund 90% of the cost for trainingand assessment
within the fundingbands.

The existing fundingmodel willcontinue until the levy comes into
effect May 2017. Thelevywill apply to employers across all sectors.
Paybill will be calaulated based on totalem ployee earnings subject to
Class1 National Insurance Contributions. It willnotindude other
payments such as benefitsin kind. It will apply to total employee
earnings in respect of all em ployees.

What will the levy mean in practice

Employer of 250 em ployees, each with a gross salary of £20,000:
Paybill: 250 x £20,000 = £5,000,000

Levy sum:0.5%x = /25,000

Allowance: £25,000 - £15,000 = £10,000 annual levy

How can I spend my levy funds?

The funding can only be used to fund trainingand assessment under
approved apprenticeship schemes. It cannotbeused on other costs
assodated with apprentices, induding wages and remuneration, or
training spend for the wider-team.

Through the Digital Apprenticeship Service (DAS), set upby
government, employers will have access to their funding in the form of
digital vouchers to spend on training.

Training can be designed to suitthe needs of your organisation and the
requirements of the individual in that role, in addition to spedfied
training for that apprenticeship. Training providers mustall be

registered with the Skll]P%g]élng:fiW1SFA)

Grant Thornton update

What do I need to start
thinking about now?

How much is thelevy going
to cost and have we budgeted
forit?

How do we ensure
compliance with the new
system?

Which patts of my current
spend on training are
applicable to apprenticeships?

Are there opportunities to
mitigate additional cost
presented by thelevy?

How is training in my
organisation structured?
How do we develop and align

to ourworkforce
development strategy
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Audit Committeeprogressreportand update — Blackburn with Darwen Borough Council

Oftf-payroll working and salary sacrifice

in the public sector

Off-payroll working

The Chancellot's Autumn Statement2016 speech delivered a
number of changes thatwillimpact the UK business
environment and raise considerations for youas an employer.

In particular, the Chancellor announced that the measures
that were proposed in Budget 2016 thatcould affect services
supplied through personal service com panies (PSCs) to the
publicsector will beim plemented.

At present, the so-called IR35rules require the worker to
deddewhether PAY Eand NIC are due on the payments
madebyaPSC followingan engagementwith a publicsector
body. The onuswillbe moved to the payer from April2017.
This mightbe the publicsector bodyitself, butis more likely
to bean intermediary, or, if thereis a supply chain, to the
party dosest to the PSC.

The publicsector body (or the party dosest to the PSC) will
need to account for the tax and NIC and indude details in
their RTT submission.

The existing IR35 rules will continue outside of public
sector engagements.

HMRC Digital Tool —will aid with determining whether or
not theintermediary rules apply to ensure of “consistency,
certainty and simplicity” .

When the proposalswere originally made, the publicsector
was defined as "those bodies that are subject to the
Freedom of Informationrules”. Itis not known at present
whether this will be the final definition. Establishing what
bodies are caught s likely to be difficult however the public
sector is defined.

© 2017 Grant Thornton UK LLP. All rightsreserved.

A further change will be that the 5% tax free allowance thatis given
to PSCs will be removed for those providing services to the public
sectof.

This will increase costs, move responsibility to the engager and
increase risks for the engager

Salary sacrifice

The Chancellot's Autumn Statement 2016 speech also introduced
changes to salary sacrifice arrangements. In particular, the proposals
from earlier this year to limitthe tax and NICadvantages from salary
sacrifice arrangements in conjunctionwith benefits will be
implemented from April 2017.

Although we awaitthe details, it appears that thereis a partial
coneession to alls made by Grant Thornton UK and others to
exempt the provision of cars from the new rules (to protect the car
industry). Therefore, the changes will apply to all benefits other than
pensions (indudingadvice), childcare, Cyde to Work schemesand
ultra-low emission cars.

Arrangementsin place before April 2017 for cars, accommodation and
school fees will be protected until April 2021, with others being
protected until April 2018.

These changes will be im plemented from April 2017.

Asyou can see, thereis a limited opportunity to continue with salary
sacrifice arrangements andaneed also to consider the choice between
keeping such arrangementsin place — which maystillbe benefidal — or
withdrawing from them.

Page 25 of 114

Grant Thornton update

Issues to consider

o Interimand temporaty staff
engaged through an intermediary
or PSC

S Where usingagendes ensure
they’re UK based and operating
PAYE

J Update on-boarding /
proairementsystems, proaesses
and controls

. Additional take on chedks and
staff training / communications

0 Review of existing PSC contractor
populationbefore April 2017

. Consider moving long term
engagements onto payroll

0 Review the benefitsyou offer -
particularlyif you havea flex
renewal coming up

c Consider your overall Reward and
Benefit strategy

c Consider your Employee
communications
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Brexit

Planning can help organisations
reduce the impact of Brexit

The High Courtruling that Patrliament should have a say
before the UK invokes Artide 50 of the Lisbon Treaty —
which triggers up to two years of formal EUwithdrawal talks
—will not, in our view, impact on the final outcome. There
appears to bea general political consensus thatBrexit does
mean Brexit, but we feel there could be slippage beyond the
original timetable which expected to see the UK leave the EU
by March 2019.

2017 elections in The Netherlands (March), France
(Aptil/May),and Germany (October/November) will
complicate the Brexit negotiation process and timeline at a
time when Brexit is more important for the UK thanitis for
the remaining 27 Member States.

The question still remains, what does Brexit look like?

While there may be acceptance amongpolitidans that the UK
is leaving the EU, there s far from anyagreement onwhat
our future relationship with the continentshould be.

So, what do we expect based onwhathas happened so far?

Existing EU legislation will remain in force

Weexpect that the Government willintroduce a “Repeal
Adt” (repealing the European Communities Act of 1972
that broughtusinto the EU) in early 2017.

As well as undoing our EU membership, thiswill transpose
existing HU regulations and legislationinto UK law. We
welcome this recognition of the fact that so much of UK
law is based on EU rules and that trying to unpick these
would notonly take many years but also create additional
uncertainty.

© 2017 Grant Thornton UK LLP. All rights reseved.

Taking back control is a priority

Ttappears that the top ptiotity for government is 'taking
badk control', spedfically of the UK's borders. Ministers
have set out proposals ranging from redudng our
dependence on foreign doctors or cutting overseas student
numbers. The themeis dear: net migration must fall.

Leaving the Single Market appearslikely

The toneand substance of Governmentspeeches on Brexit,
coupled with the wish for tighter controls on immigration
and regulation, suggesta future where the UK enjoys a
much mote detached relationshipwith the EU.

The UK wants a'bespokedeal'. Given the rthetoric coming
from Europe, ourview is that this would signal an end to
the UK's membership of the Single Market. With seemingly
no appetite to amend the four key freedoms required for
membership, the UK appears headed fora so-called 'Hard
Brexit" Itis possible that the UK will seck a transitional
arrangement, to give time to negotiate the details of our
future trading relationship.

This is of course, all subject to change, and, politics,
espedally at the moment, moves quickly.

Where does this leave the publicsector?

The Chancellor has acknowledged the effect this mayhave
oninvestmentand signalled his intention to supportthe
economy, delaying plans to get the publicfinances into

surplus by2019/20.

We expect that there will be some additional government
investmentin 2017, with housing and infrastructure being the
most likely candidates.

Clarityis a long way off. However, publicsector organisations
shouldbe planningnow for making a success of a hard
Brexit, with a foaus on:

Page 26 of 114
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For regular updates on Brexit,
please see our website:

Staffing — organisations should begin preparing for
possible restrictions on theirability to recruit migrant
workers and also recognise that the UK maybe a less
attractive place for them to live and work. Non-UK
employees might benefit from a degree of reassurance as
our expectation is that thosealready here will be allowed to
stay. Employees on short term or rolling contracts might
find it more difficult to stay over time.

Financial viability — public sector bodies should plan
how they will overcome any potential shortfalls in funding
(e.g. grants, research funding orreduced student numbers).

Marketvolatility — for example pension fund and
charitable fundsinvestments and future treasury
management considerations.

International collaboration — perhaps ajoint venture or
PPP scheme with an overseas organisation orlinked
research projects.
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Income generation

Local governmentis underimmense finandal pressure to
do morewith less. The 2015/16 spending review is forecast
to resultina £13 billion funding hole by 2020 that

requires With further funding defidts still looming,income
generation is increasingly an essential part of the solutionto
providing sustainablelocal services, alongside managing
demand reductionand cost effidency of service

delivery. This report shares theinsightsinto howand why
local authorities are reviewing and developing their
approach to income generation .

Our new research onincome generation which indudes our
CFO Insightstoo suggests that:

% ooundls are increasingly using income generation to
diversify their funding base, and are commerdalisingin a
variety of ways. This ranges from fees and charges
(household garden waste, car parking, private use of
publicspaces), asset management (utilities, personnel,
advertising, wifi concession license) and company spin-
offs (housing, energy, local challenger banks), through to
treasury investments (real estate development,solar
farms, equityinvestment).

¢ theideal scenatio to commerdaliseis investing to earn
with a finandal and sodal return. Coundls are now
striving to generateincomein way which achieves
multiple strategicoutcomes for the same spend;
examining options to balance budgets while
simultaneously boosting growth, supporting vulnerable
communitiesand protecting the environment.

© 2017 Grant Thornton UK LLP. All rights reseved.

% stronger ommerdalisation offers real potential for
coundls to meet revenue and strategicchallenges for
2020 onwards. Whilstthere ate examples of good
practice and innovation, thisopportunityis not being
fully exploited across the sector due to an absence ofa
holisticand integrated approach to corporate strategy
development (acommon vision for success,
understanding current performance, selecting
approptiate new opportunities, the capadty and culture
to deliver change).

Our report helps local authorities maximise their ability to
generate income by providing:

* Case studyexamples
* Local authority spendanalysis
* Examples ofinnovative finandal mechanism

* Critical success factors to consider
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Challenge question:

« Have you read our income
generation report? '
Is your council actively
exploring options to generate
income?

OurlIncomegeneration report was published on
Thursday 2 March, hard copies are available from
your team and via link:

http:/ /www.grantthornton.co.uk/en/insights/ the-
income-generation-report-local-lead ers-are-ready-to-

be-more-commerdal/ i,
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Boards of the future

Background

Boards of the future: steering organisations to thrive is a report from Grant Thornton
International that draws on our International Business Report for 2016 plus
data and interviews from Grant Thomton teams around the world.

The report recognises that successful organisations in any sector are the ones
that manage challenges and adapt to the changing world around them. It notes
that over half of the top hundred biggest companies in the world in 1912 had
disappeared by the late 1990s.

How do organisations ensure they survive, adapt and ultimately thrive?
Fundamental to the answer is good corporate governance. And although this is
nothing new, it is arguably more pertinent now than ever.

The report found:

* The best organisations keep their eyes on the challenges and opportunities
coming into view, adapting to the changing world to remain relevant. They
anticipate potential hazards and react accordingly.

* The demands of boards are changing, boards can take a lead in being
proactive and nimble in navigating organisations through uncertain waters.

* Nearly half of the International Business Report (IBR) business leaders
surveyed believe that developing and reinforcing culture should be a focus
for boards over the next ten years.
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Grant Thornton publications

What will the successful board of 2025
look like?

This is an intriguing question which will inevitably vary across sectors and
geographic areas. Although governance structures differ across organisations,
the demands of senior leaders and decision makers are surptisingly similar.

In regions where there is a more developed assurance and governance approach
the focus is likely to be on boosting competitiveness and managing risks. From a
public sector perspective, competitiveness means delivering relevant, user
focused services— often working alongside others— that are economic, efficent
and effective.

Potential development areas across all sectors are:

* strategic planning horizons — taking a longer term view and avoiding
'knee-jerk' reactions;

* sustainability — from an economic and natural resources perspective;

* corporate culture — ensuring customer expetrience matches the
organisation's aspirations; and

* digital expertise — embracing technology, reacting to
change and innovating to improve service delivery.

To achieve these, the report suggests that the key
strands of focus are diversity and digital.
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Boards Of th@ fUIU,I'G Grant Thornton publications

Diversity Digital

The report recognises: There is universal acknowledgement that digital expertise is required for
boards. But those with the relevant board credentials have often not grown up

*  Greater diversity on a board widens its peripheral vision, allowing threats . .
v perp & with the technology or are not alert to the rapid changes and developments.

and opportunities to be spotted earlier.
Big data, advanced analytics and automation can suppott organisations to
develop. It is essential for all board members to embrace the digital agenda

and, using relevant expertise where necessary, to spot the challenges and
* Board diversity should be aligned with service users and reflect opportunities of the future.

* Thereis a need for diversity of experience on boards, which is critical to
ensure a spread of ideas.

organisational culture. o )
How can boards enhance digital capacity?

How can boards ensure appropriate diversity? o o .
* Collaborate with digital experts to understand digital innovations and how

* Identify skill gaps and widen the pool of talent and experiences to ensure they can be harnessed.

th, filled.
escare i e As well as boosting digital expertise on the board, make the most of

* Recognise that some challenges and opportunities of the future will be less external advice.

visible, particularly to homogenous boards. T . . .
e Assess the ways your organisation is using data to drive strategies; could it

* Investin mentoring schemes. be doing more?

* Recognise that to ensure the best talent is identified and nurtured, the net

needs to be cast as widely as possible.
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© 2017 Grant Thornton UK LLP. All rights reserved. 20



Grant Thornton

An instinct for growth

© 2017 Grant Thornton UK LLP. Allrights reserved | Draft

‘Grant Thornton’ ref ers to the brand underwhich the Grant Thornton member firms
provide assurance, tax and advisory sewices to their clients and/or refers toone or
more member firms, as the context requires.

Grant Thornton UK LLP is a member firm of Grant Thornton International Ltd
(GTIL).GTIL and the member firms are not a worldwide partnership. GTIL and each
member firmis a separate legal entity. Sewvices are delvered by the member firms.
GTIL does not provide services to clients. GTIL and its member firms are not agents
of,, and do not obligate, one another and are not liable for one another’s acts or
omissions.

grantthornton.co.uk
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O Grant Thornton

Grant Thornton UK LLP
4 Hardman Square

Blackburn with Darwen Borough Council, e
Spinningfields
Town Hall, Manchester
Blackburn, T 4401619536900
. +
Lancashire BB1 7DY www.grant-thornton.co.uk

11 April 2017

Dear Members of the Audit Committee,

Audit Plan for Blackburn with Darwen Borough Council for the year ending 31 March 2017

This Audit Plan sets out for the benefit of those charged with governance (in the case of Blackburn with Darwen Borough Council, the Audit Committee), an overview of
the planned scope and timing of the audit, as required by International Standard on Auditing (UK & Ireland) 260. This document is to help you understand the
consequences of our work, discuss issues of risk and the concept of materality with us, and identify any areas where you may request us to undertake additional procedures.
It also helps us gain a better understanding of the Council and your environment. The contents of the Plan have been discussed with management.

We are required to perform our audit in line with Local Audit and Accountability Act 2014 and in accordance with the Code of Practice issued by the National Audit Office
(NAO) on behalf of the Comptroller and Auditor General in April 2015. Our responsibilities under the Code ate to:

-give an opinion on the Council's financial statements; and

-satisfy ourselves the Council has made proper arrangements for securing economy, efficiency and effectiveness in its use of resources.
As auditors we are responsible for performing the audit, in accordance with International Standards on Auditing (UK & Ireland), which is directed towards forming and
expressing an opinion on the financial statements that have been prepared by management with the oversight of those charged with governance. The audit of the financial
statements does not relieve management or those charged with governance of their responsibilities for the preparation of the financial statements which give a true and fair

view.

The contents of this report relate only to the matters which have come to our attention, which we believe need to be reported to you as part of our audit planning process.
Itis nota comprehensive record of all the relevant matters, which may be subject to change. In particular we cannot be held responsible to you for reporting all of the risks
which may affect the Council or all weaknesses in your internal controls. This report has been prepared solely for yourbenefit. We do not accept any responsibility for any
loss occasioned to any third party acting, or refraining from acting on the basis of the content of this report, as this report was not prepared for, nor intended for, any other

purpose.
We look forward to working with you during the course of the audit.

Yours sincerely

Karen Murray Page 32 @f.114 ..

GrantThornton UK LLPis a limited liability parthership registered in England and Wales:No.0C307742. Registered office: Grant Thornton House, Melton Street, Euston Square,London NW1 2EP.
A list of membersis available fromour registered office. GrantThornton UKLLP is authorised and regulated bythe Finandal ConductAuthority.

Engagement Lead GrantThornton UKLLP is amember firm of GrantThornton In ternational Ltd (GTIL). GTIL and the member firms are nota worldwide partnership. Services are delivered by the member firms. GTIL and
its member frms are notagentsof, and do notobligate, one another and are notliable for one another’sacts or omissions. Please see grant-thornton.co.uk for further details.
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Understanding your business and key developments

Highw ays network asset (HNA)

On the 14 November, 2016 CIPFA/LASAAC announceda
deferral of measuring the Highways Network Asset at
Depreciated Replacement Cost in local authority financial
statementsfor 2016/17. Thisdeferral isdue to delaysin
obtaining updated central ratesforvaluations.

CIPFA/LASAAC reviewed thisposition atitsmeeting in March
2017 with a viewto implementation in2017/18. It decided that
currently, and in particularly inthe absence of central support

for key elementsof the valuation, the benefitsare outweighed
by the costs of implementation.

Integration with health
sector

The responsibilitiesof local
government now include
public health.Pooled budgets
including the Better Care
Fund (BCF) are operated by
the Council in conjunction with
otherlocal partners. More
widely there isa recognition of
a need for closer working with
health partnersto deliverthe
right health and social care to
the people of Blackburn and
Darwen

In-sourcing of back office
services

The Council’s15-year
strategic partnership with
Capita ended on 30 June
2016. From January 2016
the Council beganthe
process of bringing the
majority of the previously-
outsourced financial
systems backin-house.
Staff have transferred to
the Council from Capita on
a phased basis since
January 2016.

Autumn Statement

The Chancellor detailed plans
inthe Autumn Statement to
increase funding for Housing
and Infrastructure, and further
extend devolved powersto
Local Authorities.

The demand and cost
pressures on adultand
children'ssocial care continue
to provide a challenge across
the sector. Thisisreplicatedin
Blackburn with Darwen
although significant workis
being done to managethe
position, including using
external support to identify
opportunitiesto transform
services.

The pressures on adult social
care were recognised in the
spring 2017 Budget which
announced additional funding
of £2bn overthe next three
years to the local government
sector.

Financial Position

The Council hasseta
balanced budget for
2017/18 and haskeptits
medium term financial
plan underreview
throughout the year.

The Council knowsthat
urgentaction must be
taken to reduce the
medium term funding gap
through itssavings
programme. This
programme hasdesigned
savings by undertaking a
comprehensive workforce
review and implementing
alternative delivery
modelsto enhance
service provision.
Alongside reducing cost,
in December2016 the
Council setitself a target
to generate additional
income of £4.1M peryear
by 2019/20.

CIPFA Code of Practice 2016/17 (the Code)

Changesto the Codein 2016/17 reflect aimsofthe 'Telling
the Story' project, to streamline the financial statementsto
be more in line with internal organisational reportingand
improve accessibility to the reader of the financial
statements.

The changesaffect the presentation of the Comprehensive
Income and Expenditure Statement and the Movementin
Reserves Statements, ssgmental reporting disclosuresand
anew Expenditureand Funding Analysisnote hasbeen
introduced. The Code also requiresthese amendmentsto
be reflected in the 2015/16 comparativesthrough a prior
period adjustment.

Earlier closedown

The Accountsand Audit Regulations2015 require councils
to bring forward the approval and auditof financial
statementsto 31 July by the 2017/2018 financial year.

Implementation of New Financial Ledger

The Council’sfinance and IT teamsrecently completed a
major project to install a new financial ledger system. The
newledgerwentlive on 1 April2016. The installation has
been accompanied by a programme of training for finance
and non finance-staff to ensure the Council can obtain
maximum benefitfrom the new system. The old ledger
system will be used to prepare the 2016-17 financial
statements.

Our response

We aim to complete all our substantive auditworkof your financial statementsby 4 August 2017 based on an expectation thatthe draft accountswill be providedto usin early June 2017.
As part of our opinion on yourfinancial statements, we will consider whether your financial statementsaccurately reflect the financial reportingchangesin the 2016/17 CIPFA Code.

We will review the Council'sprogress in delivering the schemesset out in its savings programmes.

We will considerwhetherthe Council'smedium termfinancial strategy hasbeen update a@ﬂ&r%éélﬂf) rl\f]edetdevelopments locally or nationally whichmightimpact on the assumptionsbuiltinto the

strategy.

We will document any changesthe Councilhasmade to itsaccounting systems, processes and controlssince the systems have been broughtin-house.
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Materiality

In performing ouraudit, we apply the concept of materiality, followingthe requirements of International Standard on Auditing (UK & Ireland) (ISA) 320: Materiality in planning and
performing an audit. The concept of materialityis fundamental to the preparation of the finandal statementsand the audit process and applies not only to the monetary misstatements but
also to disdosure requirementsand adherence to acceptable accounting practice and applicablelaw. An item does not necessarily have to belarge to be considered to have a material effect on
the finandal statements. Anitem may be considered to be material by nature, for example, when greater predsion is required (e.g. senior manager salaries and allowances).

Wedetermine planning materiality (materiality for the finandal statements as a whole determined at the planning stage of the audit) in order to estimate the tolerablelevel of misstatementin
the finandal statements, assist in establishing the scope of ouraudit engagement and audit tests, calaulate sample sizes and assistin evaluatingthe effect of known and likely misstatements in
the finandal statements.

Wehave determined planning materiality based upon professional judgementin the context of our knowledge of theCoundl. In line with previous years, we have calculated finandal
statements materiality based on a proportion of the gross revenue expenditure of theCoundl. For purposes of planning the audit we have determined overall materiality to be £8,729k (being
2% of gross revenue expenditure as reported in the audited 2015-16 finandal statements). In the previous year, we used the samelevel of materiality as that proposed forour2016/17 audit.
Ourassessment of materiality is kept under review throughout the auditprocess and we will advise you if we revise this during the audit.

Under ISA 450, auditors also set an amountbelow which misstatements would be dearly trivial and would not need to be accumulated or reported to those charged with governance because
we would not expect that the acumulation of such amounts would have a material effect on the finandal statements. "Trivial"matters ate deatly inconsequential, whether taken individually
or in aggregate and whetherjudged byany criteria of size, nature or draumstances. We have defined the amountbelow which misstatements would be dearly trivial to be £4306k.

ISA 320 also requires auditors to detetmine separate, lower, matetiality levels where there are 'particular dasses of transactions, account balances or disdosutes for which misstatements of
lesser amounts than materiality for the finandal statements as awhole could reasonably be expected to influence the economicdedsions of users'. We have identified the following items
where separate materiality levels are appropriate:

Balance/transaction/disclosure Explanation Materiality level

Related Party Transactions The Council conducts its business using public funds. The Related Party £20,000
disclosures ensures that the Council discloses in full any transactions that
have occurred withrelated parties. This ensures that the Council is open
about whoit does business withand counters any allegations or suspicion
of nepotism on the part of management, members or those charged with

governance.
Disclosures of senior manager salaries and Due to public interest in these disclosures and the statutory requirement for | £20,000
allow ances in the remuneration report them to be made.

Misstatements, including omissions, are considered to be material if they, individually or in the aggregate, could reasonably be expected to influence the economic decisions of users
taken on the basis of the financial statements; Judgements about materiality are made in light of surrounding circumstances, and are affected by the size or nature of a

misstatement, or a combination of both; and Judgements about matters that are imaterial ic uzorz of the financial statements are based on a consideration of the common financial
information needs of users as a group. The possible effect of misstatements on specitic individual users, whose needs may vary widely, is not considered. (ISA (UK and Ireland)

320)
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Significant risks identified

An audit is focused on risks. Significant risks are defined by ISAs (UK and Ireland) as risks that, in the judgement of the auditor, require special audit consideration. In
identifying risks, audit teams consider the nature of the risk, the potential magnitude of misstatement, and its likelihood. Significant risks are those risks that have a higher

risk of material misstatement.

Significant risk Description

Therevenue cycle Under ISA (UK and Ireland) 240 there is a presumed
includes fraudulent risk that revenue streams may be misstated due to the
transactions improper recognition of revenue.

Management over- Under ISA (UK and Ireland) 240 there is a non-

ride of controls rebuttable presumed risk that the risk of management

over-ride of controls is present in all entities.

Audit procedures

Having considered the risk factors set out in ISA 240 and the nature of the revenue streams at
Blackburn w ith Darw en Borough Council, w e have determined that the risk of fraud arising from
revenue recognition can be rebutted, because:

« there is little incentive to manipulate revenue recognition;
* opportunities to manipulate revenue recognition are very limited; and

+ the culture and ethical framew orks of local authorities, including Blackburn w ith Darw en
Borough Council, mean that all forms of fraud are seen as unacceptable

Therefore w e do not consider this to be a significant risk for Blackburn w ith Darw en Borough
Council.

Work completed to date:
e Review of accounting estimates, judgements and decisions made by management; and

e Review of journal entry process and selection of unusual journal entries for testing back to
supporting documentation.

Further work planned:

e Review of accounting estimates, judgements and decisions made by management to identify
any estimate, judgments and decisions not captured during the planning phase of the audit;

e Review of journal entry process and selection of unusual journal entries for testing back to
supporting documentation for periods not covered as part of the interim visit, particularly year-
end journals; and

e Review of unusual significant transactions.

"Significant risks often relate to significant non-routine transactions and judgemental matters. Non-routine transactions are transactions that are unusual, due to either size or
nature, and that therefore occur infrequently. Judgemental matters may include the development of accounting estimates for w hichthere is significant measurement

uncertainty." (ISA (UK and Ireland) 315) . In making the review of unusual significant ransactions "tiie auditor shall treat identified significant related party transactions outside
the entity's normal course of business as giving rise to significant risks." (ISA (UK and Ireland) 550)
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Significant risks identified (continued)

Significant risk

Valuation of pension fund net
liability

Valuation of property, plant and
equipment

Description

The Council's pension fund asset
and liability as reflected in its
balance sheet represent a
significant estimate in the financial
statements.

The Council undertakes a rolling
programme of revaluations of land
and buildings. The approach taken
to determine the carrying value of
Property, Plant and Equipment in
the Balance Sheet represents a
significant estimate by management
in the financial statements.
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Audit procedures

Work planned:

We w ill identify the controls put in place by management to ensure that the pension fund liability is not
materially misstated. We willalso assess w hether these controls w ere implemented as expected and
w hether they are sufficientto mitigate the risk of material misstatement.

We will review the competence, expertise and objectivity of the actuary w ho carried out your pension
fund valuation. We will gain an understanding of the basis on w hich the valuation is carried out.

We will undertake procedures to confirm the reasonableness of the actuarial assumptions made.

We will review the consistency of the pension fund asset and liability and disclosures in notes to the
financial statements w ith the actuarial report from the Council's actuary.

Work planned:

Identification of controls put in place by management to ensure that the carrying value of property, plant
and equipment is not materially differentfrom fair value at year end and undertake an assessment of

w hether these controls are implemented as expected and w hether they are sufficientto mitigate the risk
of material misstatement;

Review of management's processes and assumptions for the calculation of the estimate;
Review of the competence, expertise and objectivity of any management experts used.
Review of the instructions issued to valuation experts and the scope of their w ork;

Sample testing to obtain assurance over the accuracy of valuations recorded in the Asset Register by
tracing the valuations in the asset register back to reports received fromthe valuer;

Discussions w ith the valuer about the basis on w hich the valuation is carried out and challenge of the
key assumptions;

Review and challenge of the information used by the valuer to inform their valuations to ensure it is
robust and consistent w ith our understanding; and

Evaluation of the assumptions made by management forthose assets not revalued during the year and
how management has satisfied themselves that these are not materially different to carrying value.
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Other risks identified

Reasonably possible risks (RPRs) are, in the auditot's judgement, other risk areas which the auditor has identified as an area where the likelihood of material misstatement
cannot be reduced to remote, without the need for gaining an understanding of the associated control environment, along with the performance of an appropriate level of

substantive work. The risk of misstatement for an RPR or other risk is lower than that for a significant risk, and they are not considered to be areas that are highly
judgemental, or unusual in relation to the day to day activities of the business.

Reasonably
possiblerisks

Operating
expenses/
Creditors

Employee

remuneration

Description of
risk

Creditors are
understated or not
recorded in correct
period

Employee
remuneration costs
are understated

Audit procedures

Work completed to date:

* We have review ed the systems and controls that the Council has in place to pay suppliers and record expenditure incurred; and
*  We have walked through controls relevant to the risk identified.

Work planned: .

*  We will undertake testing of a sample of payments made by the Council after the year-end to obtain assurance over the completeness
of the Council's accruals; and

*+  We will test a sample of creditors and accruals recognised in the Balance Sheet to ensure these properly reflectthe Council's liabilities
at the year-end.
Work completed to date:

e We have review ed the systems and controls that the Council has in place to ensure that its employees are paid the correctamount
based on hours worked and their contractual entitlement, including arrangements to accrue for amounts outstanding but not yet paid at
the year-end.

e We have walked through the controls the Council has in place in relation to this risk.
Work planned:

e Documentation and w alkthrough of the systems and processes operated by Capita w hich are relevant to this risk. Capita provide
payroll services to some of the schools in the Borough.

e We willcomplete substantive testing of significant year end payroll accruals.

e We will perform analytical procedures to identify any discrepancies in monthly payrolls and consideration as to w hether payroll
expenditure is in line with our expectations based on supporting evidence.

e We will test the reconciliation betw een the payroll system and the amounts recorded in the general ledger and financial statements.

"In respect of some risks, the auditor may judge that it is not possible or practicable to obtain sufficient appropriate audit evidence only from substantive procedures. Such risks may
relate to the inaccurate or incomplete recording of routine and significant classes of fransa“ticrs oi ziccount balances, the characteristics of w hich often permit highly automated

processing w ith little or no manual intervention. In such cases, the entity’s controls over such risks are relevant to the audit and the auditor shall obtain an understanding of them."
(ISA (UK and Ireland) 315)
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Other risks identified (continued)

Other risks Description of risk

Changes to the presentation of local | CIPFA has been w orking on

authority financial statements the Telling the Story’ project,
for w hichthe aim was to
streamline the financial
statements and improve
accessibility to the user and
this has resulted in changes to
the 2016/17 Code of Practice.

The changes affectthe
presentation of income and
expenditure in the financial
statements and associated
disclosure notes. A prior
period adjustment (PPA) to
restate the 2015/16
comparative figures is also
required.
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Audit procedures

Work planned

We will document and evaluate the process for the recording the required financial reporting changes to
the 2016/17 financial statements.

We will review the re-classification of the Comprehensive Income and Expenditure Statement (CIES)
comparatives to ensure that they are in line with the Authority’s internal reporting structure.

We w ill review the appropriateness of the revised grouping of entries w ithin the Movement In Reserves
Statement (MIRS).

We w ill test the classification of income and expenditure for 2016/17 recorded w ithin the Cost of Services
section of the CIES.

We will test the completeness of income and expenditure by review ing the reconciliation of the CIES to
the general ledger.

We w ill test the classification of income and expenditure reported w ithin the new Expenditure and
Funding Analysis (EFA) note to the financial statements.

We will review the new segmental reporting disclosures w ithin the 2016/17 financial statements to
ensure compliance with the CIPFA Code of Practice.
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Other audit procedures

Going concern

As auditors, we are required to “obtain sufficient appropriate audit evidence about the appropriateness of management's use of the going concern assumption
in the preparation and presentation of the financial statements and to conclude whether there is a material uncertainty about the entity's ability to continue as a
going concern” (ISA (UK and Ireland) 570). We will review the management's assessment of the going concern assumption and the disclosures in the financial

statements.

Other material balances and transactions

Under International Standards on Auditing, "irrespective of the assessed risks of material misstatement, the auditor shall desigh and perform substantive procedures for
each material class of transactions, account balance and disclosure". All other material balances and transaction streams wil therefore be audited. However, the procedures

will not be as extensive as the procedures adopted for the risks identified in the previous sections but will include:

* Intangibleassets

* Heritageassets

* Assets held forsale

* Cashand cash equivalents
* 'Trade and other receivables

* Borrowings and otherliabilities (longand short term)

* Provisions
* Useableand unusable reserves

* Movementin Reserves Statementand assodated notes

* Statement of aash flows and assodated notes
* Finandngand investmentincomeand expenditure
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Taxation and non-spedficgrants

Schools balances and transactions

New notedisdosutres

Officers' remuneration note

Leases note

Related party transactions note

Capital expenditure and apital finandng note
Finandal instruments note

Collection Fund and assodated notes
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Value for Money

Background Sub-criteria
The Code requires us to consider whether the Council has put in place proper

arrangements for securing economy, efficiency and effectiveness in its use of Informed decision

resources. This is known as the Value for Money (VEM) conclusion. making

The National Audit Office INAO) issued its guidance for auditors on value for

money work for 2016/17 in November 2016. The guidance states that for local

government bodies, auditors are requited to give a conclusion on whether the

Council has proper arrangements in place.

The guidance identifies one single criterion for auditors to evaluate:

In all significant respects, the andited body takes properly informed decisions and deploys

resonrces to achieve planned and sustainable outcomes for taxpayers and local people.

This is supported by three sub-criteria as set out opposite:
Sustainable
resource
deployment
Working with

partners and
other third parties
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Detail

Acting in the public interest, through demonstrating and
applying the principles and values of sound governance
Understanding and using appropriate cost and
performance information (including, where relevant,
information from regulatory/monitoring bodies) to
support informed decision making and performance
management

Reliable and timely financial reporting that supports the
delivery of strategic priorities

Managing risks effectively and maintaining a sound system
of internal control

Planning finances effectively to support the sustainable
delivery of strategic priorities and maintain statutory
functions

Managing and utilising assets effectively to support the
delivery of strategic priorities

Planning, organising and developing the workforce
effectively to deliver strategic priorities.

Working with third parties effectively to deliver strategic
priorities

Commissioning services effectively to support the
delivery of strategic priorities

Procuring supplies and services effectively to support the
delivery of strategic priorities.



Value for Money (continued)

Risk assessment

We have carried out an initial risk assessment based on the NAO's auditor's guidance note (AGNO03). In our initial risk assessment, we considered:

* our cumulative knowledge of the Council, including work performed in previous years in respect of the VEM conclusion and the opinion on the financial statements.
* the findings of other inspectorates and review agencies, including the Care Quality Commission and Ofsted.

* any illustrative significant risks identified and communicated by the NAO in its Supporting Information.

* any other evidence which we consider necessary to conclude on your arrangements.

We have identified significant risks which we are required to communicate to you. These are set out overleaf.

Reporting
The results of our VEM audit work and the key messages arising will be reported in our Audit Findings Report and in the Annual Audit Letter

We will include our conclusion in our auditor's report on your financial statements which we will give by 30 September 2017.
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Value for money (continued)

We set out below the significant risks we have identified as a result of our initial risk assessment and the work we propose to address these risks.

Significant risk

Delivery of the Financial Plan

In February 2016 the Council agreed measures to close the
budget gap of almost £48 million over the period of the
MTFS to 2019/20. Progress has been made during 2016/17
in the implementation of these measures including
development and significant delivery of a savings
programme and increases in income streams.

How ever, the December 2016 revenue monitoring report set
out that the Council continues to face significant financial
pressures and is forecasting an overspend of approximately
£1.683 million across all portfolios for 2016/17.

The delivery of the required savings in 2016/17 and beyond
represent a significant challenge to the Council.

Link to sub-criteria

This links to the Council's arrangements for sustainable

resource deployment and informed decision-making.
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Work proposed to address

We will:

review the detail to support the required savings in
16/17 including financial and budget reporting to
Members

assess the outturn position for 2016/17 and the
budget plans for 2017/18 to 2019/20

meet withkey officers to discuss plans/proposals



Other audit responsibilities

In addition to our responsibilities under the Code of Practice in relation to your financial statements and arrangements foreconomy, efficiency and effectiveness we
have a number of other audit responsibilities, as follows:
*  We will undertake work to satisfy ourselves that the disclosures made in your Annual Governance Statement are in line with CIPFA/SOLACE guidance and
consistent with our knowledge of the Council.
*  We will read your Narrative Statement and check that it is consistent with the financial statements on which we give an opinion and that the disclosures included
in it are in line with the requirements of the CIPFA Code of Practice.
*  We will carry out work on your consolidation schedules for the Whole of Government Accounts process in accordance with NAO instructions to auditors.
* We consider our other duties under the Act and the Code, as and when required, including:
* we will give electors the opportunity to raise questions about your financial statements and consider and decide upon any objections received in relation to
the financial statements;
* issue of a report in the public interest; and
* making a written recommendation to the Council, copied to the Secretary of State
*  We certify completion of our audit.
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Results of interim audit work

The findings of our interim audit work, and the impact of our findings on the accounts audit approach, are summarised in the table below:

Work performed

Internal audit We have completed a high level review of internal audit's overall

arrangements. Our workhas not identified any issues w hichw e wish

to bring to your attention.

We have also review ed internal audit's workon the Council's key
financial systems to date.

Entity level controls We have obtained an understanding of the overall control
environment relevant to the preparation of the financial statements
including:
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Communication and enforcement of integrity and ethical values
Commitment to competence

Participation by those charged w ith governance

Management's philosophy and operating style

Organisational structure

Assignment of authority and responsibility

Human resource policies and practices
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Conclusion

Overall, we have concluded that the internal audit service
provides an independent and satisfactory service to the
Council and that internal audit w ork contributes to an effective
internal control environment

Our review of internal audit w orkhas not identified any
w eaknesses w hich impact on our audit approach.

Our workhas identified no material w eaknesses w hich are
likely to adversely impact on the Council's financial statements



Results of interim audit work (continued)

Work performed Conclusion
Walkthrough testing We have completed w alkthrough tests of the Council's controls Our workhas not identified any w eaknesses w hichimpact on
operating in areas w here w e consider that there is a risk of material our audit approach.

misstatement to the financial statements.

Internal controls have been implemented by the Council in
accordance with our documented understanding.

Journal entry controls We have review ed the Council's journal entry policies and Our work has not identified any w eaknesses w hichimpact on
procedures as part of determining our journal entry testing strategy. our audit approach.
We have not identified any material weaknesses w hich are likely to
adversely impact on the Council's control environment or financial
statements.

Early substantive testing We have undertaken some early testing in respect of the follow ing Our workhas not identified any errors impacting on our audit
transactions recognised in the Council's ledgers forthe period 1 April | opinion
2016 — 28 February 2017:

Housing benefit payments
Non-Pay expenditure
Income from fees and charge

To date our testing had not identified any matters w hichw e need to
report to you.

We have agreed w ith management that wewill select samples and
undertake testing of payroll expenditure in advance of receipt of the
draft statements in order to reduce the volume of testing to be
completed as part of our main post-statements visit.
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The audit cycle

The audit timeline

ey

Key dates:

Audit phases:

Planning

February 2017

Key elements

e Panning meeting with management to
inform audit planning and agree audit
timetable

e |Initial risk assessment to agree audit
risks impacting on our opinion on the
Council's financial statements and our
w orkon value for money

Year end:
31 March 2017

Interim
March — April 2017

Key elements

e Document design effectiveness of key
accounting systems and processes

e Review of key judgements and
estimates

e Early substantive audit testing

e [ssue progress report to management
and Audit Committee

e Meeting with Audit Committee to
discuss the Audit Plan

e |[ssue the Audit Plan to management
and Audit Committee

June — August 2017

Close out:
31 July 2017

Final

Key elements

Audit teams onsite to
complete detailed audit testing
Weekly update meetings w ith
management

Review of Value for Money
arrangements

‘Hot review’of the financial
statements

Issue draft Audit Findings to
management

Meeting with management to
discuss Audit Findings
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Audit committee:
19 September 2017

Sign off:
by 30 September 2017

Debrief
October 2017

Completion
September 2017

Key elements

Issue draft Audit Findings to Audit
Committee

Audit Findings presentation to Audit
Committee

Finalise approval and signing of
financial statements and audit report

Submission of WGA assurance
statement

Annual Audit Letter



Audit Fees

Fees

Council audit
Certification of Housing Benefit Subsidy Claim
Total audit fees (excluding VAT)

102,839
14,910
117,749

Our fee assumptions include:

® supporting schedules to all figures in the accounts are supplied by the

agreed dates and in accordance with the agreed upon informatio
request list;

® the scope of the audit, and the Council and its activities, have no
changed significantly;

n

t

® the Council will make available management and accounting staff to

help us locate information and to provide explanations; and

® the accounts presented for audit are materally accurate, supporting

working papers and evidence agree to the accounts, and all audit
queries are resolved promptly.

Grant certification

® OQur fees for grant certification cover only housing benefit subsidy

certification, which falls under the remit of Public Sector Audit
Appointments Limited.

® Teesin respect of other grant work, such as reasonable assurance

reports, are shown under Fees for other services'.
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Fees for other services

Fees for other services detailed on the following page, reflect those agreed at the time
of issuing our Audit Plan. Any changes will be reported in our Audit Findings Report
and Annual Audit Letter.
What is included within our fees
® A reliable and risk-focused audit appropriate for your business
® Feedback on your systems and processes, and identifying potential risks, opportunities
and savings
® Invitations to events hosted by Grant Thornton in your sector, as well as the wider
finance community
® Ad-hoc telephone calls and queries
Technical briefings and updates
® Regular contact to discuss strategy and other importantareas
® A review of accounting policies for appropriateness and consistency
® Annual technical updates for members of your finance team
® Regular Audit Committee Progress Reports
Page 48 of 114
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Independence and non-audit services

We confirm that there are no significant facts or matters that impact on our independence as auditors that we are required or wish to draw to your attention. We have
complied with the Auditing Practices Board's Ethical Standards and we confirm that we are independent and are able to express an objective opinion on the financial
statements.

We confirm that we have implemented policies and procedures to meet the requirements of the Auditing Practices Board's Ethical Standards.

For the purposes of our audit we have made enquiries of all Grant Thornton UK LLP teams providing services to Client Name. The following audit-related services were
identified for the Council for 2016/17:

Fees for other services

Service Fees £ (ex VAT) Planned outputs

Audit related

Certification of 2015-16 Transport Grant 3,875 | We have provided a reasonable assurance report
to the Council in line withthe terms agreed in our
engagement letter

Certification of 2015-16 Regional Grow th Fund 2,100 | We have provided a reasonable assurance report
to the Council and the Department for Business,
Innovation and Skills in line withthe terms agreed
in our engagement letter

Certification of 2015-16 Teachers Pension return 4,200 | We carried out procedures agreed w ith Teachers
Pensions to certify the Council's Teachers
Pensions return.

Non Audit-Related

None

The amountsdetailed are feesagreed to-date for audit related and non-audit services(to be) undertaken by Grant Thornton UK LLP (and Grant Thornton International

Limited networkmember Firms)in the current financial year. Full detailsof all feeschargecﬁrauditigd&n—ajﬁ;tservices by Grant Thornton UK LLP and by Grant
Thornton International Limited networkmember Firmswill be included inour Audit Finding re@@'& na n of the audit.

The above setvices are consistent with the Council's policy on the allotment of non-audit work to yout auditors.
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Communication of audit matters with those charged with governance

International Standard on Auditing (UK and Ireland) (ISA) 260, as w ell as other ISAs (UK
and Ireland) prescribe matters w hichw e are required to communicate w iththose
charged with governance, and w hichw e setout in the table opposite.

This document, The Audit Plan, outlines our audit strategy and plan to deliver the audit,
w hile The Audit Findings willbe issued prior to approval of the financial statements and
w ill present key issues and other matters arising from the audit, together with an
explanation as to how these have been resolved.

We w ill communicate any adverse or unexpected findings affecting the audit on a timely
basis, either informally or via a report to the Council.

Respective responsibilities

As auditor w e are responsible for performing the audit in accordance withISAs (UK and
Ireland), w hichis directed tow ards forming and expressing an opinion on the financial
statements that have been prepared by management w ith the oversight of those charged
w ith governance.

This plan has been prepared in the context of the Statement of Responsibilities of
Auditors and Audited Bodies issued by Public Sector Audit Appointments Limited
(http://w ww.psaa.co.uk/appointing-auditors/terms-of-appointment/)

We have been appointed as the Council's independent external auditors by the Audit
Commission, the body responsible for appointing external auditors to local public bodies

in England at the time of our appointment. As external auditors, w e have a broad remit
covering finance and governance matters.

Our annual workprogramme is set in accordance withthe Code of Audit Practice (‘the
Code") issued by the NAO and includes nationally prescribed and locally determined
w ork (https://w ww.nao.org.uk/code-audit-practice/about-code/). Our w ork considers the

Council's key risks whenreaching our conclusions under the Code.

The audit of the financial statements does not relieve management or those charged with
governance of their responsibilities.

It is the responsibility of the Council to ensure that proper arrangements are in place for
the conduct of its business, and that public money is safeguarded and properly

Our communication plan

Respective responsibilities of auditor and management/those
charged with governance

Overview of the planned scope and timing of the audit. Form, timing
and expected general content of communications

View s about the qualitative aspects of the entity's accounting and
financial reporting practices, significant matters and issues arising
during the audit and w ritten representations that have been sought

Confirmation of independence and objectivity

A statement that we have complied with relevant ethical
requirements regarding independence, relationships and other
matters w hichmight be thought to bear on independence.

Details of non-audit work performed by Grant Thornton UK LLP and
netw ork firms, together with fees charged.

Details of safeguards applied to threats to independence
Material w eaknesses in internal control identified during the audit

Identification or suspicion of fraud involving management and/or
others w hich results in material misstatement of the financial
statements

Non compliance w ithlaw s and regulations

Expected modifications to the auditor's report, or emphasis of matter
Uncorrected misstatements

Significant matters arising in connection withrelated parties

Significant matters in relation to going concern

accounted for. We have considered how the Council is fulfiling these responsibilillaeage 50 of 114
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o Grant Thornton

©2017 Grant Thomton UK LLP. All rights reserved.

'Grant Thomton' means Grant Thomton UK LLP, a limited
liability partnership.

Grant Thomton is a member firm of Grant Thomton Intemational Ltd
(Grant Thomton Intemational). References to 'Grant Thomton' are

to the brand under which the Grant Thomton member firms operate
and refer to one or more member firms, as the contex t requires.
Grant Thomton Intemational and the member firms are not a
worldwide partnership. Services are delivered independently by
member firs, which are not responsible for the services or activities
of one another. Grant Thomton Intemational does not provide
services to clients.

grant-thornton.co.uk
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0 GrantThornton

Louise Mattinson
Director of Finance & I'T
Blackburn with Darwen Council

Grant Thomton UK LLP
Town Hall 4 Hardman Square
Spinningfields
Blackburn Manchester M3 3EB
Lancashire
BB1 7DY T +44 (0)161 953 6900
www grant-thomton.co.uk
22 February 2017

Dear Louise

Certification work for Blackburn with Darwen Council for the year ended 31
March 2016

We are required to certify certain claims and returns submitted by Blackburn with Darwen
Council ('the Council). This certification typically takes place six to nine months after the
claim period and represents a final but important part of the process to confirm the Council's
entitlement to funding.

The Local Audit and Accountability Act 2014 gave the Secretary of State power to transfer
Audit Commission responsibilities to other bodies. Public Sector Audit Appointments
(PSAA) has taken on the transitional responsibilities for HB COUNT issued by the Audit
Commission in February 2015.

We have certified the Housing Benefit subsidy claim under PSAA arrangements for the
financial year 2015/16 relating to expenditure of £55.2 million. The claim is both significant
in value and technically complex and we wish to acknowledge the high level of co-operation
that we received throughout the process from Council staff. Further details of this claim are
set out in Appendix A.

As in previous years, the 2015/16 claim was subject to qualification as our review identified
errors on five cells. The nature of the errors identified was similar to those reported in
2014/15. However, the errors and qualification issues identified in 2015/16 did not reduce
the amount of subsidy claimed by the Council. We include a recommendation for
improvement at Appendix A.

The most significant issue identified by our testing related to Rent Allowances where two
errors out of a sample of 60 cases identified that an incorrect income figure had been used to
calculate benefit. Under the HB COUNT methodology we are required to calculate a sample
error rate (in this case 0.06%) and apply this to the relevant total cell monetary value to
produce an extrapolated theoretical error. We calculated this as £33,141. We reported our
findings to the Department of Works and Pensions (DWP) in line with the requirements of
the methodology. DWP may require the Council to undertake further work or provide
assurances on the errors identified.
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The indicative fee for 2015/16 for the Council is based on the final 2012 /13 certification
fees, reflecting the amount of work required by the auditor to certify the claims and returns in
that year. The scale fee set by the Audit Commission for the Council for 2015/161s £15,413
and that is the amount that we have billed the Council.

Yours sincerely

For Grant Thornton UK LLP
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Appendix A - Details of claims and returns certified for 2015/16

Claim or Value Amended? | Amendment | Qualified? | Comments
return £)

Housing £55,185,142 | No N/a Yes See above.
benefits

subsidy claim

Further findings from certification of housing benefits subsidy

We identified two errors out of a total cell sample of 59 cases in respect of Non- HRA Rent
Rebate where an incorrect eligible rent figure was used to calculate benefit. The error rate for
the sample was 0.02% and this resulted in an extrapolated error of £51.

We identified two errors out of a total cell sample of 59 cases in respect of Non- HRA Rent
Rebate where an incorrect income figure was used to calculate benefit. The error rate for the
sample was 0.1% and this resulted in an extrapolated error of £254.

Recommended actions for officets

Extend the programme of risk based checking to cover all high-risk areas identified in the
2015/16 certification testing
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REPORT to : Audit and Governance Committee

BRIEFING PAPER

LEAD OFFICER: Director of Finance and IT

B LAC KB U R N DATE: 11" April 2017

e

DARWEN

EOROUGH COUNCIL

WARD/S AFFECTED: All

TREASURY MANAGEMENT REPORT - 2016/17

Based on monitoring information for the quarter 1 December 2016 — 28" February 2017

1. PURPOSE
To allow scrutiny of the Treasury Management function.

2. RECOMMENDATIONS
It is recommended that Audit and Governance Committee notes the Treasury Management
position for the period.

3. BACKGROUND

3.1 The Council has previously adopted CIPFA’s latest Code of Practice on Treasury Management
in the Public Services and associated guidance notes. The Treasury Management Strategy for
2016/17, approved at Finance Council on 29th February 2016, complies with both the CIPFA Code
and with current Department for Communities and Local Government (CLG) guidance on
investments (issued March 2010). The CIPFA Code, Investment Guidance issued by CLG and
Audit & Assurance reviews of Treasury Management activities all recommend an enhanced role for
elected members in scrutinising the Treasury Management function of the Council.

3.2 This report summarises the interest rate environment for the three month period and the
borrowing and lending transactions undertaken, together with the Council’s overall debt position. It
also reports on the position against the Treasury and Prudential Indicators established by the
Council.

3.3 A glossary of Treasury Management Terms is appended to this paper.

4. KEY ISSUES

4.1 Interest Rates

Since the Bank of England Bank Rate was reduced to 0.25% in August 2016, market interest rates,
including the cost of government borrowing,chaygfiuciuated, in reaction to political events and
announcements. From a broader perspective, rates have remained at very low levels.
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4.2 Investments Made and Interest Earned

The graph in Appendix 1 shows the weekly movements in totals available for investment, both
actuals to date and projections for the rest of the year (which have been inflated by taking
significant short term borrowing ahead of the year end).

Investments made were mainly in “liquid” (instant access) deposits, either bank “call accounts” or
Money Market Funds (MMFs). Returns on such investments were low, with MMF rates falling
slightly to around 0.24% to 0.22%. Bank accounts continue to yield 0.10 to 0.15%.

For limited periods, funds were also placed with the Government’'s Debt Management Office (at
0.15%). The only other fixed term investments made were:

Start Date End Date Counterparty Amount £ Rate
24-Jan-17 04-May-17 National Counties Building Society 1,000,000 0.35%
22-Feb-17 30-Mar-17 Newport City Council 5,000,000 0.35%

Appendix 2 shows the breakdown of the £27 million invested at the end of the period.

The Council’'s average return over the 3 months was around 0.22% (a little down compared to
0.25% the last quarter), and this will probably continue to fall over the coming months.

For comparison, benchmark LIBID (London Interbank Bid) rates also remained low, falling very
slightly. Average rates for 1 month’s lending were around 0.14%, and for 3 months around 0.25%.

4.3 Borrowing Rates

The cost of long term borrowing through the PWLB (Public Works Loan Board) is linked to Central
Government's own borrowing costs. PWLB rates fell in anticipation of, and following, the Bank Rate
cut and hit new historically low levels, before moving up recently after the US election results.

Average PWLB borrowing rates are historically low. Based on the cost of new “maturity” loan to the
Council, 5 year loans averaged around 1.4% (generally between 1.3 and 1.6%), while loans in the
20 to 50 year range averaged around 2.7% (generally between 2.5% and 3%).

Short term borrowing rates - based on loans from other councils — were also low, as alternative
options for lenders (investment rates) were low. There was a continued slight upward movement
over the period, suggesting some tightening in availability of such funds. By the end of February,
3 month loans usually cost at least 0.45%, and 6 month/ 1 year loans between 0.50% and 0.60%.

4.4 Borrowing and Lending in the 3 month period

The Council’'s CFR (Capital Financing Requirement) is the key measure of the Council’s borrowing
need in the long term. It is
(a) the accumulated need to borrow to finance capital spend (not funded from grants, etc.)
less
(b) the accumulated Minimum Revenue Provision (MRP) charges already made - councils must
make a prudent MRP charge in their accounts each year, to finance their debt -
less
(c) any capital receipts applied to finance outstanding debt.

and therefore tends to increase if capital spend financed from borrowing exceeds MRP.

The Council’s actual long term debt wasPage568arf £75M below the CFR at the start of 2016/17,
and this gap is widening (as CFR increases and long term debt is repaid). The Council has taken
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no new long term borrowing for several years, and is repaying existing debt at maturity, including a
£6M PWLB loan repaid at the end of September 2016.

We are effectively using “internal borrowing” from available revenue cash balances to part cover
this gap. Two benefits of this are:
(a) a net saving on interest (as long term borrowing costs more than investments would earn),
and
(b) fewer funds held, so a lower risk of funds invested being lost.

The rest of the gap is covered by taking enough short term borrowing to ensure that the Council
has sufficient funds to pay its liabilities and commitments, and in anticipating future borrowing
needs.

Over the period, there was an increase in short term borrowing of £16M, as loans of £6M of were
repaid and £22M of new loans (listed below) were taken.

‘ Start Date End Date Counterparty Amount £ Rate
23/12/2016  23/01/2017 Oadby & Wigston District Council 2,000,000 0.27%
09/01/2017  30/06/2017 Gwent Police Authority 2,000,000 0.31%
23/01/2017  23/10/2017 Vale of Glamorgan Council 2,000,000 0.43%
27/01/2017  03/04/2017 London Borough of Brent 6,000,000 0.28%
10/02/2017 10/05/2017 Runnymede District Council 2,000,000 0.30%
15/02/2017 31/10/2017 Swansea City and County 2,000,000 0.35%
28/02/2017  29/08/2017 Kent Police Authority 1,000,000 0.33%
28/02/2017 25/08/2017 Derbyshire County Cncl Pension Fund 5,000,000 0.45%

4.5 Analysis of debt outstanding -

1st December 2016 28th February 2017

£'000 £'000 £'000 £'000
TEMPORARY DEBT
Less than 3 months 0 8,000
Greater than 3 months (full duration) 37,000 45,000
37,000 53,000
LONGER TERM DEBT
Bonds 21,503 21,503
Mortgages 17 17
PWLB 106,125 106,125
Stock & Annuities 258 258
127,903 127,903
Lancs County Council transferred debt 16,325 15,992
Recognition of Debt re PFI Arrangements 69,195 68,680
TOTAL DEBT 250,423 265,575
Less: Temporary Lending - fixed term (1,000) (6,000)
- instant access (17,911) (21,415)
NET DEBT 231,512 238,160
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The key elements of long term borrowing included above are:

(a) £21.5M classed as bonds, borrowed from the money markets, largely in the form of “LOBO”
(Lender Option, Borrower Option) debt. The overall average interest rate paid on this debt is
now around 5%, with individual deals ranging from 4.35% to 7.625%

(b) £206M borrowed from the PWLB at a range of fixed rates, at an overall average rate of
around 4.2%. Loans repayable on maturity range from 3.06% to 7.875%, while EIP (Equal
Instalment of Principal) loans range from 1.94% to 3.77%.

(c) Debt managed by Lancashire County Council after Local Government Reorganisation,
which is repaid in quarterly instalments across the year — charged provisionally at 2%.

(d) Debt recognised on the balance sheet as a result of accounting adjustments in respect of
bringing into use those new school buildings financed through Public Finance Initiative (PFI)
arrangements. The Council’s effective control over and use of these assets is thereby
shown “on balance sheet”, with corresponding adjustments to the debt. This does not add to
the costs faced by the Council Tax payer as these are incurred through the payments made
from the PFI contractor (and are largely offset by PFI grant funding from the Government).

Further loans have also been agreed, by the end of the period, to cover into and across the next
financial year, listed below.

‘ Start Date End Date Counterparty Amount £ Rate
09/03/2017  09/01/2018 Tendring District Council 1,000,000 0.42%
15/03/2017  15/12/2017 Vale of Glamorgan 1,000,000 0.43%
15/03/2017  22/06/2017 Derby City Council 3,000,000 0.40%
15/03/2017 14/06/2017 Bridgend Borough Council 2,000,000 0.40%
20/03/2017  20/09/2017 Kent Police Authority 5,000,000 0.40%
20/03/2017  20/06/2017 Portsmouth City Council 5,000,000 0.40%
31/03/2017  30/06/2017 Vale of White Horse District Cncl 2,000,000 0.40%

4.6 Issues to note in the period

Over the period as a whole net borrowing increased and cash balances built up (as short term
borrowing was taken ahead of year end needs).The Council has taken most of the short term loans
it needs to meet its liquidity requirements. If it appears likely that the short run cost of carrying long
term borrowing would be outweighed by future interest rate increases, some longer term borrowing
may be taken.

Investments will continue to be kept short term, and mainly in liquid deposits.

The Government’s consultation on the future of the PWLB has concluded and it appears likely that
the PWLB - the Board and its Commissioners — will be abolished and their functions be transferred
to the Treasury. It is not expected that there will be any material changes in borrowing
arrangements as a result of this change.

4.7 Performance against prudential and treasury indicators

Appendix 3 shows the current position against the Prudential Indicators set by the Council for the
current year. None of the key indicators have been breached.

Our total borrowing position at 28" February 2017 was £265.6M against our Authorised and
Operational Borrowing Limits (£328.8M and £318.6M respectively) — this is the most significant
Prudential Indicator. Page 58 of 114
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This total debt includes the impact on the balance sheet of the recognition of assets brought into
use that have been financed through PFI. The accounting adjustments are designed to show our
effective long term control over the assets concerned, and the “indebtedness” arising from
financing the cost of them. They do not add to the “bottom line” cost met by the Council Tax payer.

Movements in this Indicator across the year are shown as the first graph in Appendix 4.

4.8 Interest risk exposures

Our Variable Interest Rate Exposure (see second graph at Appendix 4) ended the period at
around + £37M and remained, across the period, within the limit set at +£43M for 2016/17.
This indicator exists to ensure that the Council does not become over-exposed to changes in
interest rates impacting adversely on its revenue budget. The limit is set to allow for short as well
as long term borrowing, and takes:

(a) all variable elements of borrowing (including short term borrowing — up to 364 days — and any

LOBO debt at risk of being called in the year), which are then offset by

(b) any lending (up to 364 days).
The high level of short term, variable borrowing now being taken increases the risk that the Council
will breach this limit, particularly at the end of this financial year. If there were a breach, this should
be taken as a warning flag, rather than a serious concern.

Our Fixed Interest Rate Exposure remained at around £116M, against the 2016/17 limit of
£223M — this indicator last moved with the PWLB debt repayment made at the end of September.
This indicator is effectively the mirror image of the previous indicator, tracking the Council’s
position in terms of how much of the debt will not vary as interest rates move. The historically low
interest rates prevailing over recent years have led the Council to hold most of its debt in this way.
This limit was set to allow for the possibility of higher levels of new long term, fixed rate borrowing,
which have not been taken.

| 5. POLICY IMPLICATIONS None

6. FINANCIAL IMPLICATIONS
The financial implications arising from Treasury Management activities are reflected in the
Council's overall Budget Strategy, and in ongoing budget monitoring throughout the year.

7. LEGAL IMPLICATIONS
The report is in accordance with the CIPFA code and therefore is in accordance with the Financial
Procedure Rules under the Council’'s Constitution.

| 8. RESOURCE IMPLICATIONS None

| 9. CONSULTATIONS None

10. STATEMENT OF COMPLIANCE

The recommendations are made further to advice from the Monitoring Officer and the Section 151
Officer has confirmed that they do not incur unlawful expenditure. They are also compliant with
equality legislation and an equality analysis and impact assessment has been considered. The
recommendations reflect the core principles of good governance set out in the Council’s Code of
Corporate Governance.
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VERSION: | 0.01

Ron Turvey - Deputy Finance Manager extn 5303

CONTACT OFFICER:
Louise Mattinson - Director of Finance and IT extn 5600

DATE: | 31% March 2017

CIPFA Guidance - CLG Investment Guidance - Council Treasury

BACKGROUND PAPER: Management Strategy approved Finance Council 29" Feb 2016
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Appendix 1
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Investments at end of February 2017 Appendix 2

Call Accounts,

0,
Local Authorities, 131549, 0%

5000000, 18%

Money Market
Funds, 11532903,
42%

Building Societies -
Fixed Term,
1000000, 4%

DMO, 9750000,
36%
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PRUDENTIAL INDICATORS

TREASURY

Performance against Treasury and Prudential Indicators 2016-17 (as approved by Council 29th February 2016)

10

Indicator 2016/17

Local Authority has adopted CIPFA
Treasury Management Code of
Practice

Estimated Capital Expenditure

Estimated total Capital Financing
Requirement at end of year

Estimated incremental impact of
capital investment decisions on
Council Tax

Estimated ratio of financing costs to
net revenue stream

Outturn External Debt prudential
Indicators

Variable Interest Rate Exposure

Fixed Interest Rate Exposure

Prudential limits for maturity
structure of borrowing

Total investments for longer than
364 days

As approved Feb 16

Latest edition of CIPFA TM Code of Practice

adopted March 2012

Current Monitoring

£29.1 Million £38M
£308 Million (incl projections re LCC debt £16M
and accumulated PFI / Lease debt £68.6M)
£0 (Zero after revenue savings allowed for)
17.74% (Main Programme Capital Spend)
LCC Debt 16.0M Borrowing to date £M
PFI elements (no lease) 68.5M LCC Debt 16.0
Remaining elements 229.6M PFI Elements 68.7
Operational Borrowing Limit 314.1M BwD 180.9
Authorised Borrowing Limit  324.1M Total 265.6
£43 Million Exposure to date £37 M
£223 Million Exposure to date £116.4 M
. Actual maturity structure to date
Lower Limit  Upper Limit Period Period
PP (Years) ero £M %
(Years)
0 30% <1 <1 53.8 29.7
0 15% 1-2 1-2 2.6 1.4
0 30% 2-5 2-5 7.2 4.0
0 30% 5-10 5-10 15.8 8.7
25% 95% >10 >10 101.5 56.1
Total 180.9 100.0
£7 Million Page 63 of{14NG TERM INVESTMENTS MADE

Appendix 3

Commentary

LCC debt and BSF PFI debt witll
both fall across the year, as debt
payments are made

Limit not breached during the year

Limit not breached during the year

Limit not breached during the year

includes Short term borrowing



Appendix 4

External Debt
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GLOSSARY OF TERMS

Investment Rates

The interest rates for durations of less than a year are represented by LIBID (London
Interbank Bid Rate), a reference rate measuring levels at which major banks are prepared to
borrow from one another. This is a potential benchmark for the return on the Council’s
investments, though the rates actually available are constrained by the Council’s
investment criteria and largely short term investment horizon, designed to ensure cash is
available when required.

Borrowing Rates

To indicate the potential costs of borrowing to fund the Council’s capital programme, the
reference point is Public Works Loans Board (PWLB) brrowing rates. The benchmark used is
for “Certainty Rate” borrowing of “Maturity” Loans (loans of fixed lump sums, at fixed rates,
over periods from 1 to 50 years).

The PWLB is the statutory body which lends to public bodies from Government resources —
the Government has declared that it will be abolished at some point in the future, but that
the facility for lending at good value will be continued - no date has been proposed for the
change.

PWLB Loans - Fixed rate loans are repayable by one of three methods:

(a) Maturity: half-yearly payments of interest only, with a single repayment of principal at
the end of the term.

(b) Annuity: fixed half-yearly payments to include principal and interest or

(c) EIP (Equal Instalments of Principal): equal half-yearly instalments of principal together
with interest on the balance outstanding at the time.

Certainty Rates - a discount - currently 0.20% - is available on new PWLB borrowing to local
authorities completing an information request on borrowing intentions to Central
Government

Current PWLB rates have no impact so long as no new longer term borrowing is taken, as all
the Council's existing long term debt is at fixed rates.

LOBO - LOBO stands for Lender Option, Borrower Option. It means that the lender can
increase the interest rate, which gives the borrower the option to repay the loan in full
without penalty fees. Public bodies used to be only able to borrow money through
government Public Works Loan Board (PWLB) loans, however borrowing from banks in the
form of LOBOs was permitted from the early 2000s. LOBOs were made available with low
rates (cheaper than then available PWLB rates) so they appeared to be an attractive
alternative.

LOBOs have provoked criticism because of high initial profits to the lender from day one,
and high subsequent interest rates. It is difficult to exit LOBO loans early unless the lender is
in agreement, so they are less flexible, and there is a risk that if/when they are "called", the
borrower may find itself having to refinance debt at high rates.
This Council always limited the scale of LOBO borrowing taken, so that it formed part of an
overall balanced debt portfolio, while bringing the advantage of iniital lower rates.
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PFI - The private finance initiative is a way of creating "public—private partnerships" (PPPs)
by funding public infrastructure projects with private capital.

BSF - Building Schools for the Future (BSF) was the name given to Central Government's
investment programme in secondary school buildings in England in the 2000s. In Blackburn
with Darwen, the schools funded through this scheme are Witton Park High School,
Blackburn Central High School and Pleckgate High School.

Prudential Indicators

Prudential Indicators are established mainly to allow members to be informed of the impact
of capital investment decisions and to establish that the proposals are affordable, prudent
and sustainable. In addressing the debt taken on by the Council, the indicators also deal
with treasury issues, in particular the absolute level of debt being taken on (through the
Authorised and Operational Borrowing Limits).

It should be noted that a "breach" of a prudential indicator is not necessarily a problem for
the Council. Some indicators are more crucial that others, particularly in terms of their
impact. If we spend more on the capital programme in total, that is not necessarily a
problem if it has no adverse revenue consequences, for instance. Similarly, if we breach the
indicator relating to variable interest rate exposure, this can just just point to the balance
of different types of debt taken up (between at fixed or variable interest rates) being
significantly different from that anticipated when the indictor was set.

On the other hand, the Council's ability to borrow from the PWLB is constrained by needing
to remain within the Authorised Borrowing Limit the Council has set for iteself. If it became
necessary to re-shape the Council's overall capital spending and borrowing strategy to the
extent that the original Authorised Borowing Limits were at risk of being breached, it would
be necessary to obtain authority from full Council to change the borrowing limits.

Money market fund — type of fund investing in a diversified portfolio of short term, high
quality debt instruments - provides benefit of pooled investment - assets are actively
managed with very specific guidelines to offer safety of principal, liquidity and competitive
returns - such funds “ring-fenced”, kept fully separate from the remainder of funds
managed by the investment house running the fund.

Council only uses highly rated funds - policy is to limit to those with long-term credit ratings
no lower than A-, but current practice is to only use AAA rated with daily access (like instant
access bank accounts)
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TO: Audit & Governance Committee
Bl
BLAC“I&B RN FROM: Head of Audit & Assurance
DARWEN

EORMUGH COUNCEL

DATE: 11 April 2017

PORTFOLIOS AFFECTED: All

WARDS AFFECTED: All

TITLE OF REPORT: Audit & Assurance - Progress and Outcomes to 28 February
2017

1. PURPOSE
To inform Members of the achievements and progress made by Audit &
Assurance in the period from 1 December 2016 to 28 February 2017.

2. RECOMMENDATIONS
The Committee is asked to:

e discuss, review and challenge the outcomes achieved to 28 February 2017
against the Audit & Assurance Plan, which was approved by Committee on
12 April 2016.

3. BACKGROUND
The internal audit function is required to comply with the Public Sector Internal
Audit Standards (PSIAS).

The PSIAS require the Head of Internal Audit to communicate any significant
governance, risk management and control issues identified to the Audit
Committee during the year. This Progress and Outcomes report complies with
the requirements of the PSIAS by communicating any significant issues that have
been identified during the year.

4. RATIONALE

The Council is required under the Accounts and Audit (England) Regulations
2015 to undertake an effective internal audit to evaluate the effectiveness of risk
management, control and governance processes, taking into account public
sector internal audit standards (PSIASS).

The work undertaken throughout the year is intended to ensure that:
e at the year end, an objective and independent opinion can be provided
that meets the statutory governance requirements;
e it also demonstrates the effectiveness of the internal audit function; and
e throughout the year, support is provided to Members, Directors and
managers in their particular areas of responsibility.
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KEY ISSUES
Outcomes achieved in the year thus far:

Internal Audit

A summary of the 12 audits completed and finalised since the last report to
Committee are detailed below.

Risk, Control & Assurance Opinion Recommendations
Governance Reviews Environment | Compliance Agreed
Care Act Implementation Adequate Adequate 2
Partnerships N/A Adequate 2
Performance Indicators Adequate Adequate 2
Old Town Hall Stonework | Adequate Adequate 3
Newfield School Adequate Adequate 24
Meadowhead Infants | Adequate Adequate 16
School

Shadsworth Infants | Adequate Adequate 25
School

Sacred Heart RC Primary Limited Limited 28
School

Holy Trinity CE School Limited Limited 30
The Redeemer School Adequate Adequate 21
Section 17 Payments/ Limited Limited 12
Financial Assistance

(Children’s Act 1989)

Social Media Limited Adequate 12

We have provided a brief commentary on the four audit assignments where we
have provided a limited assurance opinion.

Sacred Heart RC Primary School: The final report provided a limited
assurance opinion for both the control environment and compliance. We made
28 recommendations to strengthen arrangements in place across nine of the
eleven areas covered during the visit.  This included six ‘must’ level
recommendations relating to policies (2), expenditure control (1), petty cash (2)
and the bank reconciliation (1).

Holy Trinity CE School: The final report provided a limited assurance opinion
for both the control environment and compliance. We made 30 recommendations
to strengthen arrangements in place across nine of the ten areas covered during
the visit. This included 13 ‘must’ level recommendations relating to policies (2),
budgetary control (1), expenditure control (4), petty cash (2), income collection
and billing (1), bank reconciliation (1), asset control (1) and access rights (1).

Section 17 (Children’s Act 1989) Financial Assistance: Under Section 17 of
the Children’s Act 1989 the Council has a duty to safeguard and promote the
welfare of children in the area who are in need. This includes the provision of
financial assistance where appropriate. The final report provided a limited
assurance opinion for the control environment and compliance. The issues
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noted included the following:

e Relevant forms were either not being consistently with sufficient detail or
not always retained on file;

e There was a lack of controls to prevent duplicate payments, and to ensure
that, where monies had been identified as repayable to the Council, the
debt was managed effectively;

e The use of incorrect budget codes, impacting on budget monitoring; and

e A lack of adequate monitoring arrangements or performance indicators to
manage the additional Challenge to Care monies.

Social Media: The review considered the arrangements in place to maximise the
use of social media, whilst maintaining a safe and professional environment for
the Council and staff. The final report provided a limited assurance opinion for
the control environment. Procedures supporting the Social Media Policy were
inconsistent, with an unclear approach to setting up and managing a social media
account. Monitoring arrangements and incident management procedures also
needed to be clearly defined.

Current internal audit reviews

In addition to the above completed audits, the following reviews are ongoing:

e Private Care Homes Contract Payments

e Budgetary Control
e Efficiency Partner

e Strategic Funding & Bidding

e Highways

e Payroll VFM

e Payroll Core System
e CCTV

e Debtors

e Housing Growth

e Capital Schemes Management

e School Visits

Internal Audit Performance

The Departmental Business Plan includes seven targets to achieve our strategic
aims. The defined targets and actual performance for the latest period
and the previous period are as follows:

Performance Measure Target 20?317 20?62/17
1. Delivery of Priority 1 Audits (Annual) 100% N/A N/A
2. Planned Audits Completed Within Budget 90% 75% 75%
3. Final Reports Issued Within Deadline 90% 100% 100%
4. Follow Ups Undertaken Within Deadline 90% 100% 100%
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10.

11.

5. Recommendations Implemented 90% 89% 70%
6. Client Satisfaction 75% 100% 100%

7. Compliance with PSIAS (Annual) 95% N/A N/A

We have provided a brief commentary on the measures where performance (Q1,
2016/17) has fallen below the agreed target:

2. Planned Assignments Completed Within Budget

Three of the 12 audits (25%) were completed over budget. Holy Trinity (2 days),
and Shadsworth Infants (2 days) were completed by an auditor with less
experience of school systems. In addition, extra time was required for Holy
Trinity due to the issues identified. The Partnership audit (4 days) was delivered
by the assistant auditor (who has now left the Council) who required additional
time to meet the required audit standards.

4. Follow Ups Undertaken within Deadline
We have received responses to the 13 audits (100%) requiring follow up by 28
February.

5. Recommendations Implemented
Of the follow up responses received we were able to identify that 32 (68%) of the
47 recommendations due for implementation on or before 28 February 2017 had
been fully implemented and 10 (21%) partially implemented.
e Civic Hall and Catering — 12 recommendations; nine fully and one partially
implemented, two “should” not yet done. No “must” recommendations
e Homes of Multiple Occupancy Licensing — four recommendations; two
partially implemented. Two not yet done. No “must” recommendations.
e Markets — three recommendations; two done, one not yet implemented. No
“‘must” recommendations

POLICY IMPLICATIONS
This delivery of the Plan leads to the Annual Internal Audit Opinion Report and
this, in turn, contributes directly to the Annual Governance Statement.

FINANCIAL IMPLICATIONS
There are no financial implications arising as a result of this report.

LEGAL IMPLICATIONS
There are no legal implications arising as a result of this report.

RESOURCE IMPLICATIONS
There are no resource implications arising as a result of this report.

EQUALITY & HEALTH IMPLICATIONS
There are no equality or health implications arising as a result of this report.

CONSULTATIONS

Directors
Contact Officer: Colin Ferguson, Head of Audit & Assurance— Ext: 5326
Date: 31 March 2017

Background Papers: Audit & Assurance Plan 2016/17, approved by Audit
Committee on 12 April 2016.
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BOROUGH COUNCIL

, TO: Audit & Governance Committee

BLACKBURN]
will
DARWEN DATE: 11 April 2017

FROM: Head of Audit & Assurance

PORTFOLIOS AFFECTED: All

WARDS AFFECTED: All

TITLE OF REPORT  Audit & Assurance Plan 2017/18

PURPOSE
To inform Members of the planned Audit & Assurance work for the
forthcoming year.

RECOMMENDATIONS
The Committee is asked to:
e approve the 2017/18 Plan (as set out in Appendices A and B);
e approve the revisions to the Internal Audit Charter (as set out in
Appendix C);
¢ note that reports dealing with both progress against the Plan and
outcomes achieved will be submitted to each meeting; and
e note that Plan changes will be reported during the year.

BACKGROUND

Under the Accounts and Audit Regulations 2015 the Council “must undertake
an effective internal audit to evaluate the effectiveness of its risk management,
control and governance processes, taking into account public sector internal
audit standards (PSIASs)’. The PSIASs require the Head of Audit &
Assurance to develop a risk based audit plan taking into account the
requirement to produce an annual internal audit opinion. The plan must
explain how internal audit’s resource requirements have been assessed.

RATIONALE

The Plan and Charter define the scope and the rationale of the approach
being followed. They allow Audit & Assurance, independently, to provide
assurance to managers, the Chief Executive, the Section 151 Officer and
other stakeholders about the effectiveness of controls and the management of
risk. To this Committee, with its responsibility to oversee the effectiveness of
governance arrangements in the Council and in its partnerships, they allow
Audit and Assurance to assist it in this process.

KEY ISSUES
The Plan:
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The Plan defines the scope and reasoning behind the approach being
adopted. Overall, the objectives are:

- to fulfil Audit & Assurance’s own statutory obligations;

- to provide assurance, support and advice to Directors on matters under
their control;

- to support the Section 151 Officer’s statutory obligations to maintain an
adequate and effective audit of the Council’'s accounting records and its
systems of internal control;

- to assist the Audit & Governance Committee in gaining independent
assurance on the Council’s risk management, governance and control
arrangements;

- to report compliance with the PSIAS; and

- to contribute, as part of the Resources Directorate, to the development of
corporate standards.

The Plan itself, as in previous years, is risk-based and the audit methodology
is essentially risk-based auditing.

Consultations:

The Plan, as a whole, is also a product of consultations with Directors and
their Departmental Management Teams (DMTs), which were undertaken in
February/March. Later in 2017/18 further consultations will be held to ensure
that the Plan continues to meets the stated objectives. Any significant changes
to reflect new developments and/or resources will be reported to this
Committee.

Ongoing consultations will take place with Directors and Heads of Service to
ensure that specific Terms of Reference are prepared for each planned audit
to reflect the detailed key risks within each area.

Resources:

Audit & Assurance has had to make adjustments to its staffing establishment
to meet the demands currently placed upon the Council. The audit resources
currently available are considered sufficient to deliver an effective Audit Plan.
The planned resources for the audit function for this year are 676 work-days.
In addition, there are 714 work-days for Risk Management (70), Counter
Fraud (85), Insurance (462) and Financial Support/Other (93).

Internal Audit Charter:
The Internal Audit Charter is requirement of the PSIAS, which became
mandatory from 1 April 2013. The Charter was last re-approved at the Audit
Committee meeting on 15 April 2014. The Charter has been revised and
updated following publication of updated PSIAS in March 2016. The revised
Charter includes extra detail in line with the PSIAS as follows:

e Defining the Internal Audit Mission; and

e Adoption of Core Principles for the Professional Practice of Internal

Auditing.

In addition, the Standards section has been expanded to include the context of
internal audit and definitions of independence and objectivity for internal
auditors. The section dealing with Internal Access Rights has been updated to
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account for any arrangements where the Council works in partnership with
other organisations and there is a role for internal audit.

6. POLICY IMPLICATIONS
This report begins the process that leads to the Annual Governance
Statement for the new financial year. This process assesses the effectiveness
of the Council’s own management of its policy objectives.
7. FINANCIAL IMPLICATIONS
There are no financial implications arising as a result of this report.
8. LEGAL IMPLICATIONS
There are no legal implications arising as a result of this report.
9. RESOURCE IMPLICATIONS
There are no resource implications arising as a result of this report.
10. EQUALITY IMPLICATIONS & HEALTH IMPLICATIONS
There are no equality or health implications arising as a result of this report.
11. CONSULTATIONS
Directors, Deputy Chief Executive, External Audit
Contact Officer: Colin Ferguson, Head of Audit & Assurance - Ext: 5326
Date: 31 March 2017
Background Papers: Audit & Assurance Planning papers; Risk Registers;

2016/17 Audit & Assurance Plan, Strategic Statement
and Internal Audit Charter.
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1.2

1.3

1.4

2.2

Appendix A

Strateqgic Statement Supporting 2017/18 Audit & Assurance Plan

Introduction & Purpose

Under the Accounts and Audit Regulations 2015 the Council is required
to undertake an effective internal audit to evaluate the effectiveness of its
risk management, control and governance processes, taking into
account compliance with the Public Sector Internal Audit Standards
(PSIAS).

The PSIAS define Internal Auditing as:

‘an independent, objective assurance and consulting activity designed
to add value and improve an organisation’s operations. It helps an
organisation accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of risk
management, control and governance processes.’

The PSIAS require the Head of Audit & Assurance to prepare an annual
risk-based internal audit plan which takes into account the requirement to
produce an annual internal audit opinion. This opinion statement is a key
contributor to the Annual Governance Statement which the Chief
Executive and Leader are required to sign off alongside the final
accounts each year.

The annual programme of audit work, as defined within this annual audit
plan, is the basis on which the Head of Audit & Assurance forms an
annual audit opinion on the Council’s risk, control and governance
frameworks.

Scope and Independence

In line with the requirements of the PSIAS, the Head of Audit &
Assurance is responsible for the effective review of all aspects of risk,
governance and internal control throughout the full range of the Council’s
activities.

Audit and Assurance will remain independent of the activities that it
audits to ensure internal auditors perform their duties in accordance with
the statutory guidance, and relevant codes of ethics, and to ensure
impartial, objective and effective professional judgements. Internal
auditors have no operational responsibilities within the Council. Audit &
Assurance has the right of access to all information and records held by
the Council and may seek explanations on any matters from any officer
or Member of the Council without fear or favour.

Standards and Ethics

All internal audit work will be delivered in line with the requirements of
the PSIAS.
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3.2

The Standards contain a mandatory Code of Ethics for all internal
auditors in UK public sector organisations. Individual members of Audit &
Assurance are also bound by the codes of ethics of their respective
professional institutes. They are also required annually to declare that
they comply with the Council’s Code of Ethics for Internal Audit and that
they have no conflicts of interest.

Internal Audit Planning Strategy

The key principles of Audit & Assurance’s approach to audit planning
are:

¢ to deliver an internal audit service that meets the requirements of the
Accounts & Audit Regulations (2015).

e to meet the requirements of the PSIAS (2013) by producing a risk
based audit plan which takes into account the Council’s organisational
strategies, objectives, risks and priorities.

e to focus assurance effort on the most important issues for the Council,
by assessing critical business processes and principal risks, at both
strategic and operational levels.

e to support the Director of Finance & IT and Director of HR, Legal &
Corporate Services in fulfilling their obligations as the Council’s
Section 151 and Monitoring Officers respectively.

¢ to liaise with the external auditor, Grant Thornton, to coordinate the
approach and scope of work so that they can place reliance on the
work of Audit & Assurance in delivering their own programme of work.

e to add value and support senior management in providing effective
internal controls and identifying opportunities for improving value for
money and promoting organisational improvement.

e to consult with key stakeholders to ensure provision of an appropriate
level of assurance within the available resource, accepting that not all
requests can or will be met.

e to provide sufficient flexibility to allow the plan to evolve to meet any
significant emerging risks during the year and to respond where
appropriate to management requests for assistance, advice and
consultancy.

Internal Audit Planning Methodology

The approach to audit planning for 2017/18 has been a risk based
approach in line with the requirements of the PSIAS and has been
prepared following consultation with senior management to establish the
key risks areas faced across the Council. Consideration has also been
given to the areas identified within the Corporate & Departmental Risk
Register, the Departmental Management Accountability Framework
Exception Reports, and review of the outcomes of previous audits,
together with cumulative audit knowledge and experience. Potential audit
areas (the Audit Universe) have been identified and risk assessed
against the following criteria:

o Materiality;
o Legal, Political and Reputational risk;
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o Management priority;

o Internal Control, governance and previously identified issues;
o System stability; and
o Time since previous audit review.

5.2 The annual plan is produced from the Audit Universe and prioritised

6.2

(Level 1-6) to the level of risk associated with each issue. The priorities
have been determined as follows:

e Priority 1 (highest): A corporate risk, strategic governance or
fundamental control review, not subject to a recent satisfactory audit
review (adequate/substantial assurance opinion) within the previous
12 months. Or a grant claim certification, which must be endorsed by
internal audit to comply with the funding requirements of central
government departments. (Red)

e Priority 2: A significant departmental risk, governance, control or
improvement issue identified by Directors and/or their departmental
management teams not subject to a recent satisfactory audit review
(adequate/substantial assurance opinion) within the previous 12
months. (Brown)

e Priority 3: A significant departmental risk, governance or control
issue identified from a review of corporate/departmental risk
registers, MAF returns or Council minutes not subject to a recent
satisfactory audit review (adequate/substantial assurance opinion)
within the previous 12 months. (Orange)

e Priority 4: Other departmental risk, governance or control issue not
subject to a recent satisfactory audit review (adequate/substantial
assurance opinion) within the previous 2 years. (Yellow)

e Priority 5: Other departmental risk, governance or control issue not
subject to a recent satisfactory audit review (adequate/substantial
assurance opinion) within the previous 3 years. (White)

e Priority 6 (lowest): Departmental risk, governance or control issue
removed, no longer applicable or not auditable (Green)

Key Challenges & Opportunities

Transformation of services throughout the Council continues to result in
significant changes to the control framework, and risks can increase as
experienced staff leave the organisation and new and innovative ways of
working are developed and implemented. We need to be aware of the
challenges that face the Council and maintain awareness of these risks.
The audit plan has been developed to provide assurance that basic
governance and control arrangements continue to operate effectively,
minimising the risks of misappropriation, loss and error.

To add value, Audit & Assurance needs to take into account the key
changes affecting the Council. Consequently, the specific challenges
and opportunities facing the Council at the current time have been
considered as part of the planning strategy. Those which are considered
to have a high strategic risk are discussed below together with an outline
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6.3

6.4

6.5

6.6

of how the internal audit programme will contribute to the Council’s
assurance requirements.

Welfare Reform:

The impacts of Welfare Reform are expected to continue through
2017/18. The main risks associated with this are the set up and
administration of the different strands of the reforms as well as the
potential adverse impact on beneficiaries. The Audit Plan includes time
for counter fraud activity to demonstrate the implementation of the
Counter Fraud Strategy 2016/21 through the completion and review of
fraud risk registers and both proactive and reactive counter fraud
initiatives. The Audit Plan also provides for a review of Housing Benefits
to cover the assessment and testing of control procedures following the
transfer of Benefits services back to the Council.

Local Government Finance

Under the Localism Act 2011 proposals for local business rate retention
came into effect from April 2013. The Government is currently
developing mechanisms to move to a 100% Business Rates Retention
scheme by 2020 which will fundamentally change the funding levels for
every Council beyond that date. In addition, as a consequence of the
recent revaluation exercise, the total rates payable in the Borough will
decrease with effect from 2017/18. However, as agreed at the time the
Business Rates Retention mechanism was introduced, in order to
ensure the impact of revaluation is neutral on local authorities. In order
to maximise both council tax and business rate income, the Council
needs to ensure it has robust collection procedures. The 2017/18 Audit
Plan includes reviews of business rates and council tax arrangements,
following the transfer back of Revenue services to the Council during
2016/17.

Health Reform

Central government is continuing with its proposals for greater
integration between health and social care in order to find ways to tackle
unsustainable increases in service demand in future years. The Care
Act 2014 has led to changes in the funding of social care, which will lead
to changes in the assessment process. Internal audit resources will be
involved reviews of adult social care assessments, governance
arrangements for the social determinants of health fund, the
Volunteering/Demand Management Strategy and preparedness for the
new joint Ofsted/Care Quality Commission inspection regime for
children’s Special Educational Needs and Disability (SEND).

Education Reform

There have been changes in national legislation over recent years which
have given schools increased freedoms which will potentially impact on
the business model for the existing educational support services offered
by the Council. The Government is also started the first stages for the
introduction of a new national funding formula for schools, which will
mean that all schools will receive a consistent and fair share of the
schools budget. This will potentially lead to a reduction in funding for
some schools. Reviews of the Council’s maintained schools will continue
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6.7

6.6

to provide assurance that the school budgets are being adequately and
effectively managed.

Growth Agenda

The Council is committed to delivering a more prosperous Borough and
recognises that only by delivering higher rates of economic growth,
whilst improving opportunities and the quality of life for residents, will the
Borough’'s future be secured and sustained. The Local Strategic
Partnership Board (LSP) Plan for Prosperity sets out how the Council
intends to secure greater prospects for the Borough over the next six
years. The planned audit work for 2017/18 will include a review of the
LSP Growth Strategy governance framework.

Capital Investment

The Council’s capital programme includes major commitments, which
require strong project management and effective monitoring to ensure
they are achieved on time and within budget. Failure to deliver against
externally funded schemes could lead to potential overspends, which
could impact on the overall future capital programme and the Council’s
ability to win future funding bids. There will be a project management
review to consider arrangements for managing the Growth Deal funding
that the Council has received, as well as the Heritage Lottery Funded
project for Blakey Moor. Provision has also been included for a review of
MOSAIC (the new Adult Social Care system).

Cateqgories of Internal Audit Work

The overall opinion on the Council’s control framework is derived from a
range of Audit & Assurance work over a number of areas. The work of
the service is broadly categorised as follows:

Planning — a risk based internal audit plan will be created on an annual
basis which will incorporate key risk areas within the Council, in line
with strategic and operational risk registers, and the Council’'s Risk
Management Policy.

Risk-based system audits — one of the main ways that Audit &
Assurance will form a view on the overall control system is by carrying
out reviews of the component systems and processes (e.g. using
process maps that identify risks and controls; drafting system notes)
established within respective business entities. These are commonly
known as risk-based system audits and will allow Audit & Assurance to
assess the effectiveness of internal controls within each system in
managing business risks, enabling a view to be formed on whether
reliance can be placed on the relevant system. This approach will
enable resources to be used in an efficient way, whilst maximising the
benefit which can be derived from it.

Compliance / regularity / establishment / school audits — these audits
are intended to assess if systems are operating properly in practice.
They are typically site-based (establishment) and focus on the
propriety, accuracy and completion of transactions made. The term
‘site’ includes departments, services or devolved units. The audits may
focus on specific systems or cover transactions in all major systems
(not necessarily just financial systems). This will also provide
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information and evidence about the extent, in practice, of compliance
with organisational policies, procedures and relevant legislation.

Key Control Testing — a variation on compliance audit but focusing on a
small number of material or ‘key’ controls that provide assurance on the
completeness and adequacy of the Council’'s accounts. This can
provide the basis for external audit to place reliance on the work of
Audit & Assurance.

Procurement — This will use the risk based methodology to assess
compliance with the Council’s corporate procurement strategy and the
Constitution, with reference, in particular, to major contracts.

Service Reviews / Value for Money — these reviews will use the risk-
based methodology, working often in a multi-departmental team, to
review specific processes. Value for money will be a consideration in
both these and more general audit reviews.

Control Risk Self Assessment — facilitating the review by services of
their own risks and controls in a structured way, for example, via
guestionnaires or workshops. This can service both the requirements
for assurance or as consultancy.

Systems Development Audit — phased review of developing plans and
designs for new systems and processes aimed at identifying potential
weaknesses in control during the development stage, thus minimising
the need for re-working.

Counter Fraud — preventing, detecting and investigating fraud and
corruption is, ultimately, a responsibility of management — as part of
management’s general responsibility for the integrity of the Council’s
activities. Most cases of fraud and corruption exploit the same
weaknesses in systems that, in other circumstances, might have led to
nothing more than a mistake. Internal audit will assist management by:

- verifying management’s arrangements for ensuring systems are
secure against fraud and corruption and report on any weaknesses;

- investigate, using the fraud response plan, cases where there is
evidence of fraud and irregularity;

- when requested, undertake investigations into suspected or alleged
fraud or corruption. These will be conducted in accordance with
statutory requirements, e.g. Police and Criminal Evidence Act,
Regulation of Investigatory Powers Act, Data Protection Act, by
appropriately trained staff;

- review weaknesses revealed by instances of proven fraud or
corruption, including review of National Fraud Initiative (NFI) data
matches to ensure that appropriate action is taken to strengthen
internal control arrangements;

- verify that the risk of fraud and corruption is specifically considered
in the Council’s overall risk management process; and

- develop counter fraud awareness and understanding of fraud risk.

ICT Audit — specialist review of the control of hardware, software and
the ICT environment to evaluate fitness for purpose and security of the
ICT environment. These reviews will be conducted by in house staff
being trained in the technical IT aspects.

Consultancy — Audit & Assurance can also provide independent and
objective services, including consultancy and fraud-related work. These
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8.2

8.3

services apply the professional skills of Audit & Assurance through a
systematic and disciplined approach and may contribute to the opinion,
which Internal Audit provides on the control environment.

Follow up audits — these are designed to test the implementation and
effectiveness of previous audit recommendations.

Evidence — all audit findings, conclusions and recommendations will be
evidenced on file. Relevant details on which findings and
recommendations are based will also be supported by evidence held
on file within the Internal Audit section.

Use of Technology — Internal Audit will employ relevant technology
where appropriate when testing systems and when producing working
papers and reports. Additionally Internal Auditors will be alert to IT risk
in relations to technology utilised within systems under review.

Reporting Arrangements

At the conclusion of each audit assignment, a draft report is issued to the
appropriate manager within the Council. A management action plan is
included within the report, which summarises the recommendations
arising. Management should agree these actions, allocate
responsibilities and timescales for implementation.

Recommendations included in the report are classified as follows:

Must Critical in that failure to address the issue or progress the
work will lead to one of the following occurring: loss, fraud,
impropriety, poor value for money or failure to achieve
against organisational objectives. Examples include failure
to comply with legislation or organisational policy or
procedures. Remedial action must be taken immediately.

Should Not critical but failure to address the issue or progress the
work could impact on operational objectives and should be a
concern to senior management. Prompt specific action
should be taken.

Consider Areas that individually have no major impact on achieving
objectives or on the work programme, but where combined
with others could have an effect at the process level which
could give cause for concern. Specific remedial action is
desirable.

For the risk, control and governance audit reviews, which support the
Head of Audit & Assurance’s annual audit opinion the final report will
provide an assurance level. This will be measured to cover (i) the control
environment following an assessment of internal controls and (ii)
compliance following testing to measure application of controls. The
levels of assurance provided in the audit report are as follows:

Assurance Level | Control Environment | Compliance
Substantial There are minimal The control environment
control weaknesses has substantially
which present very low | operated as intended
risk to the control although some minor
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8.4

8.5

9.2

9.3

environment. errors have been
detected.

Adequate There are some The control environment
control weaknesses has mainly operated as
which present a intended although
medium risk to the errors have been
control environment. detected.

Limited There are significant The control environment
control weaknesses has not operated as
which present a high intended. Significant
risk to the control errors have been
environment. detected.

No There are fundamental | The control environment
control weaknesses has fundamentally
which present an broken down and is
unacceptable risk to open to significant error
the control or abuse.
environment.

For the consultancy reviews, where Audit & Assurance is providing
independent advice and support to departments during the
implementation of new systems and procedures an opinion may be
provided, which reflects progress on these developments. This opinion
may contribute to the Head of Audit & Assurance’s annual audit opinion.

A final report containing management responses to any issues identified

is subsequently distributed to:

e The Director responsible for the area reviewed;

e The Director of Finance & IT (Section 151 Officer);

e The Deputy Chief Executive (Limited Assurance Reports Only); and

e Grant Thornton (the Council’s external auditor) (Limited Assurance
Reports Only).

Monitoring Arrangements.

The Audit & Assurance Plan will be monitored via monthly progress
meetings between the Audit & Assurance management team, regular
meetings with the Director of Finance & IT and external audit. Periodic
updates will also be provided to the Directorate Management Teams
along with individual reports to relevant Senior Managers.

The plan reflects the assurance need, however, it is recognised that
priorities may be subject to change. In addition to the contingency that is
available, we accept that there may be a need to amend our planned
audits so that we continue to reflect the needs of the Council. We will
discuss minor changes with the Director of Finance & IT. Any significant
matters that impact upon completion of the plan or require substantial
changes will be reported to Management Board and to the Audit &
Governance Committee.

Report recommendations from individual audits are followed up to
ensure they have been implemented as agreed. This arrangement
allows progress against the plan to be discussed, management actions
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9.4

9.5

9.6

9.7

10.

confirmed, and ensures audit resources are directed towards priority
areas. It is the responsibility of management to ensure that all agreed
actions arising from an audit report are implemented in accordance with
the timetable agreed in the management action plan included in the audit
report.

Where we issue a limited or no assurance report we will undertake
“standard” follow ups after 3 months. For all other assurance reports we
will undertake a “standard” follow up after 6 months. Where we have
particular concerns about the implementation of recommendations we
will undertake further “physical” follow up exercises where
documentation will be reviewed and further testing undertaken.

In addition summaries of finalised Audit & Assurance reports are
presented to the each Audit Committee meeting to provide an update of
audit coverage and to outline the key issues arising from this work. This
also includes information on the implementation of recommendations.

The performance of Audit & Assurance will be measured against a suite
of performance measures and reported on a quarterly basis to Audit
Committee through the progress & outcomes report. The defined targets
included within the Finance & IT Department’s Business Plan for Audit &
Assurance in 2017/18 are:

Achievement:

a) delivery of priority 1 audit plan topics: 100%

b) percentage of planned assignments completed within budget: 90%
c) percentage of final reports agreed within deadline: 90%

d) follow ups undertaken within deadline: 90%

Quality:

a) percentage of agreed recommendations implemented: 90%
b) percentage of client’s satisfied with the Service : 75%
c) percentage compliance with PSIAS: 95%.

The extent of audit work performed during the year, managers’
acceptance of audit recommendations and the subsequent
improvements in controls and processes enable a formal opinion to be
prepared by the Head of Audit & Assurance as to the quality of the
overall internal control environment. This formal opinion will be
presented to members within the Annual Internal Audit Report and this
formal opinion feeds directly into the Annual Governance Statement.

Audit & Assurance Resources

10.1 As at 1 April 2017 Audit & Assurance had a staffing structure devoted to

the delivery of the Audit & Assurance Plan, which comprises of 5.4 full-
time equivalent (FTE) posts (previously 7.15 FTE posts in 2016/17):

- 1 Head of Audit & Assurance (0.70 FTE)
- 2 Principal A & A Officers (2.0 FTE)

- 2 A & A Officers (2.0 FTE)

- 1 Apprentice (0.7 FTE)
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10.2 The qualifications, experience and specialisms of the staff occupying the
current staffing structure are as follows:

Name Qualifications | Experience | Specialism
Colin Ferguson ACCA 34 years Strategic Risk &
Head of A& A Governance Audit
Chris O’ Halloran | PIIA 7 years Counter Fraud
P A & A Officer Contract Audit
Andrew Tordoff HND in | 17 years IT Audit
P A & A Officer | Accounting Risk & Governance
(starts 1 May | Foundation Audit
2017) Diploma in

Business

Analysis
llyas Ismail AAT 10 years IT Audit, Risk &
A & A Officer Governance Audit
Catherine Bibby Honours 3 year Risk & Governance
A & A Officer Degree Audit
Joseph Toth Accounting 18 months | Risk & Governance
Apprentice Degree Audit

PA&A - Principal Audit & Assurance
ACCA - Association of Chartered Certified Accountants
CIPFA - Chartered Institute of Public Finance & Accountancy
PIIA - Practitioner of the Institute of Internal Auditors

AAT - Association of Accounting Technicians
HND - Higher National Diploma (equivalent to 2 years at University)

10.3 Currently, this establishment is regarded as adequate for the Council’s
needs in ensuring that it meets the requirements of the Accounts and
Audit Regulations. There will, however, often be significant changes
affecting either what the Council does or how it arranges delivery to fulfil
its statutory obligations. The impact on the Audit & Assurance function of
such changes will be reviewed, each year, so that Members can assess
the adequacy of its resource needs.

10.4 Staff training (both induction and professional) will continue to be a major
factor in the Team’s Business Plan in 2017/18. In particular, ensuring
that the standards demanded by the PSIAS are maintained. The
competency framework has been developed in the Audit & Assurance
Manual so that all staff can be assessed periodically against a pre-
defined standard and training needs identified. There is a training plan
which is linked to both performance appraisals and the Team’s own
development needs. The professional training that has been proposed
for inclusion in the Finance & IT Department’s training plan is as follows:

Name Professional Training 2016/17 Commitment
llyas Ismail CIPFA 25 days
Catherine Bibby AAT 30 days
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10.5 A resource calculation was undertaken to determine the number of days

available for the various types of audit work. The resource calculation is

shown below with 2015/16 figures for comparison.

reviews

Category 2017/18 | 2016/17
Total available days 2060 2 610
Deduct: annual leave, sickness & bank holidays. (352) (505)
Deduct: non-productive time (management (318) (405)
meetings, team meetings, attendance at external

meetings, training, planning etc.)

Deduct: non-auqllt tlm_e (counter fraud, (714) (883)
insurance/risk, financial support etc.)

Days available for Audit & Assurance 676 817

10.6 The days available for Audit & Assurance reviews have been allocated to

the priority 1, 2 and 3 audit planning levels (see section 5.2, above) for
the following corporate and departmental areas (See Appendix B).
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Audit & Assurance - Draft Proposals 2017/18
Adult Social Care

Sub total

Classification

Priority

2017/18
Days

48

Children's & Education Services

Sub total

70

Public Health

Sub total

20

Localities & Prevention

Sub total

38

Growth & Development

Sub total

Priority

60

Environment & Leisure

Sub total

40

HR, Legal & Corporate Services

Sub total

85

Finance & IT

Priority

Appendix B



Appendix B

2017/18

Classification | Priority |Days

Audit & Assurance - Draft Proposals 2017/18

Sub total 120

Corporate Audits

Sub total 15

Other Audit Work

Sub total

Other Risk Work Priority

Sub total 70

Other Fraud Work

Sub total 85

2016/17 Audit Completions
Sub total 65

Total Planned Audit days 831
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Background

The Public Sector Internal Audit Standards (the PSIAS), provide a consolidated approach
to the function of internal auditing across the whole of the public sector enabling continuity,
sound corporate governance and transparency. The PSIAS encompass the mandatory
elements of the Institute of Internal Auditors (ll1A) standards, and also additional
requirements and interpretations for the UK public sector.

The purpose of this Internal Audit Charter is to define internal audit’'s purpose, authority
and responsibility in accordance with the requirements of the PSIAS. These are
consistent with the Internal Audit Mission, which is set out below. It establishes internal
audit’s position, as performed by Audit & Assurance within the Council, and reporting lines,
authorises access to records, personnel and physical property relevant to the performance
of audit work, and defines the scope of internal audit activities.

This Charter also covers the arrangements for the appointment of the Head of Audit, &
Assurance and internal audit staff, and identifies the nature of professionalism, skills and
experience required.

The Internal Audit Mission

To enhance and protect organisational value by providing risk-based and objective
assurance, advice and insight.

Definition

The Audit & Assurance team have adopted the following definition of internal auditing from
the PSIAS. Internal auditing is an independent, objective assurance and consulting
activity designed to add value and improve an organisation’s operations. It helps an
organisation accomplish its objectives by bringing a systematic, disciplined approach to
evaluate and improve the effectiveness of risk management, control and governance
processes.

The PSIAS require that the internal audit charter defines the terms ‘board’ and ‘senior
management’ in relation to the work of internal audit. For the purposes of internal audit
work, the ‘board’ refers to the Council’'s Audit & Governance Committee which has
delegated responsibility for overseeing the work of internal audit. Senior management is
defined as the Chief Executive, Deputy Chief Executive and Directors.

Core Principles for the Professional Practice of Internal Auditing

The Core Principles, taken as whole, articulate internal audit effectiveness. For an internal
audit function to be considered effective, all Principles should be present and operating
effectively. The Head of Audit & Assurance is responsible for ensuring that internal
auditors, as well as the internal audit activity, demonstrate achievement of the Core
Principles. Failure to achieve any of the Principles would imply that an internal audit
activity was not as effective as it should be in achieving internal audit Mission. The internal
audit activity must achieve the following Core Principles:

e Demonstrate integrity.
e Demonstrate competence and due professional care.
¢ |s objective and free from undue influence (independent).

¢ Aligns with the strategies, objectivsg,g %n grig,ﬁ 19{ the organisation.



e |s appropriately positioned and adequately resourced.
¢ Demonstrate quality and continuous improvement.

e Communicate effectively.

e Provide risk-based assurance.

¢ Is insightful, proactive, and future-focused.

e Promote organisational improvement.
Standards

Internal audit is a statutory service in the context of the Accounts and Audit (England)
Regulations 2015, which require authorities to ensure that they have a sound system of
internal control which:

o facilitates the effective exercise of its functions and the achievement of its aims and
objectives;

e ensures that the financial and operational management of the authority is effective;
and

¢ includes effective arrangements for the management of risk.

e The Accounts and Audit Regulations 2015 also state that: “a relevant body must
undertake an effective internal audit to evaluate the effectiveness of its risk
management control and governance processes, taking into account public sector
internal auditing standards or guidance.”

The internal audit function is required to comply with the PSIAS. The Relevant Internal
Audit Standard Setters, which includes the Chartered Institute of Public Finance and
Accountancy (CIPFA) in respect of local government, have adopted the common set of
PSIAS from 1 April 2013. Compliance with the Standards is subject to an on-going quality
assurance and improvement programme (QAIP), developed and implemented, in line with
the Standards. This Programme will cover all aspects of the internal audit activity and
includes a self-assessment on a regular basis and an external assessment which must be
conducted at least once every five years by a qualified, independent assessor or
assessment team from outside the organisation. Results of quality reviews shall be
reported to the Audit & Governance Committee by the Head of Audit & Assurance.

Responsibilities and Objectives of Internal Audit

Internal audit is responsible for establishing procedures and applying the required
resources to ensure that the service conforms to the Mission Statement, Definition of
Internal Auditing and the Standards. The members of the internal audit team must
demonstrate conformance with the PSIAS Core Principles, Code of Ethics and the
Standards. In addition, all internal audit staff are also required to adhere to the Code of
ethics of their professional bodies where appropriate.

The Head of Audit & Assurance must deliver an annual internal audit opinion and report
that can be used by the organisation to inform its annual governance statement. The
annual internal audit opinion must conclude on the overall adequacy and effectiveness of
the organisation’s framework of governance, risk management and control. This is the
‘assurance role’ for internal audit.

Internal audit may also provide an independent and objective consultancy service, which is
advisory in nature and generally performed at the specific request of the organisation. The
aim of the consultancy service is to help line management improve the Council’s risk
management, governance and internal control. This is the ‘Consultancy’ role for internal
audit and contributes towards the ove%ﬂ%ﬁﬁdﬁ. 114



Responsibilities of the Council

The Council is responsible for ensuring that internal audit is provided with all necessary
assistance and support to ensure that it meets the required standards. The Director of
Finance & IT (Section 151 Officer) will make appropriate arrangements for the provision of
an internal audit service. This will include the formal adoption of this Charter by the Audit
& Governance Committee and the adoption of corresponding elements in the Financial
Procedure Rules.

The Council will ensure it has taken all necessary steps to provide internal audit with
information on its objectives, risks, and controls to allow the proper execution of the audit
strategy and adherence to internal audit standards. This will include notifying internal audit
of any significant changes in key control systems which may affect the internal audit plan.
The Council, through the Chief Executive, Director of Finance & IT and other relevant
managers, will respond promptly to audit plans, reports and recommendations.
Responsibility for monitoring and ensuring the implementation of agreed recommendations
rests with the Council.

Independence and Objectivity of Internal Audit

The internal audit activity must be independent and internal auditors must be objective in
performing their work. Audit & Assurance have adopted the PSIAS definition of
independence. This is defined as the freedom from conditions that threaten the ability of
the internal audit activity to carry out internal audit responsibilities in an unbiased manner.
The Financial Procedure Rules recognise the organisational independence of the internal
audit function as performed by Audit and Assurance. Although structurally part of the
Finance & IT Department and reporting, initially, to the Director of Finance & IT, who has
line management responsibilities for the team, to achieve the degree of independence
necessary to effectively carry out the responsibilities of the internal audit activity the Head
of Audit, & Assurance has direct reporting, and other, access to senior management and
the Audit & Governance Committee. Additionally the internal audit function as performed
by Audit & Assurance will have, as far as possible, little or no non-audit responsibilities.

Internal auditors will have no direct operational responsibility or authority over any of the
activities audited. Accordingly, they will not implement internal controls, develop
procedures, install systems, prepare records, or engage in any other activity that may
impair internal auditors’ judgment. Internal auditors are required to declare any potential
conflict of interest. Where internal auditors have a perceived conflict of interest in
undertaking a particular piece of work, this will be managed through the internal audit
planning, management and supervisory process.

Internal auditors must exhibit the highest level of professional objectivity in gathering,
evaluating, and communicating information about the activity or process being examined.
Internal auditors must make a balanced assessment of all the relevant circumstances and
not be unduly influenced by their own interests or by others in forming judgments.

The Head of Audit & Assurance also manages the functions of risk management and
insurance. When audits covering these functions are undertaken they will be led by a
Principal Audit & Assurance Officer with draft reports being issued to the Principal
Insurance Officer for a management response. The Head of Audit & Assurance will take
no part in this process.

The Head of Audit & Assurance will confirm to the Audit & Governance Committee at least
annually, the organisational independence of the internal audit activity.
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Head of Audit & Assurance

The Head of Audit & Assurance will be appointed by the Council and will have sufficient
skill, experience and competencies to work with the Executive Team and the Audit &
Governance Committee and influence the risk management, governance and internal
control of the Council. The Head of Audit & Assurance is responsible for ensuring that
there is access to the full range of knowledge, skills, qualifications and experience to
deliver the audit plan and meet the requirements of the PSIAS. In addition to internal audit
skills, the Head of Audit & Assurance will specify any other professional skills that may be
needed by the internal audit team. The Head of Audit & Assurance will hold a full,
professional qualification, defined as CCAB, CMIIA or equivalent professional membership
and adhere to professional values and the Code of Ethics.

Relationships

The Head of Audit & Assurance reports directly to the Director of Finance & IT. The Head
of Audit & Assurance, or an appropriate representative of the internal audit team, shall
attend meetings of the Audit & Governance Committee unless, exceptionally, the
Committee decides that they should be excluded from either the whole meeting or for
particular agenda items.

The Head of Audit & Assurance shall have an independent right of access to the Chair of
the Audit & Governance Committee. In exceptional circumstances, where normal
reporting channels may be seen to impinge on the objectivity of the audit, the Head of
Audit & Assurance may report directly to the Chair of the Audit & Governance Committee.

Internal Audit and External Audit will agree a protocol for co-operation which will make
optimum use of the available audit resources.

Scope of Internal Audit

The Head of Audit & Assurance should develop and maintain a strategy for providing the
Director of Finance & IT economically and efficiently, with objective evaluation of, and
opinions on, the effectiveness of the Council’s risk management, governance and internal
control arrangements. The annual internal audit plan will be risk based, prepared in
consultation with Departmental Management Teams and presented to the Audit &
Governance Committee for approval. The Head of Audit & Assurance opinions are a key
element of the framework of assurance the Chief Executive and the Leader of the Council
need to inform the completion of the Annual Governance Statement (AGS).

The Head of Audit & Assurance will communicate the impact of resource limitations and
significant interim changes to senior management and the Audit & Governance
Committee.

Opinion Work

The internal audit activity must evaluate and contribute to the improvement of governance,
risk management and control processes using a systematic and disciplined approach that
is aligned with all of the strategies, objectives and risks to the Council.

Governance

Internal audit must assess and make appropriate recommendations for improving the
governance process in its accomplishment of the following objectives:

e promoting appropriate ethics and values within the organisation;

e ensuring effective organisational geg@griarfelithinagement and accountability;



e communicating risk and control information to appropriate areas of the organisation;
and,

e co-ordinating the activities of and communicating information among the Audit &
Governance Committee, external and internal auditors and management.

Risk Management

Internal audit must evaluate the effectiveness and contribute to the improvement of risk
management processes by assessing:

e organisational objectives support and align with the organisation’s mission;
¢ significant risks are identified and assessed,;

e appropriate risk responses are selected that align risks with the organisation’s risk
appetite; and

e relevant risk information is captured and communicated in a timely manner across the
organisation, enabling staff, management and the board to carry out their
responsibilities.

Internal Control

Internal audit must assist the organisation in maintaining effective controls by evaluating
their effectiveness and efficiency and by promoting continuous improvement. The internal
audit activity must evaluate the adequacy and effectiveness of controls in responding to
risks within the organisation’s governance, operations and information systems regarding
the:

e achievement of the organisation’s strategic objectives;

¢ reliability and integrity of financial and operational information;
e economical, effective and efficient use of resources;

o effectiveness and efficiency of operations and programmes;

e safeguarding of the Council’s assets and interests from losses of all kinds, including
those arising from fraud, irregularity corruption or bribery; and

e compliance with laws, regulations, policies, procedures and contracts.

Internal Audit use a risk based planning system designed to proactively identify audits to
address any emerging and developing risks on an ongoing and ‘future focussed’ basis.

Internal audit will promote and contribute to continuous ongoing improvements in systems
across the Council by identifying and recommending best practice actions following audit
work completed.

Where key systems are being operated on behalf of the Council or where key partnerships
are in place the Head of Audit & Assurance must ensure arrangements are in place to
form an opinion on their effectiveness.

Where the Council operates systems on behalf of other bodies, the Head of Audit &
Assurance must be consulted on the audit arrangements proposed or in place.

It is management’s responsibility to ensure the provision for relevant audit rights of access
in any contract or Service Level Agreement the Council enters into, either as provider or
commissioner of the service.
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Non-Opinion Work

Internal audit may provide, at the request of management, a consultancy service which
evaluates the policies, procedures and operations put in place by management. A specific
contingency should be made in the internal audit plan to allow for management requests
and consultancy work.

The Head of Audit & Assurance must consider the effect on the opinion work before
accepting consultancy work or management requests over and above the contingency
allowed for in the internal audit plan. In the event that the proposed work may jeopardise
the delivery of the internal audit opinion, the Head of Audit & Assurance must advise the
Director of Finance & IT before commencing the work. The Head of Audit & Assurance
must consider how the consultancy work contributes towards the overall opinion.

Fraud

Managing the risk of fraud is the responsibility of line management. The Director of
Finance & IT has specific responsibilities in relation to the detection and investigation of
fraud and may request internal audit to assist with the investigation of suspected fraud or
corruption. The relationship between the Head of Audit & Assurance, the Director of
Finance & IT, and HR and Legal Services staff has been set out in a fraud response plan
that has been agreed by all parties. Internal audit should be notified of all suspected or
detected fraud, corruption or impropriety, to inform their opinion on the control environment
and their audit plan.

Whilst it is not a primary role of internal audit activity to detect fraud, it does have a role in
providing an independent assurance on the effectiveness of the processes put in place by
management to manage the risk of fraud. Internal audit can do additional work, although it
cannot be prejudicial to this primary role. Typical activities may include:

e investigating the cause of fraud;

e responding to whistleblowers;

e considering fraud in every audit;

e making recommendations to improve processes; and

e review fraud prevention controls and detection processes put in place by
management.

Reporting

The Head of Audit & Assurance will agree reporting arrangements with the Section 151
Officer which will include procedures for the:

¢ distribution and timing of draft audit reports;

e Council’s responsibilities in respect of responding to draft audit reports;
¢ distribution of finalised audit reports;

o follow up by internal audit of agreed recommendations; and

e escalation of recommendations where management responses are judged inadequate
in relation to the identified risks.

The Head of Audit & Assurance will present a formal report annually to the Chief
Executive, Director of Finance & IT and the Audit & Governance Committee giving an
opinion on the overall adequacy and effectiveness of the Council's framework of
governance, risk management, and internal control. The report will also include significant
risk exposures and control issues, ifelyding dfatitidrisks, governance issues, and other



matters needed or requested by senior management and the Audit & Governance
Committee. The annual report will state any areas of non-conformance with PSIAS and will
be timed to support the production of the Council’'s Annual Governance Statement.
Reports of progress against the planned work will be presented to the Audit & Governance
Committee on a regular basis during the year.

Internal Audit Access Rights

The Financial Procedure Rules (B2) state that the Director of Finance & IT or his/her
authorised representative (interpreted to be any Audit & Assurance internal audit officers)
shall have authority, without necessarily giving prior notice, to:

e access at all reasonable times to any Council premises or land;

e require any officer or member to produce any cash, stores or any other Council
property under his/her control;

e require from any officer or member access to all records, documents, vouchers and
correspondence relating in any way to both the financial or other transactions of the
Council and the development of processes or activities within the Council or its
partners, including documents of a confidential nature;

e require and receive such information and explanations he or she considers necessary
concerning any matter under examination.

Where the Council works in partnership with other organisations, the role of internal audit
will be defined on an individual basis. Where internal audit undertakes work on behalf of
any other organisations, this will be determined in conjunction with the organisation’s
Board and in consultation with the Director of Finance & IT to ensure that appropriate
audit resources are available to provide assurance over the Council’s activities.

Internal Audit Resources

Internal Audit must be appropriately staffed in terms of numbers, grades, qualifications and
experience, having regard to its objectives and standards. Leadership will be provided by
gualified accountants experienced in the field of audit, and support will be provided by
qualified or experienced auditors, accounting technicians or trainees preparing to become
gualified auditors, accountants or technicians. Auditors need to be properly trained to fulfil
their responsibilities, and should maintain their professional competence through an
appropriate ongoing development programme. The Head of Audit & Assurance is
responsible for appointing Internal Audit staff and will ensure that appointments are made
to achieve the correct mix of qualifications, experience and audit skills.

If the Head of Audit & Assurance or the Audit & Governance Committee consider that the
level of audit resources or the terms of reference in any way limit the scope of internal
audit, or prejudice the ability of internal audit to deliver a service consistent with the
Definition of Internal Auditing and the Standards, they should advise the Chief Executive
and the Director of Finance & IT accordingly.

Review

The Internal Audit Charter will be reviewed and reported to the Audit & Governance
Committee at least every two years.
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TO: Audit & Governance Committee

R

Ty FROM: Head of Audit & Assurance
BLACKBURN]
DARWEN
BORA LG CoOLNETL DATE 11 Aprll 2017

PORTFOLIOS AFFECTED: All

WARDS AFFECTED: All

TITLE OF REPORT: Risk Management — 2016/17 Quarter 3 Review

PURPOSE
To provide Members with details of the risk management activity that has taken
place in the period from 1 October 2016 to 31 December 2016.

RECOMMENDATIONS

The Committee is asked to:

e discuss, review and challenge the progress made on the Corporate Risk
Register as at the end of Quarter 3 2016/17, including the detailed review of
the two corporate risks considered by the Committee during the training
session held prior to the start of this meeting;

e note the risk management activity that has occurred during the period;

e select a Corporate Risk for the Committee to undertake a review of its
assessment, control and monitoring at its next meeting.

BACKGROUND

The Council recognises that risk management is not simply a compliance issue,
but rather it is a process to help ensure the successful delivery of the corporate
objectives. Effective risk management arrangements should be inherent in the
Council’s culture and decision making processes as well as the operational and
financial management arrangements operating within the Council. Risk
management helps to demonstrate openness, integrity and accountability in all
of the Council’s activities.

RATIONALE

The Audit & Governance Committee terms of reference require it to review
progress on risk management at least annually and to promote risk
management throughout the Council. The Corporate Risk Management
Strategy & Framework requires that the Audit & Governance Committee will
receive regular reports setting out progress against corporate risk management
action plans. This report meets both of these requirements.

Page 96 of 114



KEY ISSUES AND RISKS

The Corporate Risk Register currently contains a total of 15 open risks; this is a
reduction of two since the previous quarter as reported to this Committee on 20
September. A summary of the risks is attached at Appendix 1 of this report.
The following changes should be noted since the Risk Management 2016/17
Quarter 2 Review Report to this Committee:

e The Business Continuity and Emergency Planning risks have now been
separately recorded and assessed (Risks 7 & 7b);

e The Finance, Community Cohesion, and Growth Risks (Risks 1, 10, 12,
and 18) have been reviewed and updated following the last Risk Report
to Committee.

e The IT Infrastructure/Resilience Risk has been incorporated into the
Business Continuity Risk and Failure to deliver a robust medium Term
Financial Strategy (Risk 16) has been combined with the updated Risk 1.

The attached report shows any movements in the residual risk scores between
quarters to enable changes to be tracked. The report shows that the residual
score for the Finance and Community Cohesion Risks (Risks 1 and 10) have
reduced.

Risk 14, a high profile serious/critical safeguarding incident/case occurring that
is known to Council services is the top corporate risk.

As part of the Council’'s Risk Management process corporate risks are reviewed
and monitored on a regular basis to ensure that they are appropriate, and
properly assessed going forward. The Corporate Risk and Resilience Forum
(CRRF) carries out this role and the results are reported to Management Board.
This includes a challenge of the sources, implications and mitigations of specific
risks on a rolling basis. No amendments to the corporate risks were identified
by the CRRF at its meeting in January. However changes will be required
following the recent review of Directors and senior managers responsibilities.
These will be reported to Audit Committee at its next meeting.

The Council’s previous long term insurance agreement ended on 31 March
2017. Following the completion of a tender exercise the February Executive
Board meeting approved the award of long term agreements to the two
successful bidders, Axis Syndicate 1686, via Aon Crisis Management, to
provide terrorism cover, and Zurich Municipal providing all other policies. These
agreements are an initial period of three years with an option to extend for a
further two year period. The new arrangements have been in place from 1 April
2017.

During the last quarter we continued to use the risk management support
available from Zurich Municipal as part of the 2012/17 long term insurance
agreement. A Motor Fleet Risk Review has recently been completed by Zurich
Municipal. This is a follow up to the review on this area carried out in March
2014. The results will be reported to Committee at its next meeting.

Risk management colleagues from Zurich Municipal have also provided support
to assist the Civil Contingencies Team to run the corporate business continuity
exercise carried out in March.
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10.

11.

The Road Risk Management Group continues to meet quarterly to consider the
risk management arrangements in place for the Council’'s motor fleet and
drivers and staff use of private vehicles for Council business. The Group also

reviews management reports to monitor trends in fleet damage and insurance
claims to identify training needs.

POLICY IMPLICATIONS
There are no policy implications arising from this report.

FINANCIAL IMPLICATIONS
There are no financial implications arising from this report.

LEGAL IMPLICATIONS
There are no legal implications arising from this report.

RESOURCE IMPLICATIONS
There are no direct resource implications arising from this report.

EQUALITY AND HEALTH IMPLICATION
There are no equality or health implications arising from this report.

CONSULTATIONS

The Corporate Risk Register has been reviewed and updated by the Corporate
Risk & Resilience Forum and agreed by Management Board.

Contact Officer: Colin Ferguson, Head of Audit & Assurance— Ext: 5326
Date: 31 March 2017

Background Papers: Annual Risk Management Report (including 2015/16
Quarter 4 Review)

Corporate Risk Management Strategy 2015/2020
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Summary Risk Register

Directorate:

people

ib Department: Corporate Risk Register
BMEKBURN Service:
wi
DARW[N Quarter and Year: Quarter 3 - 2016/17 Date of last review: 30-Sep-16
o Date: 31-Dec-16 Date of next review: 31-Mar-17
Inherent Residual Target Previous Residual
A Strength of " N
R Risk Description Date Raised Existing L | Risk Rating | L | Risk Rating | L | Risk Rating Risk Owner(s) Key Contact(s) Risk Status La_st IR L | Risk Rating CEERn
No. Review Date Score
Controls
Failure to deliver a balanced budget and Medium Term Simon Ross. Zoe
1 Financial Strategy may result in a Governement 26-Jan-15 Fair 5 5 2 3 1 2 Louise Mattinson ! Open 12-Jan-17 4 4 Down
L N e Evans
Commission taking control of the authority's finances
Failure of the assets or failure to manage these in a Brian Bailey,
2 proactive and co-ordinated way 25-May-11 Fair 3 5 2 4 2 2 Denise Park Andrew Bond, Open 15-Jul-16 2 4 -
(Assets include Buildings, Infrastructure) Martin Eden
3 IT Infrastructure (Resilience) - OTH 20-Aug-13 Good 4 3 MEDUM 3 3  MEDUM 3 1 BUMEOWARN Louise Mattinson = Shane Agnew Closed 15-Nov-16 = 3 3 _ MEDIUM -
The Council is not able effectively influence and shape
new partnership structures to respond to changes
4 occurring in the public sector_. The arranggmgnts 07-Feb-12 Good 3 3 2 3 2 2 Executive Team Alison Schmid Open 05-Oct-16 2 3 -
in place may not be appropriate, properly initiated and
controlled or may not respond effectively to deliver key
priorities or corporate objectives.
5 There is a risk thlat governance and decision making 25-May-11 Good 2 2 > > 1 1 Harry Catherall Denlse.Park, David Open 28-0ct-16 Py Py R
arrangements fail Fairclough.
Failure to deliver the management, workforce and
6 organisational objectives for workforce reviews within 17-Oct-16 Good 4 4 1 3 1 2 Management Board | David Fairclough Open 17-Oct-16 1 3 -
the agreed budget.
Ensure that the Coucil delivers its statutory function Civil
Contingencies by Emergency Preparedness, Planning,
Response, Recovery and Business Sayyed Osman,
7  Continuity Promotion in order to protect the Community = 25-May-11 Good 4 5 1 5 1 5 Harry Catherall | Rachel Hutchinson, Open 14-Sep-16 1 5 -
and enhance the resilience of the Council, mitigate Sarah Riley
reputational and financial damage. Corporate Objectives
atrisk - 1,2,5,6.
Ensure that the council delivers its statutory function of
Civil Contingencies by ensuring the Council has
Business Continuity Management arrangements in
place,planning, training testing and validating and also Sayyed Osman,
7b  promoting business continuity to external small and 22.09.16 Good 3 4 1 4 1 3 Harry Catherall | Rachel Hutchinson, Open 30-Nov-16 1 4 -
medium sized businesses. This will protect the Sarah Riley
community, enhance the resilience of the Council and
mitigate financial and reputational damage. Corporate
Objectives 1,2,5,6 link
g  Failure to contribute effectively to economic growth 25-May-11 Good 3 s 3 4 2 2 Denise Park Brian Bailey Closed 29-Nov-16 3 | 4 .
within Blackburn with Darwen
Failure to improve health outcomes within Blackburn
9 with Darwen could result in the communities' health and = 25-May-11 Good 3 4 2 4 1 3 Dominic Harrison Gifford Kerr Open 06-Jan-17 2 4 -
wellbeing position or conditions deteriorating.
Due to the breakdown of community relations or a
10 dgtenuratlon t_)f comm_unl?y cphe5|on, greater risk of hate 07-Feb-12 Good 2 5 > 4 1 3 Sayyed Osman Imran Akl_JJl/Mark Open 11-Nov-16 P 5 Down
crime, extremism, radicalisation or Aspin
polarisation of communities.
11 Failure to improve the education and skills for our young 20-Aug-13 Good 4 4 - 3 3 - 2 3 - Linda Clegg Jessica Byrne Open 16-Jan-17 3 3 - -

o
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Risk
No.

Risk Description

Date Raised

Strength of
Existing
Controls

Risk Rating

12

13

14

15

16

17

18

The Council does not effectively capitalise on potential
opportunities to improve housing quality or build more
houses in the Borough to maximise the income available
from the new homes bonus and increased council tax

Failure to prevent data loss and privacy incidents
(Information Governance) leading to financial/Data loss,
disruption or damage to the reputation

of the Council

High profile serious/critical safeguarding incident/case
that is known to Council services.

Failure, at a corporate level, to comply with Health &
Safety legislation and provide both a safe working
environment for employees and the provision of a safe
environment for service users.

Failure to deliver a robust Medium Term Financial
Strategy (MTFS) with adequate reserves to meet
unforeseen circumstances and with the resource
capacity to deliver statutory services.

Cyber Risk - Risk of financial/Data loss, disruption or
damage to the reputation of an organisation from
compromise of its IT systems.

Insufficient budget for service delivey if MTFS income
targets from the Growth Agenda are not met.

20-Aug-13

26-Sep-14

20-Aug-13

19-Mar-15

01-Dec-15

15-Mar-16

29-Nov-16

Good

Good

Good

Fair

Good

Good

Good

5 A q q q 5 Last Risk
| Risk Rating | L | Risk Rating Risk Owner(s) Key Contact(s) Risk Status Review Date |
3 2 2 Brian Bailey David Proctor Closed 29-Nov-16 3

. . Shane Agnew,
2 - 3 2 - Louise Mattinson Sarah Slater Open 15-Jul-16 2
Steve Tingle (DAS)
5 3 5 / Linda Clegg Paul Lee Open 09-Jan-17 5
(DCS)
3 2 3 Davu:! Fa"d.OUQh / Lorraine Nicholls Open 16-May-16 3
Brian Bailey

3 - 2 2 - Denise Park Louise Mattinson Closed 12-Jan-16 3
4 - 2 4 - Louise Mattinson Shane Agnew Open 15-Jul-16 4
4 - 1 1 - Brian Bailey David Proctor Open 29-Nov-16
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Audit & Governance Committee

“TiA
TO:

-
L

i S FROM: Director of Finance & IT
BLACKBURN
DARWEN
BORGUGI CELNTTL DATE: 11 Aprll 2017

PORTFOLIOS AFFECTED: All

WAR

DS AFFECTED: All

TITLE OF REPORT Response to the External Auditor’'s request for

information on how the Audit & Governance Committee
gains assurance from management

PURPOSE

To summarise how the Audit & Governance Committee gains assurance, as
‘those charged with governance’, from management in order to fulfil its
responsibilities in relation to the financial reporting process.

RECOMMENDATIONS
The Committee is asked:
e to consider and approve the response attached at Appendix A.

BACKGROUND
The Council’s external auditor, Grant Thornton, is obliged to comply with the
International Standards on Auditing (UK and Ireland) (ISASs).

Grant Thornton has specific responsibilities, under these ISAs, to communicate
with the Audit & Governance Committee and the matters which should be
communicated. To support their work, the Audit & Governance Committee has
been asked to provide information on how it gains assurance from management
in order to fulfil its responsibilities in respect of the financial reporting process

Grant Thornton is required to obtain an understanding of the management
processes and the Committee’s oversight of the following areas in respect of
the year ended 31 March 2017.

Fraud,

Laws and regulations;
Going concern; and
Contingent liabilities.
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RATIONALE

Increasingly, local authorities are required to comply with international
standards and external audit are, in turn, required to gain an understanding and
review the arrangements in place. The ISAs set out steps that any organisation
with robust governance arrangements will follow routinely. The Audit &
Governance Committee is responsible for providing independent assurance on
the adequacy of the Council’'s governance arrangements.

5. KEY ISSUES
The attached Appendix A sets out a series of questions from Grant Thornton in
respect of each of the above areas and provides the source of assurance and
management response in each case, for consideration by the Audit &
Governance Committee.
The responses demonstrate that the Audit & Governance Committee can gain
assurance from management in order for it to fulfil its responsibilities in respect
of the financial reporting process.

6. POLICY IMPLICATIONS
There are no policy implications flowing from complying with the ISAs.

7. FINANCIAL IMPLICATIONS
There are no financial implications arising as a result of this report.

8. LEGAL IMPLICATIONS
There are no legal implications arising as a result of this report.

9. RESOURCE IMPLICATIONS
There are no resource implications arising as a result of this report.

10. EQUALITY AND HEALTH IMPLICATIONS
The decisions to be taken do not change policy and do not require any further
consideration in respect of equality or health issues.

11. CONSULTATIONS
Director of Finance & IT, Head of Financial Services (Resources & Place) and
the Deputy Council Solicitor.

Contact Officer: Colin Ferguson, Head of Audit & Assurance— Ext: 5326

Date: 31 March 2017

Background Papers: None
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ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

What do you regard as the key events or issues
that will have a significant impact on the
financial statements for 2016/177?

The Council assesses its current and future
potential obligations and the potential impact on
the Council’s financial position, as part of the
annual closure process for example in
assessing whether financial provisions or the
disclosure of contingent events are required
within the Statement of Accounts

There were no key events or issues that occurred
during 2016/17 which will have a significant impact
on the financial statements for that year.

Have you considered the appropriateness of the
accounting policies adopted by the Council?
Have there been any events or transactions that
may cause you to change or adopt new
accounting policies?

In preparation for closure of accounts 2015/16
the Council has reviewed any changes to the
Code of Practice on Local Authority Accounting
in the United Kingdom (the Code) and referred
to current guidance issued by CIPFA e.g Code
guidance, LAAP bulletins etc.

Accounting policies have been reviewed and
amended to reflect the measurement of any non-
operational property, plant and equipment at fair
value.

We are not aware of any other events or transactions
that may cause the Council to change or adopt new
accounting practices.

Are you aware of any changes to the Council’s
regulatory environment that may have a
significant impact on the Council’s financial
statements?

There is an annual review process of the
Council’'s Constitution in place that includes, as
a fundamental part, reviewing and updating
standing processes and financial instructions
and ensuring that they comply with all relevant
legislation and regulations. In addition the HR,
Legal & Corporate Services Department also
has a role in this in that it has an obligation to
the other Departments within the Council to
monitor legislative changes, gauge the impact
on the various service areas and provide
appropriate advice. In particular, the statutory

Monitoring Officer role includes ensuring,
compliance, probity and lawfulness in the
Council’'s operations and decision-making
processes.

We are not aware of any changes to the Council’s
regulatory environment that may have a significant
impact on the Council’s financial statements

How would you assess the quality of the
Council’s internal control processes?

Audit & Assurance reviews and progress reports
to Audit & Governance Committee and Head of
Audit Annual Audit Opinion Report.

MAF Returns
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The Council has a comprehensive and robust
internal control framework in place, including
Financial Regulations, Standing Financial

Instructions, Contract and Procurement Procedure
Rules, an Officer Scheme of Delegation, a Counter
Fraud Policy and Strategy and resource monitoring
processes. These various documents are monitored




ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

and reviewed periodically to ensure that they are up
to date and fit for purpose.

Directors are responsible for self-assessing the
effectiveness of their arrangements and required to
complete a Director’s Assurance Statement annually
to evidence this as part of the process to support the
Annual Governance Statement.

Audit & Assurance considers these control
processes as part of the development of the risk
based plan and as part of reviews of the related
fundamental financial systems. Whilst areas for
improvement have been identified to strengthen
controls in place, and some exceptions were
identified regarding compliance with the controls in
place no material issues have been identified during
the year.

The Audit & Assurance team is also responsible for
managing any investigations arising from whistle
blowing or other sources. There have been no
significant issues regarding non-compliance with
internal controls identified as a result of any
investigations carried out during the year.

Audit staff also provide advice and support to review
and revise the elements of the internal controls
framework as part of the annual audit plan.

How would you assess the process for
reviewing the effectiveness of internal control?

Annual Audit & Assurance Plan presented to
Audit & Governance Committee

A&A Progress Report
Peer Review Outcomes Report
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The process in place meets the requirements of the
Public Sector Internal Audit Standards (PSIAS) with
regards to the requirement to prepare and deliver a
risk based audit plan that supports the production of
an annual internal opinion from the Head of Internal
Audit on the Council’s control, risk and governance
frameworks. A Peer review was carried out during
2015/16 as part of the PSIAS requirements. This
confirmed that the internal audit team within Audit &
Assurance  conforms to the  fundamental
requirements of the Standards.

The internal audit planning strategy sets out the key

principals of the Audit and Assurance approach and
methodology used to develop and deliver the annual




ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

audit plan, including the prioritisation of the areas
covered.

The final plan is the result of consideration of a wide
range of information from various sources and
consideration of various factors. This includes
detailed consultations with Directors and their
Departmental Management Teams (DMTs), and
agreement with Management Board prior to
approval by Audit & Governance Committee.

The Audit Team delivered the priority areas
identified in the 2016/17 audit plan that will enable
us to provide an annual opinion on the Council’s
framework of governance, risk management and
internal control.

Directors are also responsible for self-assessing the
effectiveness of their internal arrangements and
providing the annual assurance statement referred
to in the response to 4 above as evidence of this.
The statements are reviewed by Audit & Assurance
as part of the process to complete the Annual
Governance Statement.

How do the Council's risk management
processes link to financial reporting?

Audit & Assurance Annual Plan
Individual Audit Reports

Progress Report to Audit
Committee

MAF Returns
Directors Assurance Statements

& Governance
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The risk of the main accounting and feeder systems
being inaccurate or misleading, and consequently
the financial statements, is recognised in the Finance
& IT Department’'s risk register. The steps below,
plus the controls exercised by both the Finance & IT
Department and service managers operationally, and
through the Constitution, scheme of delegation,
governance arrangements with partners, etc.,
service to mitigate material fraud risks.

The risk-based Audit & Assurance Plan identifies the
key internal control systems, which require review.
Where internal controls are identified as being
absent or not operating satisfactorily during both
planned and unplanned work Audit & Assurance will
agree recommendations for improvement with
management. A follow — up programme is in place
for monitoring the implementation of audit
recommendations, which includes both management




ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

declarations and physical verification by internal
audit to confirm the actions taken. Any control
deficiencies will be disclosed in the Head of Audit &
Assurance’s Progress & Outcomes and Annual
Opinion reports to the Audit & Governance
Committee.

There is no evidence to indicate that key internal
controls are not in place or not working effectively.

Audit & Assurance undertakes reviews of significant
financial systems which feed into the general ledger,
and reviews the general ledger itself, to ensure that
the source data for the financial statements is
accurate and reliable.

In addition Financial Services will undertake an
analytical review of the statement of accounts each
year, which will consider any significant or material
changes are supported by valid explanations. These
processes have not identified any concerns.

The Management Accountability = Framework
summarises key issues affecting each service for
consideration by Directors and the Executive Team
on a bi-annual basis; this should include financial
and non financial issues. Any issues identified which
are not currently on a departmental risk register are
required to be indicated.

The bi-annual returns are reviewed and challenged
by Audit & Assurance for completeness and
accuracy, including any actions identified.

The annual Directors assurance statements should
also highlight any issues requiring action regarding
this area. These are considered by Audit &
Assurance as part of the process to complete the
Annual Governance Statement.

How would you assess the Council’s
arrangements for identifying and responding to
the risk of fraud?

Audit & Assurance Annual Plan
Individual Audit Reports

Progress Report to Audit
Committee

& Governance
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The Council has appropriate arrangements in place
to identify and respond to the risk of fraud. A
number of policies and strategies are in place,
including a recently updated Counter Fraud (CF)
Policy Statement and Strategy, a Money Laundering
Policy and Strategy and a Fraud Response Plan.




ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

There are various processes in place to identify and
respond to risks of fraud which include the
dissemination of alerts and intelligence from the
National Anti-Fraud Network, and other groups to
relevant managers throughout the Council. A fraud
awareness e-learning package is also in place for all
staff and managers. A dedicated whistle blowing line
is also in place which is monitored by Audit &
Assurance staff. The Council also participates in the
National Fraud Initiative data matching exercise.

The CF Strategy includes links with Legal and HR to
ensure that potentially fraudulent activities are
properly identified and appropriate actions taken,
both in the particular case and, the implications more
widely considered across the Council. Suspected
and potential fraudulent activity is thoroughly
investigated and prosecution/enforcement pursued
where appropriate.

Directors are also responsible for self-assessing the
effectiveness of their arrangements, including this
area. This is evidenced via the annual Directors
Assurance Statements they complete as part of the
Annual Governance process.

The Audit & Assurance Team has staff resources
available with the skills and experience required to
provide support to managers to respond to instances
of potential and suspected fraud and to carry out
appropriate investigations.

What has been the outcome of
arrangements so far this year?

these

A&A Progress Report to Audit & Governance
Committee

Page 107 of 114

Advice has been provided to managers on request
during the year to strengthen preventative fraud
controls. The 2016/17 NFI work has recently
commenced and is on-going. The latest update on
progress will be reported to Audit & Governance
Cttee as part of the annual Counter Fraud report

Two cases relating to direct payment/personal
budget fraud have been completed. One has been
concluded and recovery of an overpayment of
£14,500 will be sought. The second case, with a
potential value of £40,000, has been passed to the




ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

Police for consideration. Audit & Assurance staff
have also been involved in work with colleagues
from ITM&G to investigate a telephone hacking
incident which resulted in the loss of approximately
£30,000, which occurred due to weaknesses in poor
IT controls. The controls have now been
strengthened to prevent a re-occurrence.

Other cases regarding the potential falsification of
time records have been investigated by HR and have
resulted in a number of staff being dismissed.

What have you determined to be the classes of
accounts, transactions and disclosures most at
risk to fraud?
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Officers reviewed the 2014 Protecting the Public
Purse report and updated the accompanying
checklist to assess compliance and further action.
The main areas of fraud reported in the 2014
Protecting the Public Purse report, relevant to this
authority have been subject to audit review in
2015/16, namely: procurement, recruitment (payroll),
council tax discount/exemption, housing benefits,
schools, and business rates.

The Corporate Counter fraud (CF) Strategy was
revised in June 2010 and the Whistle-blowing policy
was approved by the Executive Member (Resources)
in August 2013. This has been reviewed during the
year to align it with the CIPFA Code of Practice on
Managing the Risk of Fraud and Corruption.

The Council also has a Money Laundering Policy &
Strategy in place and approved a Bribery Act
Statement in January 2012. These policies have
been widely communicated within the Council. The
Council has a comprehensive set of Standing
Financial Instructions in place which are subject to
regular review including a Fraud Response Plan
which sets out the procedures for responding to
fraud. There are processes in place to identify and
respond to risks of fraud which include the
dissemination throughout the Council of alerts and
intelligence from the National Anti-Fraud Network.

A Fraud Awareness e-learning package has also
been purchased and is being rolled out across the
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Ref

Auditor Question

Source of Assurance

Response 2016/17

Council. The Council also participates in the National
Fraud Initiative data matching exercise which is
undertaken every two years. The CF Strategy
includes links with, in particular, Legal Services and
HR to ensure that potentially fraudulent activities are
properly identified and appropriate actions taken,
both in the particular case and, more widely.
Suspected fraudulent activity is thoroughly
investigated and prosecution/enforcement pursued
where appropriate.

10.

Are you aware of any whistle blowing potential
or complaints by potential whistle blowers? If so,
what has been your response?

The Council has a whistle blowing policy that allows
staff and others to raise concerns.

Two whistle blowing complaints received during the
year have been passed to Audit & Assurance for
consideration. These have been investigated and no
fraud implications have been identified.

11.

Have any reports been made under the Bribery
Act?

The Council has an anti-bribery/fraud policy which
sets out the standards the Council expects from its
staff, members, contractors and other stakeholders.

There are also anti-bribery provisions in the
Council’'s procurement documents and standard
terms and conditions.

We are not aware of any reports made under the
Bribery Act 2010

12.

As a management team, how do you
communicate risk issues (including fraud) to
those charged with governance?
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Relevant risk issues are reported to the Audit &
Governance Committee at each meeting via the
external auditors Update Report, the Audit &
Assurance Progress Report and the Risk
Management Update Report.

The External Auditors Update Report highlights
emerging issues and developments, including
prompts and challenge questions for members to
consider. The Progress Report includes an update
on counter fraud, along with progress against
planned work and the relevant findings from audit
reviews.  Senior managers are also invited to
meetings to update members on key issues




ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref

Auditor Question

Source of Assurance

Response 2016/17

identified in audit reports.

13.

As a management team, how do you
communicate to staff and employees your views
on business practices and ethical behaviour?

The Constitution contains codes of conduct for both
Members and Officers. New members are required
to accept the code of conduct as part of their
induction. All Members now need to complete and
submit “a notification by member of a Local Authority
of personal interests” form, which includes
information relating to gifts and hospitality. New
appointees sign the staff code of conduct as part of
induction. In addition, each Department maintains
registers of gifts & hospitality and personal interests
which should be reviewed annually.

The Council has a whistle blowing policy, which is
available to all staff, partners, contractors and
members of the public. The pre-qualification
questionnaire requires that potential Council
contractors declare any fraud, bribery or corruptions
offences.

Revisions to Financial and HR policies are circulated
to senior managers to cascade to their teams, along
with articles in Teamtalk. The HR team also deliver
bite sized training on a variety of HR policies during
the year.

14.

What are your policies and procedures for
identifying, assessing and accounting for
litigation and claims?

Annual request to Directors for details of
potential contingent liabilities arising from
litigation / claims is used as the basis for
assessing the requirement for a financial
provision or for the disclosure of contingent
events made within the accounting statements

The Director of HR, Legal & Corporate Services has
delegated powers under the Council’s Constitution to
take any action to protect the Council's legal rights
and to take any necessary steps to settle disputes
arising.

15.

Is there any use of financial instruments,

including derivatives?

Treasury Management  Strategy agreed
annually at Finance Council (March)

Treasury Management Group meets regularly to
review operatidna@RslEg of 114

There have again been very few changes to the
Council’s use of financial instruments in this year.We
employ the same approach to analysing debtors and
creditors, and there has been no change in the type
of treasury instruments used (for borrowing or
investing). It is understood that, subject to final
review, there were no potential derivatives (such as
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Ref

Auditor Question

Source of Assurance

Response 2016/17

Regular reporting to Audit & Governance

Committee

forward deals outstanding at the end of the year) to
be recognised.

16.

What is the current position of those issues
included as contingencies and provisions at 31
March 20167

An updated position will be disclosed with regard to
the Municipal Mutual Insurance (MMI) and landfill
sites contingent liabilities.

For provisions:

- Non domestic rate appeals has been re-
assessed using the list of outstanding appeals at
31 March 2017 as part of year end processes

- Highways and Vehicles insurance claims
provisions have been re-calculated as part of
year end processes.

- The level of the MMI provision has been
reviewed in line with the latest statement at
31/3/17. (this links in with contingent liability
disclosure).

17.

Are you aware of any significant transactions
outside the normal course of business?

The phased implementation of the Council's new
financial ledger and cash management systems will
involve the transfer of data between the old and new
systems in order to ensure that a full years’ data is
held in Masterpiece.

There have been no Academy conversions this year.

18.

Are you aware of any changes in circumstances
that would lead to impairment of non-current
assets?

We are not aware of any significant transactions
outside the normal course of business.

19.

Are you aware of any guarantee contracts?

Although Legal Services have been asked to advise
on arrangements where the Council would potentially
be providing guarantee or security (e.g. guarantor on
leases), we are not aware of such agreements being
implemented.

20.

Are you aware of allegations of fraud, errors, or
other irregularities during the period?
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The only issues we are aware of during the period
are those referred to in the response to point 8
above.
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Ref

Auditor Question

Source of Assurance

Response 2016/17

21.

Are you aware of any instances of non-
compliance with laws or regulations or is the
Council on notice of any such possible
instances of non-compliance?

Legal Services are often involved in advising client
departments on compliance with relevant laws and
regulations, and any corrective action where there
has been non-compliance. These matters include
procurement law, local government law, governance
etc.

Legal checks are also carried out on most decision
reports (Exec Member/Exec Board) to ensure that
the recommendations are legally sound, correct
processes/procedures have been followed, and the
Council’s interests (commercial and otherwise) are
protected.  Qualified legal officers also attend
decision-making committees to monitor the
lawfulness of the decision-making process and
provide any advice that may be required by the
decision-making body. Legal officers also attend
other committee meetings to monitor and ensure that
the proceedings are fairly conducted and in
accordance with relevant legislation.

22.

Have there been any examinations,
investigations or inquiries by any licensing or
authorising bodies or the tax and customs
authorities?

We have not received any reports from other
regulatory bodies, which may indicate non-
compliance.

23.

Are you aware of any transactions, events and
conditions (or changes in these) that may give
rise to recognition or disclosure of significant
accounting estimates that require significant
judgement?

We are not aware of any transactions, events and
conditions (or changes in these) that may give rise to
recognition or disclosure of significant accounting
estimates that require significant judgement.

24,

Where the financial statements include amounts
based on significant estimates, how have the
accounting estimates been made, what is the
nature of the data used, and the degree of
estimate uncertainty inherent in the estimate?
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Estimates are made taking into account historical
experience, current trends and other relevant factors.
However balances cannot be determined with
certainty, actual results could be materially different
from the assumptions and estimates and any items
that may be impacted are raised in the statement of
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Ref

Auditor Question

Source of Assurance

Response 2016/17

accounts

25.

Are you aware of the existence of loss
contingencies and/or un-asserted claims that
may affect the financial statements?

We are not aware of the existence of loss
contingencies and/or un-asserted claims that may
affect the financial statements.

26.

Has the management team carried out an
assessment of the going concern basis for
preparing the financial statements? What was
the outcome of that assessment?

The Financial Strategy considers the financial
position of the Council over the short and medium
term and is designed to ensure that the Council
continues as a going concern. The Audit &
Assurance Plan includes a number of reviews, which
cover elements of the Financial Strategy to ensure
that it is being delivered and to highlight at an early
stage any unforeseen risks. The monitoring of the
Financial Strategy will involve: (i) Close monitoring of
the Council’s budget to ensure spending is contained
within budget. (i) Ensuring balances are maintained
at an adequate level, and unallocated reserves do
not fall below the minimum required (iii) Three year
cash flow profile and monitoring against this.

Management are not aware of any events or
conditions that may cast doubt on the Council’s
ability to continue as a going concern.

27.

Can you provide details of those solicitors
utilised by the Council during the year. Please
indicate where they are working on open
litigation or contingencies from prior years?

Partnership Review - Addleshaw Goddard

Various property matters/litigation — DAC Beachcroft
Bus station dispute - DWF LLP/Blake Morgan LLP
State-Aid advice — DWF LLP
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ISA — MANAGEMENT and TCWG QUESTIONS 2016/17

Ref | Auditor Question Source of Assurance Response 2016/17
28. | Can you provide details of other advisors Price Waterhouse Coopers — Leisure VAT advice
consulted during the year and the issue on PS Tax - Post office VAT claim
which they were consulted? _ ,
Capita review — Addleshaw Goddard, New Networks,
Best Practice Group
Treasury Management Advice — Arling Close
Tax Advice — LCC
Leasing advice — Chrystal Consulting
29. None have been reported.

Have any of the Council’s service providers
reported any items of fraud, non-compliance
with laws and regulations or uncorrected
misstatements which would affect the financial
statements of the Council?
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