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Financial statements

sUmmary for Audit Commites

This document summarises the key findings in relation to our 2017/18 external
audit at Northamptonshire County Council (‘the Authority’). This report covers
our final on-site work which was started on 4th June 2018 and has continued
until June 2019.

Based upon our initial assessment of risks to the financial statements (as reported to
you in our External Audit Plan 2017/18 and updated during our audit) we identified the
following significant risks (excluding those mandated by International Standards on
Auditing) — see Page 18:

Valuation of PPE & Investment Properties

The Authority revalues their assets as of 1 April 2017, the start of the relevant
financial year. In order to gain assurance that the value of assets is materially correct
at the balance sheet date, 31 Mach 2018, and are therefore appropriately accounted
for within the Authority’s 2017/18 financial statements, the Authority also obtains a
‘"Market Review’ report from their valuers, Wilkes, Head and Eve (WHE). The report
suggested there was a general market movement upwards of up to 17% for assets
valued under the Depreciated Replacement Cost methodology during the course of
the year. In discussion with the Authority, and due to the lack of further audit
evidence to provide assurance that valuations therefore remained appropriate, the
Authority instructed its valuers to revalue these properties as of 31 March 2018 to
ensure they are materially accurate within the 2017/18 accounts. As a direct result of
this, a number of amendments were made to the Authority’s 2017/18 financial
statements to adjust the assets for the revised valuations.

Further details can be found on page 19. We have raised related recommendations in
Appendix One.

Capital Flexibilities and Capital Programme

As a result of our review of the Flexible Use of Capital Receipts, we noted that overall
there was generally very little evidence and supporting documentation provided to us
to support the Authority’s overall use of capital receipts to fund transformational
spending. The Authority did not have a specific project management framework in
place to monitor its overall transformational programme, but rather relied on individual
service areas or project owners to manage these on a case by case basis. Within this,
there was no set template for on-going reporting and monitoring of the programme to
ensure consistency of approach. Evidence now exists which shows that projects
previously presented to audit as time limited one-off projects are in actuality on-going
costs which would be required to be incurred by the Authority. They therefore, in our
view, do not meet the necessary criteria to be funded via capital receipts. Following
subsequent discussions with Officers, the Authority has confirmed it no longer deems
£16.959 million of expenditure to meet the definition of transformational spend as
required by the guidance in order to be funded via capital receipts. As a result, this
expenditure will need to be funded via general funding. The consequence of this
financial position is that the Authority now reports a negative general fund position as
of year-end.

Further details can be found on page 23. We have raised related recommendations in
Appendix One.
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Summary for Audit Committee
Cont)

EHENMHEIR GG uE e Management Override of Controls

Our audit methodology incorporates the risk of management override as a default
significant risk. We have not identified any specific additional risks of management
override relating to this audit.

In line with our methodology, we carried out appropriate controls testing and
substantive procedures, including over journal entries, accounting estimates and
significant transactions that are outside the normal course of business, or are
otherwise unusual.

Given the new and increasing risks and issues facing the Authority we decided to
decrease materiality over the financial statements which drove additional testing over
the Authority’s financial statements. We also enhanced the use of data analytics
techniques over the Authority’s transactional data (for example, journals, payroll, and
non-pay expenditure) to allow us to gain additional assurance over the balances.

We will also reviewed the new financial controls issued with the Section 114 Notice.
Further details can be found on page 25.

Fraudulent Revenue and Recognition
A summary of our work on different revenue/grant sources is as follows:

e Public Health Grant: Inresponse to an issue identified by Public Health England,
we extended our audit testing over other ring-fenced grants and requested
evidence from the Authority that all terms and conditions for such streams of
funding have been adhered to, and there are no other on-going disputes regarding
possible clawback of public funds. Based on our testing, there were no other
material audit issues we wish to report.

* Section 106 monies: As previously reported in our External Audit Report 2016/17,
the Authority utilised £9 million of Section 106 funding within its 2016/17
accounts, as approved by Cabinet on 16 May 2017 under “income prioritisation”.
A further £4.5 million of S106 funding has been utilised in 2017/18. Following our
review and subsequent discussions with Officers, the Authority confirmed it no
longer wished to pursue the recognition of such revenue from Section 106
monies to fund general expenditure.

e Asaresult of this, and the lack of other available mechanisms to fund the
expenditure previously accounted for via S106 monies, this will contribute to the
Authority’s negative general fund balance as of 31 March 2018. This audit
adjustment is detailed in Appendix Three.

e Section 38 monies: Following our review and subsequent discussions with
Officers, the Authority confirmed it no longer wished to pursue the recognition of
the £2.8 million of S38 monies utilised in year to fund general expenditure. It
therefore proposed reversing these contributions from the accounts.

e Asaresult of this, and the lack of other available mechanisms to fund the
expenditure previously accounted for via S38 monies, this will contribute to the
Authority’'s negative general fund balance as of 31 March 2018. This audit
adjustment is detailed in Appendix Three.

Further details can be found on page 27.
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Financial statements

sUmmary for Audit Commites
cont

Best Value Report and Going Concern

We have reviewed the events and conditions, along with the other matters explained
in the basis of preparation note (page 28 of the accounts), and following extensive
consultation confirm that we do not believe in the current circumstances they
constitute a material uncertainty in relation to the Authority’s ability to continue as a
going concern.

Further details can be found on page 28. We have raised related recommendations in
Appendix One.

Recalculation of the Minimum Revenue Provision

In January 2018, the Authority engaged external treasury management specialists,
Link Asset Services, to undertake a review into its Minimum Revenue Provision
(MRP). The MRP review undertaken identified that an adjustment could be made to
the MRP charged in 2017/18 and future years going forward. This adoption of the
MRP Policy resulted in a reduction of the MRP charges of up to £9.9 million in
2017/18. In addition over the long term the impact using a net present value
calculation demonstrated a potential savingto the Authority of £27.5 million over a 60
year period. The change was approved at Council in March 2018.

Further details can be found on page 31. We have raised related recommmendations in
Appendix One.

Pensions Liabilities

As part of our work we reviewed the controls that the Authority has in place over the
information sent to the Scheme Actuary, and assessed the controls with respect to
the management review of assumptions used in the valuation report and accounts.
We also evaluated the competency, objectivity and independence of Hymans
Robertson. We reviewed the appropriateness of the methodology and key
assumptions included within the valuation by Hymans Robertson. In addition, we
reviewed the overall Actuarial valuation and considered the disclosure implications in
the financial statements. In order to determine whether the net pension liability has
been appropriately accounted for we also considered the valuation of pension assets.
As a result of this work we are satisfied that the net pension liability has been
appropriately accounted for by the Authority.

Further details can be found on page 32. We have raised related recommendations in
Appendix One.

Completion

We are now in the completion stage of the audit and anticipate issuing our audit
opinion in August 2019, following approval of the financial statements atthe July
2019 Audit Committee, as well as receipt of the Authority’s Management
Representation Letter.

We will present our Annual Audit Letter to the November 2019 Audit Committee.

We are currently considering whether we will issue a Public Interest Report. If we
decide to issue such a report, we are unable to issue our completion certificate until
after this has been finalised.
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Value for money
arrangements

Summary for Audit Committee
Cont)

We have completed our risk-based work to consider whether in all significant respects
the Authority has proper arrangements to ensure it has taken properly informed
decisions and deployed resources to achieve planned and sustainable outcomes for
taxpayers and local people. We have concluded that the Authority has not made
proper arrangements to secure economy, efficiency and effectiveness in its use of
resources.

We therefore anticipate issuing a qualified value for money opinion.

We set out our assessment of those areas requiring additional risk based work in our
External Audit Plan 2017/18 and have updated this assessment during our interim
visit. As a result of this we have identified the following significant VFM audit risks:

Financial Resilience

As a result of the work and the reviews that we have undertaken, we are unable to
state that in 2017/18 Northamptonshire County Council had proper arrangements to
ensure it took properly informed decisions and deployed resources to achieve planned
and sustainable outcomes for taxpayers and local people. We therefore expect to
issue an adverse 2017/18 value for money opinion.

Further details can be found on page 48. We have raised related recommmendations in
Appendix One.

Cost Savings Plans

The Authority set a net revenue budget of £417.4 million for 2017/18, including a
requirement to make £58 million of savings. The Authority utilised £21.0 million of
capital receipts in 2016/17 to fund transformational spending. These projects were
designed to achieve £16.3 million of savings in year, however, only £8.1 million (50%)
was delivered with many projects not delivering any savings at all. In total £7 million
(33% of total projects) was spent on transformational projects that have not delivered
any savings in 2016/17 nor 2017/18. During the course of our audit, there was
generally very little evidence supplied to us for any of the cost saving programmes
detailed.

Further details can be found on page 61. We have raised related recommendations in
Appendix One.

Capital Strategy

The Authority’s reported outturn spend on its Capital Programme during 2017/18 was
£143 million. Of this, £68.1 million was spent on Environment, Planning and Transport,
whilst £60.99 million was related to capital programmes within the Children’s
Services. As part of our detailed work we have identified a number of projects where
the Authority lacks robust governance over the lifetime of the project, including the
original planning and business case stage, and on-going project management and
reporting.

Further details can be found on page 57. We have raised related recommendations in
Appendix One.
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sUmmary for Audit Commites
cont

\ETER Gl LTS Transformational Plans and Capital Flexibilities

SRl Ll A\ s part of our review we noted that there was generally very little evidence and
supporting documentation provided to us to support the Authority’s overall use of
Capital Flexibilities for transformational spending.

The Authority did not have a specific project management framework in place to
monitor its overall transformational programme, but rather relied on individual service
areas or project owners to manage these on a case by case basis. Within this, there
was no set template for on-going reporting and monitoring of the programme to
ensure consistency of approach.

Without this on-going overall monitoring by senior management of the
transformational programme, including progress against specific goals and milestones
(such as generating on-going cost savings and service transformation) there is a risk
that money is invested in projects which fail to deliver their outcomes, utilising scarce
financial resources which could have been deployed more effectively elsewhere.

As part of our audit request, the Authority was asked to provide details on the specific
cost savings each project has achieved. This appears to be the first time that such
information was centrally gathered and reported. The Authority utilised £21.0 million
of capital receipts in 2016/17 to fund transformational spending. These projects were
designed to achieve £16.3 million of savings in year, however, only £8.1 million (50%)
was delivered with many projects not delivering any savings at all. In total £7 million
(33% of total projects) was spent on transformational projects that have not delivered
any savings in 2016/17 nor 2017/18.

There was a lack of robust governance over the entire process. For some projects,
business cases had not been developed, there were no project initiation documents,
and no governance or monitoring structure in place to ensure the transformational
programmes were delivering the benefits they had been designed to do.

Likewise, we requested examples from Officers of Benefits Realisation documents to
show how the Authority has assessed completed projects, whether successful or not.
At the time of our work, no such evidence could be provided to us to show the
Authority had undertaken work to understand why certain projects had failed to
deliver projected savings.

As a result, there is arisk that the Authority does not learn from its mistakes, and
does not strengthen its processes appropriately going forward. Example areas for
strengthening include business case development, due diligence, governance,
monitoring etc.

Further details can be found on page 64. We have raised related recommendations in
Appendix One.
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Summary for Audit Committee
Cont)

VTR Gl LTS Risk Management

UL Ll A\ revised Risk Management Policy and Risk Management SORP, as well as an
updated draft Corporate Risk Register was presented to the February 2018 Audit
Committee. During our review, in May 2018, the Authority confirmed that the
Strategic Risk Register has not been reviewed or revised by the Authority’s
Management Team since the last Audit Committee. As a result, all of the actions
within the Risk Register remained outstanding and have not had a revised target date
added by risk owners. Similarly, there has been no risk owner reassessment of the
risks and triggers, residual risks nor adequacy of the existing controls and actions.

The Authority currently faces a significant number of risks to its day to day operation,
whether financial or operational. Many of these have already been highlighted in
various external reports, including our previous audit reports, the LGA Peer Review,
and the Caller Report. As noted elsewhere, strong action plans should be put in place
to manage or mitigate these risks. Without a finalised Corporate Risk Register and
associated action plans, then there is no assurance that the Authority is dealing with
these issues appropriately orin a timely manner.

Therefore for the financial year 2017/18 we are unable to gain assurance that risk
registers are robustly collated, monitored and reported, nor that local risk registers
inform one another and comply with the overall Risk Management Policy.

As of 2017/18, the Corporate Risk Register was not supported by sufficient and
appropriate evidence, and it could therefore not be used to enable Cabinet to make
appropriate decisions. The Corporate Risk Register was not being used as a ‘live’
document and wasn't updated on a regular basis. During the financial year, we did not
see any evidence that risk registers were informing the work plan or agenda of
Committees, including Cabinet and Council.

Further details can be found on page 66. \We have raised related recommendations in
Appendix One.
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Summary for Audit Committee
Cont)

VEINCR TNV Off-Payroll Working through an Intermediary (IR35)

Ll Ll A\ s e have previously reported, during the course of the year, we undertook work in
relation to the re- engagement of a previous employee of the Authority via a contract
with their own company, a few days after they had originally left the organisation.

The Authority did not undertake any review prior to initiating the engagement
regarding how such an arrangement would comply with its own internal guidelines
and policies, nor specifically any DCLG, Treasury or HMRC guidance. The Authority
believed that the arrangement did not meet the requirements of being an employment
relationship under IR35 considerations. No tax or legal advice was obtained prior to
entering into the engagement.

Please refer to page 69 for further details and we have raised related
recommendations in Appendix One.

Chief Executive Payment

The Authority has a procedure for the negotiation of severance agreements for Chief
Officers and this forms part of its Constitution, and is alsoincluded in its Pay Policy.

The exit of the previous permanent Chief Executive was a decision taken by the
former Leader in consultation with Cabinet, following advice from Officers. An
agreement was reached for the departure of the previous permanent Chief Executive,
in accordance with this advice, including the nature and value of the settlement.

We reviewed the Authority’s process for agreeing a settlement agreement package
with the previous permanent Chief Executive, and confirmed that appropriate
calculations had been made to derive certain figures such as pay in lieu of notice.

We noted that an element of pay, as for other ‘exit packages’ include holiday
entittement not taken. We were unable to gain assurance over this calculation as
there is no central tracking or authorisation of annual leave taken during the year
against individual’s entitlements, and therefore no auditable trail of evidence to
confirm what the holiday balance for any employee is at any point in time.

We were however able to confirm that payments were made in line with the
settlement agreement, with the exception of a validated holiday entitiement.

Please refer to page 71 for further details and we have raised related
recommendations in Appendix One.

Financial Peer Review and Action Plans

Following the appointment of Commissioners on 10 May 2018, we met with Tony
McArdle and Brian Roberts to discuss the steps the Authority needs to undertake in
order to address the concerns raised within the Financial Peer Review undertaken by
the Local Government Association in September 2017.

This links in with our wider work on the Authority’s financial stability, including
reviewing the short and medium-term financial plans, within the context of a proposed
Unitary solution within Northamptonshire which may commence as soon as April
2021. We have raised related recommendations in Appendix One.

Please refer to page 72 for further details and we have raised related
recommendations in Appendix One.
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Summary for Audit Committee
Cont)

SEHEELRIEILIN Ve have a duty to consider whether to issue a report in the public interest about
(AT something we believe the Authority should consider, or if the public should know
about.

If, through the course of our audit, we identify any such matters, we will issue a report
separately to this audit report. It is our intention to issue a Public Interest Report.

In addition, we also exercised our powers in accordance with Section 29 and Schedule
8 to the Local Audit & Accountability Act 2014 to issue an Advisory Notice relating to
the Authority’s decision-making process for setting a budget for 2018/19, and its
precept for 2018/19.

A QUGG G L VWe would like to take this opportunity to thank officers and Members for their help
during our audit and wish them good luck for the future.
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Section one: Financial Statements

ACCOUNTS production and audit process

Audit standards (ISA 260) require us to communicate our views on the significant qualitative aspects
of the Authority’s accounting practices and financial reporting.

We also assessed the Authority’s process for preparing the accounts and its support for an efficient
audit. We have raised a number of issues regarding the suitability of certain accounting judgements
made in the preparation of the draft financial statements, as well delays to the audit arising from late
or poor quality working papers and query resolution.

The Authority has provided an update on its implementation of prior year recommendations in
Appendix Two.

Accounts practices and production process

As reported previously, as part of our planning process from January 2018 we discussed in detail with the
LGSS Closedown team, the plans for the preparation of the annual accounts and our Prepared By Client
request which documented all the initial evidence we required to commence our audit.

We discussed the LGSS Closedown team’s plans for the preparation of the annual accounts ahead of the
earlier deadline for 2017/18 which was 31 May 2018. Our PBC request was shared with the LGSS
Closedown team on 25 January 2018, and we utilised the KPMG Central facility, which is a cloud-based
document storage system, to enable efficient data-sharing and tracking of PBC requests.

Interim

In our Interim Report 2017/18 we were pleased to note that the majority of interim PBC items were provided
ahead of our on-site visit. This continued the good performance which we noted in the previous year.
However, we did note that some items were not fully-aligned to our PBC requests and were documents
which had been rolled forward from the previous years. Examples include additions and disposals of fixed
assets; and contracts review.

These were resolved by our team whilst on-site, but we note that improvements could be made to increase
efficiency and avoid duplicate efforts.

Final Accounts

At the commencement of our agreed main on-site visit for the 2017/18 audit, a number of key working
papers had not been finalised for our review. This had not been communicated to us prior to our arrival on-
site. This included basic working papers relating to borrowings and investments, grants, expenditure /
accruals cut-off testing and the Authority’s analytical review of its net cost of services.

Likewise, the information requested for the purposes of our data analytics procedures over accounts payable
(expenditure) was also not ready at the start of our audit. Data provided to us during the course of the audit
was also found to be incorrect, meaning we had to perform extra audit procedures a number of times.

Response To Audit Queries

During the course of the audit, we also encountered significant delays in response to our audit queries.
Unfortunately this has not been isolated to a few small areas, but widespread across most areas including
HR, payroll, pensions, cash, accounts payable, creditors, procurement, grant income, journals, borrowings,
investments, property, and related parties. These delays have been primarily caused by poor responsiveness
from individuals and teams across the Authority and outside of the Integrated Closedown team.

We therefore spent significant additional time and resource over and above that planned in respect of the
basic areas (i.e. non-high risk) of our audit process. In many areas, this is double / triple what we would
normally expect if high quality working papers were prepared first time, and audit queries were responded to
in a timely manner.

kbt 1
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Section one: Financial Statements

Accounts production and audit process
cont)

Accounts practices and production process (cont.)

On 20 July 2018, the NCC Section 151 Officer (S151) and LGSS Director of Finance issued a joint
communication to individuals responsible for outstanding audit queries emphasising the prioritisation of this
for both organisations.

Unfortunately this failed to generate any decisive action, and outstanding audit queries continued to remain
into the autumn. These were reported in September and November 2018 progress reports.

It appears that at this stage, with the audit deadline missed, the Authority started to focus on other
commitments and outstanding queries began to take a lot longer than they should have. A small number of
audit areas were unresolved until April and May 2019.

Key delays encountered during the audit include:
Accounts Payable

Part of our original planned audit testing over accounts payable was based on the use of data analytics.
However, following significant delays to the provision of the data (initially requested as part of our Prepared
by Client request in January 2018), we only received the complete set of data and supporting information to
perform our testing on 2 October 2018. Delays, including the provision of the requested data and incorrect
data fields, had a significant knock-on effect in relation to the audit completion timetable for the 2017/18
audit.

Valuations

Since February 2018 we had been requesting the valuation that the Authority informed us had been
undertaken of One Angel Square as part of the due diligence work leading to the sale and leaseback. As
reported in July 2018, the Authority then confirmed that no such valuation had been commissioned, and the
last valuation of One Angel Square was obtained on 22 May 2017, the date at which it first became
operational.

The Authority then had to commission a new valuation of One Angel Square as of 31 March 2018 for year-
end accounting purposes. After finally receiving this in September 2018 our valuation expert reviewed this
and provided challenge back to the Authority, resulting in further audit queries.

Following receipt of further information regarding the fact that additional valuations of One Angel Square had
taken place, we raised a number of queries with the Authority and their valuers in April 2019. This took a
significant time to resolve, and we only closed this area off in early June 2019.

As previously noted, the Sale and Leaseback of One Angel Square was approved by Cabinet on 13 February
2018. Since that point in time, we were continually requesting from the Authority a valuation for the purpose
of its sale (when this was originally intended to be in the 2017/18 financial year), the Authority confirmed in
September 2018 that this valuation did not exist. The sale took place in April 2018, therefore it falls into the
2018/19 financial statements for the purposes of accounting and VFM considerations.

We have raised recommendations relating to these matters in Appendix One.

Audit Risk Areas

We suffered similar delays across the majority our key audit risk areas, in respect of Capital Flexibilities,
S106 monies, S38 monies, Public Health Grant, and Insurance Fund.

As reported throughout the year, our work across these important areas suffered significant delays. Initially,
relating to the provision of quality working papers to support the treatment of such transactions in the
2017/18 draft financial statements, then in respect of numerous delays in receiving sufficient and appropriate
audit evidence, and responses to audit queries, then finally in the prolonged discussion held with Officers
regarding the need to make audit adjustments and reverse these transactions out of the accounts.

kbt 1
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Section one: Financial Statements

Accounts production and audit process
cont)

Accounts practices and production process (cont.)

As noted in our audit progress report of September 2018, after these proposed audit adjustments had been
agreed in principal, in order to review the appropriateness of these adjustments we required the Authority to
provide updated working papers in relation to all of these amendments, including the rationale for the revised
treatment in line with the Code of Practice and Accounting Standards. We only received this paper on 30
October 2018, and this was required to be reviewed by the audit team and our internal technical specialists.

The additional work, both initially in respect of reviewing these areas as high risk, then furthermore as a
result of poor or missing working papers, alongside extensive audit queries and delays in confirming
treatment from the Authority, have resulted in significant additional time input and therefore cost to the audit
in respect of all these areas.

WGA: The Authority was also required to submit its Whole of Government Accounts (WGA) draft
submission pack to the National Audit Office by 14 June 2018. The Authority was subsequently granted a
number of extensions by the NAQO, all of which have been missed. We are normally required to complete our
audit work over the WGA before we canissue our 2017/18 audit certificate, however the Authority is in
discussion with the National Audit Office regarding whether this submission is still required given the Whole
of Government Accounts consolidation exercise has now taken place.

Capital Grants: Following delays in the provision of working papers, in September 2018 we commenced our
review of this area. The original, and subsequent, information provided to us was of a poor quality and we
had to request several iterations of working papers in order to obtain sufficient and appropriate evidence
from which to commence our sample testing. This process took place over a number of months and we only
received the final elements required by us for our audit to close this area off in April 2019.

Declarations of Interest: \We did not receive all of the required declaration of interest forms back from
Councillors until October 2018. This is a process which should have been finalised during the first week of
our on-site visit in June 2018, if not before.

Audit Impact

All of the quality issues above meant that we had to undertake significantly more audit work to understand
some of the initial working papers presented for audit by the Authority. The audit team had to wait for the
provision of revised working papers to address the issues we found. The delays have meant that we spent
additional time over and above what was originally planned, even taking into account the high risk nature of
the audit. This included significant work undertaken after the agreed on-site visitin the summer. As reported
previously to Audit Committee, these delays have had an impact on the final audit fee.

There is scope for significant improvement through further development of working papers to enhance
understanding, clarity, and the audit trail. We have raised related recommendations in Appendix One.

Investigations

Following matters raised during the course of the audit in respect of NEA Properties, and anissue relating to
the re-engagement of a previously made redundant LGSS employee under a personal service contract, the
Authority commenced two independent internal investigations into these respective matters.

As aresult of this, and in agreement with the Authority, we therefore paused our work in these areas in
order for the investigations to take place, with the intention that we take into account the work and findings
of the Authority, and avoid possible duplication of effort.

We received the report into NEA Properties on 27 March 2019. We received the report into the LGSS
redundancy and re-engagement issue on 21 May 2019. As such we have determined that we do not need to
undertake any further audit work in these areas, and expect the Authority to take any appropriate action as
detailed in the respective reports.

kbt z
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Section one: Financial Statements

Accounts production and audit process
cont)

Going concern

The Council has prepared its annual 2017/18 Statement of Accounts under the Chartered Institute of Public
Finance and Accountancy (CIPFA) Code of Practice on Local Authority Accounting in the United Kingdom (the
Code). As part of our audit work we have assessed whether there is a material uncertainty within the
financial statements which could cast significant doubt on the Authority’s ability to continue as a going
concern.

Northamptonshire County Council had a long running underlying structural deficit of over £100 million up to
the financial year ending 31 March 2018. Other Going Concern considerations include the fact that as an
organisation, the County Council is due to cease to exist as of April 2021 with the implementation of two
Unitary Councils within the geographical boundaries of Northamptonshire.

We draw attention to the Authority incurring a reduction of £47.025 million in its General Fund balances for
the year, having net current liabilities of £280.055m (2016/17, £196.983m), and net liabilities of £358.169
million (2016/17, £322.744 million). The basis of preparation note (page 28 of the accounts) indicates that the
Authority’s ability to continue as a going concern is dependent on the Authority improving its cash liquidity,
improving its financial sustainability in the short to medium term and the impact of the proposed abolition of
Northamptonshire County Council and the creation of two new Unitary Councils from April 2021.

Due to the financial circumstances in which the Authority is currently operating, it decided to produce a going
concern assessment in January 2019 to reaffirm its basis as a going concern. This also fulfils the
requirements of international accounting standard |AS1, paragraph 25, for the management of an
organisation to produce an assessment of the organisation’s ability to continue as a going concern.

Liquidity
The Authority notes that the increase in the Authority’s General Fund deficit caused by the amendments to
the 2017/18 financial statements does not change its cash balance as of 31 March 2018.

At this date, the Authority had net current liabilities of £280 million, which includes £255 million of short term
borrowing. The Authority’s current Treasury Management Strategy is to borrow short term to finance its
capital investment programme to take advantage of lower interest rates. The Authority informed us that it
could replace this by much longer term borrowing, if it chose to do so, thereby improving its net current
liabilities, and that it also has access to finance via the Public Works Loans Board.

The Authority’s Treasury Management Advisors undertook a detailed balance sheet review at31 March
2018. The Authority states that the review demonstrated that it was well below its underlying capital
borrowing requirement by £91 million. Therefore, if required, the Authority considers that it could borrow a
further £91 million to fund its capital borrowing requirement entirely from external borrowing, bringing
additional cash back into the organisation. Furthermore, the Authority sold its main office building, One Angel
Square, for £64 million in April 2018. The Authority therefore states that it believes these factors
demonstrate that the Authority has available cash resources or access to borrowing to pay commitments.

Financial Sustainability in the short to medium term

The Authority notes that with the support of the Commissioners appointed by the Secretary of State, it
approved a Stabilisation Plan on 9 October 2018 that is aimed at addressing the in-year budget deficit. In
addition the Authority was advised by Ministry of Housing, Communities and Local Government on 28
November 2018 that it was successful in its application for a direction to treat revenue expenditure as capital
expenditure. The Direction is worth up to £70 million and has three components: the recovery of the deficit
at 31 March 2018 i.e. £35.4million; the creation of an unallocated revenue reserve of £20million; and the
balance to be used to manage the risk that the financial savings in the Stabilisation Plan are not realised in
full in 2018/19. The Authority approved its Medium Term Financial Plan from 2019/20 to 2021/21 at the
Council meeting on February 2019.

kbt 1
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Section one: Financial Statements

ABC[%UHTS production and audit process
GOt

Unitary

Paragraph 2.1.2.6 of the CIPFA Code states that “transfers of services under combinations of public sector
bodies (such as local government reorganisation) do not negate the presumption of that the financial
statements shall be prepared on a going concern basis of accounting.”

The Authority considers therefore, that if a statutory order is taken by the Secretary of State to abolish
Northamptonshire County Council and create two new Unitary Councils, then the functions of the Authority
will continue in operational existence for the foreseeable future, and does not negate the presumption of the
Authority being a going concern.

Conclusion

We have reviewed these events and conditions, along with the other matters explained in the basis of
preparation note (page 28 to the accounts), and following extensive consultation confirm that we do not
believe in the current circumstances they constitute a material uncertainty in relation to the Authority’s ability
to continue as a going concern.

This conclusion in relation to Going Concern should not be interpreted as meaning the Authority does not
continue to face severe financial challenges. For further information on this please see your value for money
section of this report include risks around delivery of budgets, financial resilience, and cost savings plans.
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Section one: Financial Statements

ACCOUNTS production and audit process

cont)

Implementation of recommendations

We raised 5 recommendations in our ISA 260 Report 2016/17. In our Interim Report 2017/18 in May 2018,
we set out the status of those recommendations, as well as 14 other historical recommendations raised in
our previous External Audit Reports. The Authority has now implemented some of the recommendations in

line with the timescales of the action plan.

The table below sets out the Authority’s progress against the prior year high priority recommendations, and
the five medium priority recommendations raised in 2016/17. Further details are included in Appendix 2.

Issue

Progress

Streamlining the accounts production
H and closedown process

The Authority has further developed the Accounts
production process using the new ERP Gold system.

H Governance of ‘Next Generation Council’
federated vehicles

The Authority has returned the services provided by both
Olympus Care Services Limited and First for Wellbeing
CIC back into the Authority with the effect of 1 April 2018
and 1 September 2018 respectively.

H Retrospective Purchase Orders

The review of retrospective orders is an on-going
process, between April 18 and November 18.

Review of actuarial assumptions

The Council provided an assurance statement to KPMG
as part of 2017/18 closedown, which explained why its
S151 Officer provides reliance on the key Pension Fund
actuarial accounting assumptions.

Capital accruals process

The accruals process for capital is consistent with the
procedure for revenue accruals. Automatic accruals are
raised as purchases on ERP Gold, and any manual
accruals raised are reviewed by the finance business
partner team.

Accountability and transparency in
relation to the flexible use of capital
receipts

A full response to this issue has been provided as part of
the Council's reply to KPMG's 2017/18 full audit ISA
recommendations.

Fire fleet fixed asset register

As part of the transfer of the Fire Service to the Office of
the Police and Fire Crime Commissioner in January 2019,
work was done to verify and reconcile fixed assets in
order to populate the Schedules attached to the Property
Transfer Scheme and to create a separate opening
balance sheet for the new entity.

Narrative report

A Narrative Report has been completed as part of
2017/18 Statement of Accounts which provides a concise
overview of the Council's Strategy, and priority objectives
and its resulting financial performance (revenue and
capital) in delivering those objectives.

This report will be continued and enhanced where
possible for future years' audits.
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Section one: Financial Statements

ACCOUNtS production and audit process
CoNt)

Completeness of draft accounts

We received an updated version of the accounts on 11 June 2019. We were told that these had been
thoroughly quality checked before being passed on for audit purposes. We immediately began our checking
again, however, on 17 June 2019, whilst we were part-way through our final procedures, the Authority
informed us that there were still errors and omissions within this version, and that a new, revised version
would be provided for audit purposes. We received this on 18 June 2019. Following further checks and
iterations of the accounts, we received a copy of the accounts presented to this Audit Committee on 19 July
2019.

Group audit

To gain assurance over the Authority’s group accounts, we placed reliance on the work completed by
component auditors on the financial statements of the Authority’s subsidiaries:

— First For Wellbeing CIC;

— Northamptonshire Trading Ltd; and

— Olympus Care Services Ltd.

There are no specific matters to report pertaining to the group audit.

We are also pleased to report that there were no issues to note in relation to the consolidation process.
Pension Fund audit

The audit of the Fund was completed alongside the main audit. There are no specific matters to bring to your
attention relating to this.

Additional findings in relation to the Authority’s control environment for key financial systems

In our External Audit Interim Report 2016/17 tabled in May 2018, we reported that there were a number of
year end controls that we will be testing during our year end audit.

We have since completed the testing of these controls. Issues found include those relating to:
— Payroll starters and leavers;

— |T leaver access revocation;

— Procurement controls including Single Tender Waivers and the Contract Register;

— Journals;

— Payroll Reconciliations; and

— Exit Packages.

We have raised related recommendations in Appendix One.
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Section one: Financial Statements

SPECIIC audit areas

We anticipate issuing an unqualified audit opinion on the Authority’s 2017/18 financial statements by
31 August 2018. We will also report that your Annual Governance Statement complies with the
guidance issued by CIPFA/SOLACE ('Delivering Good Governance in Local Government’) published in
April 2016.

The net impact on the General Fund as a result of audit adjustments is to decrease the balance as at
31 March 2018 by £43 million, resulting in a negative balance of £35.3 million.

Auditing standards require us to consider two standard risks for all organisations. We consider these as a
matter of course in our audit and will have set out the findings arising from our work in our ISA 260 Report

below.

Management override of controls

Professional standards require us to communicate the fraud risk from management override of
controls as significant because management is typically in a unique position to perpetrate fraud
because of its ability to manipulate accounting records and prepare fraudulent financial
statements by overriding controls that otherwise appear to be operating effectively.

Our audit methodology incorporates the risk of management override as a default significant
risk. We have not identified any specific additional risks of management override relating to this
audit.

In line with our methodology, we carried out appropriate controls testing and substantive
procedures, including over journal entries, accounting estimates and significant transactions that
are outside the normal course of business, or are otherwise unusual.

Given the new and increasing risks and issues facing the Authority we decided to decrease
materiality over the financial statements which drove additional testing over the Authority's
financial statements. We also enhanced the use of data analytics technigues over the
Authority’s transactional data (for example, journals, payroll, and non-pay expenditure) to allow
us to gain additional assurance over the balances.

We will also reviewed the new financial controls issued with the Section 114 Notice.

Fraudulent revenue recognition

Professional standards require us to make a rebuttable presumption that the fraud risk from revenue
recognition is a significant risk.

In our External Audit Plan 2017/18 we reported that there was an increased risk of fraudulent
income. We have therefore review the various proposed one-off balance sheet measures to
assist with the Authority’'s outturn position, including the release of reserves and the recognition
of income from grants received in advance. These involve areas of judgement by management.

In particular we have reviewed the Public Health Grant, and use of Section 106 and Section 38
monies, and audit adjustments have arisen as a result of this work.

Over the following pages we have set out our assessment of the specific risks and areas of audit focus we
identified in relation to the audit of the Authority’'s financial statements.
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Section one: Financial Statements

Specific audit areas (cont)

Significant Audit Risks — Authority

Those risks requiring specific audit attention and procedures to address the likelihood of a material financial
statement error in relation to the Authority.

Risk per
2017/18
audit plan:

Our
assessment
and work
undertaken:

Valuation of PPE & Investment Properties

The Code requires that where assets are subject to revaluation, their year end carrying value
should reflect the appropriate fair value at that date. The Authority has adopted a rolling
revaluation model which sees all land and buildings revalued over a five year cycle. As a result
of this, however, individual assets may not be revalued for four years.

This creates a risk that the carrying value of those assets not revalued in year differs
materially from the year end fair value. In addition, as the valuation is undertaken as at 1 April,
there is arisk that the fair value is different atthe year end.

The Authority’s accounting policies are for all assets held for sale, investment, and surplus
assets to be valued on an annual basis. In addition, Property, Plant and Equipment (PPE) is
valued on a rolling 5 year basis.

In relation to those assets which have been revalued during the year we reviewed the
accounting entries made to record the results of the revaluation in order to ensure that they
were appropriate.

We also assessed the valuer's qualifications, objectivity and independence to carry out such
valuations and reviewed the methodology used (including testing the underlying data and
assumptions).

Detailed findings:

The five year period began in 2015/16 with the appointment of Wilks Head and Eve. The
Authority revalued their assets as of 1 April 2017, the start of the relevant financial year. In
order to gain assurance that the value of assets is materially correct at the balance sheet date,
31 Mach 2018, and are therefore appropriately accounted for within the Authority’s 2017/18
financial statements, the Authority also obtains a ‘Market Review' report from their valuers,
Wilkes, Head and Eve (WHE). This aims to identify any market conditions which have
changed, which would indicate increases in valuation or impairment of assets.

Whilst this WHE report did not contain any indication of impairments due to market
conditions, it did suggest that market movements had occurred which could potentially
impact assets valued under the Depreciated Replacement Cost (DRC) methodology. For these
assets, the report suggested there was a general market movement upwards of up to 17%
during the course of the year.

In discussion with the Authority, and due to the lack of further audit evidence to provide
assurance that valuations therefore remained appropriate, the Authority instructed its valuers
to revalue these properties as of 31 March 2018 to ensure they were materially accurate
within the 2017/18 accounts. As a direct result of this, a number of amendments were made
to the Authority’s 2017/18 financial statements to adjust the assets for the revised valuations.
These are detailed in Appendix Three.

In total, the valuation report was prepared in respect of approximately 260 properties with an
aggregate value of £399 million and comprising 213 operational assets classified as PPE
which are mainly schools and of which 188 are valued using the DRC approach and have an
aggregate value of £324 million.
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Section one: Financial Statements

Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Valuation of PPE & Investment Properties (cont.)

The majority of the remaining PPE assets are valued on the basis of Existing Use Value (EUV).
The remaining non-operational PPE assets are classified as either Investment Assets, Surplus
Assets or Assets held for Sale and have been valued on the basis of Fair Value (FV).

The valuations have been prepared as at various dates between 1 April 2017 and 12
September 2017 as well as a full desktop revaluation of specialised PPE assets (valued using
the DRC method) as at 31 March 2018.

As part of the audit, KPMG's own in-house valuation expert engaged with the Authority’s
property team and external valuer in order to complete our work in this area. This included
ensuring the final valuations were consistent with the Authority’s instructions and
requirements, and that assumptions made were in line with local circumstances and market
conditions.

We have concluded that:

— the valuation reports appear to be in line with the Red Book and the valuer appears to be
appropriately qualified and competent to undertake the valuations; and

— the methodology and approach adopted appear to be reasonable and appropriate. The key
valuation inputs appear to be supported, justified, and referenced.

We also obtained instructions sent by the Authority to its valuer, and for a sample, agreed the
inputs within the valuer's report. We further agreed the revalued amounts back to the year-
end fixed asset register. No significant issues were noted.

Where assets have been reclassified, the Code requires these assets to be valued using a
methodology which depends on the final classification. We tested a sample of the reclassified
assets, including assets held for sale and surplus assets. No significant issues were noted.

One Angel Square

The Sale and Leaseback of One Angel Square (OAS) was approved by the Authority’s Cabinet
on 13 February 2018. At this meeting, Councillors were informed that the transaction was
necessary to balance the Authority’s budget for 2017/18 through the capital receipts which
would be generated upon disposal. However, the transaction did not go through until after 31
March 2018 and will therefore be reflected in the 2018/19 financial statements. One Angel
Square therefore remains on the Authority’s balance sheet as of 31 March 2018.

Following the Cabinet decision to proceed with the transaction in February 2018, it was stated
a the valuation had been undertaken into OAS as part of the Authority's due diligence work
leading to the sale and leaseback. We requested as part of our audit evidence, and eventually
in July 2018 it was confirmed by the Authority to KPMG that no such valuation had been
commissioned by the Authority, and the last valuation of One Angel Square had been obtained
on 22 May 2017, the date at which OAS first became operational.

Regardless of whether One Angel Square was due to be sold during the year, the Authority
should have obtained a new valuation as of 31 March 2018 to ensure it was correctly
reflected in the financial statements after becoming operational in May 2017.

For accounting and value for money purposes, the sale of One Angel Square was confirmed in
April 2018, and therefore falls into the 2018/19 financial yearand audit.
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Section one: Financial Statements

Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Valuation of PPE & Investment Properties (cont.)

As a result, we requested that the Authority should obtain a new valuation as of 31 March
2018 for the purposes of year end accounting. This was provided to us on 7 August 2018 and
valued One Angel Square at £41.6 million on an Existing Use Value basis.

During the course of the audit, it came to our attention that the Authority’s valuers had been
engaged to provide a further subsequent valuation of the same property as of 16 April 2018
on a fair value basis. This was a significantly lower valuation, being £32.4 million, despite
being only 16 days later. The Section 151 Officer provided confirmation that this valuation
should be disregarded, as it was of an informal indicative nature, undertaken under a different
basis of preparation, and had never been used in any management decisions or in any formal
decisions made by elected Members. We therefore engaged with the Authority and its valuer
again, through discussions with our own internal valuation expert. The Authority’s valuer
confirmed that part of this was due to the use of different assumptions based on new
information which had come to light / was not available during the initial valuation, and had
impacted how they approached the valuation of OAS.

Following this, the Authority’s valuer reviewed its approach and provided a further revised
valuation as of 31 March 2018, taking into account this new information which had come to
light. This was under the Existing Use Value basis. The valuation was £37.4 million, a £4.2
million decrease to the value within the draft 2017/18 financial statements. This has been
adjusted for and further details can be found in Appendix Three.

We are satisfied that this final valuation is in line with the Red Book, was undertaken by an
appropriately qualified and competent valuer, and the methodology and approach adopted
appear to be reasonable and appropriate. The key valuation inputs appear to be supported,
justified, and referenced. We have raised related recommendations regarding the valuation
process in Appendix One.

UPDATE - 3 September 2019

Whilst we have previously been aware that the Authority was considering a change in its
valuation methodology for OAS and was in discussion with their appointed auditors on this
matter, we were under the impression that this related to the Sale and Leaseback transaction,
and year end valuation as of 31 March 2019. In August 2019 in came to our attention that the
change would being considered would take effect as of 1 April 2018, that is the first day of
the next financial year following our sign off accounts relating to the year ending 31 March
2018.

We requested further information from management on the proposed change, and why if this
was felt to be an appropriate valuation, it was not included in the 2017/18 financial statements
in respect of the valuation of One Angel Square as of 31 March 2018.

Following our request for information the Authority informed us that it is proposing to change
the valuation methodology from its current basis of Existing Use Value (EUV) to Depreciated
Replacement Cost (DRC).

The impact of this proposed change in approach would be to increase the valuation of One
Angel Square as of 1 April 2018, to £47.4 million, an uplift of £10.2 million compared to its
valuation as of 31 March 2018.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Valuation of PPE & Investment Properties (cont.)
UPDATE - 3 September 2019 (cont.)

Given the subsequent sale and leaseback of One Angel Square during the 2018/19 financial
year, the impact of this increase in valuation, is the ability for the Authority to recognise an
additional £10.2 million of capital receipts which can then be utilised under the ‘Capital
Flexibilities' arrangements, as discussed at length in elsewhere in this report and in our
previous reporting to the Audit Committee.

The CIPFA 'Code of Practice on Local Authority Accounting in the UK’ states that in relation to
recognition and measurement of Local Authority PPE:

“Infrastructure assets, community assets and assets under construction (excluding
investment property — see section 4.4 of the Code) shall be measured at historical cost...all
other classes of asset shall be measured at current value...If there is no market-based
evidence of current value because of the specialist nature of the asset and the asset is rarely
sold, authorities may need to estimate current value using a depreciated replacement cost
approach.”

It is KPMG's view that One Angel Square is not of a specialist nature (whilst relatively large,
the building still effectively remains an office which could be utilised by any other
organisation, or multiple organisations), and that there is applicable market based evidence
relating to its current value. It is well located for an office building in Northampton, and its
previous valuations have been undertaken with reference to comparable market evidence
within the same geographical area. The fact that these valuations have been undertaken with
comparative ease, and deemed appropriate at the time, does not therefore suggest that there
is difficulty in performing valuations under conventional EUV methodology.

As such, we believe the rationale for using DRC as a valuation methodology does not meet
the criteria set by RICS in the ‘Red Book'. As such, if this change had been proposed for the
current financial year, we would be raising the need for a potential material audit adjustment.
We have included this update in this report as we feel the nature of the proposed change so
soon after the 2017/18 financial year end and the potential impact on the 2018/19 financial
statements is something we should bring to the attention of Those Charged With
Governance.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Risk per
2017/18
audit plan:

Our
assessment
and work
undertaken:

Capital Flexibilities and Capital Programme

In 2017/18, the Authority has stated its intention to continue using proceeds from the sale of
its capital assets to fund qualifying expenditure, per guidelines issued by the Ministry of
Housing, Communities and Local Government (MHCLG, previously DCLG) in March 2016.
This is known as the ‘flexible use of capital receipts’ and was introduced in the December
2015 Local Government Spending Review. The Authority first utilised capital flexibilities in the
2016/17 financial year and had initially budgeted £25 million of transformational spend to be
met by capital receipts. The Authority’s 2016/17 capital flexibility outturn position was
ultimately £21 million. We tested a sample of this expenditure. Our work found that whilst the
tested expenditure met the criteria specified within the MHCLG's guidance, the Authority had
not complied with the accountability and transparency requirements of the MHCLG's
guidance. There remains a risk that for the 2017/18 financial year, these accountability and
transparency requirements may not be met by the Authority.

Going forwards, the full Council has approved the use of capital flexibilities in the context of
the move to a Next Generation Council (NGC) model, with a total balance of £35.6 million. Of
this, £17.1 million is yet to be identified for this year.

The Authority’s Financial Peer Review report (published September 2017) states that the
“Council's future financial plans appear to be built with a very optimistic bias as to what can
be achieved in general savings and by transformation through the ‘Next Generation Council’
model”. Since then, the Council has paused its transformation efforts through the NGC model
and has begun making arrangements to bring its service delivery companies back in-house.
None of the initiatives per the Final Budget 2018/19 and Medium Term Plan to 2021/22
involve the NGC model. There is a risk that these capital receipts may be applied to
expenditure that is no longer transformational or designed to generate future savings.

A key factor in the increase of anticipated capital receipts in yearis the Authority’s decision to
sell and leaseback its newly-built headquarters at One Angel Square. This has been agreed by
Cabinet in February 2018. There is a risk that a sale may not be completed within the 2017/18
financial year due to the short timeframe, thus unable to be applied to qualifying expenditure.
The Authority has proposed an accounting treatment which puts this transaction outside of a
SIC 27 financing arrangement and has committed to seeking legal advice on whether the
proposed transaction meets the definition of a disposal under Section 9 of the Local
Government Act 2003.

As stated in our Statement of Reasons linked to the Advisory Notice we issued in February
2018, the Authority must be able to demonstrate that expenditure on transformational
projects in 2017/18 meets the definition in paragraph 3 of the Capital Flexibilities Direction.
The Authority’s budget for 2017/18 was based upon capital receipts of £35.6 million being
used to fund what would otherwise be revenue expenditure, pursuant to the Capital
Flexibilities Direction.

We also noted that the Authority is obliged in law to have regard to the Statutory Guidance.
This means in law that the Authority should follow the Statutory Guidance or be able to put
forward a good reason for not so doing. The Statutory Guidance provides that the Authority
should have in place and publish a Strategy (the Strategy on the Flexible Use of Capital
Receipts). The Authority failed to do this for the years 2016/17 and 2017/18.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Capital Flexibilities and Capital Programme (cont.)

In addition, KPMG believes that the Authority has failed to satisfy paragraph 5.3 of the
Statutory Guidance in that Appendix L of the Cabinet report in relation to 2016/17 and
2017/18, did not analyse the degree to which planned savings have, or transformation has,
been realised (as required as part of the Strategy for 2018/19).

The Government appointed Inspector's Best Value Report published on 15 March 2018
mirrored this view (paragraphs 3.30and 3.31), where the Inspector states, “Although there
have been reports which set out at high level NCC intentions, there has been no report which
complies with the Statutory Guidance.”

In our March 2018 external audit progress report we stated that following the evidence
provided to us as of that date, we had yet to gain assurance that there is robust governance
around the implementation of the Authority’s on-going transformational expenditure. It is
crucial for the Authority to ensure that there are robust controls, and strong oversight, in place
in relation to the use of taxpayer’'s monies.

Subsequently, we continued to have delays in the provision of this information, but received
some initial evidence on 20 April 2018 relating to the 2016/17 transformational programme
and the Authority’s flexible use of capital receipts.

Following receipt of this, we then raised a significant number of queries with the Authority in
relation to its use of Capital Flexibilities, and the projects contained within the breakdown
provided to us.

As we noted in our reporting during March 2018, the evidence provided for each
transformational project varied depending on the nature of the scheme, however overall there
was generally very little evidence and supporting documentation provided to us to support the
Authority’s overall use of Capital Flexibilities for transformational spending.

As part of our audit request, the Authority was asked to provide details on the specific cost
savings each project has achieved. This appears to be the first time that such information was
centrally gathered and reported. The Authority utilised £21.0 million of capital receipts in
2016/17 to fund transformational spending. These projects were designed to achieve £16.3
million of savings in year, however, only £8.1 million (50%) was delivered with many projects
not delivering any savings atall.

In total £7 million (33 % of total projects) was spent on transformational projects that have not
delivered any savings in 2016/17 or 2017/18.

Examples include:
— Adult Staff Costs: £702,000 spent, no savings delivered in 2016/17 or 2017/18;

— Place Highways and Transport Transformation Projects: £636,000 spent, no savings
delivered in 2016/17 or 2017/18;

— Managing Agent: £495,000 spent, no savings delivered in 2016/17 or 2017/18,;

— Raceto the Top Programme: £257,000 spent, no savings delivered in 2016/17 or 2017/18;
and

— Total Transport: £253,000 spent, no savings delivered in 2016/17 or 2017/18.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Capital Flexibilities and Capital Programme (cont.)

As previously communicated in our 2017/18 audit plan, interim report, and progress reports,
our review was not just limited to the use of capital flexibilities within 2017/18, but with new
information now available, we were also reviewing those projects funded under this directive
in 2016/17. For example, evidence now exists which shows that projects previously
presented to audit as time limited one-off projects are in actuality on-going costs which would
be required to be incurred by the Authority. They therefore, in our view, do not meet the
necessary criteria to be funded via capital receipts.

Following subsequent discussions with Officers, the Authority has confirmed it no longer
deems £16.959 million of expenditure to meet the definition of transformational spend as
required by the guidance in order to be funded via capital receipts.

Example projects included in the initial transformational spending, but agreed with Officers to
not meet the criteria as set down in the guidance and therefore will now be removed and
funded as general expenditure include:

— Social Care Agency Placements: £4,450,416

— Residence Orders: £3,751,981

— Internal Professional Support Time Apportionment: £1,064,219
— Place Highways and Transport Projects: £695,737

— Customer Services Web Team: £433,409

— Chief Executive and Directors Time Apportionment: £408,928

This was despite previous confirmations from the Section 151 Officer (S151) and his Officers
that these were genuine transformation programmes, which had been through proper
governance processes and met the requirements as laid down in the guidance issued from
the Department for Communities and Local Government.

We had reported the risks associated with this during the course of our 2016/17 audit, as well
as our 2017/18 audit plan, interim report and progress reports. We held numerous meetings
with the Authority in advance of the audit, regarding the level of evidence required to justify
this expenditure. However, when we came to audit this, there was no evidence provided that
these schemes were supported by robust documentation either for internal monitoring
purposes or audit purposes. As such, it was considered by us that these were never truly
transformational schemes.

Indeed, whilst some transformation projects were ultimately deemed acceptable from an
audit perspective, this took an incredibly long time and sustained effort by the audit team to
obtain sufficient evidence to support these as it was not readily available, and the Authority
had no central process for approving, monitoring or reporting on these.

In our view, it is clear whilst the Flexible Use of Capital Receipts provides an opportunity for
Local Authorities to fund genuine investment in transforming services without any impact on
revenue, Northamptonshire County Council took this too an extreme to the point of being
imprudent due to the financial position it found itself, in.

As a result, this expenditure will need to be funded via general funding. As of 31 March 2018,
the Authority had limited funds available to meet any excess expenditure in the year (i.e. there
was no surplus, nor other reserves to be drawn down in order to balance its 2017/18 budget).
The consequence of this financial position is that the Authority now reports a negative general
fund position as of year-end.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Risk per
2017/8
audit plan:

Our
assessment
and work
undertaken:

Management override of controls

Professional standards require us to communicate the fraud risk from management override
of controls as significant because management is typically in a unique position to perpetrate
fraud because of its ability to manipulate accounting records and prepare fraudulent financial
statements by overriding controls that otherwise appear to be operating effectively.

Although our audit methodology includes the risk of management override as a default
significant risk, the Authority’s critical financial position necessitates specifically highlighting
this as a significant audit risk.

During the year, there have been significant changes in senior management at the Authority,
including the Chief Executive Officer and the Group Finance Director (Section 151 Officer).
The Authority has utilised interim staff to fulfil these statutory roles. This may have resulted in
gaps in the Authority’s control environment given the lack of continuity and consistency in
senior management.

In addition, the Section 114 Notice issued in February 2018 introduces new financial controls
designed to curb all new expenditure.

Most of our testing on key areas involving management input was carried out atyear end, for
example, testing journals and other adjustments, as well as reviewing accounting estimates.
These are reported throughout this document.

Additionally, we sought to understand the financial controls introduced with the issuance of
the Section 114 Notice (the ‘Section 114 controls’).

On 2 February 2018, the Director of Finance (Section 151 Officer) issued a Section 114 notice,
per the Local Government Finance Act 1988. An emergency expenditure control protocol
(EECP) was circulated to staff on 6 February 2018. Subsequently, the Authority held a briefing
at One Angel Square on 7 February 2018 which confirmed that the Chief Executive and senior
management will be meeting several times a week to review all spend; and the Authority will
honour all committed spend, but will not enter into new expenditure, with the exception of
safeguarding vulnerable people and statutory services.

The EECP introduced the Chief Executive Approval Panel (CEAP). This became operational on
9 February 2018 and meet three times a week (Monday, Wednesday, and Friday).

We reviewed the controls around this as part of our work, and provided an update in our
Interim Report 2017/18. We have raised related recommendations in both our interim report
and in Appendix One.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Risk per
2017/18
audit plan:

Our
assessment
and work
undertaken:

Fraudulent Revenue Recognition

As with management override of control, this is a specific risk which we are required to
consider by professional standards. Typically in local authorities, there are limited incentives
and scope to manipulate the way income is recognised. However there is an increased risk of
fraudulent income recognition at the Authority due to its current financial difficulties. There
are various proposed one-off balance sheet measures to assist with the Authority’s outturn
position, including the release of reserves and the recognition of income from grants received
in advance. These involve areas of judgement by management.

In the prior year, we raised concerns over income recognition in relation to the Public Health
Grant, some of which did not appear to be in scope allowed by the terms of the Grant. In
response, the Authority had stated that it intends to review its mechanism for recharges, but
has not accepted our recommendation that the Authority should obtain independent external
assurance to demonstrate compliance with the terms of the Grant. Since then, Public Health
England has confirmed that it is currently investigating the Authority’s use of this Grant.

Public Health Grant

On 15 June 2018, Public Health England wrote to the Authority to confirm that it had
completed its investigation and concluded that the sum of £8.038 million (£3.49 million for
2015/16, £3.763 million for 2016/17, and £0.784 million for 2017/18) of ring-fenced public
health grant funding was used to support activities that did not meet the grant conditions.
Public Health England requested a response from the Authority on how this amount was to
be reinvested.

For the purposes of the 2017/18 financial statements, the Authority had only disclosed a
contingent liability in respect of possible repayment of the Public Health Grant. This
effectively is simply a disclosure and does not impact balances within the accounts. In
discussion with Officers, it was confirmed that a provision was deemed more appropriate but
this had not been transacted as the Authority did not have the money to account for this as
such within the accounts.

On 9 July 2018, the Authority replied to Public Health England and confirmed that to settle
this matter, it was proposing to reinvest £7.9 million in public health activities, via the Public
Health reserve, over a period of five years in equal instalments.

Following further discussions with the Authority, Officers have decided to amend the draft
financial statements to reflect a provision for the Public Health Grant as of 31 March 2018.
This is a change from the previously disclosed contingent liability. As a result of this, there will
be an impact on the Comprehensive Income and Expenditure Statement (and therefore
general fund balance) of £7.9 million.

In response to this issue, we extended our audit testing over other ring-fenced grants and
requested evidence from the Authority that all terms and conditions for such streams of
funding have been adhered to, and there is no other on-going disputes regarding possible
clawback of public funds. Based on our testing, there were no other material audit issues we
wish to report.

The audit adjustment is detailed in Appendix Three. Related recommendations are found in
Appendix One.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Fraudulent Revenue Recognition (cont.)
Section 106 monies

As previously reported in our External Audit Report 2016/17, the Authority utilised £9 million
of Section 106 funding within its 2016/17 accounts, as approved by Cabinet on 16 May 2017
under “income prioritisation”. The May 2017 Cabinet report stated that “Following a S106
income review, and receipt of Counsels opinion and advice, developer contributions set aside
to fund future educational improvements within the County, will be re-financed through
Council borrowing. This will enable the Council to continue to fully fund its S106 obligations,
and also to mitigate the in-year Children’s Service demand pressures within revenue
budgets.”

The Monthly Financial Report to Cabinet in March 2017 approved this use of resources and
delegated powers to the S151 Officer in consultation with the Cabinet Member for Finance to
utilise these resources where appropriate. A further £4.5 million of S106 funding has been
utilised in 2017/18. During the course of our on-going audit work, further information and
evidence was provided to us in respect of Counsel’s legal advice, and the application of this
by the Authority. Instructions to Counsel made reference to the necessity to consider each
S106 agreement in respect of individual specific obligations and time limits etc. Counsel’s
legal advice to the Authority stated that it is the terms of the obligations themselves which
appears to constrain the use of the contribution, applying the principles of contract law.

For example, these conditions may prohibit the use of funding to capital projects only, or to
specific projects or expenditure including that restricted to clearly particular schools or
geographical areas. It may therefore be possible to use some of the monies for revenue
expenditure where the context allows, but there is no general principle that allows such
money to be used to reinforce revenue expenditure.

Within this context, the Authority was unable to provide sufficient and appropriate audit
evidence to demonstrate it had complied with Counsel’s advice. Specifically, the Authority did
not review the terms and conditions of each individual S106 contribution, and it had not
assessed whether they met the criteria provided by Counsel which would allow a more
general utilisation of the funds. This disregarded important legal advice relating to the use of
specific funding for general purposes, and resulted in a material audit adjustment. Following
further discussions with Officers, the Authority confirmed it no longer wished to pursue the
recognition of such revenue from S106 monies to fund general expenditure. It therefore
proposed reversing this from the accounts. The total reversal of S106 monies is £9 million
used in 2016/17 and £4.5 million used in 2017/18, a total of £13.5 million.

Audit adjustments are detailed in Appendix Three, related recommendations in Appendix One.

Section 38 monies

As above, the Authority had previously accounted for the use of £2.8 million of Section 38
Highways contributions to fund non-specific expenditure. Following subsequent discussions
with Officers, the Authority confirmed it no longer wished to pursue the use of this S38
money to fund general expenditure. It has therefore reversed these contributions from the
draft financial statements. The total reversal of S38 monies is £2.8 million utilised in 2017/18.
As aresult of this, and the lack of other mechanism to fund the expenditure previously
accounted for via S38 grants, this will contribute to the Authority’s negative general fund
balance as of 31 March 2018.

Audit adjustments are detailed in Appendix Three, related recommendations in Appendix One.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Risk per
2017/18
audit plan:

Our
assessment
and work
undertaken:

Best Value Report and Going Concern

On 15 March 2018 the Ministry of Housing, Communities and Local Government published a
Best Value Report on Northamptonshire County Council. The Inspector has concluded that the
issues identified are “now so deep and ingrained that it is not possible to promote a recovery
plan that could bring the council back to stability and safety in a reasonable timescale”.
Further to that, the Inspector stated that, "a way forward with a clean sheet, leaving all the
history behind, is required”.

As a result, the Inspector recommended a two unitary model which may mean that the
existing County Council and the borough/district councils within the county may cease to exist
and be replaced by two unitary councils.

Although the Code states that the accounts should be prepared on the basis of going concern,
our responsibilities as the Auditors include obtaining sufficient audit evidence to conclude

whether a material uncertainty exists related to events or conditions that may cast significant
doubt on the Authority’s ability to continue as a going concern. We will consider the impact of
the Best Value Report as part of our evaluation of management’s going concern assessment.

The Council has prepared its annual 2017/18 Statement of Accounts under the Chartered
Institute of Public Finance and Accountancy (CIPFA) Code of Practice on Local Authority
Accounting in the United Kingdom (the Code).

The Code includes the requirement that local authorities have to produce their Statement of
Accounts on the basis of the Authority being a going concern. Paragraph 2.1.2.6 of the Code
states that “an Authority’s financial statements shall be prepared on a going concern basis;
that is, the accounts should be prepared on the assumption that the functions of the Authority
will continue in operational existence for the foreseeable future.”

As part of our audit work we have assessed whether there is a material uncertainty within the
financial statements which could cast significant doubt on the Authority’s ability to continue
as a going concern. Northamptonshire County Council had a long running underlying structural
deficit of over £100 million up to the financial year ending 31 March 2018.

Other Going Concern considerations include the fact that as an organisation, the County
Council is due to cease to exist as of April 2021 with the implementation of two Unitary
Councils within the geographical boundaries of Northamptonshire.

We draw attention to the Authority incurring a reduction of £47.025 million in its General Fund
balances for the year, having net current liabilities of £280.055m (2016/17, £196.983m), and
net liabilities of £358.169 million (2016/17, £322.744 million). The Authority's basis of
preparation note within the accounts indicates that the Authority’s ability to continue as a
going concern is dependent on the Authority improving its cash liquidity, improving its
financial sustainability in the short to medium term and the impact of the proposed abolition of
Northamptonshire County Council and the creation of two new Unitary Councils from April
2021.

Authority’s Assessment

However, due to the financial circumstances which the Authority is currently operating it
decided to produce a going concern assessment in January 2019 to reaffirm its basis as a
going concern. This also fulfils the requirements of international accounting standard IAS1,
paragraph 25, for the management of an organisation to produce an assessment of the
organisation’s ability to continue as a going concern.
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SPECIIC audit areas (cont.

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Best Value Report and Going Concern (cont.)

This further report is an update to the positive going concern assessment provided to the
Audit Committee on 14 June 2018, and was refreshed to take account of the expected
outcome of this external audit.

The Authority notes that paragraph A26 of the CIPFA Guidance Notes for Practitioners
2017/18 Accounts, which accompanies the Code, states that: “Local authorities carry out
functions essential to the local community and are themselves revenue-raising bodies (with
limits on their revenue-raising powers arising only at the discretion of central government). If
an authority were in financial difficulty, the prospects are thus that alternative arrangements
might be made by central government either for the continuation of the services it provides or
for assistance with the recovery of a deficit over more than one financial year. As a result of
this, it would not therefore be appropriate for local authority financial statements to be
provided on anything other than a going concern basis.”

Likewise, paragraph A28 of the CIPFA Guidance Notes continues: “The substantial resource
issues that some authorities may be experiencing do not negate the presumption of going
concern, even though there might be a tension between the going concern assumption and
those resource issues. Authorities should ensure that, where required, appropriate reference
to financial resilience and sustainability is included in the relevant reports. The Authority’s
relevant officers (e.g. the responsible finance officer and monitoring officer) must also ensure
that they comply with their statutory and professional duties in respect of reporting such
resourcing issues.”

Liquidity

The Authority notes that the increase in the Authority’s General Fund deficit caused by the
amendments to the 2017/18 financial statements does not change its cash balance as of 31
March 2018. At this date, the Authority had net current liabilities of £280 million, which
includes £255 million of short term borrowing. The Authority’s current Treasury Management
Strategy is to borrow short term to finance its capital investment programme to take
advantage of lower interest rates. The Authority informed us that it could replace this by much
longer term borrowing, if it chose to do so, thereby improving its net current liabilities, and
that it also has access to finance via the Public Works Loans Board.

The Authority’s Treasury Management Advisors undertook a detailed balance sheet review at
31 March 2018. The Authority states that the review demonstrated that it was well below its
underlying capital borrowing requirement by £91 million.

Therefore, if required, the Authority considers that it could borrowed a further £91 million to
fund its capital borrowing requirement entirely from external borrowing, bringing additional
cash back into the organisation. Furthermore, the Authority sold its main office building, One
Angel Square, for £64 million in April 2018. The Authority therefore states that it believes
these factors demonstrate that the Authority has available cash resources or access to
borrowing to pay commitments.

Financial Sustainability in the short to medium term

The Authority notes that with the support of the Commissioners appointed by the Secretary
of State, it approved a Stabilisation Plan on 9 October 2018 that is aimed at addressing the in-
year budget deficit. In addition the Authority was advised by Ministry of Housing,
Communities and Local Government on 28 November 2018 that it was successful in its
application for a direction to treat revenue expenditure as capital expenditure.
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SPECIIC audit areas (cont.

Significant Audit Risks — Authority (cont.)

Our
assessment
and work
undertaken:

Best Value Report and Going Concern (cont.)

The Direction is worth up to £70 million and has three components:
— The recovery of the deficit at 31 March 2018 i.e. £35.4million;

— The creation of an unallocated revenue reserve of £20million; and

— The balance to be used to manage the risk that the financial savings in the Stabilisation
Plan are not realised in full in 2018/19.

The Authority approved its Medium Term Financial Plan from 2019/20 to 2021/21 atthe
Council meeting on February 2019.

Unitary

Paragraph 2.1.2.6 of the CIPFA Code states that “transfers of services under combinations of
public sector bodies (such as local government reorganisation) do not negate the presumption
of that the financial statements shall be prepared on a going concern basis of accounting.”

Paragraph A25 of the CIPFA Guidance Notes for Practitioners reiterates that: “The concept of
a going concern assumes that an authority’s functions and services will continue in
operational existence for the foreseeable future. The provisions in the Code in respect of
going concern reporting requirements reflect the economic and statutory environment in
which local authorities operate. These provisions confirm that, as authorities cannot be
created or dissolved without statutory prescription, they must prepare their financial
statements on a going concern basis of accounting.”

The Authority considers therefore, that if a statutory order is taken by the Secretary of State
to abolish Northamptonshire County Council and create two new Unitary Councils, then the
functions of the Authority will continue in operational existence for the foreseeable future, and
does not negate the presumption of the Authority being a going concern.

Conclusion:

We have reviewed these events and conditions, along with the other matters explained in the
basis of preparation note (page 28 to the accounts), and following extensive consultation
confirm that we do not believe in the current circumstances they constitute a material
uncertainty in relation to the Authority’s ability to continue as a going concern.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Risk per
2017/18
audit plan:

Our
assessment
and work
undertaken:

Recalculation of the Minimum Revenue Provision

The Minimum Revenue Provision (MRP) is a concept unique to local government, and is a
statutory requirement under the Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003. The MRP is the minimum amount that must be set aside by the Authority
each year to pay for capital expenditure initially financed through borrowing.

Local authorities are allowed a degree of flexibility in calculating its MRP across four different
recommended methods. The Authority’s choice in methodology significantly affects the

amounts it needs to set aside each year. The Authority needs to ensure that the amounts set
aside each year should be "prudent” with regard to its Capital Financing Requirement (CFR).

The Authority last undertook a review of its MRP charges in 2014/15, which generated a
saving of £6.9 million to mitigate overspends in that same year. There was no change in the
existing MRP policy during this exercise. In March 2018, we became aware that the Authority
is proposing to recalculate MRP to achieve a saving of £8 million in 2017/18. On 22 March
2018, the full Council approved changes to its MRP policy in order to achieve these savings.
Given the use of a technical adjustment to assist with the year-end outturn position, we will
need to consider the technicalities and legal implications of this proposal.

In January 2018, the Authority engaged external treasury management specialists, Link Asset
Services, to undertake a review into its Minimum Revenue Provision (MRP). The objective of
the review was to profile MRP for the repayment of its underlying debt liability, in line with
the life of the assets associated with that debt in order to achieve a benefit to the General
Fund and assist with easing budget pressures, whilst ensuring that the provision remains
prudent and compliant with statutory guidance for MRP for repayment of its debt liability.

The MRP review undertaken identified that an adjustment could be made to the MRP charged
in 2017/18 and future years going forward. The previously adopted policy by the Authority was
to apply the 4% reducing balance method from 2007/08 onwards which was when the
guidelines originally changed. In 2015/16, the Authority adopted the change to the annuity
method for unfunded capital expenditure prior to 2008, but did not apply this change in
method to their liability from 1 April 2008 to 31st March 2015.

The change in 2017/18 therefore represents the method which had been previously approved
and adopted by the Authority being applied to the historic debt which is permitted under
DCLG guidance. The figures for this have been calculated by LAS whom we have assessed as
an external expert. The 2017/18 was the last year such changes can be made, and therefore
given the underlying circumstances of the Authority’s financial position there was a decision
made to reduce the MRP charge as much as possible in order to provide animmediate in-year
saving. The Authority’s decision to change its approach also means that these apply going
forward over the length of the Medium Term Financial Plan.

This adoption of all the MRP Policy resulted in a reduction of the MRP charges of up to £9.9
million in 2017/18. In addition over the long term the impact of using a net present value
calculation demonstrated a potential savingto the Authority of £27.5 million over a 60 year
period. The change was approved at Council in March 2018. We engaged our own local
authority finance specialist, who assisted us in our review of the Authority’s proposal. We
undertook a review of the proposals by the Authority, checked this against relevant
accounting standards and the Code requirements. We held meetings with both key finance
Officers and representatives from Link Asset Services. There were no significant issues
arising.
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Specific audit areas (cont)

Significant Audit Risks — Authority (cont.)

Risk per
2017/18
audit plan:

Our
assessment
and work
undertaken:

Pension Liabilities

The net pension liability represents a material element of the Authority’s balance sheet. The
Authority is an admitted body of the Northamptonshire County Council Pension Fund, which
had its last triennial valuation completed as at 31 March 2016. This forms an integral basis of
the valuation as at 31 March 2018.

The valuation of the Local Government Pension Scheme relies on a number of assumptions,
most notably around the actuarial assumptions, and actuarial methodology which results in
the Authority’'s overall valuation.

There are financial assumptions and demographic assumptions used in the calculation of the
Authority’s valuation, such as the discount rate, inflation rates, mortality rates etc. The
assumptions should also reflect the profile of the Authority’s employees, and should be based
on appropriate data. The basis of the assumptions is derived on a consistent basis year to
year, or updated to reflect any changes.

There is arisk that the assumptions and methodology used in the valuation of the Authority’s
pension obligation are not reasonable. This could have a material impact to net pension liability
accounted for in the financial statements.

As part of our work we reviewed the controls that the Authority has in place over the
information sent to the Scheme Actuary. As part of this work we assessed the controls with
respect to the management review of assumptions used in the valuation report and accounts.
We also evaluated the competency, objectivity and independence of Hymans Robertson.

We reviewed the appropriateness of the key assumptions included within the valuation and
compared them to expected ranges, and involved a KPMG Actuary to provide a specialist
assessment of those assumptions. We also reviewed the methodology applied in the
valuation by Hymans Robertson.

In addition, we reviewed the overall Actuarial valuation and considered the disclosure
implications in the financial statements.

In order to determine whether the net pension liability has been appropriately accounted for
we also considered the valuation of pension assets. As part of our audit of the Pension Fund
we gained assurance over the overall value of fund assets. We then liaised with the actuary to
understand how these assets are allocated across participating bodies and re-performed this
allocation.

As aresult of this work we are satisfied that the net pension liability has been appropriately
accounted for by the Authority.
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Specific audit areas (cont)

Other areas of audit focus

Those risks with less likelihood of giving rise to a material error but which are nevertheless worthy of audit

understanding.

Issue:

Our
assessment
and work
undertaken:

Procurement and contract management

Non-pay expenditure is a significant part of the Authority’s expenditure. Given the Authority’s
current financial situation, it is important that the Authority achieves value for money via its
procurement process. Discussions with the Authority’s internal auditors have highlighted that
this is also an area of focus.

The Authority incurred £699 million of non-pay expenditure in the year. The vast majority of
this, £626 million, was via the accounts payable system. As per our 2017/18 External Audit
Plan, our intention was to audit this significant area of testing via the use of data analytics
auditing techniques.

Part of our original planned audit testing over accounts payable was based on the use of data
analytics. However, following significant delays to the provision of the data (initially requested
as part of our Prepared by Client request in January 2018), we only received the complete set
of data and supporting information to perform our testing on 2 October 2018.

Following completion of our initial audit procedures, we have raised a number of queries with
the Authority regarding the exceptions identified in our findings. We were provided with
responses to our initial queries on the 9 November 2018, and following this, we raised a
number of follow-up queries requiring further information and clarification based on the
original responses. This included the need to undertake sample testing.

As part of our audit testing approach, we required the Authority to provide a breakdown of the
value of expenditure within this balance which related to the accounts payable system
(thereby covered by data analytics work), and which related to manual (journal) transactions,
or from other sources. On receiving the working papers and analytics data from the Authority
in October 2018, the reconciliation provided by the Authority confirmed that a significant
proportion of the balance (approximately £72 million) related to manual adjustments
undertaken by the Authority (i.e. journals), and transactions from other sources (e.g.
receivables and payroll).

To gain assurance that this expenditure is accurate, complete and appropriate we have had to
perform extended audit sample testing on this complex area. We, however then also incurred
significant delays in the provision of responses from the Authority’s Officers to our audit
samples. All of these delays, as well as the original provision of the specific data fields
request had a significant knock-on effect in relation to the audit completion timetable for the
2017/18 audit.

On final completion of our work in this area, there were no significant issues arising.
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Specific audit areas (cont)

Other areas of audit focus (cont.)

Issue:

Our
assessment
and work
undertaken:

Early closedown and signoff

The Authority is required to produce its draft financial statements by end May 2018. This
shortens the time available to the Authority by two months. The Authority carried out a trial
run in the 2016/17 year which resulted in the accounts being signed early. However, there is
still a risk that the Authority may not meet the new statutory deadline, particularly given the
additional scrutiny and increased risk profile which events over the recent weeks have
caused. The decrease in our materiality and additional testing has been driven by the
increased risk profile atthe Authority. This will result in enhanced audit procedures.

Following receipt of the published 2017/18 draft financial statements in June 2018, we
commenced our work on reviewing the accounts for casting and consistency, alongside our
main audit work. We fedback to the Authority a number of errors and omissions, which were
included in our audit tracking document. We agreed with the Authority that another version of
the accounts was not required until later during the audit process, as an updated set of
accounts would also need to include any adjustments arising from our audit fieldwork.

We received an updated set of draft 2017/18 accounts from the Authority on 24 October
2018. These were immediately reviewed by the audit team for casting and consistency
checks. The result of this review was fed-back to the Authority.

We did not receive an updated version of the accounts again until 11 April 2019 despite
previous communications that we would receive this towards the end of February / start of
March 2019. We again reviewed these for casting and consistency checks, and fedback
changes required to ensure that all agreed audit adjustments and presentational amendments
were included in the updated version.

In providing these review points, we had informed the Authority that we would need the
revised set of 2017/18 accounts back by the end of April 2019 in order for us to perform our
work in a timely manner, to meet the agreed Audit Committee date of 18 June 2019.

However, significant delays occurred again and we only received a further updated version of
the accounts on 11 June 2019. These were presented to us as the final version for sign-off,
and we were told that these had been thoroughly quality checked before being passed on for
audit purposes. We immediately began our checking again, however, on 17 June 2019, whilst
we were part-way through our final procedures, the Authority informed us that there were still
errors and omissions within this version, and that a new, revised version would be provided
for audit purposes. We received this on 18 June 2019.

The delay in receiving this final version of accounts, has caused significant delay to the overall
closedown of the audit process. We have made it clear to Officers that from the receipt of the
final version of the accounts, we would need two clear weeks to perform our final checks on
the document, and a further week to complete our other procedures. This has therefore put a
strain on the lead up to this July 2019 Audit Committee, as Officers requested two weeks to
respond to the draft of this External Audit ISA260 report, with Members requesting another
two clear weeks to absorb the messages prior to the Audit Committee.
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Specific audtt areas (cont)

Other areas of audit focus (cont.)

Issue:

Our
assessment
and work
undertaken:

Redundancy packages

During the year, a number of senior officers have ceased employment at the Authority. The
Authority is required to comply with relevant legislation and disclosure requirements when
calculating termination benefits.

A number of senior Officers left the organisation during the 2017/18 financial year and
subsequently in the course of the audit. This included a previous permanent Chief Executive,
as well as two temporary Chief Executives, a Section 151 Officer (s151), and the former
Managing Director of LGSS who was an Authority’s employee.

However, in a similar way to historical concerns we have raised, the Authority was unable to
demonstrate that a robust governance process was in place to appropriately challenge,
calculate and agree all of these exit packages, and obtain the appropriate required approvals.

For example, in reviewing the specifics relating to the exit of the Managing Director of LGSS,
we requested audit evidence regarding how the exit package had been calculated and agreed,
and what governance processes had been followed to arrive at that result.

During the course of the audit, the Authority was unable to provide robust evidence
documenting this process, and no official paperwork was provided to audit by officers who
were in post at the time of our audit, as the key individual who negotiated the exit package
had since also left the organisation

The exit of the previous permanent Chief Executive was a decision taken by the former
Leader in consultation with Cabinet, following advice from Officers. An agreement was
reached for the departure of the previous permanent Chief Executive, in accordance with this
advice, including the nature and value of the settlement.

We reviewed the Authority’s process for agreeing a settlement agreement package with the
previous permanent Chief Executive, and confirmed that appropriate calculations had been
made to derive certain figures such as pay in lieu of notice.

We noted that an element of pay, as for other ‘exit packages’ include holiday entitlement not
taken. We were unable to gain assurance over this calculation as there is no central tracking
or authorisation of annual leave taken during the year against individual's entitlements, and
therefore no auditable trail of evidence to confirm what the holiday balance for any employee
is at any point in time.

We have raised related recommendations in Appendix One.
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Proposedopinion and audit drierences

Our audit work is still on going. Itis our intention to issue an unqualified opinion to the financial
statements following the adjustment of the draft accounts to reflect the audit differences arising as a

result of our work. and the audit opinion has not been determined at this stage.

Audit differences

In accordance with ISA 260 we are required to report uncorrected audit differences to you. We also report
any material misstatements which have been corrected and which we believe should be communicated to
you to help you meet your governance responsibilities.

The final materiality (see Appendix 4) for this year's audit was set at £5.4 million. Audit differences below
£270k are not considered significant.

Our audit to date has identified a number of significant audit differences, which we set out in Appendix 3. It
is our understanding that these will be adjusted in the final version of the financial statements.

The tables below illustrate the total impact of audit differences on the Authority’s movements on the General
Fund for the year and balance sheet as at 31 March 2018. The net impact on the General Fund as a result of
audit adjustments is to decrease the balance as at 31 March 2018 by £35.3 million, resulting in a negative
balance of £35.3 million. This is mainly the result of the following amendments:

— Inclusion of Public Health Grant provision based on expectation of repayment — £8 million.
— Reversal of capital receipts to fund revenue expenditure, deemed non-transformational — £17 million.
— Reversal of S106 monies used to fund general expenditure — £13.5 million.

In addition, we identified a large number of presentational adjustments required to ensure that the accounts
are compliant with the Code of Practice on Local Authority Accounting in the United Kingdom 2017/18 ('the
Code’). We have set out details of significant presentational adjustments in Appendix 3. We understand that
the Authority will be addressing these where significant.

Movement on the General Fund2017/18 Balance Sheet as at 31 March 2018

£'000s Pre-Audit Post- £'000s Pre- Post-
Audit Audit Audit

Deficiton the provision of Property, Plant &

117,897 129,419 1,139,012 1,184,478

services Equipment
Other longterm
Adjustments between assets 55,423 54,234
accounting basisand
funding basis under 103125 73,917 Currentassets 139,872 138,936
regulations o
Currentliabilities (409,527) (418,991)
Transfers to earmarked 10,954 10,954 Long term liabilities  (1,310,795)  (1,321,135)
reserves
T forst ced Net worth (386,015) (362,479)
ransfers from earmarke (11.372) (16.111)
reserves General Fund 0 (35,304)
Other useable
All adjustments can be found in Appendix Three. reSEIVes 54,825 66,395
Unusable reserves (440,840) (393,570)
Total Reserves (386,105) (362,479)
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Proposedopinion and audit drierences
Cont

Annual Governance Statement

We have reviewed the Authority’s 2017/18 Annual Governance Statement and confirmed that it is not
misleading and is consistent with other information we are aware of from our audit of the financial
statements.

We have made a number of comments in respect of its format and content which the Authority has agreed
to amend where significant.

Narrative Report

We have reviewed the Authority’s updated 2017/18 Narrative Report and have confirmed that it is consistent
with the financial statements and our understanding of the Authority.

Annual Report

We have reviewed the Authority's 2017/8 Annual Report and can confirm it is not inconsistent with the
financial information contained in the audited financial statements.

© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 37
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LOmpletion

We confirm that we have complied with requirements on objectivity and independence in relation to
this year’s audit of the Authority’s 2017/18 financial statements.

Before we can issue our opinion we require a signed management representation letter.

Once we have finalised our opinions and conclusions we will prepare our Annual Audit Letter and
close our audit.

Declaration of independence and objectivity

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

In relation to the audit of the financial statements of Northamptonshire County Council for the year ending 31
March 2018, we confirm that there were no relationships between KPMG LLP and Northamptonshire County
Council, its directors and senior management and its affiliates that we consider may reasonably be thought
to bear on the objectivity and independence of the audit engagement lead and audit staff. We also confirm
that we have complied with Ethical Standards and the Public Sector Audit Appointments Ltd requirements in
relation to independence and objectivity.

We have provided a detailed declaration in Appendix 6 in accordance with ISA 260.
Management representations

You are required to provide us with representations on specific matters such as your financial standing and
whether the transactions within the accounts are legal and unaffected by fraud. We will provide a template
to the Section 151 Officer for presentation to the Audit Committee once audit work is complete. We require
a signed copy of your management representations before we issue our audit opinion.

Other matters

ISA 260 requires us to communicate to you by exception ‘audit matters of governance interest that arise
from the audit of the financial statements’ which include:

— Significant difficulties encountered during the audit;

— Significant matters arising from the audit that were discussed, or subject to correspondence with
management;

— Other matters, if arising from the audit that, in the auditor's professional judgement, are significant to the
oversight of the financial reporting process; and

— Matters specifically required by other auditing standards to be communicated to those charged with
governance (e.g. significant deficiencies in internal control; issues relating to fraud, compliance with laws
and regulations, subsequent events, non disclosure, related party, public interest reporting,
questions/objections, opening balances etc.).

There are no others matters which we wish to draw to your attention in addition to those highlighted in this
report or our previous reports relating to the audit of the Authority’s 2017/18 financial statements.
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Section two: Value for Money arrangements

SPECIC Valle for money risk areas

Our 2017/18 VFM conclusion considers whether the Authority had proper arrangements to ensure it
took properly informed decisions and deployed resources to achieve planned and sustainable
outcomes for taxpayers and local people.

We have concluded that the Authority has not made proper arrangements to ensure it took properly-
informed decisions and deployed resources to achieve planned and sustainable outcomes for
taxpayers and local people.

The Local Audit and Accountability Act 2014 requires auditors of local government bodies to be satisfied that
the Authority ‘has made proper arrangements for securing economy, efficiency and effectiveness in its use
of resources’.

This is supported by the Code of Audit Practice, published by the NAO in April 2015, which requires auditors
to ‘take into account their knowledge of the relevant local sector as a whole, and the audited body
specifically, to identify any risks that, in the auditor’'s judgement, have the potential to cause the auditor to
reach an inappropriate conclusion on the audited body's arrangements.’

We follow a risk based approach to target audit effort on the areas of greatest audit risk.

Continually re-assess VFM
potential VFM risks ), conclusion

VEM audit risk Reassess risks t_hroughout
the audit.

Identification of
significant VFM risks ),
(if any)

assessment

Assessment of work by

otherreview agencies Conclude on
arrangements
to secure VFM

Specific local risk-based

. . work
Financial

statements and

SbEraue e If no significant VFM audit risks identified:

No further work required subject to reassessment

Overall VFM criteria: VFM

In all significant respects, conclusion

- . Working with Informed
the audited body did not partners and Decision

have proper third parties making
arrangements to ensure
it took properly informed
decisions and deployed
resources to achieve
planned and sustainable
outcomes for taxpayers Sustainable

and local people Resource
Deployment

based on
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Section two: Value for Money arrangements

SPECIC valle for money Tisk areas (cont.

The table below summarises our assessment of the individual VFM risks identified against the three sub-
criteria. This directly feeds into the overall VFM criteria and our value for money opinion.

Applicability of VFM Risks to VFM sub-criteria

VFM Risk Informed decision Sustainable Working with
making resource partner andthird
deployment parties

Delivery of budgets

Financial Resilience

Capital Strategy

Cost Savings Plans

Transformational Plans and Capital Flexibilities

Risk Management

Off-Payroll Working

Chief Executive Payment

Financial Peer Review and Action Plans

In consideration of the above, we have concluded that in 2017/18, the Authority has not made proper
arrangements to ensure it took properly-informed decisions and deployed resources to achieve planned and
sustainable outcomes for taxpayers and local people. Further details on the work done and our assessment
are provided on the following pages.
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Section two: Value for Money arrangements

NUSHIOAT

B 101 money risk areas (cont)

As communicated to you in our External Audit Plan 2017/18, and as updated throughout the audit,
we have identified nine significant VFM risks requiring specific audit attention and procedures to
address the likelihood that proper arrangements are not in place to deliver value for money.

In some cases we are satisfied that external or internal scrutiny provides sufficient assurance that the
Authority’s current arrangements in relation to these risk areas are adequate.

We have provided below a summary of the risk areas identified, our work undertaken and the conclusions

reached.

We have highlighted those risks which were identified after we presented our External Audit Plan 2017/18 in

March 2018.

Risk: Delivery of budgets
In February 2018, KPMG, as appointed auditors to Northamptonshire County Council issued
an Advisory Notice to the Authority in accordance with Section 29 and Schedule 8 to the Local
Audit and Accountability Act 2014 on the basis that the Authority had begun to take a course
of action which, if followed to its conclusion, would be unlawful and likely to cause a loss or
deficiency, further to paragraph 1(1)(b) of Schedule 8.
KPMG was mindful in this regard of its responsibility to come to a conclusion on the
Authority’s arrangements for securing value for money in the use of its resources for the
financial year ending 31 March 2018. The Authority’s arrangements include making properly
informed decisions and sustainable resource deployment and therefore the need to consider
appropriately the deliverability and achievability of the budget that it looked to set for the
financial year 2018/19.

VFM Sub- This risk is related to the following Value For Money sub-criteria:

criterion: — Informed decision-making;
— Sustainable resource deployment; and
— Working with partners and third parties

Our 2018/19 BUDGET AND ADVISORY NOTICE

assessment . . . . .

and work As aresult of this notice, the Authority was unable to lawfully continue with the budget

undertaken: setting process it had put in motion for 2018/19, until it had considered the Advisory Notice,

the Statement of Reasons and the consequences of continuing with the budget as initially
presented to Cabinet on 13 February 2019.

At this time, the Authority was proceeding on the basis of the paper entitled “Final Budget
2018/19 and Medium Term Plan to 2021-22", which was put to, and recommended by
Cabinet on 13 February 2018.

It was our view that, the Authority’s estimate of the expenditure which it will incur in 2018/19
was or would be unlawful and give rise to an unlawful decision as to the Authority’s council
tax requirement for 2018/19 under Section 42A(4) of the Local Government Finance Act 1992.

In particular this was in consideration of the expenditure which the Authority intended to treat
as capital expenditure for 2018/19 in relation to the ‘Flexible Use of Capital Receipts’ as noted
above, and the historical reliance on this for the financial outturns reported for years 2016/17
and 2017/18.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Delivery of budgets (cont.)
2018/19 BUDGET AND ADVISORY NOTICE (cont.)

The Authority’s originally proposed budget for 2018/19 was premised upon it meeting its
revised budgeted net revenue outturn of £416.8 million in 2017/18. However, the Cabinet
report dated 16th January 2018 and entitled "“Quarterly Revenue Finance (Q3) Report to
Cabinet” projected net overspends of £10.3 million in 2017/18 including an overall overspend
of £13 million in its demand-led services such as Adult Social Services and Children, Families
& Education.

The Authority also faced difficulties in achieving its planned savings target for 2017/18 of
£57.8 million. These factors meant at the time that the budgeted revenue outturn for 2017/18
would only be achieved if the Authority was able to utilise £35.6 million of expenditure on
transformational or savings projects (“transformational projects”) under the Capital
Flexibilities Direction.

This, in turn, was at the time dependent on the Authority lawfully achieving the sale and
leaseback of One Angel Square, its head office, such that it would be entitled to recognise the
capital receipts accruing from that transaction in 2017/18.

Further, planned use of capital receipts would not be achievable if the lawful sale and
leaseback of One Angel Square would not be agreed before the end of the 2017/18 financial
year.

The uncertainties surrounding the outcome of both of these elements of the Authority’s
finances should have been factored into its consideration of the 2018/19 budget and the
setting of its council tax requirement for that year.

As at February 2018, if the Authority was unable to lawfully to sell One Angel Square in such a
way as to realise a capital receipt in the 2017/18 year, then that would have also impacted
upon the deliverability of the proposed budget for 2018/19.

In setting its original 2018/19 budget, the Authority continued to face projected increases in
demand within its key service areas such as Adult Social Services and Children, Families &
Education in 2018/19.

Original savings targets in 2018/19 totalled £29.3 million, and the Authority was relying upon
sufficient capital receipts to enable £40.9 million of qualifying transformational expenditure,
which would otherwise be revenue expenditure, to be treated as capital expenditure.

This accounting treatment, further to the Capital Flexibilities Direction, was seen as key to
mitigating the funding increases required (ata time when Central Government funding to local
government has been decreasing year on year) to deal with these increases in demand.

In addition, in February 2018, the Authority’s budget for 2017/18 was based upon the capital
receipts of £35.6 million being used to fund what would otherwise be revenue expenditure,
pursuant to the Capital Flexibilities Direction. Approximately half of that figure had, in February
2018, been attributed to what the Authority deemed to be qualifying transformational

projects, and the Authority was at the time looking to identify a further £17.1 million of
qualifying transformational expenditure in order fully to utilise the anticipated capital receipts.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Delivery of budgets (cont.)
2018/19 BUDGET AND ADVISORY NOTICE (cont.)

The Authority’s original proposed budget for 2018/19 was predicated on the use of planned
capital receipts of £40.9 million pursuant to the Capital Flexibilities Direction. This, in turn, was
also dependent on achieving the lawful sale and leaseback of One Angel Square in the current
financial year and therefore having carried forward capital receipts to fund transformation in
2018/19, as well as the sale of further, currently unidentified, assets worth £27.5 million
which were planned to be disposed of during 2017/18 and/or 2018/19. It was a figure of
£40.9m which we believed not to be achievable, and therefore which entailed that the
proposed budget was premised on an incorrect estimate of likely revenue expenditure in
2018/19 given the majority of the funds from the planned sale were planned to be drawn
down to fund spending in that forthcoming financial year.

The Authority published its list of proposed savings plans for 2018/19, but did not establish at
that stage whether any of these savings would be a result of the, currently unidentified,
transformational projects for 2017/18.

The Authority had also yet to undertake and publish within its Strategy a full review of
transformational projects approved in previous years, as required by the Statutory Guidance,
including a commentary on whether the planned savings or service transformation had been
or were being realised in line with its initial analysis.

Good practice requires transformational projects to be overseen, monitored, and reported on a
regular basis to those charged with governance in order to provide assurance that they are on
track, properly managed, and delivering planned outcomes. The Guidance on the Flexible Use
of Capital Receipts also states that It is important that individual authorities demonstrate the
highest standards of accountability and transparency.

These factors combined indicated a lack of prudence in financial planning and the absence of
robustness in discharging the accountability and transparency requirements of the Statutory
Guidance.

At the point of publishing the original budget for 2018/19, the Authority had a total budget gap
(i.e. the difference between its in-year funding levels and expenditure) of £70.2 million,
comprising of £40.9 million of planned capital receipts under the Capital Flexibility Direction
and £29.3 million of planned savings. Failure to achieve the savings or capital receipts planned
for 2017/18, or to identify the full projected amount of £35.6 million of qualifying
transformational expenditure would therefore result in further savings being required in
2018/19.

The Authority’s previous service delivery plan via the federated subsidiaries Model (”Next
Generation Council”) was designed to enable services to move away from direct delivery by
the Authority and for those services to establish themselves as new organisations
commissioned by a far smaller core to achieve its desired outcomes. However, this model
has not produced the desired results as evidenced by significant cost overruns in both Adult
and Children’s services within the subsidiary model established.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Delivery of budgets (cont.)
2018/19 BUDGET AND ADVISORY NOTICE (cont.)

The Authority’s business plans included within the Model have been described by the
September 2017 Local Government Association (LGA) Financial Peer Review as having been
built with “very optimistic bias”. Significant costs were incurred in setting up these federated
subsidiaries, some of which were met by the use of capital receipts under the previous
Capital Flexibilities Direction in 2016/17. Two of the Authority’s subsidiaries
(Northamptonshire Trading Limited and Olympus Care Services Limited) have now been
reintegrated back into the Authority during 2018/19, and this incurred further costs and
operational and organisational disruption.

During the 2017/18 financial year the Authority had also not developed nor implemented a
comprehensive action plan in response to issues raised in our 2015/16 and 2016/17 External
Audit Reports and our two adverse VFM arrangements conclusions relating to those years.

For example, we concluded in 2016/17 that overspends in year were often a result of
demographic pressures and increases in demand not forecast during budget setting. This
repeats the pattern seen in previous financial years of the lack of robust financial forecasting
by the Authority for its demand led services.

Despite reduced Central Government funding in previous years, the Authority made the
decision not to increase its council tax precept beyond the maximum allowable (without a
referendum) in both 2015/16 and 2016/17. The Authority’s Band D increase was 1.95% in
both years (excluding the Social Care Precept of 2%). In setting the 2017/18 budget, the
Authority again elected to raise Council tax by 2% (excluding the Social Care Precept). One of
the results of these past decisions was that, at the end of January 2018 when setting the
budget for 2018/19, the Authority only had £17.8 million of General Fund reserves available to
it.

In addition, there had not been a comprehensive and transparent exercise by the Authority to
identify and cost its statutory services, which would help it to identify further potential
savings. Previous proposals to make savings via reductions in non-statutory services were
reversed in the weeks leading up to the original draft budget. Additionally, there had not yet
been a fundamental review of the Authority’s demand-based budgets in key areas of
overspends, such as Adult Social Services and Children, Families & Education. These budgets
may still contain elements of expenditure relating to non-statutory services.

Conclusion

Under the Local Audit and Accountability Act 2014 and the 2015 Code of Audit 4.Practice, the
auditor is required to reach a conclusion each year as to whether the Authority has made
proper arrangements to secure economy, efficiency and effectiveness in its use of resources
(“the value for money (VFM) arrangements conclusion”). In respect of both 2015/16 and
2016/17, KPMG concluded that the Authority did not have adequate arrangements in place
and issued adverse VFM arrangements conclusions.

The summary of our VFM arrangements conclusions for both 2015/16 and 2016/17 are
detailed within our External Audit Reports (ISA 260 reports), which are available on the
Authority’'s website. Our ISA 260 reports summarise and report key audit findings to those
charged with governance.

Since we reached these conclusions, the Authority’s financial position in 2017/18 continued to
significantly deteriorate.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Delivery of budgets (cont.)
2018/19 BUDGET AND ADVISORY NOTICE (cont.)

In conclusion, we have reviewed the arrangements in place to manage and deliver financial
savings under increasingly difficult circumstances, including critically assessing the Authority’s
financial standing and reviewing the robustness of its Medium Term Financial Plan. This
included reviewing the delivery of the Authority’s savings programme and any mitigating
actions taken, and evaluating the arrangements the Authority have in place to identify further
savings for future years.

We have met regularly with the Section 151 Officer (S151) and key staff to understand the
Authority’s financial position and assess the adequacy of the Authority’s arrangements.

We have considered and reviewed the judgements which were made in drafting its 2017/18
financial statements, including those actions which have now been reversed, resulting in a
negative general fund position.

The historical reliance on one-off funding mechanisms to bail the Authority out of its difficult
financial situations during prior years became, as we warned on numerous occasions,
unsustainable. The Authority suffered furthermore by the lack of a genuine savings
programme delivering long-term transformation in the way it delivered its public services. Had
such a programme been enacted, planned and governed robustly over the past 4-5 years, the
Authority would have found itself in a more secure financial position than it did during the
2017/18 financial year.

Instead, it could be said that the Authority and Officers had no genuine robust and actionable
plans to deliver genuine transformation, and were never held properly accountable when the
plans which were enacted did not deliver the savings required, nor made services more
effective and efficient.

The few genuine savings programmes enacted by Officers were not sufficiently robustly
designed, and were based on business cases which did not receive proper challenge nor due
diligence. The continued lack of savings generated by the ‘Next Generation’ Council or the
move to One Angel Square is testament to this.

As aresult of all this, Officers were left with a choice. They could either draft a set of financial
statements which reported a negative general fund position, or they could attempt to use
further one-off measures and accounting judgements and treatments to produce what
appeared to be on the face of it, a balanced budget.

As reported above, ultimately the majority of these accounting judgements and treatments
were required to be unwound.

Despite several warnings from us as the Authority’s external auditors regarding the on-going
use of Capital Flexibilities and the evidence threshold required to be able to ‘pass the test’ set
out in the direction, Officers continued a course of action which resulted in the capitalisation
of £20+ million in the belief that these would meet the requisite audit requirements.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Delivery of budgets (cont.)
Conclusion (cont.)

Ultimately, the Authority was unable to provide sufficient and appropriate evidence that many
of these schemes were transformational in nature, and therefore as a result of this, these
transactions alongside those relating to S106 monies, S38 monies, and other areas, had to be
unwound from the 2017/18 accounts in order to properly reflect the 'true and fair’ position the
Authority had actually achieved in 2017/18, that of a negative general fund balance of £43
million.

As aresult of the work and the reviews that we have undertaken, we are unable to state that
in 2017/18 Northamptonshire County Council had proper arrangements to ensure it took
properly informed decisions and deployed resources to achieve planned and sustainable
outcomes for taxpayers and local people. We therefore expect to issue an adverse 2017/18
value for money opinion.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Risk:

Financial Resilience
Background

In respect of both 2015/16 and 2016/17, KPMG concluded that the Authority did not have
adequate arrangements in place and issued adverse VFM arrangements conclusions. The
summary of our VFM arrangements conclusions for both 2015/16 and 2016/17 are detailed
within our External Audit Reports(ISA 260 reports).

Our ISA 260 reports summarise and report key audit findings to those charged with
governance. Since we reached these conclusions, the Authority's financial position has
significantly deteriorated.

In 2015/16, the Authority reported overspends in Adult Social Care of £8.5 million, and in
Children, Families and Education of £20.9 million. The budgeted position was therefore only
able to be achieved through a variety of mitigating actions and non-recurrent transactions,
including the reduction in its earmarked reserves by £33.7 million.

In 2016/17, the Authority incurred net overspends of £30.7 million in relation to People
Services. This includes a £25.7 million overspend within Adult Social Care (18% of budget)
and £7.4 million in Children, Families and Education (7% of budget), both as a result of
continual increases in demand and cost of social care provision above and beyond that
planned for and forecast by officers during the year. In order to mitigate these overspends as
well as help address the under-delivery of planned cost savings in 2016/17, the Authority was
required to utilise additional one-off measures.

In particular there was a reduction in its earmarked reserves of £13.2 million and schools
reserves of £13.9 million (which the Authority deems outside of its direct control). The
Authority also utilised £21 million of revenue expenditure on transformational projects under
the Capital Flexibilities Direction, and wrote back £1.3 million of its general provisions. In total
these non-recurrent measures amounted to £60 million in one-off benefits during the year.
This was again an important factor in our issuing an adverse VFM arrangements conclusion
for 2016/17.

2017/18

The Authority set what was on the face of it a balanced budget for 2017/18. However, in his
February 2018 Section 25 Report, the Authority’s Section 151 Officer provided an updated
year-end forecast overspend of £21.1 million. By the end of January 2018, the Authority had
only £17.8 million of General Fund reserves available (including earmarked general fund
reserves).

The Authority’s reliance on one-off measures is not a sustainable strategy in the long-term
and does not address the underlying reasons for the structural deficit. The use of receipts
under the Capital Flexibilities Direction is also inherently risky as these can only be used to
meet qualifying transformational expenditure.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Risk:

Financial Resilience
Section 114

On Friday 2nd February 2018, the Section 151 Officer (Group Finance Director) issued a report
under Section 114 of the Local Government Finance Act 1988, to Members of the Authority.
In his letter, the Section 151 Officer noted that, “at the time of writing the County Council
faces an overspend of £21.1 million for the financial year 2017/18."

The Section 151 Officer further stated that “as things stand, and as on the current available
information, the County Council would be in danger of ending the financial year 2017/18 with
a negative General Fund balance unless action is taken. This would represent a breach of the
relevant legislation. Although this Section 114 notice is concerned with the immediate
position | am also conscious of the gaps identified in the Medium Term Financial Plan.”

The purpose of the Section 114 notice was stated as being to “make it clear to Members of
the County Council that it faces a financial situation, in the current year and for 2018/19 of a
serious nature. This is a situation that cannot simply be left for Officers to improvise solutions.
The Members of the Authority must take responsibility.”

The Authority’s proposed budget for 2018/19 is premised upon it meeting its revised
budgeted net revenue outturn of £416.8 million in 2017/18. However, the Cabinet report
dated 16th January 2018 and entitled “Quarterly Revenue Finance (Q3) Report to Cabinet”
projected net overspends of £10.3 million in 2017/18 including an overall overspend of £13
million in its demand-led services such as Adult Social Services and Children, Families &
Education.

2018/19

The Authority continues to face projected increases in demand within its key service areas
such as Adult Social Services and Children, Families & Education in 2018/19. Savings targets
in 2018/19 total £35.4 million, and the Authority is relying upon sufficient capital receipts to
enable £30.9 million of qualifying transformational expenditure, which would otherwise be
revenue expenditure, to be treated as capital expenditure. This accounting treatment, further
to the Capital Flexibilities Direction, is seen as key to mitigating the funding increases required
(ata time when Central Government funding has been decreasing year on year) to deal with
these increases in demand.

For 2018/19, the Authority has a total budget gap (i.e. the difference between its in year
funding levels and expenditure) of £66.3 million, comprising of £30.9 million of planned capital
receipts under the Capital Flexibility Direction and £35.4 million of planned savings. Failure to
achieve the savings or capital receipts planned for 2017/18, or to identify the full projected
amount of £35.6 million of qualifying transformational expenditure will result in further savings
being required in 2018/19.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Reported outturn

The Authority reported to Cabinet in June 2018 that they had achieved their budget exactly
(£0.3 million overspend in 2016/17).

At this stage, there were reported material overspends and underspends across the majority
of the Authority’s directorates, albeit the cumulative net impact of these was a provisional
outturn variance of a balanced budget.

The 2017/18 in-year variances included a £3.9 million overspend in the Chief Executive
directorate (160% of net budget) a £5.2 million overspend in the Place directorate, and a £16
million overspend in Northamptonshire Adult Social Services (NASS) which was a 10.7%
overspend.

These were mitigated by reported underspends across the other directorates including a £4.1
million underspend in the Children’s directorate (3% of net budget), a £1.3 million underspend
in Wellbeing (8.8% of net budget), and the most material item, a £19.98 million reported
underspend in the Corporate directorate which accounted for 43.8% of the 2017/18 net
budget.

Chief Executive Services

Of the £3.9 million 2017/18 overspend reported in Chief Executive Services, £1.3 million of
this related to savings which were not achieved in relation to Next Generation Working, and
the benefits due to be realised from technology and increased efficiencies through the move
to One Angel Square in the previous year. Likewise, a further £0.5 million of savings attributed
to the move to One Angel Square in relation to administrative savings were not realised, nor
£0.8 million relating to the centralisation of customer services.

The outturn report presented to Cabinet did not detail why these savings had yet to be
achieved, therefore it was unknown whether this was a time delay and efficiencies would still
be gained, or the benefits due to be realised from the project were not achievable against
those originally predicted as part of the business case.

Finally, within Chief Executive Services, a £1.25 million relating to social impact bonds was
not realised, and at that time the Authority reported it was uncertain that any savings would
be achieved so the planned efficiencies included in the Medium Term Financial Plan were also
removed.

Aside from this, the Authority alsoreported a further £700k of in year pressures, with a £641k
mitigation by management. No detail was provided regarding what these additional
mitigations were.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Financial Resilience (cont.)
Children’s

Within the Children’s Directorate, the Authority reported that in 2017/18 it had utilised £4.5
million of Section 106 contributions, acting on independent legal advice.

In our July 2018 progress report, we stated that audit evidence provided to us had failed to
provide assurance that in utilising Section 106 monies for revenue expenditure, the Authority
had complied with the terms and conditions of the individual agreements, as well as the legal
advice provided to it by Counsel. Following subsequent discussions with Officers, the
Authority has since confirmed it no longer deems the use of this Section 106 money to be
appropriate to fund general expenditure. It has therefore proposed reversing these
contributions from its draft 2017/18 financial statements.

The impact of this is a reversal of £13.5 million of Section 106 monies utilised over the last
two years. As a result, and the lack of other options to fund the expenditure previously
accounted for via S106 monies, this will result in the Authority reporting a 2017/18 negative
general fund balance (i.e. where there was no surplus or other reserves to be drawn down in
order to balance the Authority's 2017/18 budget).

The S106 monies will therefore need to remain in the Authority’s reserves, and continue to be
able to be used by the Authority going forward from 2018/19 onwards. However, this is only
appropriate if the specific terms and conditions of each individual agreement is met, and
appropriate evidence provided to support this.

Place

Within the Place Directorate, the majority of the 2017/18 overspend was reported as being
related to the non-delivery of £6.9 million of savings plans (74% of the total £9.3 million
proposals). Included within this were savings of £2 million non-delivered, which related to the
commercial maximisation of One Angel Square, £1 million relating to operational savings not
realised relating to One Angel Square, and £1.5 million associated with the non-delivery of the
transformation and procurement programme. A further £0.6 million of proposed income
generation only delivered £0.06 million (10%).

The Authority also noted that further in year pressure arose relating to prior year undelivered
based budget savings of £1.8 million. Whilst the timing of budget setting for the 2017/18
financial year is before the outturn is reported, this suggested that management were
unaware that such cost savings had not delivered until after the year end, raising concerns (as
reported previously) that there was a lack of robust governance and reporting in relation to
cost saving plans.

Fortuitously, some of this was mitigated by management through a review of all its services
across Environment, Planning and Transport, which realised savings of £3.6m, and £1.5
million of savings within waste management through a reduction in tonnages and further
actions to reduce costs through contract management.
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Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Financial Resilience (cont.)
NASS

Within this Directorate, likewise the majority of the £16.1 million overspend relates to savings
proposals included in the original 2017/18 budget which had not been delivered (£15.3 million).

Projects included the Learning Disability Joint Commissioning (£4.5 million), domiciliary care
services (£1.2 million), and reduction in aged debt of £1 million.

The latter is of note, as the total aged debt within NASS (Northamptonshire Adult Social
Services) stood at £6.1 million as of year-end, a figure equivalent to 9.5% of the annual
budgeted income for the service. Of this debt, £2m was recorded as being over 3 years old.
The Authority needs to ensure that robust debt collection measures are in place to recoup the
income it is entitled to, with strict controls from the initial point of access through to income
collection. Bad debt created by non-payers creates further pressure on the service which then
has to be addressed through service reductions, cost savings and/or efficiencies elsewhere.

Further pressure was reported by partial delivery of brokerage services (£4.9 million
undelivered out of £10 million budgeted savings), and £2.1 million overspend in Olympus Care
Services due to non-delivery of savings relating to reduced services and increased income. Of
note is the fact that the base budget assigned to Olympus Care Services (a company wholly
owned and controlled by the Authority) created a £6 million gap between the contracted
income payments and the known running costs of the organisation.

The service also reported £17.6 million of addition in-year pressures arising from both higher
overall demand and increased levels of acuity within the case mix. This, alongside a lack of
supply in the social care market, resulting in increased contract costs.

The Authority should ensure that in setting its base budgets for each financial year, the most
accurate and up-to-date information and projects are included in the assumptions made when
setting such budgets, particularly for social care. Over the last several years, demand for
social care services has continued to rise, not only in terms of general numbers due to
demographics, but also in complexity. The Authority has for a number of years reported such
in-year pressures which should have been factored into its annual budget setting process, to
ensure budgets more accurately reflected demand.

We therefore reiterate the message reported in our ISA260 External Audit Report 2016/17:

“These unplanned for overspends in these areas are as a result of changing demographic
pressures and increases in demand over and above that budgeted for in the financial year. The
Authority therefore needs to focus more attention on ensuring its financial forecasting is as
accurate as possible, utilising comprehensive and up-to-date data sources appropriately so
that more accurate estimations can be made in these areas.

The use of reliable and timely financial reporting will also help the delivery of strategic
priorities, and ensure that Management is more able to make informed decisions in the
knowledge that the data provided to them is accurate and up-to-date so that they can manage
risks effectively whilst maintaining a sound system of internal control.”
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Likewise, a £0.9 million in year pressure was reported against client contributions, however,
the Authority also reports that this is a general trend due to more people being looked after at
home, with associated lower contributions. It appears that despite being a known trend, this
was not factored in sufficiently during the business planning stage of the 2017/18 budget,
albeit it is now reported as being built into the Authority’s MTFP for future years. In a similar
vein, £0.4 million of in-year pressure was reported as brought forward from 2016/17 relating
to issues with ongoing savings in LGSS training costs for the service. Another known issue,
but one that was not factored into the budget either as a cost or through provisions.

Much of the reported mitigations in the services derived from the use of one-off funding,
including £12.5 million from the Better Care Fund and £2.4 million from an unrequired
contingency for inflation which was then used to fund the liability for sleep in allowances.

Within the June 2018 finance report presented to Cabinet, details were provided of how the
Authority had achieved this balanced budget position, including the mitigations and
management actions taken by it during the 2017/18 year. This included a total of £12.3 million
drawn down from reserves by 31 March 2018, following an earlier £5.2 million which had
already been reported to Cabinet in the Authority’s quarterly revenue monitoring reports.

Corporate Services
Capital Flexibilities

Within the June Cabinet report detailing the in-year outturn for Corporate Services, it was
reported that in-year pressures arose from a variance against the budgeted income from
capital receipts.

This would normally appear to be unusual, in that capital receipts are clearly for the purpose of
capital expenditure. However, as we have reported throughout the year, the Authority has
budgeted with a significant (and optimistic) assumption that all of its capital receipts would be
used to fund transformational projects, and therefore could be utilised under the 'Flexible Use
of Capital Receipts’ directive to supplement general revenue expenditure.

On this basis, it therefore initially reported that whilst the 2017/18 budget for capital receipts
(deemed income) was £17.2 million, this was reforecast in year to be £22.5 million. However,
due to the non-sale of Buckton Fields during the 2017/18 year, it was unable to realise a
predicted capital receipt of £12 million. The result of this, based on the Authority’s approach
to budgeting revenue based on 'Capital Flexibilities” directive was therefore a net pressure of
£7.6 million against the original budget, but £12.9 million against the reforecast.

The results of our audit testing in relation to transformational programmes funded by ‘Flexible
Use of Capital Receipts’ is reported elsewhere in this document, including the overall impact
on the Authority's year-end financial position. However, ata high level, in our July 2018
progress report, we stated that audit evidence provided to us had failed to provide assurance
that all of the programmes funded by the Flexible Use of Capital Receipts direction met the
requirements as laid down in the guidance issued from the Department for Communities and
Local Government.
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As previously communicated in our audit plan, interim report, and progress reports, our review
was not just limited to the use of capital flexibilities within 2017/18, but with new information
now available, we were also reviewing those projects funded under this mechanism in
2016/17. For example, evidence now exists which shows that projects previously presented
to audit as time limited one-off projects are in actuality on-going costs which would be
required to be incurred by the Authority. They therefore, in our view, do not meet the
necessary criteria to be funded via capital receipts.

Following subsequent discussions with Officers, the Authority has confirmed it no longer
considered that £16.959m of expenditure to meet the definition of transformational spend as
required by the guidance in order to be funded via capital receipts.

As aresult of this, this expenditure will need to be funded via general fund monies. As of 31
March 2018, the Authority had limited funds available to meet any excess expenditure in the
year (i.e. there was no surplus, nor other reserves to be drawn down in order to balance its
2017/18 budget). The consequence of this financial position, as previously warned by the
previous Section 151 Officer (S151) in his February 2018 report to Council, is that the
Authority will find itself reporting a negative 2017/18 general fund position as of year-end.

Section 38

Likewise, the Authority also reported to Cabinet in June 2018 that it has released £2.9 million
in commuted sums (Section 38 adoptions) for inclusion in the Corporate Services outturn,
therefore impacting the originally reported 2017/18 year-end position. In our July 2018
progress report, we stated that audit evidence provided to us had failed to provide assurance
that in utilising Section 38 (S38) monies for revenue expenditure, the Authority has complied
with the terms and conditions of the individual agreements. The Authority did not seek legal
advice on the use of Section 38 monies before pursuing this course of action.

Following subsequent discussions with Officers, the Authority confirmed it no longer deems
the use of this S38 money to be appropriate to fund general expenditure. It has therefore
proposed reversing these contributions from the draft financial statements. The total reversal
of S38 monies is £2.8m utilised in 2017/18. As a result of other mechanisms to fund the
expenditure previously funded via S38 grants, this will further contribute to the Authority’s
negative general fund balance as of 31 March 2018.

MRP

The Authority also reported that following the review of its Minimum Revenue Policy (MRP),
and changes to this approved by Council in March 2018, the revised policy had been
implemented which resulted in a £8.55 million benefit within the 2017/18 financial position.

The MRP is the minimum amount that must be set aside by the Authority each year to pay for
capital expenditure initially financed through borrowing. Local authorities are allowed a degree
of flexibility in calculating its MRP across four different recommended methods. The
Authority’s choice in methodology significantly affects the amounts it needs to set aside each
year. The Authority needs to ensure that the amounts set aside each year should be
“prudent” with regard to its Capital Financing Requirement (CFR).
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As part of our 2017/18 audit work during the year, and reported elsewhere in the document,
we have reviewed this updated approach to MRP and were content with the changes made
and the resulting impact on the financial statements. However, it should be noted that such
an impact should be seen as one-off in nature, and has clearly helped the Authority achieve its
originally reported balanced budget.

Reserves

The Authority also reported the use of earmarked reserves to support its general revenue
position for 2017/18. Whilst this is not unusual in local government, especially during difficult
financial circumstances when planned cost savings are not realised, the magnitude of
reserves used by the Authority are unparalleled. Following a further review by the Authority of
its balance sheet during the year, it decided to utilise an additional £5.2 million of its
earmarked reserves.

This includes the full use of reserves such as the Street Lighting PFI Reserve (E1.5 million),
Grant Carry Forwards (£442k), Bridge and Road Adoption Reserve (£1.033 million), Budget

Delivery Reserve (£2.665 million), whilst also releasing significant sums from the Insurance
Reserve (£1.575 million), and the Business Rates Reserve (£877k).

Of the remaining £8.4 million of earmarked reserves, the most significant are the Public
Health Reserve (£2.797 million), the Business Rates Reserve (£1.781 million), the required
redundancy reserve (£975k), and the Insurance Reserve (£982k). The majority of the
earmarked reserves (£4.4m) are also ring-fenced for specific purposes, meaning they are
unable to be used to support the general revenue position.

As a result of this, the Authority would have still been left with an unfunded overspend of £12
million despite the reported use of one-off items above, and the other mitigations put in place
during the year following the non-delivery of cost saving plans as well as additional
expenditure pressures on services. The Authority therefore took the unprecedented step of
utilising all of its general fund balance of £12.021 million in order to initially report to Cabinet in
June 2018, a balanced outturn position for the 2017/18 financial year.

Under the Local Government Finance Act 1992, the Authority is required to have due regard
to the level of its reserves required for meeting future expenditure commitments when
setting its budget requirement. Section 25 of the Local Government Act 2003 requires the
Authority’s Section 151 Officer to report on the adequacy of the Council’s reserves. Itis
therefore a matter of judgement for the Section 151 Officer to ensure that the Council has an
adequate level of financial reserves.

The impact of this originally reported position therefore was the immediate need for the
Authority to replenish its reserves to an appropriate level in the following 2018/19 financial
year, including both the General Fund Reserve and other Earmarked Reserves which were
utilised. In June 2018, this was reported as a minimum of £13 million, providing additional
pressure on the 2018/19 budget position.

The Authority’s reliance on one-off measures is not a sustainable strategy in the long-term
and does not address the underlying reasons for the structural deficit. The use of receipts
under the Capital Flexibilities Direction is also inherently risky as these can only be used to
meet qualifying transformational expenditure.
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As part of our 2017/18 audit work during the year, and reported elsewhere in the document,
we have reviewed this updated approach to MRP and were content with the changes made
and the resulting impact on the financial statements. However, it should be noted that such
an impact should be seen as ‘one-off’ in nature due to the fact that the main effect of these
changes is to impact the MRP figures for the 2017/18, 2018/19, and 2019/20 financial
statements, rather than providing on-going savings each and every year. As such, it has clearly
helped the Authority achieve its originally reported balanced budget (prior to the audit
adjustments).

2017/18 AUDIT ADJUSTMENTS

The above is further exacerbated by the adjustments found during the course of the audit
which reverse a number of accounting treatments initially transacted by the Authority in order
to achieve its originally reported financial outturn of breakeven. These adjustments are
reported throughout this report, and summarised in Appendix Three.

As aresult of these audit adjustments, the finalised position of the Authority as of 31 March
2018 is a decrease in the General Fund balance of £35.3 million, which given this was
reported a Nil in the draft accounts, results in a year end negative General Fund balance of
£35.3 million. This is the first recorded negative General Fund balance in Local Government.
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The Authority’s budget for 2017/18 was based upon capital receipts of £35.6 million being
used to fund what would otherwise be revenue expenditure, pursuant to the Capital
Flexibilities Direction.

The Authority’s proposed budget for 2018/19 is predicated on the use of planned capital
receipts of £30.9 million pursuant to the Capital Flexibilities Direction, dependent on achieving
the lawful sale and leaseback of One Angel Square in the current financial year and therefore
having carried forward capital receipts to fund transformation in 2018/19, as well as the sale
of further, currently unidentified, assets worth £17.6 million which may be disposed of during
2017/18 and/or 2018/19.

Within this context, the Authority recently published its Strategy for the County Property
Estate, detailing the four key aims of the approach:

— Asset rationalisation of the corporate office estate;
— Realisation of Revenue savings;
— Realisation of Capital Receipts; and

— Bringing forward the Authority’s Strategic Landholdings to provide a pipeline of
opportunities for the longer term capital and revenue requirements.

This risk is related to the following Value For Money sub-criteria:
— Informed decision-making;
— Sustainable resource deployment; and

— Working with partners and third parties

Governance

Governance of the Capital Programme comprises of the Capital Projects Board, chaired by the
Executive Director Commercial and Place and aimed at reviewing scheme progress through
Project Management reporting and identifying issues and risks which require support to
resolve or escalation to Capital Approvals Board.

The Capital Approvals Board is chaired by the Executive Director of Finance and includes
Cabinet members aimed at reviewing business cases in respect of new schemes or additional
funding bids. New schemes or extensions to schemes are then recommended to full Cabinet
for approval. The Board also considers its own ad hoc programme of work and issues raised
by Capital Projects Board.

Section 114

Since the s114 notice was issued by the S151 Officer in February 2018, a Capital Review
Panel (CRP) has been put in place to complement the Chief Executive Approval Panel (CEAP)
which exists to review revenue expenditure.

The CRP interacts with the Capital Approvals Board to provide a mechanism for urgent capital
schemes to be approved and reported through the Monthly Update report to Cabinet.
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The Authority’s reported outturn spend on its Capital Programme during 2017/18 was £143
million. Of this, £68.1 million was spent on Environment, Planning and Transport, whilst
£60.99 million was related to capital programmes within the Children’s Services.

The outturn report details spend against budget on a high level service basis, with budget
being defined as the five year capital programme. However, within the detail of the reports
more information is provided on cost pressures againstindividual schemes.

Northampton International Academy

During the year, an additional £10 million of cost pressures were noted in relation to the
building o the Northampton International Academy scheme, the original budget for which was
funded through the ESFA Free Schools programme for £34.7 million.

The Authority had originally tendered the construction contract in January 2016 and received
bids that exceeded the pre-tender estimate produced by NCC's appointed Quantity Surveyor,
MACE, and exceeded EFA’s funding limit. In addressing this, NCC undertook a lengthy value-
engineering exercise to reduce the construction cost and sought additional funding from the
EFA. The exercise was concluded and EFA approved additional funding which created a
balanced budget position.

However, the additional cost arising is a significant variance to the original balanced budget,
which without any further ESFA funding would need to be picked up by the Authority.

The Authority noted that approximately £1.2 million of S106 could be utilised, alongside £9
million set aside within the Basic Needs Grant. By the end of the financial year, the total
amount of S106 monies utilised was £1.8 million. Given issues noted elsewhere within this
report regarding the misuse of S106 monies, the Authority needs to assure itself that the
specific funding utilised is appropriate and in line with the original terms and conditions of the
payments. Regardless, the use of such funding streams will reduce money available for other
school capital projects..

The Authority has reported that the delivery phase of the construction contract has had a
number of significant challenges and cost pressures including unknown features associated
with the existing building, contractor’'s costs and associated programme delays, temporary
accommodation to support the September 2017 intake following delays, expected savings
sums not being delivered, and design team and project management fees.

In particular, due to limited survey works undertaken prior to planning permission, additional
costs were incurred relating to required repairs to concrete floors, additional demolition and
structural work, and removal of contaminated soil.

Since then, a further £1.5 million of additional costs have been identified, meaning costs have
increased 32% against the original budget.

The Authority notes that EFA grants exclude any allocation of a contingency which, on a
project of this complexity, would typically have an allocation equivalent to 10% of the contract
sum. Providing project funding without a contingency is the normal procedure for EFA
projects. However, given this was the case, the Authority did not make any contingency itself
for the project.

Therefore, even if the Authority can find the funding for the additional costs, the fact the
Authority finds itself in this situation clearly demonstrates that there has been a lack of robust
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governance over the lifetime of the project, including the original planning and business case
stage, and on-going project management and reporting.

One Angel Square

The Sale and Leaseback of One Angel Square (OAS) was approved by NCC's Cabinet on 13
February 2018. At this meeting, Councillors were informed that the transaction was necessary
to balance the Authority’'s budget for 2017/18 through the capital receipts which would be
generated upon disposal.

Ultimately, the transaction did not go through until after 31 March 2018 and will therefore be
reflected in the 2018/19 financial statements. One Angel Square therefore remains on the
Authority’s balance sheet as of 31 March 2018.

Officers informed Members that such information requested (regarding related valuations,
cost projections, as well as other pertinent details within an overall business case/ financial
model), had been provided to the special scrutiny meeting formed to review the proposed
transaction.

We were not provided with this information and cannot gain assurance that all appropriate
consideration has been made of all financial aspects of the deal, both in the short, medium
and long-term. We also requested from Officers information relating to considerations made
following the Caller Report, and how such a transaction maybe impacted by the abolition of
the County Council as part of the establishment of a Unitary system of local government
within Northamptonshire. This was not considered before the sale and leaseback went ahead.

Likewise, following the Cabinet decision in February 2018, to continue with the transaction, it
was stated that the valuation had been undertaken into OAS as part of the Authority’s due
diligence work leading to the sale and leaseback. We requested as part of our audit evidence,
and in July 2018 it was confirmed by the Authority to KPMG that no such valuation had been
commissioned by the Authority, and the last valuation of One Angel Square had been obtained
on 22 May 2017, the date at which OAS first became operational. Officers subsequently
informed us that they had believed the PWC feasibility assessment report to be a valuation
report, despite the fact that this document clearly stated the Authority should obtain its own
independent valuation before proceeding with the transaction.

This is critical, as the valuation is the key figure from which numerous other financial
statements calculations are derived, most especially the applicable capital receipts which may
be used to fund transformation expenditure going forward.

We have raised related recommendations regarding the need for the Authority to ensure that
when transactions such as the sale and leaseback of One Angel Square are proposed, that
Officers should be required to obtain Cabinet approval, and also ensure that all necessary
information provided to Members for decision-making purposes is complete, factual and
correct.

Officers should ensure that Members are being presented with all the relevant information in
respect of reports commissioned, due diligence undertaken, and any other pertinent
calculations feeding into the financial business case, to ensure a robust and well informed
decision making process.

59

Document Classification: KPMG Confidential



Section two: Value for Money arrangements

SDECHIC Va

e for money risk areas (cont )

Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Capital Strategy (cont.)

Senior Officers should ensure that they understand the difference between a feasibility
assessment report, and an independent valuation report, most especially when providing
information to Members for decision making purposes. If uncertain, further guidance should
be sought from relevant experts, to ensure that any statements made either in business
papers or verbally at the meeting, are factually correct.

Where critical information is reported as being provided to a Scrutiny Group, the reporting of
what this information actually was, where it came from, and what it said, should be clear and
concise so that all Cabinet members can make an informed decision, and are not forming
views based on statements which could be misleading. Where transactions are of such a
significant nature, the Authority should consider providing all of the due diligence information
to Cabinet for consideration in camera, taking into account any commercial sensitivities which
would preclude this being recorded in public documents.

We have reviewed the circumstances in 2017/18 surrounding the decision to proceed with
the sale and leaseback of One Angel Square, and have reported on the issues above, as well
as raised related recommendations in Appendix One.

However, the sale and leaseback of One Angel Square was not completed until April 2018,

and therefore the transaction itself, including the associated accounting treatment based on
the final agreed commercial agreements, as well as further value for money considerations

fall within the scope of the 2018/19 financial statements, and associated audit.
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The Authority set itself a savings target of £58 million in 2017/18. This was broken down as
follows:

— Efficiency: £18.5 million

— Income Generation: £1.4 million

— Service Transformation: £37.1 million
— Service Cuts: £840,000

Within the final budget presented to full Authority in February 2017, individual directorates
each presented an executive business plan which provided some further description of these
plans on a line by line basis.

As per the Q3 Quarterly Finance Report to Cabinet, £30.9 million of savings were forecast to
be delivered, and management interventions had been identified to mitigate budget delivery
pressures and emerging in-year pressures. However, we note that the information reported is
only at a high level and does not include details regarding which specific plans have failed to
deliver in year, whether partially or fully, nor the forecast total savings generated by each plan
by the end of the financial year or the current risks associated with these. We have requested
this information from the Authority.

This risk is related to the following Value For Money sub-criteria:
— Informed decision-making;
— Sustainable resource deployment; and

— Working with partners and third parties

The Authority set a net revenue budget of £417.4 million for 2017/18, including a requirement
to make £58 million of savings.

Our work reviewing cost saving plans was linked to our review of the Flexible Use of Capital
Receipts, due to the intrinsic link between the two areas, albeit transformational plans should
produce on-going benefit, whereas cost saving plans can also be one-off in nature.

As we have reported elsewhere in this document, we have previously noted the poor
evidence provided to us in order to support the funding of these transformational projects
through Capital Flexibilities. During the course of our audit, there was generally very little
evidence supplied to us for any of the cost saving programmes detailed.

The Authority did not have a specific project management framework in place to monitor the
overall transformational programme, but rather relied on individual service areas or project
owners to manage these on a case by case basis. Within this, there was no set template for
on-going reporting and monitoring to ensure consistency of approach.

Without this on-going overall monitoring by senior management of the transformational
programme, including progress against specific goals (such as generating on-going cost
savings and service transformation) there is a risk that money is invested in projects which fail
to deliver their outcomes, utilising scarce financial resources which could have been deployed
more effectively elsewhere.
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As part of our audit request, we asked the Authority to provide details on the specific cost
savings each project has achieved. The Authority utilised £21.0 million of capital receipts in
2016/17 to fund transformational spending. These projects were designed to achieve £16.3
million of savings in-year, however, only £8.1 million (50%) was delivered with many projects
not delivering any savings atall.

In total £7 million (33 % of total projects) was spent on transformational projects that have not
delivered any savings in 2016/17 or 2017/18.

Examples include:

— Adult Social Care Staff Costs: £702,000 spent, no savings delivered in 2016/17 or
2017/18;

— Place Highways and Transport Transformation Projects: £636,000 spent, no savings
delivered in 2016/17 or 2017/18;

— Managing Agent: £495,000 spent, no savings delivered in 2016/17 or 2017/18;

— Race to the Top Programme: £257,000 spent, no savings delivered in 2016/17 or 2017/18;
and

— Total Transport: £253,000 spent, no savings delivered in 2016/17 or 2017/18.

In discussions with Officers regarding various schemes, it became clear that there was a lack
of robust governance over the entire process. For some projects, business cases had not
been developed, there were no project initiation documents, and no governance or monitoring
structure in place to ensure the transformational programmes were delivering the benefits
they had been designed to do.

Likewise, we requested examples from Officers of Benefits Realisation documents to show
how the Authority has assessed completed projects, whether successful or not. At the time
of our work, no evidence could be provided to us to show the Authority had undertaken work
to understand why certain projects had failed to deliver projected savings. As a result, the
Authority is at risk of not learning from its mistakes, and therefore of not strengthening its
processes going forward, or indeed putting processes in place to begin with. Example areas
for strengthening include business case development, due diligence, governance, monitoring
etc. We have raised related recommendations in Appendix One.

Following subsequent discussions with Officers, the Authority has confirmed it no longer
deems £16.959m of expenditure to meet the definition of transformational spend as required
by the guidance in order to be funded via capital receipts.

However, whilst some transformation projects were ultimately deemed acceptable from an
audit perspective, this took an incredibly long time and sustained effort to obtain sufficient
evidence to support these as it was not readily available, and the Authority had no central
process for approving, monitoring or reporting on these.

We also note that during 2017/18, the Authority’'s approach to financial reporting to Cabinet
does not currently provide sufficiently detailed information regarding the overall cost saving
position versus plan, nor the granularity to see what individual savings plans over or under-
achieved in year, and any mitigations (including new in year savings) to achieve these.

In our Interim Report 2017/18 we reported that we reviewed the Authority’s financial reports
submitted to Cabinet in 2017/18. We noted that the reports were unclear and lacked details,
including in the accompanying appendices. The reports did not provide Members with a clear
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view of the variances and overspends within each Directorate, and the narrative was often
vague, opaque, and written in management jargon; the style of which does not promote
clarity of reporting. This style of reporting is consistent across all directorates.

For example, the Authority terms any slippages of its savings plans as “budget delivery
pressure”, which is vague and does not truly reflect the issue.

The Authority needs to ensure that there is a robust governance process in place for each
costing saving / transformational project, at department level along with clear oversight
centrally from the Chief Executive, as well as input from the Director of Transformation and
S151 Officer. Considerations should include project plans, risk registers, budgets, key
milestones and deliverables to measure outcomes and grade success. There should be
regular monitoring and reporting internally of scheme progress, including to ensure
appropriate decisions are being made regarding continuing a scheme, providing further
funding, or stopping a scheme when it is not expected to deliver the benefits promised.

From a governance perspective, the Audit Committee should also receive regular reports into
the progress of cost saving / transformational plans in order to gain assurance that appropriate
controls and processes are in place, and that the Authority is making informed decisions
based on accurate information and value for money considerations.

We have raised related recommendations in Appendix One.

Our findings indicate that there is an insufficiently systematic and robust process in place to
plan, deliver, and monitor cost saving programmes within the Authority.

As aresult of this work we have undertaken, we are unable to state that in 2017/18
Northamptonshire County Council had proper arrangements to ensure it took properly
informed decisions and deployed resources to achieve planned and sustainable outcomes for
taxpayers and local people. As a result we expect to issue an adverse 2017/18 value for
money opinion.
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The Authority recently published (Cabinet Report, February 2018) its list of currently identified
transformational plans for 2017/18, totalling £18.5 million. The Authority is currently looking to
identify a further £17.1 million of qualifying expenditure in 2017/18 in order to fully utilise the
anticipated capital receipts of £35.6 million under the Capital Flexibilities Direction issued by
the Secretary of State for Housing, Communities and Local Government, originally in March
2015 and then reissued and extended on 6 February 2018.

The Authority’s proposed budget for 2018/19 is also predicated on the use of planned capital
receipts of £30.9 million pursuant to the Capital Flexibilities Direction. The identified savings
over the subsequent four years currently stand at £65.3 million.

Given the significant expenditure linked to these projects, it is essential that transformational
projects are well planned and managed to ensure that they deliver the desired outcomes for
the Authority. Where they are financed through the use of Capital Flexibilities, these projects
must be forecast to generate ongoing savings.

From 2017/18, the Authority’s Capital Flexibilities Strategy should contain details on projects
approved in previous years (i.e. 2016/17), including a commentary on whether the planned
savings or service transformation have been/are being realised in line with the initial analysis.
Whilst the Authority has published its list of expenditure incurred in 2016/17, it has not yet
published this expected analysis on whether the outcomes have been, or are being, achieved.

This risk is related to the following Value For Money sub-criteria:
— Informed decision-making; and

— Sustainable resource deployment.

As we noted in our reporting during March 2018, the evidence provided for each
transformational project varied depending on the nature of the scheme, however overall there
was generally very little evidence and supporting documentation provided to us to support the
Authority’s overall use of Capital Flexibilities for transformational spending.

The Authority did not have a specific project management framework in place to monitor its
overall transformational programme, but rather relied on individual service areas or project
owners to manage these on a case by case basis. Within this, there was no set template for
on-going reporting and monitoring of the programme to ensure consistency of approach.

Without this on-going overall monitoring by senior management of the transformational
programme, including progress against specific goals and milestones (such as generating on-
going cost savings and service transformation) there is a risk that money is invested in
projects which fail to deliver their outcomes, utilising scarce financial resources which could
have been deployed more effectively elsewhere.

As part of our audit request, the Authority was asked to provide details on the specific cost
savings each project has achieved. This appears to be the first time that such information was
centrally gathered and reported. The Authority utilised £21.0 million of capital receipts in
2016/17 to fund transformational spending. These projects were designed to achieve £16.3
million of savings in year, however, only £8.1 million (50%) was delivered with many projects
not delivering any savings atall.
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Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Transformational Plans and Capital Flexibilities (cont.)

In total £7 million (33 % of total projects) was spent on transformational projects that have not
delivered any savings in 2016/17 or 2017/18.

Examples include:
— Adult Staff Costs: £702,000 spent, no savings delivered in 2016/17 or 2017/18;

— Place Highways and Transport Transformation Projects: £636,000 spent, no savings
delivered in 2016/17 or 2017/18;

— Managing Agent: £495,000 spent, no savings delivered in 2016/17 or 2017/18;

— Race to the Top Programme: £257,000 spent, no savings delivered in 2016/17 or 2017/18;
and

— Total Transport: £253,000 spent, no savings delivered in 2016/17 or 2017/18.

In discussions with Officers regarding various schemes, it became clear that there was a lack
of robust governance over the entire process. For some projects, business cases had not
been developed, there were no project initiation documents, and no governance or monitoring
structure in place to ensure the transformational programmes were delivering the benefits
they had been designed to do.

Likewise, we requested examples from Officers of Benefits Realisation documents to show
how the Authority has assessed completed projects, whether successful or not. At the time
of our work, no such evidence could be provided to us to show the Authority had undertaken
work to understand why certain projects had failed to deliver projected savings. As a result,
there is a risk that the Authority does not learn from its mistakes, and does not strengthen its
processes appropriately going forward. Example areas for strengthening include business
case development, due diligence, governance, monitoring etc. We have raised related
recommendations in Appendix One.
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e for money risk areas (cont )

Significant VFM Risks (cont.)

Risk:

VFM Sub-
criterion:

Our
assessment
and work
undertaken:

Risk Management

Risk Management is an essential function in supporting the Authority’s day-to-day as well as
strategic, management. A robust risk management framework can assistthe Authority in
ensuring it has proper arrangements in place to achieve value for money. That is, if embedded
across the Authority it canassistin ensuring it undertakes informed decision making, deploys
sustainable resources, and works effectively with partners and third parties.

Cabinet has an executive role in the management of risk across the Authority, and the Audit
Committee is the lead body responsible for monitoring adherence to the Risk Management

Policy. Within this context, the Authority is currently reviewing and revising its approach to

risk management.

The Authority should have a Corporate Risk Register in place, which as a living document
should identify the Authority’s objectives, risks to achieving these and controls in place to
mitigate suchrisks. It should also identify the sources of assurance in relation to each risk.

Supporting this framework, the Authority have underlying risk management arrangements
which are embedded across the organisation. Risk Management is the culture, processes and
structures that are directed towards the effective management of potential opportunities and
adverse effects. Effective risk management arrangements should be embedded within the
routine processes and culture of an organisation, rather than seen as an additional
administrative layer.

This risk is related to the following Value For Money sub-criterion:

— Informed decision-making

Following a verbal update in November 2017, Internal Audit presented an update on the on-
going work to refresh the Authority’s approach to risk management at the February 2018
Audit Committee. This included a revised Risk Management Policy and Risk Management
SORP, as well as an update in the draft Corporate Risk Register.

A further verbal update was provided at the March 2018 Audit Committee which
confirmed that work was still on-going.

In May 2018, the Authority confirmed that the Strategic Risk Register has not been
reviewed or revised by the Authority’s Management Team since the last Audit Committee.

As a result, all of the actions within the Risk Register remain outstanding and have not had
a revised target date added by risk owners. Similarly, there has been no risk owner
reassessment of the risk and triggers, residual risks nor adequacy of the existing controls
and actions.

For example, the risk over financial sustainability had been rated as 20, a high risk but not
the highest score possible (25). There were eight action plans associated with this, detailed
for example as “Obtain assurance that procurement processes are in place and adhered
to”, "Realistic and sustainable plan & MFTP"”, and “Business planning integrated with
budget process within finance directorate”. Despite the significance of these, none of
these actions had further detail behind them detailing what actions should be taken, by
whom, and by when.
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Significant VFM Risks (cont.)

Our
assessment
and work
undertaken:

Risk Management (cont.)

Across the eight high risks on the Corporate Risk Register, the individual action plans
associated with all of them were also Red-Amber-Green rated as Red.

The General Counsel, and Commercial and Resources Directorates did not have risk registers,
although Children, Families and Education did.

At the time of our External Audit Interim Report 2017/18 we noted that there remained a
significant risk to the organisation if a robust framework is not embedded at all levels as soon
as possible. Work in this area should be made an immediate priority by Officers.

The Authority currently faces a significant number of risks to its day to day operation, whether
financial or operational. Many of these have already been highlighted in various external
reports, including our previous audit reports, the LGA Peer Review, and the Caller Report.

As noted elsewhere, strong action plans should be put in place to manage or mitigate these
risks. Without a finalised Corporate Risk Register and associated action plans, then there is no
assurance that the Authority is dealing with these issues appropriately or in a timely manner.

As new risks emerge, the Authority needs to ensure it is identifying these and assigning
appropriate resources as required to mitigate these. New risks include those associated with
the abolition of the County Council and establishment of a new unitary system for
Northamptonshire, and the findings of any future CQC Whole System Review into integrated
healthcare across the County.

The Authority should regularly review the updated Risk Management Policy and SORP, as
well as associated policies to ensure they are detailed, integrated and consistent in approach
providing staff with clearinstructions, direction and guidance on how the Authority expects
staff to support a culture of effective risk management.

Roles, responsibilities and reporting lines in relation to risk management as well as the overall
governance structure should be clearly defined and staff should be aware of the Authority’s
approach to identification, assessment, management, monitoring and escalation of risk
including information on risk appetite and horizon scanning.

Risk management should be supported by a comprehensive suite of policies and procedures
relating to areas such as health and safety, complaints and concerns, information governance,
business continuity etc.

Once risk management is more embedded at the corporate level, there should be a clear
focus by the Authority on ensuring that staff throughout the organisation are made aware of
the need for effective risk management, supported by training, communications and formal
governance structures within the Authority.

The Authority should look to gain assurance over risks on the Corporate Risk Register through
regular deep dives to ascertain how robust the management of individual risks is, this could
form part of the Audit Committee’s work programme during the year. The work programme
for other committees should be informed by the Corporate Risk Register.

Therefore for the financial year 2017/18 we are unable to gain assurance that risk registers are
robustly collated, monitored and reported, nor that local risk registers inform one another and
comply with the overall Risk Management Policy.
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Our
assessment
and work
undertaken:

Risk Management (cont.)

As of 2017/18, the Corporate Risk Register was not supported by sufficient and appropriate
evidence, and it could therefore not be used to enable Cabinet to make appropriate decisions.
The Corporate Risk Register was not being used as a ‘live’ document and was not updated on
aregular basis. During the financial year, we did not see evidence that risk registers were
informing the work plan or agenda of Committees, including Cabinet and Council.

As aresult of this work we have undertaken, we are unable to state that in 2017/18
Northamptonshire County Council had proper arrangements to ensure it took properly
informed decisions and deployed resources to achieve planned and sustainable outcomes for
taxpayers and local people. As a result we expect to issue an adverse 2017/18 value for
money opinion.
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Risk:

VFM Sub-
criterion:

Our
assessment
and work
undertaken:

Off-Payroll Working through an Intermediary (IR35)

Following the Finance Bill 2017, the government introduced revised legislation relating to off-
payroll working in the public sector. The measure applies to payments made on or after 6 April
2017, but also applies to contracts entered into before that date.

The off-payroll working rules are in place to make sure that, where an individual would have
been an employee if they were providing their services directly, they pay broadly the same tax
and National Insurance contributions (NICs) as an employee.

— Public Sector authorities will be responsible for identifying and reviewing the employment
status of all workers engaged through personal service intermediaries (referred to
throughout as Personal Service Companies (“PSC")) including those provided via an
agency.

— Where, in the absence of the PSC, the worker is deemed to be an employee of the Public
Sector Council, it, (or the agency) is required to calculate the deemed payment being
made to the worker.

— Account for PAYE and National Insurance (employee and employer) to HMRC on the
deemed payment.

— Financial sanctions will be applied where the legislation is not applied or applied
incorrectly e.g. where employment status is incorrectly determined HMRC will collect any
underpaid tax and NIC from the Public Sector Council.

HMRC is committed to enforcing the new rules and has set up an employment status and
intermediaries team to review the arrangements.

This risk is related to the following Value For Money sub-criterion:

— Working with partners and third parties.

As we have previously reported, during the course of the year, we undertook work in relation
to the re- engagement of a previous employee of the Authority via a contract with their own
company, a few days after they had originally left the organisation.

We undertook work to ascertain the procurement processes and approval procedures
undertaken in relation to this arrangement, as well as the various considerations undertaken
by the Authority in respect of published guidance and legislation.

Our findings were based on information received from the Authority and discussions with
Officers:

— There was no formal documentation regarding the business case for this engagement,
nor evidence of approval in line with Standing Financial Instructions / Standing Orders.

— We were informed that the engagement opportunity was not advertised due to deemed
specific circumstances and the urgency of the requirement. \We have been unable to
obtain any evidence regarding the consideration or authorisation of this engagement as
such, and therefore approval that this could by-pass normal procurement rules (e.g.
through a single tender waiver etc.).
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Our
assessment
and work
undertaken:

Off-Payroll Working through an Intermediary (IR35) (cont.)

We were informed that this was due to an administrative oversight.

The contract was not included on the NCC contracts register. We have been informed this
was due to an internal administrative oversight.

We have been unable to obtain any evidence supporting the authorisation of the
extension of this contract in line with the Authority’s financial policies and processes.

The Authority did not undertake any review prior to initiating the engagement regarding
how such an arrangement would comply with its own internal guidelines and policies, nor
specifically any DCLG, Treasury or HMRC guidance. The Authority believes that the
arrangement did not meet the requirements of being an employment relationship under
IR35 considerations.

No tax or legal advice was obtained prior to entering into the engagement.

We have requested in January 2018 the Authority’s retrospective legal opinion on this
engagement, and whether it is in line with applicable guidance but at the date of the
report this has yet to be received. At this time, the Authority is still completing its own
investigation into the matter but have not provided us with any further information or
update.
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Risk:

VFM Sub-
criterion:

Our
assessment
and work
undertaken:

Chief Executive Payment

The Authority’s previous permanent Chief Executive departed the organisation in October
2017. The Chief Executive also acts in a statutory role as the Head of Paid Service. There is a
risk that the terms and conditions of the departure, including any exit package, did not provide
value for money to the Authority.

This risk is related to the following Value For Money sub-criterion:

— Working with partners and third parties

The Authority has a procedure for the negotiation of severance agreements for Chief
Officers and this forms part of its Constitution, and is alsoincluded in its Pay Policy.

The exit of the previous permanent Chief Executive was a decision taken by the former
Leader in consultation with Cabinet, following advice from Officers.

An agreement was reached for the departure of the previous permanent Chief Executive, in
accordance with this advice, including the nature and value of the settlement.

Subsequently the 2018/19 pay policy was updated to include a statement under section 12
to formalise the arrangements for severance payments to Chief Officers.

We reviewed the Authority’s process for agreeing a settlement agreement package with
the previous permanent Chief Executive, and confirmed that appropriate calculations had
been made to derive certain figures such as pay in lieu of notice.

We noted that an element of pay, as for other ‘exit packages’ include holiday entitlement
not taken. We were unable to gain assurance over this calculation as there is no central
tracking or authorisation of annual leave taken during the year against individual’s
entittements, and therefore no auditable trail of evidence to confirm what the holiday
balance for any employee is at any point in time. We have raised related recommendations
in Appendix One.

We were however, able to confirm that payments were made in line with the settlement
agreement, with the exception of a validated holiday entitiement.
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Risk:

VFM Sub-
criterion:

Our
assessment
and work
undertaken:

Financial Peer Review and Action Plans

Within the context of the Financial Peer Review undertaken by the Local Government
Association in September 2017, a number of concerns were raised in the report, some
echoing those previously stated in External Audit Reports to Audit Committee.

The review noted that “Like much of local government, Northamptonshire County Council has
seen major reductions in its funding over the past seven years and there are further significant
grant reductions planned for local authorities to the end of the decade. This, together with
service pressures, puts the Council at a cross roads in terms of its viability."”

The review issued seven key recommendations:

— Prepare a new 4 year service and resource plan backed up with a sensible delivery plan
which shows a balanced budget over the period.

— Focus all available resources on realising savings and return on investment.

— The Council should not be distracted by initiatives which do not provide sufficient rewards
for effort.

— Afinancial gap analysis of the 4 year plan should form the basis of the Council’s
discussions with government to identify short term solutions until it can achieve financial
balance in the medium and longer term.

— The Cabinet and the new management team need to consistently demonstrate a
collective commitment to addressing the Council’s serious financial position.

— The new management team needs to ensure that all staff comply with proper financial
and other processes.

— The Internal Audit function needs to be more effective with the Council placing more
value on them and using them as an effective tool for improvement and assurance.

It is essential that the Authority acts upon these recommendations in a robust and timely
manner to ensure changes have a positive impact. Officers and Members should ensure that
a robust action plan is in place to monitor implementation of these key messages. This will
ensure that short and medium-term changes are enacted as quickly as possible in order to
derive immediate and future benefit in terms of the Authority’s financial recovery.

This risk is related to the following Value For Money sub-criteria:

— Informed decision-making;
— Sustainable resource deployment; and
— Working with partners and third parties

Following the appointment of Commissioners on 10 May 2018, we met with Tony McArdle
and Brian Roberts to discuss the steps the Authority needs to undertake in order to address
the concerns raised within the Financial Peer Review undertaken by the Local Government
Association in September 2017. This links in with our wider work on the Authority’s financial
stability, including reviewing the short and medium-term financial plans, within the context of
a proposed Unitary solution within Northamptonshire which may commence as soon as April
2021. We have raised related recommendations in Appendix One.
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Appendix 1:

KeyIssLes andrecommendations 201//18

Our audit work on the Authority’s 2017/18 financial statements has identified a number of issues to
date. We have listed these issues in this appendix together with our recommendations which we
have agreed with Management. We have also included Management’s responses to these

recommendations.

The Authority should closely monitor progress in addressing the risks, including the implementation
of our recommendations.

We have given each recommendation a risk rating and agreed what action management will need to take.

Priority Rating for Recommendations

Priority One:Issues that Issues that Priority Three: Issues that
are fundamental and have an importanteffecton would, if corrected, improve
material to your system of internal controls butdo not the internal controlin
internal control. We believe need immediate action. You general butare not vital to
that these issues might may stillmeet a system the overall system. These
mean that you do not meet objective in full or in part or are generallyissues of best
a system objective or reduce (mitigate)a risk practice that we feel would
reduce (mitigate) a risk. adequately butthe benefityouif you introduced

weaknessremainsin the them.

system.

The following is a summary of the issues and recommendations raised in our 2017/18 Interim Report, and in
this ISA260 External Audit Report:

Priority Interim Report 1SA260 External Total
2017/18 Audit Report
High 2 5 7
2 15 17
Low - 5 5
Total 4 25 29
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Transformational Schemesfunded by Capital
Flexibilities

Detailed findings on Transformational Schemes funded
by Capital Flexibilities are on page 22. As a result of our
detailed work following recommendations are raised:

1.

The Authority should ensure that where new
guidance isissued it dedicates time and resource to
ensure it complies fully with this, and where gaps
are identified internally or via external audit, that
actions are taken to rectify thisas soon as possible.

The Section 151 Officer (S151) should review the
currentsituation and formally confirm that the
Authorityis in full compliance with the guidance,
and Officers should be held to account for not
undertaking actions previously committed to in
orderto correct this position.

The Authority should ensure that all
transformational projects, whether funding viathe
flexible use of capital receipts or not, have robust
business cases producedin orderto justify the
time, effortand financial resources being allocated
to them.

The Authority should also ensure that professional
business cases should be prepared ona consistent
basis (a standard template would assist this),
scoped in appropriate detail and subject to an
appropriate level of challenge and assessment prior
to theirapproval. Such business cases should be
aligned with the Authority’s strategy objectives, and
provide a clear rationale, supported by evidence, on
the transformational impact they are expected to
have.

In addition, the Authority should also ensure that
there is a robustgovernance processin place for
each transformational project, atdepartment level
but also with clear oversight centrally from the
Chief Executive, as well as input from the Director
of Transformation and S151 Officer. Considerations
shouldinclude projectplans, risk registers, budgets,
key milestones and deliverables to measure
outcomes and grade success. There should be
regular monitoring and reporting internally of
scheme progress, including to ensure appropriate
decisions are being made regarding continuing a
scheme, providing further funding, or stopping a
scheme when it is not expected to deliverthe
benefits promised.

The Audit Committee should receive regular reports
into transformational scheme progressin order to
gain assurance that appropriate controls and
processesare in place, and that the Authorityis
making informed decisions based on accurate
information and value for money considerations.

The Council accepts, that as part of the Budget setting
processes for 2016-2018 financial years, the Council
should have taken a '‘bottom up” approach to identifying
transformation projects. Furthermore, these projects
should have been underpinned by robust project
managementand governance arrangements in orderto be
funded by the flexible use of capital receipts. Instead, a
‘top down' financial target was builtinto the budget, based
on high level principles of the Next Generation Council
transformation. In addition, inconsistent project
management methodologies and project governance
arrangements were applied, which thenresulted in project
expenditure needing to be identified retrospectively. This
approach resulted in the Council notbeing compliant with
MHCLG's disclosure requirements. However, the s.151
Officer’s judgementatthe time was that, it was not
unlawful to apply the flexible use of capital receiptsin this
way.

Flexible Use of Capital Receipts audit working papers for
2017-18 were originally completed on the same basis as
the papers accepted, and signed off by KPMG, the
external auditor, as part of the 2016-17 annual audit of
accounts.

However, during the interim 2017-18 audit KPMG were
clear that this approach would no longer be acceptable,
and much more detail would be required for the review of
the currentyear’s projects, as well as reopening the
previous year’s projects for a further review. Thiswas a
perfectly reasonable request butinvolved providing more
detailed working papers.

The Council recognises that, overthe period 2016-2018,
its project governance was weak due to two main factors.
Firstly, the Council's approach to transformation was not
set outina cohesive Transformation Strategy. Secondly,
project managementresources were not utilised
effectively leading to inadequacies in business cases and
effective decision-making. Thisin turn led to the
difficulties encountered when seeking to provide,
retrospectively, project managementinformation on
transformation schemes.

Project documentation and information was held by
officers who had subsequently leftthe Council’s
employmentand had not made records easily accessible.
This made collecting project management information
problematic. KPMG were made aware of thisissue butit
is fair to say that this did cause significantdelaysin the
production of revised working papers.

In relation to specific project delivery, the Council was
always clear that a significant number of transformation
projects were delivered by existing permanent staff and
time apportionments were made to capture elements of
time spent on delivering ‘transformation’ project work.
This principle was reported to Cabinetin March 2018 in
the Council’s Flexible Use of Capital Receipts Strategy.
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KBy ISSUes and recommendations (cont

# Risk Issue & Recommendation

Management Response as at July 2019

Transformational Schemesfundedby Capital
Flexibilities

Detailed findings on previous page.

However, this methodology was later deemed non-
compliantby KPMG during the 2017-18 audit of accounts.
In 2017/18, projects were deemed by KPMG to be non-
compliantfrom both 2016-17 and 2017-18 financial years.
The reason for this was that, even though the expenditure
was time limited and supported the delivery of a saving,
the projectevidence could not substantiate the claim that
the activity was ‘transformational’. Finally, there were also
queries from KPMG that led to the removal of projects
which were not supported by adequate business cases.

Unfortunately, the discussions with KPMG on these
issues happened after the draft Accounts were published.
Thisresultedin significantchanges to the final accounts
because boththe 2016-17 and 2017-18 financial years
were affected. The Council has adopted a markedly
differentapproachin2018/19.

Recommendation 1: Agreed

The Council has formally adopted a Transformation
Strategy. Full Council approved the Transformation
Strategy and Flexible Use of Capital Receiptsin November
2018. Cabinetand full Council approved arevised strategy
for the use of capital receiptsin February 2019 along with
2019/20 Budget.

Furthermore, the Council has adopted a robustapproval
and monitoring process thatis applied wheneverthe use
of capital receiptsis considered. The purpose is to ensure
that capital receipts are only applied to qualifying, verified
expenditure and that the delivery of anticipated outcomes
is confirmed.

Recommendation 2: Agreed

The Section 151 Officer can confirm that the authority is
complying with the Flexible Use of Capital Receiptsrules
in 2018/19 due to the assurance delivered by a
comprehensive joint review of transformation projects
from finance, service directors and the project
management office. The Council places responsibility for
compliance with all rules and regulations relating to grant
claims with the Section 151 Officer and hence the
Monitoring Officer will notbe reviewing these
arrangements. The Section 151 Officer will seek advice as
appropriate from the Monitoring Officer. The Section 151
Officer in postin 2017/18 has now left the Council’s
employment.

Recommendation 3: Agreed

In 2018/19 the Council hasimplemented athorough
process for the effective and timely managementand
administration of all transformational projects, which
includesthe development of business cases. Financial and
otherimplicationsare set out in the business cases.
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KBy ISSUes and recommendations (cont

# Risk Issue & Recommendation

Management Response as at July 2019

Transformational Schemesfundedby Capital
Flexibilities

Detailed findings on previous page.

Recommendation 4: Agreed

Whilst the Council had an industry standard approach to,
and template for, the development of business casesin
2017/18, it was not used consistently across the Council.

Furthermore,in 2017/18, support was available for project
and programme management from the BIPM team, but
these valuable resources (and the many skilled and
experienced people within the team) were not deployed
effectively and consistently across the Council. A thorough
projectmanagement process has now beenimplemented
consistently across the Counciland the BIPM team plays a
pivotal role.

One of the reasons that the Council hasbeen able to
make such rapid progressin 2018/19 on transformation
projectsis that the skillsand capabilities of existing NCC
staff have been harnessed by a strengthened NLT with a
clear sense of direction and purpose set out for all to see
in the Transformation Strategy. Please note that the
Council’'s top priorities were re-stated in August2018in
the Council'sresponse to the issuance of the second
s.114 Notice. The revised transformation processincludes
the explicitlinking of projects to the Council’s priorities
and a great deal more.

Recommendation 5: Agreed withamendment.

The Council considers that the effective governance of
transformation work is of such importance to achieving
and sustaining financial equilibrium that a Director of
Transformation has been appointed with this specific
responsibility.

A Transformation Board has been established, led by the
Chief Executive. All members of the Executive Team are
active members of the Board, the Director of
Transformation and the Section 151 Officer have key
roles. All of the features mentioned by KPMG are part of
the Council’s process whichis now being consistently
appliedinall Directorates.

Please note the commentabove on the role of the
Director of Transformation.

[t is important to note that the Transformation Strategy
and processis only effective in bringing about change if
Directoratesact upon it and work towards deliveringit. To
this end, each Directorate has its own Transformation
Board monitoring all projects (progress, risks and actions)
at a detailedlevel. This Board is also supported by weekly
financial reviews and the use of a centrally maintained
savings tracker that facilitates the tracking of actual versus
projected savings ona monthly basis.
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KBy ISSUes and recommendations (cont

# Risk Issue & Recommendation

Management Response as at July 2019

Transformational Schemesfundedby Capital
Flexibilities

Detailed findings on previous page.

The Chief Executive givesa considerable amountof her
time and energy to monitoring progress on transformation
and change. The Chief Executive challengesand
encourages senior managers to maintain momentum and
to bring aboutimprovement, pays attention to the detail
and looks for evidence of the impact of the action taken.

Thisis mirrored by the services and Executive Directors
and theirseniorteams (Finance, projectteams and
intelligence functions) undertake regular service reviews,
challenge sessions and actions to mitigate any risks or
issues.

Often the impact will be evidenced by the delivery of
savings but there are many examples where service
delivery and value for money have been improved at the
same time as savings have been delivered. By taking such
an active role, Directors are encouraged to keep their
shoulders to the wheel and to encourage their senior
teams to do the same. Thisis a good example of how
much of a difference effective leadership makestoan
organisation. The Cabinet's political leadership, support
and engagementisa critical factor in creating the right
environmentin which the Leadership Team can operate
effectively. The Cabinetand the executive team meet on
aregularbasis and have constructive discussion and
debate, leading to effective decision-making.

Recommendation 6: Agreed

The Audit Committee was briefed in March 2019 on the
Council'sapproach to leading, managing and administering
transformation. The Audit Committee will have regular
briefings on progress. The Transformation Board, and the
Director of Transformation in particular, welcomes this
level of oversightand accountability.

The Transformation Strategy is underpinned by a
programme of work and a series of projects for each
service area. The projects are described in detailin
business cases, where necessary. Each business case is
subjectto a series of “robustnessassessments” involving
the PMO team, finance business partners, service
managers and Directors and the outcomes are reported
systematically to the Transformation Board.

A full briefing was undertaken with the Cabinetand
Overview and Scrutiny Committee with a focus on the
points of difference between the Council’s previous
approach to managing transformation and the robust
approach to leading, delivering and governing
transformation thatis now in place and is set outin the
Transformation Programme.
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Appendix 1:

KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Transformational Schemesfundedby Capital
Flexibilities

Detailed findings on previous page.

The Overview and Scrutiny Committee also undertook
several “deep dive" exploratory sessions on specific
projects, such as Learning disabilities and the Shaw Health
care savingsto try and understand the robustness of the
cases, the confidence of delivery and the risks. Follow up
sessionson progress have also begun or are planned.

In addition to the involvement of Members of the Audit
Committee in the monitoring of progress and governance
of transformation projects, there has been some
involvement of Cabinet Members in the developmentand
implementation of transformation projects.

Directorsregularly discuss transformation proposals with
portfolio holders to ensure there is agreementon the
strategic direction of programmes of work and projects.
For example, a Place Portfolio Board meets monthly to
review the financial position (including savings and
pressures), the progress with capital projects and with the
transformation programme. New performance dashboards
have also been developed to monitor service delivery
alongside financial information. The Portfolio Holder plays
an active part in the governance of the highways contract
and sits on the Waste Board and the Waste Partnership
Board alongside Members from across the county area.

In Adult Services, the DASS and Portfolio Holder have
weekly meetings to discuss the transformation and
operational plans and to discuss budget updates. The
Portfolio Holder also receives advance briefings and
updateson all business cases and savings initiatives to be
presented at Committees, Cabinetor full Council.

A quarterly Adults Social Care Board s also in place and
attended by the Leader, and Portfolio Holder and key
external partners (including Health and the Police) to
review the overall performance of the service and
progress of transformation plans and savings initiatives.

Similararrangements are in place in Children’s services
and the department has made progressin recent months
with the developmentofa new, ‘target operating model’.
The newly appointed Director will continue to drive
improvementin this critical area of service.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Re-employment of staff members

Detailed findings on Re-employment of staff members
are on page 69. As a result of our detailed work following
recommendations are raised:

1. The Authority should ensure that business cases are
prepared for the procurement of off-payroll workers
or other such engagements of a consultancy nature.
The business case should detail why thisrole cannot
be performed through a substantive post, and justify
the procurement process the Authority wishes to
undertake. Value for Money considerations should
be evidenced throughout.

2. Where the procurementprocessis by-passed there
needsto be cleardocumentary evidence as to the
reasoning behind thisand why a certain individual
has been chosen outside of competitive tendering,
and the approval for this within the Authority should
be clearly evidencedin line with the Authority’s
financial controls and procedures.

3. Inaddition, where such decisions are being made
within LGSS on behalf of the Authority, the Authority
needs to assure itself that its controls are being
operated appropriately.

4. Where an individual previously employed by the
Authority is re-engaged on an off-payroll basis, the
Authority should undertake and clearly documentall
the relevantlegal and tax considerationsin advance
of confirming such an appointment.

5. TheAuthority should, as a matter of priority, also
undertake a full review of its off-payroll
arrangements to gain assurance that its
arrangements are properand correct, including
compliance with IR35.

6. Adetailedcentral register of all off-payroll workers
should be maintained and reviewed regularly to
ensure continued compliance.

Recommendation 1: Agreed

Theissues raisedin this Section emanate from one
appointment made by LGSS of one member of staff
who retired, gained access to theirpension and, within
one day, was re-engaged as a consultant. The Council
has recently revised its Consultants and Interim policy,
http:/sharepoint.lgss.local/Pages/Consultants.aspx,
which contains clear direction on the engagement of
such workers, including a consultancy checklist from
HMRC which covers the KPMG recommendations.

Recommendation 2: Agreed

The Council’s Policy on the Appointment of Interims
and Consultants will apply. The engagement manager
will, in accordance with the Policy, fully documentthe
processand considerall the relevantlegal and tax
considerationsin advance of confirming such an
appointment.

Recommendation 3: Not agreed

LGSS is not a stand-alone body, it is a Joint Committee
of the Counciland has a clear set of delegations that
should be followed. The operating model of LGSS is
underreview currently and the application of
appropriate controls will be considered dependanton
final decisions.

Recommendation 4: Agreed

The Council now has a clear Policy, on the Recruitment
of Consultants and Interims and will follow it. The
Policy includes arequirementto comply with IR35 and
engagement managers are directed to HMRC's
guidance on how to determine whetherengagements
fall inside oroutside of the IR35 rules.

Recommendation 5: Agreed

The Director of Human Resources will undertake a
review with each Directorto establish whetherany off-
payrollarrangementsare in place and will consider
whetherthese arrangements should continue fora time
limited period orcease. The objective will be to ensure
that the authorityis compliant with IR35 through a
robustapplication of the policy on the Recruitment of
Consultantsand Interims. This work will be led by HR,
completed by 30 September2019 and the findings
reportedto NLT.

Recommendation 6: Agreed

An appointment ofa consultantor interim will be made
in accordance with the Council’s Policy for agency or
consultants and interims, if their appointmentis
deemed to fall within IR35, will be paid through an
umbrellacompany and therefore tax and employer's
and employee’s Nl will be deducted. If their
appointmentfalls outside IR35 they will be set upas a
supplierand will have a record on the ‘accounts
payable’part of ERP Gold.
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KEYISSUes and recommendal

ONS (CONL.

# Risk Issue & Recommendation

Management Response as at July 2019

Contracts Register

It is essential thatthe Authority has an effective
contract management framework. A contractis a
legally enforceable agreement, therefore itis vital,
when entering into a contract on behalf of the
Authority, to ensure that:

The correct procurement process has been
followed;

The highest standards of probity in all dealings have
been maintained;
The interests of the Authority are protected;

Therights and obligations are clear to alland the
contractual relationships are clearly defined,
deliverable and documented;and

Verbal agreements are avoided.

As noted in our reporting, our review of the Authority’s
contract register confirms that thisis an incomplete
and out of date document. As such, it does not contain
the latestinformation on all contracts the Authority
currently maintains, and there is a risk that the
Authority does not understand, at any pointin time,
the total quantum of contracts it is signed up to.

Risk

Likewise, withoutan accurate contractregister, this
makes the managementand oversight of contracts
difficult, and resultsin poorfinancial controls. For
example, without knowing when contracts end, the
Authority may find it does not have sufficienttime to
undertake a new tender process before the contract
expires, and therefore has to eitherundertake a
contract extension ora shortened procurement
processin orderto maintain the supply of goods or
services. Both of these options could lead to poor
value for money.

Recommendation
1.

The Authority should, as a matter of priority,
undertake a full review of its current contracts and
ensure that they are all centrally recorded and
maintained on a Corporate Contracts Register.
Thisregister should act as the sole version of the
truth, be kept up-to-date, and be regularly
reviewed by the Authority. Periodic checks should
be undertaken to ensure the information is
accurate and complete.

The Authority should ensure that a standard
processis in place for contract managementand
review the potential for bespoke contract
management software.

The Authority should ensure that its policies and
procedures are also fully up-to-date and provide
staff with applicable guidance on how contracts
should be enteredinto, monitored, reported and
managed. This should be supplemented by further
staff training regarding contract managementand
linked to procurement policies and procedures.

The Council recognises that more work is required in
respect of compliance with procedures, and will enforce
sanctions for those employees who do not meet the
appropriate standards. The Council approved new Contract
Procedure Rulesin August 2018 which specify that all
contracts over the value of £5,000 in total mustbe included
in a Contracts Register by the Officer responsible for the
contract information. In addition, clearerinstructions have
been stipulated throughout the Contract Procedure Rules
(referred 44 timesin the document) with regards to;

1) Officer duties to update the contracts on the register for
many circumstances and;

2) Chief Officer duties to ensure their Officers comply and
maintain a responsibility of the register within their service
directorate.

A Contracts Register Protocol document has been
produced which details what contracts should go on the
registerand in what mannerto ensure consistent data.

The Procurementteam has begun producing a contract
registerdashboard reportand make these regularly
accessible via the intranet for Officers and Chief Officers to
enable departments to betteranalyse contract register data
for theirareas. A new programme on producing a Contract
management SORP along with a Contract Management
toolkitand trainingis underway with a draft currently
circulatingamongst stakeholders in the Council.

The importance of the contract registeris included in the
procurementtraining and included in the Procurement
SORP and will be included in the soon to be released
Contract Management SORP. The Council is reviewing
whetherto make this training mandatory. A new Contract
Review Board has been established, comprising the
Executive Director of Place and Commercial, Assistant
Directors from each Commissioning area, the Head of
LGSS Procurementand a members of the Transformation
Team. The focus of this board includes reviewing contracts
for opportunities to plan for new procurements and
negotiate extensionsas wellas act as anotherpromptto
keep contract registerdata up to date.

Named contract managers on the contract register will
receive a reminder for the contract they own as it nears
expiry. As a second promptthe Procurementteam will
periodically send outa reminder of groups of contracts
expiring to relevant Heads of Services or Chief Officers to
follow up with their teams so as to ensure better planning.
The first of these was sent outin May 2019.

The Head of Procurementis working with the LGSS ERP
team to investigate the possibility of using the Council’s
ERP system to provide a contract register function via
Agresso/ERP Gold at a point when suppliersare set up or
purchase ordersrequested and link actual spend with
contractual commitments. Initial tests indicate this may be
possible with low to moderate business process change for
the large numbers of staff raising order. This work is
currently ongoing and the costs to implementand maintain
such an arrangementis not yet known.
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Appendix 1:

KEYISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Contracts Register (cont.)
4.

Roles and responsibilities in relation to contract
management should be clearly defined within the
Authority, both at departmental level butalso from
seniormanagement. The roles and responsibilities,
including oversightand compliance, should also be
definedin respect of the NCC — LGSS relationship.

The Authority should ensure that its high-risk contracts
(by value or critical supply) have the appropriate
resource available to monitorand challenge
performance of suppliers, in orderto ensure that
expectations are met, and value for money is
continually delivered.

The Authority should also ensure that, where
applicable, contracts have the right for the Authority to
undertake “open book” audits and review the
information provided to itby the relevant supplierto
ensure that KPI's are being delivered as stated. This
should also include the use of benchmarking and
performance measurement datato ensure that value
for moneyis maintained.

In addition, the Authority should undertake aregular
review of its suppliers to ensure that they are still
viable and able to maintain supply of goods and
services within the currenteconomic environment.

Ultimately, the Authority’s S151 should have oversight
of contract managementarrangements, and aregular
report taken to Audit Committee regarding the
assurance arrangementsin place in this critical area.

Recommendation 2: Agreed

The Council acknowledges thatas part of the contract
review work, it was identified that NCC contract
managers were adopting different practices.
Furthermore, the current segregation of procurement
and contract managementresponsibilities between
LGSS (Procurement) and the Council
commissioners/service areas has contributed to some
of the poor contract managementand monitoring
practices described.

The Council has invested in additional resources to
delivera Contract Review Board which has specifically
identified Contract Managementas an area for
improvementand external advice has been procured to
will provide additional capacity and expertise. This
includes developing a SORP for Contract Management
and Monitoring and reviewing training.

Currently LGSS is responsible for the procurement
process as part of a shared responsibility with the
LGSS partner authorities and all other aspects of the
commissioning cycle, including specification, contract
managementand monitoring reside with the Council.

A review of delivery of the Council’s procurement
function will be carried out in the period between now
and the formation of new unitary authorities, which will
ensure that there is clarity in relation to roles and
responsibilities under Contact Monitoring and
Management.

Thisreview willinclude a review of the future operating
model for the procurement function and how better
integration with wider commissioning and contract
managementactivities undertaken by the Council are
achieved.

Recommendation 3: Agreed

The Council adopted an updated version of the Contract
Procedure Rulesin August 2018 which includes more
rules and guidance on Contract Managementand
Monitoring and the responsibilities of contract owners.

The Contract Procedure Rules are supported by a
comprehensive Procurement SORP containing the
council's processes and policy with regards to
procurementand which is reviewed annually.

The Procurementpages of the intranetis kept up to
date andincludesthe Procurement SORP, The Contract
Procedure Rules, Who to contact in the LGSS
Procurementteam, tools for quotations, tools for
advertising, tools and guidance on the contract
procedure rules.

The Contract Management SORP will further define
roles and responsibilities and its introduction will be
supported with training.
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KEyISSUes and recommendations (cont

# Risk Issue & Recommendation

Management Response as at July 2019

Contracts Register (cont.)

One of the recommendations from the Contract Review Board is
to review training for staff in existing policies and procedures and
develop a programme of staff training with recommendations on
how it will be delivered so that contract managementand
reporting are in line with best practice particularly in services that
manage contracts of high value.

LGSS Procurement offer 4 types of procurement training for
Officers. Pre procurementtraining, procurement under £100k,
Procurementover £100k and evaluation. The Board will review
whetherto make some of these mandatory.

Recommendation 4: Agreed

The Contract Procedure Rulesinclude clearly defined roles at
departmental and seniormanagement level.

The Contract Managementand Monitoring SORP will further
define roles and responsibilities across the Council.

Currently LGSS are only responsible for the procurement process
as part of a shared responsibility with the LGSS partner
authoritiesand all otheraspects of the commissioning cycle,
including specification, contract managementand monitoring
reside with the Council.

A review of delivery of the Council’s procurement function will be
carried out in the period between now and the formation of new
unitary authorities, which will ensure that there is clarity in
relation to roles and responsibilities under Contact Monitoring
and Management.

Thisreview willinclude a review of the future operating model
for the procurement function and how betterintegration with
widercommissioning and contract managementactivities
undertaken by the Council are achieved.

Recommendation 5: Agreed

The Council has identified several high cost or high risk contracts
and concentrated efforts on improving contract monitoring and
challenging performance with a view to ensuring that services
provided are fit for purpose and provide value for money.
Examplesinclude: Adult Social Care PFI, Home to School
Transport, the Highways Contract and the WAN Contract.

The contract procedure rules define “high value” as any
contracts overthe EU threshold of £180,000 overthe life of a
contract. “Highrisk” is notdefined butwas intended to cover
instances where failure would have significant financial or
reputational risk to the Council.

The new Contract Management SORP currently in progressis
expected to provide an assessment of risk levels categorisation
of contracts.

In addition, the Contracts Review Board has prioritised the
Council’s contracts that are notalready subject to specific
Transformation Projects. The primary purpose is to ensure which
contracts could be considered forrenegotiation with suppliers to
improve value for money.
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KEyISSUes and recommendations (cont

# Risk Issue & Recommendation

Management Response as at July 2019

Contracts Register (cont.)

Recommendation 6: Agreed

The Council has provided dedicated resources to supportreviews
of high value and high-risk contracts (e.g. the Highways
arrangement with KIER/WSP and the Shaw PFl and PPP for adult
social care) to ensure that appropriate approachesto
benchmarking and performance review are in place. In the case
of Shaw PFl and PPP, support has also been sought from central
governmentdepartments to ensure that contractors deliver
bettervalue for money. Both of these contracts have
subsequently delivered both financial savings (see the Period 9
Monitor reported to Cabinetin January 2019) and improvements
in value for money.

Recommendation 7: Agreed

Thisis an area that the Contracts Review Board has identified as
high risk and has recommended that service managers be
provided with appropriate training to ensure that supplier viability
is kept underreview.

Where the risk of supplier failure is high some departments, for
example Adult Social Care, have been provided with contingency
to address the issues that could potentially arise.

Within Adult Social Care information on market stability, provider
financial stability and joined up planning in the event of a risk of
provider failure are provided regularly by the regional ADASS
forum. Market viability assessment tools are provided and any
usefulintelligence and data is shared to allow for the service to
plan for any perceived risks and prepare accordingly. This has
happened in several cases and the service successfully
transferred over 100 clients from Allied Healthcare with no
disruption oradditional cost when it went into administration
recently.

Recommendation 8: Agreed

The Contracts Review Project Board has recommended that
contract managementand monitoring arrangements be reviewed
across the Counciland this is also being considered as part of the
review of LGSS.

KPMG's recommendation in relation to the establishment of
regularreporting to the Audit Committee on the assurance
arrangements will be included as part of that review.
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Appendix 1:

KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Single Tender Waivers

As noted above, the Authority has ona number of
occasions not followed expected procurement
procedures in the awarding or extending of
contracts. In some cases, this is perfectly acceptable
if due process is followed, forexample in relation to
the approval of a single tender waiver.

Risk

However, as we found in the cases we reviewed,
there is no set documentary evidence of this
process, and such exceptionsare not centrally
recorded or reported. This makes it impossible for
proper oversightto be maintained, and for assurance
to be gained thatthese exceptionsare genuine and
acceptable.

Recommendation

1.

The Authority should ensure its procurement
and single tender waiver processes are clearly
documented to all staff across the organisation,
including those that work on their behalf within
LGSS, and that all staff are made aware of their
existence, and theirresponsibility to follow such
procedures.

The ability to raise single tender waivers should
be restricted to specificreasons, and a hierarchy
of approval (linked to Standing Financial
Instructions) should be included.

Ultimately, the S151 should have oversightand
approval of all instances of single tender
waivers. A report should be presented to Audit
Committee ona regular basis detailing the
number of waivers, theirvalue, the reason for
them, the individuals proposing and approving
such exceptions, and other pertinent details as
the Authority sees fit. This will allow proper,
robust challenge and oversight of the process
and provide assurance that proper procurement
procedures are not being bypassed
inappropriately.

Where single tender waivers are used due to
timing issues, the Authority needs to investigate
why action was nottaken previously to avoid
this situation and ensure that proper processes
are followed.

Recommendation 1: Agreed

The Council operates an electronic system for recording
waivers offering a strict structure of contentto complete and
a clear auditable approval process.

Contract Procedure Rules were reviewed, refreshed and
approved by full Councilin August 2018. These rules form
part of the Council’s constitution. The revised rules clearly
state that a waiver must be sought where lessthan 3 bidsare
obtained.

Since the Section 114 Notice, the Council’'s expenditure has
been subject to additional scrutiny by the Chief Executive’s
Approval Panel CEAP.

Recommendation 2: Agreed

As explained above The Council operates an electronic
system for recording waivers offering a strict structure of
contentto complete and a clear auditable approval process.
The e-form doesrequire information to explain what
measures have been taken to ensure an open competitive
process.

The revised 2018 Contract Procedure Rules clearly sets out
the hierarchy of approval clearer than before and includesa
clear flowchart on the waiver approval processin Appendix 3
that outlines the specificapprovals required for contracts up
to £25,000, between £25,000 and £100,000, between
£100,000 and the EU Threshold and above the EU Threshold.

Recommendation 3: Agreed

As per the revised 2018 Contract Procedure Rules clearly
sets out the hierarchy of approval of waivers. All waivers over
£25,000 require (amongst other signatories) approval from
the S151 which is audited electronically.

Waiver requests require specific reasons for each waiver to
be detailed and supporting guidance is available on the
internet.

The Procurementteam is able to provide a dashboard of all
the active waivers on the intranet which will illustrate the
various trends and behaviours of active waivers, those
expiring, repeat waivers and requestors and departments.
Details of specific waivers can be exported from the system
on request.

Recommendation 4: Agreed

The new processes, described above, will be embedded
based upon lessons learned from the Council’s previous
practice. Therevised Contract Procedure Rules state that the
lack of forward planning does not constitute a valid reason for
a waiver beingrequested. Any requests submitted on that
basis alone will be rejected.

In addition, the revised Rules require any contracts resulting
from waiverrequeststo be added to the contractregister to
assist forward planning.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Financial responsibility of Officers

It is clearthat throughout the year, and

historically, the Authority has failed to manage its
financesin a sustainable way. Linked to this, we

have reported numerous instances of failed
financial controls or examples where evidence
could not be provided that correct processes or
policies had been followed.

Risk

Despite the Authority being responsible for the

use of a significantamount of taxpayers’ money,

these actions could be an indicator that officers

within the organisation do not fully understand the

role they have as guardians of the public purse,
and the importance of ensuring that taxpayers

money is spentwith the upmostregard to proper
procedure and value for money considerations.

Recommendation

1.

As a matter of priority, the Authority should
ensure all staff are given further training so
they understand the importance of abiding by
the Authority’s financial controls, policies and
procedures.

The Authority should ensure that such
compliance forms part of the terms and
conditions of an individual’s contractual
employment. Where individuals have not
followed controls then the Authority should
considertherelevant HR process, dependent
on the severity of the cases. Individuals who
are found to be consistently not following
proper financial procedures should be subject
to appropriate performance managementand
retraining

Recommendation 1: Agreed

[t is accepted that there is more to do in the training and
development of budget managersin effective financial and
performance management. This extends to the active
management of external contracts as well as to budget
management. Training for all budget managers was undertaken
at the start of 2018 and will be repeated periodically. By July
2019 the Strategic Finance Managers will review the
effectiveness of this training for budget managers within their
Departments, discuss their findings with Directors and consider
what follow up trainingisrequired.

Furthermore, the Finance Management Team are working with
CIPFA to develop and implementabespoke course on effective
finance business partnering for the whole finance team, brought
back in-house from LGSS, togetherwith a small number of key
post holdersin LGSS that continue to deliver key financial
servicesto NCC. 34 people will be participating in this training. It
may be worthwhile using some of the material from this training
programme to enhance the training available to budget
managers. This option can be considered by the Strategic
Managers in due course.

Recommendation 2: Agreed

Budget managers have been trained and effective budget
managementis a feature of personal development plans for
budget managers.

[t is important, however, to recognise the complexity inherentin
the managementofresourcesin some service areas and the
difficult decisions and judgements that have to be made by
some service managers.

Adultservices has instigated detailed weekly tracking of all
spendauthorised and committed by budget managers and this
is reviewed each week so as to understand any trends,
pressures or anomalies. Panels for expenditure approval on
Adults services are also now in place and tracked in terms of
the spending approved, delayed and rejected spend.

Both Adultsand Children’s services have also been trained in
accurate forecasting and, over the last 12 monthsor so, have
made considerable strides forward with their financial
projections. Working together, finance staff, operational
managers and performance staff have developed monitoring
processes that take account of the flow of clients through
servicesand are not restricted to monitoring financial
information on spending which necessarily occurs after the
importantdecisions on service allocation have already been
made and commitments to future spend entered in to. Visits
have been made to otherauthorities to adoptand build on best
practice from elsewhere. This will help NCC to avoid situations
arising where unpredicted multi-million pound swings in budget
monitoring occurand have to be explained after the event.

The Authority will emphasise the importance of conforming with
financial regulations and procedures (SORPs), with specific
mandatory outcomes beingincludedinthe 2018/19
Performance Appraisal and Development Programme (PADP)
for all budget managers,
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Appendix 1:

KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Financial responsibility of Officers (cont.)

Children’s Services have initiated placement panels that
are considering carefully the need for placements to be
made and to make appropriate changes to existing
placements. The panels are treading the fine line
between balancing the interests of the most vulnerable
children and young people with managing the
resources available to meet the needs of these children
and young people and the wider cohort of children and
young people in Northamptonshire forwhom services
are provided.

Place has made considerable strides forward both with
financial projections and with a change in culture to one
of greateropennessand transparency. Place has
moved from a starting position of £3m overspend to
£2.9munderspentin 2018/19, with £1.5m of this
coming forward in P9 following detailed review of
budgets overthe previous months. Demand-led
budgets are monitored closely, forexample, winter
service expenditure isnow monitored on a fortnightly
basis.

Exit packages

Please referto page 71 for the detailed finding on exit
packages. As a result of our work following
recommendations are made:

1.

The Authority should ensure that it maintains a robust
audit trail regarding the agreement of redundancy and
exit packages with all staff members, including those
at a seniorlevel. This should include documentation
regarding consultation from HR, Legal and Finance
perspectives, and evidence regarding any such
agreements being approved by the appropriate
individual or body.

The Authority should ensure that it has documented
value for money considerations in relation to every exit
package agreed, including why an exit package is a
preferable arrangementto other courses of action
which were available at the time (e.g. performance
management, disciplinary etc.).

Recommendation 1: Agreed

For clarification, only one of the four posts mentioned
left the Council with an exit package, the others
resigned or services were terminated.

The Council has a procedure for the negotiation of
severance agreements for Chief Officers and it is part
of the Constitution. Thisis also included in the Pay
Policy. An agreementwas reached for the departure of
one Chief Officer, the former Chief Executive, in
accordance with the Constitution and advice given to
the former Leader was documented. KPMG have been
provided with a copy of the confidentiality agreement
reached with the Chief Executive.

For roles that are not at Chief Officer level, the reasons
for exits are documentedinabusiness case. Officers
have beenreminded of the need to keep a record of
the justification for decisions taken.

Recommendation 2: Agreed

The exit of the previous permanent Chief Executive
was a decision taken by the former Leaderin
consultation with Cabinetand officer advice was
documented. TheformerlLeaderand interim Chief
Executive met senior KPMG membersin October 2017
to outline the decision and the reasons behind it.
Subsequently the 2018/19 pay policy was updated to
include a statementunder section 12 to formalise the
arrangements for severance paymentsto Chief
Officers.
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Appendix 1:

KBy ISSUes and recommendations (cont

# Risk Issue & Recommendation Management Response as at July 2019
Service Organisation Reliance Under consideration
As we have reportedin previous years, the Authorityrelies 75 relates to decisions made by maintained schools
upon service organ_lsatlorjsforthe operation of Controls_ to purchase payroll services from external providers.
over key systems, including IT services and payroll services Tp¢ County Council accepts the recommendation and
(schools). consideration will be given as to the most effective and

However, despite the importance of the work undertaken ~ efficientway in which the recommendation can be
by these organisations, the Authority does not undertake implemented and maintained given that current

work to assure itself that these controls are operating contractual obligations of the payroll providers do not
effectively, nor does it commissionindependentISA3402 include thisrequirement. This work will be completed
Service Organisation Control reports as is best practice by 30 September2019.

both within the public and private sector.
There are two types of suchreport, Type | and Type Il.

A Type | report describes the service organisation's
description of controls at a specific pointin time.

A Type Il reportnot only includes the service organisation's

7 description of controls, but also includes detailed testing of
the service organisation's controls overa minimum six
month period. Such reports would not only provide
assurance to the Authority itself, butalso feedinto the
work of internal and external audit in order to gain
assurance over such controls.

Recommendation

The Authority should ensure that it receives appropriate
assurance from all of its service organisations, and that
reports are received in a timely manner, and fulfils the
criteriarequired to provide appropriate assurance.

The Authority should request service organisation reports
for the payroll providers (Strictly Ed and EDM) to ensure
that adequate assurances over key controls are received.

Related Party Transactions Recommendation 1: Agreed

The Authority has a policy which requires all Members and - Th¢ Section 151 Officer will ensure that all Members
senior officers to provide an annual confirmation of any and senior officers complete the forms associated with
related party relationships they may have. the annual related parties declaration. If necessary, the
Thisis supplemented by the audit requirement for Section 151 Officer will write individually to those
Councillors to provide signed declaration of interest forms ~ people who have notcompleted the form and will

as part of the accounts closedown process. This follow up until a satisfactory conclusionisreached.

informationis used by the Authority to feed into its related
party disclosure within the accounts, and to us as audit
8 evidence.

As reportedin our September2018 update report, during
the course of the audit we faced significantdelaysin
obtaining all the required declarations of interest forms
from Councillors as part of our audit process.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Related Party Transactions (cont.)

Whilstall Members are required to disclose theirinterests

on the Authority’s register of interest within 30 days of

election, this was last updated by the majority of Members

in2017.
Risk

Additionally, outside of this annual exercise, officers are
not required to declare theirinterests anywhere. Low
levels of response presenta risk that related party

transactions are not adequately and completely disclosed.

Recommendation
1. The Authority should ensure that it completesits

annual related parties exercise in a timely manner, so

that a full set of evidence is available for audit

purposes. It should notaccept nil returns as positive

assurance that no relationships exist, butinstead
should require members and Officers to return the
relevantforms.

2. Wheredelays are incurred, this should be escalated to
the appropriate levels through the Authority'sinternal

processes.
3. TheAuthority should ensure that it completesits

annual related parties exercise in a timely manner, so

that a full set of evidence is available for audit

purposes. It should notaccept nil returns as positive

assurance that no relationships exist, butinstead
should require members and Officers to return the
relevantforms.

4. Where delays are incurred, this should be escalated to
the appropriate levels through the Authority's internal

processes.

5. As part of this process, the Authority should ask

Members to reaffirm their previous submission on the

register of interests and update this on the public

facing website to confirm this is the latest, rather than

historical, position.

6. The Authority should ensure that both Members and

officers receive appropriate training and reminders

regarding theirresponsibilitiesin this area, and that it

forms part of Officers’ contractual terms and

conditions. Where Members and/or officers are found

to not have declared a specificinterest, then
appropriate HR and legal processes should be
followed.

Recommendation 2: Agreed

Recommendation 3: Agreed

Recommendation 4: Agreed

Recommendation 5: Agreed

Recommendation 6: Agreed

Member training on thisissue has recently been
provided and the level of attendance was high.
Directors will be asked, by 30 August 2019 to have this
as an item on their managementteam meetingsand
ensureresponsesare sentby their seniorteamsin
accordance with the instructions sent from the Section
151 Officer.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

Gifts and hospitality

During the course of ouraudit work, it was publically
reported that an ex-senioremployee of the Authority had
failed to declare relevant hospitality he had received to
either NCC as his employer, or the organisation he was
working for on behalf of the Authority (under LGSS).

It was stated in Court that this was because the then S151

Officer was unaware of who to declare such interests to.
Recommendation

The Authority should ensure that both Members and
officersreceive appropriate training and reminders
regarding their responsibilities to declare giftand
hospitality, including when working within another
organisation but still employed by the Authority. Where
Members and/or officers are found to not have declared
specific gifts or hospitality, then appropriate HR and legal
processes should be followed

The Monitoring Officer maintains a Registerin which
declarations of gifts and hospitality are made.

The Code of Conductcan be accessed on the intranet.

It is the responsibility of Members under the law to
comply with the Code of Conductand it is a contractual
obligation for officers to comply with the Code of
Conduct.

Members have received comprehensive training on the
Code of Conduct. The level of attendance has been
recorded and attendance has been high with onlya
small numberof Members unable to make the dates
offered. Members can seek advice from the
Monitoring Officer on this matterat any time.

The Monitoring Officer would not hesitate to take
appropriate action in the eventthat there is a failure to
declare gifts or hospitality. Only one instance has been
raised by KPMG of an officer failing to make such a
declaration and in that instance, when the failure to
disclose was identified, the officer was no longer
employed by the authority.

90

Document Classification: KPMG Confidential



Appendix 1:

KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

10

Grant Terms and Conditions

As previouslyreported,on 15 June 2018,
Public Health England wrote to the
Authority to confirm that it had concluded
that the sum of £7.947m (£3.49m for
2015/16,£3.763m for2016/17,and
£0.694m for2017/18) of ring-fenced public
health grant funding was used to support
activities that do not meet the grant
conditions.

Public Health England requested a
response from the Authority on how this
amountwas to be reinvested. On 9 July
2018, the Authority replied to Public Health
England and confirmed that to settle this
matter, it was proposing toreinvest £7.9m
in public health activities, via the Public
Health reserve, overa period of five years.
Risk

As a result of this misallocation, we
extended ourtesting over otherring-fenced
grants and have requested evidence from
the Authority that all terms and conditions
for such streams of funding have been
adhered to, and there is no otheron-going
disputesregarding possible clawback of
public funds.

Recommendation

1.

The Authority should ensure that it has
appropriate controlsin place regarding
the expenditure of grantfundingin
order to mitigate against the risk of
inappropriate use and clawback of
funding by Governmentbodies. These
controls should be tested on a periodic
basis based on a risk assessment of
the grantterms and conditions.

This testing should be undertaken
through the Authority’s Internal Audit
function, and where appropriate also
through independent external
assurance.

These reviews should be undertakenin
a timely manner before the Authority
confirms back to the relevant grant
funding body that it has complied with
all relevanttermsand conditions.

The outcome of the reviews should be
reported to the Audit Committee to
provide transparency and
accountability.

Recommendation 1: Agreed

Each Strategic Finance Business Partner will hold a list of all grantsin
their service area with their respective grant conditions. They will
ensure that a suitably trained budget manageris aware of the grant
conditions and has an appropriate plan in place for utilising those
resourcesand is aware of theirresponsibility with regards to spending
againstthe grant and submitting the grant claimsin line with the grant
conditionsand timescales. The Finance team, as part of the monthly
monitoring process, will review grant expenditure in line with plans and
will ensure all ring-fenced grant claim forms have been appropriately
completedreviewing expenditure to ensure thatit meets the terms
and conditions before submission. Any queries on grantconditions will
be raised pro-actively with the grant awarding body.

We have included below, as an example of the controls that the
Council has in place overits grant funding, a short briefing note on
Capital Grants.

Capital Grants Audit Note
Capital Grants can be received from the following sources:

*  GovernmentAnnual Allocations e.g. Basic Needs, DFT
Maintenance Capital grants.

*  GovernmentBids with match funding elements e.g. BDUK, Local
Growth Fund, DFT specific projects funding, EFA Funded schools,
HCA, Heritage Lottery.

External/Private Sector Grants— e.g. Anglian Water, European
Social Fund.

How are they controlled/recorded?

e The Grants Registeron SharePointincludes grantdocuments.
Some grants may have revenue and capital related elements from
the same source so all grants are registered together. Thisincludes
the linked project/code and the grant documents uploaded.

e Grants are eitherallocated directly to a specific projector heldona
controlaccountin respectof grants such as Basic Needs/Schools
Condition allocations and are moved during the year/at year-end as
part of funding reconciliations. A spread sheetis kept to identify
projects to be funded from the grant so that the balance remaining
is always known.

e Assumptionsonannual grants and the priority for use is considered
as part of the budget setting process.

e Anyunspentgrants eitheragainst specific projects or held on
controlaccountsare carried forward at year end as capital receipts
in advance or reserves depending on the conditions attached.

e Some grants will be claimed based on evidence of expenditure
rather than paid in advance. The sign off of this evidence provide
assurance as part of the grant being released—e.g. European
grants, Local growth fund, some governmentgrants such as
Broadband, Highways England and others

e Anyreturnsor reporting requirements for specific grants are
completed.

Please note that the procedures forthe administration of s.106 monies
are described in Section 11.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation Management Response as at July 2019

10

Grant Terms and Conditions (cont.) Recommendation 2: Agreed

Thiswill be includedin the AuditPlan. The S.151 Officer will request
this when agreeing the Audit Plan with Chief Internal Auditor.

Recommendation 3: Agreed

The S.151 Officer will ensure that this pointis coveredin the
procedure note on grant claims.

Recommendation 4: Agreed
This will be included in the Audit Committee work programme.

KPMG
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

1M

Section 106 Funding

Please referto page 27 for detailed findings on
106 funding. As a resultof our work following
recommendations are raised.

1.

The Authority should ensure that where it
seeks legal advice and opinion, it followsit.
Where advice is not followed, officers
should be held accountable for theiractions,
and ensure appropriate performance
management processes are followed.

The Authority should ensure that when legal
advice is received by Officers, it should be
shared with the Monitoring Officer so that
she can ensure that actions are then taken
in line with Counsel advice and do not pose
arisk to the Authority.

The Authority should ensure it maintains a
complete and accurate record of all Section
106 fundingitreceives. This should include
details of applicable terms and conditions,
such as whetherthe fundingis for capital
projects only, specific projects, expenditure
that is restricted to particular schools or
geographical areas, or other criteria. Once in
place, the Authority should undertake a
detailed review of the terms and conditions
of such funding, soit can identify potential
opportunities to use Section 106 monies
more widely and supportrevenue
expenditure.

The Authority should ensure that it has
robust controlsin place for approving the
use of Section 106 monies, and that
evidenced robust audit trails are maintained
to account for why particularitems of
expenditure were allowable within the
specific terms and conditions, or why such
conditions do notexist and therefore use
within general expenditure is permissible.

Recommendation 1: Agreed
Recommendation 2: Agreed

The NLT will share all legal advice received with the Monitoring
Officer and will ensure that this happensin future. However, the
responsibility to take the legal advice fully into accountin
decision-making remains with the Service Director. The service
Director can seek advice from the Monitoring Officer at any point.

Recommendation 3: Agreed

The procedures for administering s.106 funding are summarised
as follows

1. Theapplication of s.106 receipts, when funding both revenue
and capital expenditure, is controlled in two blocks by the
Highways and Schools teams.

The capital accountant supports the process by identifying
new schemes that can be funded from s.106 and by
providing assurance thatthe grant is being applied
appropriately. The capital accountantalso supports the capital
budget monitoring process and ensures that grants are
allocated to schemesas planned.

w

Records of s.106 receipts and theirapplication are
maintained by the Highways and Schools teams who will
answer any challenge and queries from developers as to the
use of and balances held against specifics.106 agreements.

The two teams adopt different, but appropriate, approaches
in terms of record keeping and reconciliations.

5. Thetotal balance of s.106 receipts held at the end of 2017/18
was £36m. Thisis made up of receipts going back a number
of years and there are lists of balances/unused receipts held
within each area. This detail reconciles back to the amounts
and is held as part of Capital Receiptsin Advance balance.

(e}

An additional internal assurance measure will be taken to
meetthe concernsand recommendations of the external
auditors. From a record of the s.106 receipts applied during
2018/19, a sample of the underlying agreements will be
tested in orderto confirm that the specificapplication of the
receipt meets the requirements of the agreement, dates,
outcomesand any ongoing commitments.

7. Furtherwork is progressing with Highways to work towards
confirming previous capital expenditure and income balances
to enable the detail by scheme to be movedto ERP to
reduce the reliance on spreadsheets.

Thisprocess is also being considered for Schools and Libraries. It
willinclude the need to identify and set up a specific ERP code
for each s.106 agreement. This was suggested at the
implementation of ERP butdue to challenge from the service as
to the priority that should be given to this work and time
pressure, it was notpossible to complete.

KPMG
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KBy ISSUes and recommendations (cont

# Risk Issue & Recommendation

Management Response as at July 2019

Section 106 Funding (cont.)

Recommendation 4: Agreed

The application of s106 receipts, when funding both
revenue and capital expenditure, is controlled within
two blocks by the Highways and Schools teams.
Records of receipts and theirapplication are
maintained, providing backing details to each of the
receipts held and the purpose for those now applied.
The Corporate Capital Accountant monitors this use
where capital expenditure is being funded. Any such
fundingisreported within the formal Cabinetreports on
the capital strategy.

Although the two teams adoptdifferentapproachesin
terms of record keeping, both provide the necessary
level of detail. Steps are now being taken to harmonise
these approaches and an Internal Auditreport on this
subject will be published in March 2019.

All applications of s106 receipts are undertaken and
recorded by those officers who hold the background
records, allowing a clear control againstall / any
restrictionsincluded in the backing agreement. This
ensuresthat receipts are applied appropriately.
Delegations with regard to decision making are applied
to s106 receiptsin the same way as for otherfunding/
expenditure, with all applications subject to Chief
Officer (with a subsequentreportto Corporate
Leadership Team)and/ or Cabinet.

A detailed report on the Council’s policy on s.106
receipts went to Audit Committee in November2018.
Given that this report has a number of large
appendices, itis best to review it on CMIS.

Whilst the arrangements for the administration of s.106
monies have been tightened there is still some
remaining work to be done to reconcile fully and
account for some of the olderbalances. The Internal
Auditteam is conducting areview. In addition, further
resources will be made available to ensure a complete
reconciliation of the older balances.
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Management Response as at July 2019

12

Insurance Fund

The Authority maintains an insurance provision in respect
of its liabilities relating to current claims where estimates
of the potential outstanding liabilities can be reliably
estimated. The Authority also has an insurance reserve
which provides for claims which have beenincurred but
not reported.

An annual external review of the adequacy of the insurance
fundis carried out by an actuary to determine whetherthe
amount heldis sufficient. The report received by the
Authority in January 2018 notes a total fund requirement of
£9.072m. As of 31 March 2018, the Authority accounted
for a provision of £6,279,058 and reserve of £982,689
(£7,261,747 in total).

Risk
Therefore, in the professional actuary’s view, the

Authority’sinsurance fundis currently insufficientand
underfunded by £1.81m.

Recommendation

The Authority has opted to maintain the fund at the
position as reported in the draft financial statementsand it
is reported in this documentas an unadjusted audit
difference. Thisis above our reporting purposes, but
currently (as a standalone item)not deemed material to the
Authority’s 2017/18 financial statements.

The Authority should engage with experts to obtain their
views regarding many significant parts of the financial
statements. This should include a pensions actuary,
valuation expert, and the actuary noted above who
calculates the insurance provision.

Where such professional views are obtained but not
actioned, the Authority should ensure itis open,
transparentand duly records its reasoning why, and
provide assurance to the Audit Committee that this does
not pose a wider risk to the organisation.

Agreed

In 2017/18 all actuarial advice, or similar professional
advice was actioned, with the exception of insurance.
Thiswas due to the Council’s deficit position. The
Council has now taking stepsin 2018/19 to fully
address the shortfallin the insurance reserve.

In future the Section 151 Officer will ensure that the
advice of the Pensions Actuary and the advice of the
Insurance Actuary is reported to the Audit Committee
at the same time as the Councilis bringing forward its
draft Statementof Accounts to the Audit Committee.
The S.151 Officer will draw an explicit comparison
between the recommendations and the extent of the
related Reserves and Provisions made in the Accounts.
Any variations will be highlighted and explicitly reported
on.
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# Risk Issue & Recommendation

Management Response as at July 2019

Apprenticeship Levy

The Apprenticeship Levyimpacts all organisations which
have annual pay bills of over £3m. As such, this impacts
the County Council as wellas mostother Local Authorities.
The levy, which commencedin April 2017, is charged at a
rate of 0.5% of the employer’s pay billand is put into the
hands of the employerthrough the Digital Apprenticeship
Service, sittingin an online account which can be accessed
by the Authority to fund appropriate apprenticeships. In
total the Authority forecasts a total of £2m of levy
paymentsin the first two years of operation, approximately
£1mper year. If levy payments are not spent within two
years then this is lost by the Authority and used for general
apprenticeship purposes by the private sector.

Risk

Forecast committed spendin2018/19is £127k and the
cumulative total until 2019/20 (potential date for Unitary) is
£294k. With the current 'run rate’ of payments, this would
mean approximately £2.7m being lost due to non-
utilisation.

Recommendation

The Authority should ensure that as part of the finalisation
of the wider workforce strategy, due consideration and
attentionis given to the apprenticeship levy by senior
management.

This process should also ensure that the Authority utilises
as much of its contribution as it can in upskilling the
workforce.

Agreed

The County Council’sHR Team is undertaking a
systematicand comprehensive review of the use of the
apprenticeship levy both within the County Council and
with partners. This work is already having a beneficial
effect. For example, significantwork has been
undertaken to identify the roles and opportunities for
apprenticeshipsin social services. This forms part of
our workforce planning. Services already facing
capacity challenges have had to balance the benefits
and use of apprenticeships with the challenge that 20%
of apprentice training time will be used for ‘off-job’
training. For social care in particularthere was a delayin
bringing forward some key roles be suitable for
apprenticeships. Arrangements are now in place and
the services have active plans to use these effectively
to grow and develop the workforce.

The HR Team has also offered apprenticeship
resources to Districtand Borough partnersin orderto
maximise the benefitto the Northamptonshire Council
Tax payer.

Social servicesis also in active dialogue with care
providers over the potential transfer of the
apprenticeship levy to the voluntary sector market to
allow them to develop and grow greater capacity in the
care sector. Opportunities are being explored to
maximise the use of the levyin orderto increase
community capacity that will in turn help reduce the
long-term cost of care.
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External Audit Requirement Agreed

As previously reported, in previous years, ithas come to T Section 151 Officer, in consultation with the
our attention thatthe Authority had sole ownership of a Monitoring Officer, will develop and introduce a

company called NEA Properties Limited. The companyhas  ocedure that covers the steps that should be taken
always been deemeq |mma_ter|a| foraudit purposes, andas \yhen setting up new companies. This willinclude the
such was not consolidated into the Authority’s main Council's requirements for the governance and

financial statements, however it did produce its own accountability framework for companies, joint ventures
accounts which were submitted to Companies House. or similar arrangements.

As a Local Authority, not least for transparency and
accountability reasons, the company should have had an
external auditregardless of the size of the company.

The only new organisation expected to be established
during the County Council’sremaininglifeisa
Children’s Trust. The governance and accountability
Risk arrangements will be set out in a reportto Members at
The Authority currently holds shares in LGSS Law and is the appropriate time.

part of a jointventure called LGSS OPUS. Currently the
Audit Committee does not receive reports regarding these
organisations, and has little oversight of their purpose,
operations, or governance. The external audit reports of
LGSS Law are not reported through to Audit Committee,
and itis unclearif there are assurance arrangementsin
place for LGSS OPUS.

Recommendation

In addition, consideration will be given to each Joint
Committee or separate company to prepare an Annual
Report which could be considered by Audit Committee
before being presented to full Council.

The Authority should ensure it is transparentin all its
transactions, and complies with companies House
legislation asrequired. Where it sets up new companies,
jointventures or otheragreements, then it should ensure
that robustgovernance arrangementsare in place, support
by an accountability framework and oversight by the Audit
Committee.

Where initial reporting is to a differentcommittee, such as
a Joint Committee, itis important that the Audit
Committee maintains the ability to gain assurance
regarding the widerarrangements in place, as well as hold
officers to account as and when deemed appropriate.
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15

Journals

The Authority currently have weak controls and
processes in place regarding the evidencing of journal
approvals. For example, we noted that on a number of
occasions approval is often deemed to be implicit by
an individual copyingin the budget managerto an
email being sentto the systems team to upload the
journal.

Thisrelieson the budget managerreviewing every
email and thenraisingissuesif they do notapprove
the posting. There is a risk that journals are not
reviewed appropriately due to the inefficiency of the
system and volume/quantity of email communications
being sent.

Risk

Likewise, a previous control deficiency we raised in
2016/17 has notbeen corrected by management, and
therefore anyone with access can post journalsinto
the pension ledger withoutauthorisation, they do not

have be part of the team, and there are no limitson
journal values.

Recommendation

The Authority should undertake a detailed review of
its journal processes across the organisation, including
controls over feeder systems.

[t should ensure thata robust series of controls are
put in place within EPR Gold to ensure only
appropriate and duly approved individuals can post
journals, that there is clear system of approval and
segregation of duties, that approval is line with
Authority Statutory Financial Instructions (SFls), and
that regular monitoring takes place to ensure access
levels are appropriate depending on job description,
access is removed from old usersin a timely basis
etc.

The County Council accepts that there were some
weaknesses in journal controls. However, these were
mitigated by the fact that journal controls are carried out by
the Finance teams under the supervision of qualified
accountants. Nevertheless, the County Council has
implemented a new financial system, ERP Gold, and has
been mindful of KPMG's advice in establishing the controls
on the new system. These controls are set out below.

The County Council hasimplemented anew financial
system, ERP Gold. The controls overjournal entry are as
follows:

¢ Asystem passwordis needed to processa journal;

» System users needto be assigned a specificrole to be
able to process journals and be assigned an ‘auto-
approval’. Thisincludes professional finance staff, the
business systemsteam, HR, AP and AR.

All journals have a record as to who uploaded them;

¢ Thejournals must balance, must use valid codes, and
can only be posted into open periods.

e All budgetmanagers should be reviewing their balances
and transactions at the end of the month and
investigating exceptions;

Journals can be reported on and reviewed, by exception,
by Finance at any time;

¢ Any journalsfoundto beincorrectcan be easily
reversed;all entries will show on the audit trail.

e Bulkuploadjournals. Large, multiple line journals overa
particular size/value — mostly internal recharges. Rather
than these journal having to be approved on a line by line
basis, the system picks the first line of the journal, looks
up which directorate it belongs to and then send the
journal to the nominated finance contact for that
directorate whois then asked to review and approve the
whole journal for posting.

¢ Fortheremaining, small size/value journals—these go to
service managers for approval. Thisis based upon the
coding of the lines within the journaland the HR
hierarchy for staff within those directorates (based upon
the Tier4 hierarchy of the codes within the journal).

The Section 151 Officer will consider whether further

primary controls are also required and whethera review and

authorisation stage should be introduced. This will be
discussed with Strategic Finance Managers and the Deputy

s.151 Officer and a decision reached by the end of August

2019. Steps willalso be agreed by this group to ensure that

access is removed from old usersin a timely fashion.
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KPMG

Issue & Recommendation

Management Response as at July 2019

Reconciliation

As part of our controls work, we tested the

that the reconciliation had notbeen fully

dating back to March 2015 and earlieryears.
Risk

in place there is a risk the payroll costs

the amounts on the payroll system.

managementas part of their review process.
Recommendation
1.  The Authority should ensure that all key

outina timely mannerto ensure the
accuracy of its financial reporting.

2. Where there are reconcilingitemsto
investigate, these should be cleared off

year, or immediately as part of the
closedown at year end.

ensure they review reconciliationson a
regularbasis to ensure controls are

ensuring quality checks take place.

December 2017 payroll reconciliation. We found

completed due to outstanding items which had
not beeninvestigated or resolved. We noted that
outstanding unreconciled itemsincluded some

Without an appropriate and robustreconciliation

recognised in the General Ledger do not match

These issues had not beenidentified by senior

controlaccountreconciliations are carried

within a maximum of 3 months during the

3. Seniormanagementwithin finance should

operating as intended as part of theirrole in

1. Agreed.

KPMG's points have prompted furtherinvestigation. The further
investigation of control and suspense accounts as a whole has
revealed some weaknessesin the presentarrangements which
are now being addressed.

In brief, whilsta number of officers are individually reconciling
controland suspense accounts, no one officer presently hasan
overview and signs off the reconciliation of all of these accounts
as a whole ona regularbasis.

Furthermore, there are some gaps in knowledge and skills that
have been identified as well as the need for clear written
procedures.

Thereis a disconnection in some areas between the LGSS
Officers undertaking technical and IT systemsroles and the
Officers within the repatriated NCC Finance Team. No criticism is
intended here, the individual Officers are undertaking their
respective rolesdiligently, butthe connections across the system
as a whole are weak in places. Oversight of the system as a
whole needs to be improved and responsibility assigned to close
gaps inthe system as a whole.

These points will all be addressed as part of the close down
process for 2018/19 under the direction of the S.151 Officer.

The majority of suspense and control accounts have been
reviewed for legacy issues with progress reported to Cabinet.
Payroll controlaccounts are the final area of review and work is
stillon goingin this area, the resolution of any legacy issues
identified will be reported to Cabinet

2. Agreed

LGSS processes have beenreviewed and working papers
updated each month to ensure that reconciliation issues are
investigated and cleared. Nonetheless thereismore to do. The
purpose of each reconciliation and control accountand their inter-
relationships will be set outin a procedure note. Furthermore,
these accounts willin future be used for their stated purpose.

It is acknowledged that there needs to be more ownership by the
Finance Team of the items sitting in suspense and control
accounts and the potentialimpacton the revenue monitoring.
Closerworking between the LGSS and the Finance teams is
necessary and a routine mechanism will be established for this
purpose.

A monthly report will be prepared for the S.151 Officer by LGSS
which will include commentary from the Deputy S.151 Officer on
the implications for revenue monitoring, so that oversight can be
maintained.

3. Agreed

Currently Senior Managers review the Control and Suspense
Account spreadsheet which includes the main control accounts
and is updated monthly. These arrangements will be
strengthened and a quarterly report will be prepared for the S.151
Officer so that oversightcan be maintained. A recentreview
identified that Schools' payroll control accounts had not been
cleared, which is being addressed.
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Appendix 1:

KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

KPMG

Payroll Leavers

As part of our testing, we reviewed leavers from the
Authority. Of the total of 25 leavers tested, for seven
individuals, payroll were only notified after they had left the
organisation.

Risk

Two of these seven late notificationsresultedin
overpayments being made. Whilst one paymentwas
recovered by deducting from a tax rebate, the second

overpayment has been passed to the Overpayments Team
and to date has not yet beenrecovered.

Recommendation

1. The Authority needs to remind staff that as soon as an
individual has handed theirnotice in and thereis an
agreed leaving date, then HR / payroll should be notified
as soon as possible.

2. The Authority should ensure this processis as efficient
as possible, using electronic notifications to cut down
the risk of lost paperwork or delays in HR / payroll
receiving this via internal post.

3. Theproperuse of establishmentlists or spot checks will
also mitigate against the risk that individuals remain on
the payroll when they have left the organisation.

Recommendation 1: Agreed

A reminderwill be placed on ‘Informer’ by the Head
of HR by 30" August2019. In addition, NLT will
cascade a reminder through their Directorate line
management structure at the same time.

Recommendation 2: Agreed

The HR Team will consider how this message is
communicated and reinforced to all staff. The audit
team reviewed the Oracle system in 2018. ERP Gold
has since beenintroduced and it uses electronic
notification forthe majority of processes.

Recommendation 3: Agreed

Whilstthese checks are already in place, The
Directorof HR and S.151 Officer will consider
whether further checks are necessary by the end of
August2019.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation Management Response as at July 2019
LeaversIT Access Agreed
As part of our testing, we reviewed leavers from the Thisreport refers to the previous ERP system. Since

Authority to confirm their system access had been revoked the introduction of ERP Gold the notificationsto IT are
in a timely manner (i.e. on the day they left). We noted62 automaticand electronic.

leavers whose access had not been revoked. After The ERP Gold system uses electronic notifications for
reviewing theirlast login dates, we found fourusers who  the majority of processes.

had apparently logged in after their official leaving date.

Risk
Whilst three of these users only had low risk/read only
access, one userdid have approval access. On further

investigation we found the account had not been used to
approve any transactions.

Recommendation

The Authority needs to ensure that all relevant parties (IT,
HR, Payroll etc.) are informed as soon as an individual has
handed in their notice in and there is an agreed leaving
date.

The Authority should ensure this processis as efficientas
possible, using electronic notifications to cut down the risk
of lost paperwork. The proper use of spot checks/ system
reports will also mitigate against the risk that accounts
remain active when individuals have left the organisation.

KPMG 101
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

19

One Angel Square: Governance and Valuations

The Authority should ensure that when transactions
such as the sale and leaseback of One Angel Square are
proposed, that officers should be required to obtain
Cabinetapproval, and also ensure that all necessary
information provided to Members for decision-making
purposesis complete, factual and correct.

Officers should ensure that Members are being
presented with all the relevantinformation in respect of
reports commissioned, due diligence undertaken, and
any other pertinent calculations feeding into the financial
business case, to ensure a robust and well informed
decision making process.

Senior Officers should ensure that they understand the
difference between afeasibility assessmentreport, and
an independentvaluation report, most especially when
providing information to Members for decision making
purposes. If uncertain, further guidance should be
sought from relevant experts, to ensure that any
statements made eitherin business papers or verbally
at the meeting, are factually correct. Where statements
are discovered to be incorrect, immediate corrective
action should be taken to rectify these, and if deemed
to be deliberately misleading, further steps should be
considered.

Where critical information is reported as being provided
to a Scrutiny Group, the reporting of what this
information actually was, where it came from, and what
it said, should be clear and concise so that all Cabinet
members can make an informed decision, and are not
forming views based on statements which could be
misleading. Where transactions are of such a significant
nature, the Authority should consider providing all of the
due diligence information to Cabinet for consideration in
camera, taking into accountany commercial sensitivities
which would preclude this being recorded in public
documents.

The Authority should ensure that it complies with
accounting requirements andits own policiesin respect
of obtaining suitable valuations for all assets during the
financial year, most especially when assets are being
reclassified, such as from Assets Under Construction to
Operational, or from Operational to Investment
Properties/ Assets Held For Sale.

Agreed

The Council accepts the general intention of this
recommendation —which we understand to be that
Members should be provided with information thatis
factually correct and expertadvice should be soughton
complextransactions such as the sale and leaseback of
OAS.

A full, written Report was presented to Cabinet. Due
diligence was undertaken by PWC on behalf of the
Council and this was shared with KPMG.

Thiswas a complextransaction in which all parties
were faced with difficultiesininterpreting the fine
detail of approaches used by valuers when valuing
properties and the CIPFA Accounting Code of Practice.
At the time, this matter was being considered under
considerable pressure, time was shortand the
Council’s financial position meantthat the
consequences of delay were considerable. Itis
acceptedthat the s.151 Officer at that time could have
done more to communicate clearly with KPMG and
discuss, ina more timely fashion, the proposed
transaction.

The Council will, in future, discuss such issues with the
external auditorin a timely mannerand will give the
external auditortime to review any such significant
transactions.
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KBy ISSUes and recommendations (cont

20

# Risk Issue & Recommendation Management Response as at July 2019

Risk Management Agreed

At the time of our External AuditInterim Report 2017/18we  The Council's Leadership Team has reviewed the

noted that there remains a significantrisk to the organisation if -5 ncil's risk registerand reported this to the

a robust frameworkis not embedded atall levels as soon as Audit Committee in March 2019. Further work is

possible. Work in this area should be made an immediate required and a workshop for the Leadership Team

priority by Officers. is due to take place in August 2019 to shape the
The Authority currently faces a significantnumberofrisksto ~ improvements required.

its day to day operation, whether financial or operational.

Many of these have already been highlighted in various

external reports, including our previous external audit reports,

the LGA Peer Review, and the Best Value Caller Report.

As noted elsewhere in this ISA26 0, strong action plans should
be putin place to manage or mitigate these risks.

Recommendation

The Authority should finalise and update its Corporate Risk
Registerand associated action plans as a matter of priority.

The Authority also needs to ensure it is identifying newand
emergingrisks on a regularbasis and assigning appropriate
resources as required to mitigate these.

The Authority should regularly review the updated Risk
Management Policy and SORP, as well as associated policies
to ensure they are detailed, integrated and consistentin
approach providing staff with clear instructions, direction and
guidance on how the Authority expects staff to supporta
culture of effective risk management.

Roles, responsibilities and reporting linesin relation to risk
managementas well as the overall governance structure
should be clearly defined and staff should be aware of the
Authority’s approach to identification, assessment,
management, monitoring and escalation of risk including
information on risk appetite and horizon scanning.

The Authority should ensure that risk managementis
supported by a comprehensive suite of policies and
proceduresrelating to areas such as health and safety,
complaints and concerns, information governance, business
continuity etc.

The Authority should ensure that staff throughout the
organisation are made aware of the need for effective risk
management, supported by training, communications and
formal governance structures within the Authority.

The Authority should in addition, look to gain assurance over
risks on the Corporate Risk Register through regular deep
dives to ascertain how robust the management of individual
risks is, this could form part of the Audit Committee’s work
programme during the year. The work programme for other
committees should be informed by the Corporate Risk
Register.

Document Classification: KPMG Confidential



Appendix 1:

KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

21

Recording of annual leave

Risk

Recommendation

remaining, forany member of staff.

paymentin lieu of leave.

As a resultaudit trails my not be available to evidence
annual leave entitlement, annual leave taken, and annual
leave remaining, for all members of staff.

Agreed

We noted that there was nota sufficiently robustprocessin e requesting, approval and recording of all annual
place for the authorisation and recording of annual leave. leave is managed through our enterprise resource

planning system ERP Gold. This system records
the entitlement, leave taken, leave remaining forall
staff. Thishas beenin place since April 2018.

The Authority has improved proceduresin this area,
however compliance remainsanissue so will
continue to be a focus.

The Authority should ensure it has a robust processin place
for the authorisation and recording of annual leave, such
that audit trails are available to evidence annual leave
entittement, annual leave taken, and annual leave

This will supportbusiness planning, as well as providing
evidence forany exit packages which include an element of
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

22

Valuations

Some of the Authority’s assets were not, as required,
valued as of 31 March each year.

Risk

Asset values may not be up to date and accurate, and
may then require furtherassessmentas of this date,
which may result in additional delays, audit
adjustments, and costs to the Authority.

Recommendation

The Authority should review its approach to valuations,
and strongly consideras suggested in our previous
external auditreporting, to valuing its assets (which are
required to be valued as of financial year end), as of 31
March each year.

This will ensure the asset values are up to date and
accurate, and preventthe need for further assessment
as of this date, which may result in additional delays,
auditadjustments, and costs to the Authority.

Agreed

The Council currently has a revaluation cycle of 5 years,
of which the last year of the cycle and the contract with
the currentvalueris 2019/20. Historically the Council
values its assets on 1st April each year, with a market
review as at 31st March to validate the materiality of
the valuations of every asset class at year end. If there
were any materialmovements identified, then the
valuers are instructed to provide an additional valuation.
This procedure has beenin place since 2015and is in
line with the CIPFA CODE.

This timeframe allows the Council to receive and
review the asset valuations, resolve any queries, and
complete the necessary accounting adjustments by the
end of the calendaryear. This prepares the Council for
faster closedown, as it means that the valuationsare
available for audit early in their audit cycle.

Agreed

As the Council is currentlyin the final year of its
revaluation cycle, the Council is currently reviewing its
future revaluation dates and cycles in line with best
practice, and the forthcoming local government
reorganisation.

23

Working papers

The working papers produced in support of the draft
financial statements for audit purposes, as reported in
previous years, were not of sufficient quality.

Risk
Poor quality working papers can lead to increasing the

time taken to auditthem, the number of audit queries
and delaysto the audit.

Recommendation

The Authority should undertake a rigorous review of the
working papers produced for audit purposes, as
reported in previous years.

The Authority, including LGSS, should undertake a
lessonslearned from the audit to identify working
papers which can be further strengthened and
streamlined to become clearerand concise for audit
purposes, thus reducing the time taken to auditthem,
and reducing the number of queries and delays arising
from poor quality evidence provided to external audit.

Agreed

The Council will conducta review of audit working
papersto strengthen the information thatis supplied to
external auditto minimise future audit queries, this will
include learning from other LGSS authorities who are
also audited by EY. Working paperreviewers will be
reminded of the importance of a timely and accurate
review. The NCC Finance Management Team will also
collectively provide a targeted working paper review for
additional assurance. In addition, an auditdebrief
session with KPMG has been requested for feedback
on specificexamples of working papers that need
improving.
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

24

LGSS closedown Team

The current capacity and capability of the LGSS closedown
team inits current form to service the requirements of its
multiple clients is not sufficient to produce quality accounts

and reply to auditqueries on a timely basis.

Risk

There s a risk of not producing its draft financial
statements by the statutory deadline, and not dealing

efficiently and effectively with external audit queries during

the audit process.
Recommendation

The Authority should review the capacity and capability of
the LGSS closedown team in its current form to service
the requirements of its multiple clients in respect of not

only producing its draft financial statements by the

statutory deadline, butimportantly to deal efficiently and

effectively with external audit queries during the audit
process.

The lack of capacity, with a stretched team of minimal
staff, can cause significant delays to the external audit
process, incurring additional cost to the Authority. This
could be mitigated by furtherinvestmentin the team itself,
providing resilience should individuals go on annual leave or

off on sickness absence.

Agreed

The Council recognises notonly the structural flaw
of a closure of accounts team shared with other
councils who will all have competing demands at
the same time of the year, butalso the added
complexity of producing the Statement of Accounts
over recentyears as NCC has been deemed a high
risk audit, which has the impact of reducing
materiality levels and increasing the level and detail
of information required by external auditors. All
LGSS Services, including the LGSS Closedown
Team are currently being reviewed by all three
constituentauthorities of LGSS. Itis anticipateda
reportwill be presented to the LGSS Joint
Committee in July 2019. Regardless of the
outcome of the LGSS review, the Statement of
Accounts will be completed with a clear week
before submission to external audit to allow a multi
layered review of working papers to provide the
Council's S151 officerassurance that the
Statement of Accounts are free from material
errors and omissions. In addition the Finance
Business Partner Team will be utilised to provide
furtherresource for review and quality assurance
processes.

The accounts for 2018/19 will be produced using
ERP Gold for the first time. The new financial
system provides enhanced reporting functionality
which means that the LGSS Closedown Team has
been able to produce a report which extracts the
entire trial balance and automatically populatesa
large number of the core statements and disclosure
notes. It is expected that this will improve the
accounts production process although the caveat
remainsin respect of the underlying quality of the
entries and data in the financial system. However
from a financial accounts production perspective
this should build inimprovements.

KPMG
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KBy ISSUes and recommendations (cont

# Risk

Issue & Recommendation

Management Response as at July 2019

25

Quality review and checks

With a stretched closedown team at minimal capacity, the
external audit process can sufferdue to lack of quality
checks priorto working papers and auditresponses being
quality checked before being presented to external audit.
Risk

This lack of robust and systematic quality check by senior
management of the various versions of the draft accounts
and working papers sent for audit often increases the time
spentdue to the need for revised working papers, and the
raising of furtheraudit queries.

Recommendation

The Authority should ensure that it has in place a robust
quality control process for all audit working papers and
audit queries, and that evidence is signed off as accurate,
sufficientand appropriate before being passed to external
audit.

As part of this process, in addition the Authority should
clarify the relative roles and responsibilities of the LGSS
closedown team and the Authority’'s own staff (S151 and
Deputy s151), within the context of external audit.

Please referto response to recommendation 24.

KPMG
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KBy ISSUes and recommendations (cont

# Risk Issue & Recommendation asatInterim Audit Management Response as at July 2019
The Council has significantly revised the
Intelligent Financial Reporting format of its Finance Reports that are
We notedin our review of the Authority’s financial reports to the ~ Presentedto Cabinet. The reports are now
Cabinet the following issues: considered by Cabineton a monthly basis,
« the Authority’s full financial position is obfuscated by integrating W/th the objective of providing stakeholders
various one-off measures within its headline figures; and citizensa suitably detailed financial
« reports are written without clarity or structure; summary of the Council’santicipated in-
« thereis no clear link between the budget monitoring process and Y€ar financial position, risks, financial issues
the quarterly financial reports to Cabinet; and opportunities.
* the adequacy of cash and forecast cash flow requirementsisnot The report has been developed
reported, incorporating feedback from external audit,
* the Authority’s progress againstits savings planis not reported. the Council’s new Management Team and
Exceptionsare not highlighted and there isno in-year S151 Officer, the Overview and Scrutiny
commentary on savings that are noton track to be delivered;and Committee, and the Commissioners of the
« the frequency of reporting to Cabinetis insufficientto help Council to ensure that the Council's
address the Authority’s financial risks. financial position is clearly articulated and
Risk easily understood, through the better use
of tables, graphsand appendixesand a
There is a risk that those charged with governance do not have more suitable balance of financial and non-
sufficiently-appropriate information on which to make informed financial information to explain variances
decisions. Clarity of reporting is also key to promoting transparency and risks.
and accountability. In addition, where the Council needs to
Recommendation address significantin year budgetary
Intelligent financial reporting can be a significant factorin providing pressures, there is a transparency in the
financial grip on the Authority’s finances. Financial information development, and reporting of
presented to the Cabinet (and any other committees) should managementactions required to mitigate
encompass both strategic information and operational these pressures, an example of this would
26 performance. These should: be the reporting of the Council’s
» be structured around an explicit set of strategic goals. These may Stabilisation Plan first published to October
take the form of key performance indicators (KPIs); 2018 Cabinet, which was a set of
* show trendsin performance in terms of finance and comprehensive measures to support the
achievementof core service/business goals, quality of service,  Council in addressing its budget gap. The
and satisfaction of service users; progress of the Stabilisation Plan was
» provide forecasts and anticipated future performance issues; reported to Cabinet each month within the
* encourage an external focus; Monthly Finance Report.

provide an accurate and balanced picture of currentand recent
performance, including financial, regulatory, and service user
perspectives;

focus on the most important measures of performance and
highlight exceptions;

can be clearly linked to the Authority’s monthly internal financial
reporting process;

be appropriately standardised in order to take account of known
factors that affect outcomes, such as demographics;and
enable comparisons with the performance of similar
organisations. All information should:

be clearlyand simply presented, including graphical and tabular
overviews, as well as brief commentary;

be updated and presented in a timely manner, ideally every time
the Cabinetmeets (or once a month);

directthe Cabinet’s attention to significantrisks, issues and
exceptions;and

provide a level of detail appropriate to the Cabinet'srole.

The Leader of the Council and Portfolio
Holder for Finance are briefed weekly on
the Council’s Financial position, while
opposition Councillors (including the Chair
of Overview and Scrutiny) are invitedtoa
monthly finance briefing by the S151
Officer and the portfolio holder for Finance
to discuss the finance reports due to be
presented to the next Cabinet meeting.
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# Risk

Issue & Recommendation as at Interim Audit

Management Response as at July 2019

27

Clear BVI Action Plan to Address Identified Deficiencies

The BestValue Inspection reportidentified anumber of key
issues which can and should be addressed by the Authority.
These are improvementactions which can be taken priorto
the reorganisation of the county’s local government, and
would provide any successor organisation(s) with a stronger
starting point. We have not seen a detailed response to
date (at the time of issuing our External Audit Plan 2017/18
in March 2018) which addresses the deficiencies identified
within the report;instead, the focus has been on shaping
and influencing successor organisation(s).

Risk

Thereis arisk that successor organisation(s) will inherit the
Authority’s current processes and procedures which have
been deemed unsuitable by the Best Value Inspector.

Recommendation

There should be a commitmentto continuous
improvement; the current discussions and negotiations on
the future of local government within the county should not
preventthe Authority from addressing current deficiencies
identified by the Best Value Inspector. The Authority should
put togetheran action plan with key actions highlighted and
individual actions allocated to the appropriate officers. This
plan should have oversight by those charged with
governance and reported on a periodic basis.

The Secretary of State intervenedin
Northamptonshire in March 2018. The Secretary of
State issued a Direction and appointed two
Commissioners with wide ranging powers over the
Council'sgovernance, scrutiny and financial
managementarrangements. Regular progress
reports are submitted directly to the Secretary of
State by the Commissioners.

109

Document Classification: KPMG Confidential



Appendix 1:

KEYISSUBS and recommendations

Cont

# Risk Issue & Recommendation asatInterim Audit Management Response as at
July 2019

Financial Control on GPC Cards Internal audit work in 2018-19
Our review over the GPC expenditure indicates a potential lack of financial did notidentify any
rigour or control over GPC expenditure incurred (see further detailinappendix ~ nappropriate spendincurred
3). Whilst not material in aggregate, the following spending habits of staff via through GPCs. Directors receive
GPCs is a matter of concern given the financial contextin which the Authority ~ and review monthly statements
currently operates, as well as the imposition of Section 114 controls: The of all GPC spend. The Council
repeated transactions on items which should have been procured via a contract  will continue to ensure GPC's
or a framework agreement. This includes stationery, books, and cleaning and limits applied are reviewed
products; The purchase of capital items, including computer software, furniture, to ensure they are still
and mobile phones;and The repeated purchase of groceries from high street appropriate. GPC expenditure
stores. will be subjectto internal audit
We also identified transactions which may warrant further investigation. ree\;lrevvvvlthm 2019/20 financial
Risk veer
Whilst the transactions themselves may not be fraudulentand there may be a
genuine business/service need, the lack of controls on GPC expenditure mean
that: the Authority is not achieving value for money; the Authority is exposed to
the risk of fraud; and The GPCs may be a meansto circumventbudgetary
controls.
Recommendation
The Authority needs to ensure that robust financial controls are in place over
GPC expenditure. Amongst the controls or measures we would expect:
e Thereshouldbe a fundamental review over the types of expenditure and an

assessmentwhether contracts are already in place for that particular

expenditure. Staff should be required to requisition products via existing

procurement contracts. \Where no contracts exist, the Authority should begin

to put in place framework contracts with one or more suppliers for repeated

28

purchases.
» GPCs to purchase capital items should be on an exception basis.

» GPCs to purchase grocery items should also be on an exception basis. Staff
should be challenged where these are habitual.

» GPCs on third party payment facilitators such as PayPal should be
discouraged or prohibited as it obfuscates the true end supplier. This does
not promote accountability.

» GPCs to purchase NCC services such as birth certificates should be
reconsidered. The Authority should also considerifit is appropriately
accounting forthese as there is potential for overstating both income and
expenditure; thisis notan area which we have reviewed due to materiality.

* GPC expenditure should be reviewed on a regular basis. Whilst it may be
impractical to review every single transaction, it is worth reiterating that per
the Authority’s own definition, GPCs are “an alternative method of payment
for low value, one off payments, goods or services that need to be
purchased quickly and other one off expenditure”. The Authority thus needs
to treat any expenditure on GPCs as exceptional and putappropriate review
measures in place to reflect this position.

» All transactions should be clearly documented on the system (with sufficient

notes against each line of expenditure) so that reviewers are provided with
sufficientinformation to challenge oracceptany reviewed expenditure. The
Authority should also considerintroducing the requirement for all staff
incurring GPC expenditure to justify the appropriateness of each transaction.

» GPC expenditure and a summary of the reviews should be reportedona
periodic basis to those charged with governance.

e Thereshouldbe a periodicreview of GPC holders. Thislist of authorised
GPC holders should be kept to a minimum.
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#

Risk

Issue & Recommendation as at Interim Audit

Management Response as at July 2019

29

Interface Payments

Our work identified that the list of individuals authorised to
request payments via interface payments has not been
kept updated. Since our work, retrospective approvals have

been obtained from the various budget holders of
transactions within our sample.

Risk

There is a risk that payments made via interface payments
may not be appropriately authorised due to an outdated

approvals list.
Recommendation

The Authority should update and maintain a list of
authorised individuals.

Prior to the implementation of the Council's new
ERP Gold system, all users of the manual
spreadsheetinterface loads were contacted to
confirm:

e Purpose of spreadsheetand nature of payments.

e Contact details of who would be completing the
spreadsheet.

e Contact details of who would be submitting the
spreadsheetas approvers.

Thisreview was completed forall Partners. All of
the returned forms are saved within Accounts
Payable and all the approverinformation is updated
on the master AP control log.

Thereis an additional control on the new ERP Gold
spreadsheetwhich records the ID of the end user
and time date stamp of when the spreadsheet was
both completed and approved for complete audit
purposes.

KPMG
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OW-UD OF prior year recommendations

The Authority has not implemented all of the recommendations raised through our previous audit
work.

We re-iterate the importance of the outstanding recommendations and recommend that these are
implemented as a matter of urgency.

This appendix summarises the progress made to implement the recommendations identified in our Interim
Audit Report 2016/17 and ISA 260 Report 2016/17 and outstanding recommendations from previous audit
years and re-iterates any recommendations still outstanding.

Priority
High 3 |
14
2
TOTAL 19

Risk

Issue & Recommendation

Original Management Response

Status as at July 2019
assessment by Management

Streamlining the accounts
production and closedown
process

Risk

The Accounts and Audit Regulations
2015 introduces a statutory
requirementto produce a draft set of
financial statementsby 31 May 2018
for the financial yearending 31
March 2018. In preparation for this
tighter timescale, the Authority has
agreed to streamline its approach to
the accounts production process.

Key to this is the new LGSS
Accounts Production team, which
also oversee the process for
Cambridgeshire County Council,
Northampton Borough Council, and
Milton Keynes Council.

As part of this, we issued our
required documentslistin December
2016.We have also followed this up
and have agreed with Management
that we will carry outtesting over the
Authority’s capital additions and
disposals given the focus on capital
flexibilities.

Nonetheless, we wish to highlight
the following:

With the Integrated Closedown team
only fully coming into existence in
December 2016 following the Finance
Directorate restructure, time has been
limited to fully undertake a review and
change processes and approach to
the closedown arrangements as the
team were straight in to the planning
and preparation phase forthe 2016/17
accounts.

However there are some areas of
progress where convergence and
knowledge sharing has been achieved
such as the jointreview of new Code
requirements and accounting policy
changes, sharing formats and
approach to the new CIES and EFA
statementsand developing a
consistent format for the Narrative
Reportacross the Councils.

[t should also be noted that the capital
closure is ahead of timetable
compared to previous years.

The recommendation is however
agreed as this is a key piece of work
that needsto happen. The difficultyis
in doing this alongside the actual
closure of the 2016/17 accounts as it
is the same staff that would need to
be involvedin any kind of review.

The fact that a significantnumber of
auditareas had progressed at the
interim audit, coupled with the fact
that the 2017/18 draftaccounts
being presented forauditby the
earlier 31 May deadline,
demonstrates the work that was
undertaken by the Closedown team
in revising the accounts closure
processes so as to achieve the
earlierdeadlines.

Since the recommendation was
made, the Authority has further
developed the Accounts production
process using the new ERP Gold
system.

The system has a much enhanced
reporting functionality, as a result
the Closedown team has been able
to develop a report from the trial
balance to create the core financial
statementsand a significant
number of the disclosure notes
directly from the trial balance.
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OW-UP OF prior year recommendations (cont.

#

Risk

Issue & Recommendation

Orignial Management Response

Status as at July 2019
assessment by Management

Risk

« We note that the Authority has
positively responded and provided
the majority of itemsrequested,
with the exception of Journals. As
a result we were not able to test
Journalsas planned at interim, and
have agreed with Management
that this will now be deferred to
the year-end audit.

« We were unable to carry out
testing of capital additions and
disposals as initially agreed with
Management.

Both of these issues have had knock-
on effects on our agreed auditplan.
Work will now be performed during
the final audit which will place
additional pressure on both the
Authority and the audit team.

The delays and additional work now
required during the year-end audit will
have an associated cost to the
Authority. This will be discussed and
agreed with managementand the
Audit Committee on the completion of
our audit.

Recommendation

The earlier closedown process
requires a fundamental redesign of the
Authority’s financial reporting process
throughout the year.

Many of the transactions associated
with the closedown process will need
to become a critical part of a quarterly
or even monthly process, such as
capital transactions and accounting for
accruals.

The Authority will need a fundamental
‘root and branch’review of its
approach to identify these critical
transactionsand embed these inits
quarterly or monthly closedown
process.

An initial workshop is scheduled in
June with representatives acrossall
the authorities thatthe Integrated
Closedown team support to pull
togetheroptions and best practice to
achieve earlier closure. The move to
undertaking capital transactions during
the year will be part of this.

What would also be helpful to
managementis the way in which
KPMG are planning to change their
auditapproach to support the local
authority to achieve the earlier
closure.

In order to meetthe requirementto
produce a draft set of accounts by the
31stMay, a great deal of preparation
has gonein to make sure that the
processes that underpin the
production of the draft accounts are
brought forward and/or streamlined.

The result of this has been a vastly
improved timetable, with the majority
of actions taking place before the 3 1st
March, as a result of focussing on
when a task can be achieved rather
than when the latestit can be
achieved. Thishas removed a
significant number of tasks of the
critical path, improving resilience and
also allows us to identify what the key
tasks are.

We have also committed to learn the
lessons of previous closedowns,
especiallyinrelation to ensuring the
timetable doesn't slip, with key
deadlines placed atthe end of the
working week to ensure they are easy
to remember.

Whilst we can be confident that we
have taken the necessary steps to
achieve the reduced timescales, we
willbe only able to sufficiently
evidence that we have made the
necessary improvements when we
provide the accounts to the auditors
by the 31st May (having undergone
rigorous QA).

Thisimproves the audit trail,
enables the core statementsand
tables to the accountsto be
produced efficiently, and releases
officertime to concentrate on the
quality of the underlying data,
accountcodingand general review
of the statements much earlierin
the process.

The benefits of this approach are
still to be fullyrealised. This
process and the underlying
closedown tasks will be keptunder
review.

For2018/19, the Council is
currentlyin discussion with EY on
their full auditrequirements, so as
to ensure that we meetthe
auditors expectations. The
Integrated Closedown teamis
working with EY on sets of
accounts for other authorities and
is already working on the data and
information which will be used to
supportthe NCC audit.

Comments about the availability of
documentation on the use of
capital flexibilities are set outin the
Council'sresponse to this specific
recommendation in the final
2017/181SA 260report.
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FOIOW-UP of Prior year recommendations (cont.

# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessmentby
Management

Governance of ‘Next Generation Council’
federated vehicles

Risk

The Board of First for Wellbeing ('FfWB') has
approved its governance structure in February
2017 in relation to audit matters following input
from LGSS Internal Audit and KPMG.

The confirmation of FfWB's tax position with
HMRC is still outstanding. We are aware that the
Authority has initiated discussion in relation to
VAT and corporation tax.

Whilst the Authority has implemented our
2015/16 recommendation over the governance
and review processes for producing the Financial
Statements, we have still identified deficienciesin
the overall governance arrangements. Specifically,
we note that the Authority has not: considered
the full Board and committee structure; confirmed
the company's tax position with HMRC; and
considered the governance of the NCC Group.
Thislist is not exhaustive and is driven by the
requirementthatthe Authority should separate its
role as commissionerand the principal
shareholderof the company. This consideration
needs to be embedded within the ‘Next
Generation Council’ (NGC) process instead of a
reactive approach that the Authority currently
adopts.

Going forwards, Northamptonshire Adult Social
Services Limited (NASS') is due to commence
trading from September 2017 with a forecast
turnover of £213 million. Thisis significantly larger
than the Authority’s earlier vehicles. The Authority
should ensure that robust governance
arrangementsare in place that incorporate the
requirements of Ff\WB and the Group.
Recommendation

The Authority needs to ensure that robust
governance arrangements are in place for the
‘Next Generation Council’ vehicles prior to their
set up. These arrangements should reflect the
Authority'srole as commissioner butalso as
principal shareholder, in particular where the
vehiclesare earning private income, increasing
the risk to the Authority. Specificareas which the
Authority should also consider have been listed
above.

In the context of setting up a new trading
company, the Authority should ensure it has
considered all elements of the vehicle's
governance framework during the set up process
to ensure the company has robust governance
arrangementsin place when it commences
trading.

Appropriate governance
arrangements have beenin
place since the formation of
First for Wellbeing with NCC
Group having an appropriate
commissioning structure. In
respect of NASS the
governance arrangements
have beenin place and mirror
those of First for Wellbeing,
however these will be
subjectto review once NASS
is operational.

In addition the response to
the First for Wellbeing tax
clearancesis expectedly
imminently after
correspondence with and
chasingof HMRC. The
Authority has learnt from the
experience of First for
Wellbeing and will be
requesting any required tax
clearance from HMRC prior
to NASS becoming
operational. Thiswork is in
progress.

In the currentfinancial year,
there have been no further
creating of external vehicles
to support NCC service
delivery.Indeed, we have the
prospect of NTL/OCS coming
back in house, whichis a
signal that the Next
Generation Model is on hold
for the moment.

Therefore, we donot
anticipate the need to create
additional entities for the time
being

Responsible Officer

NCC CFO - Overall
governance arrangements

Head of Integrated Finance
Services - HMRC tax
clearance
Implementation Deadline
November 2017 - Overall
governance arrangements

August2017 - HMRC tax
clearance

The Authority has returned
the services provided by
both Olympus Care Services
Limited and First for
Wellbeing CIC back into the
Authority with the effect of
1 April2018and 1
September2018
respectively. Due to trading
activity by First for
Wellbeing CIC within the
financial year 2018/19 the
Authority has engaged an
auditfirm to provide an
external year-end audit as at
31 March 2019, this will be
concluded shortly.

The Authority intends to
conclude the liquidation of
both Companiesin early
2019/20 using registered
firms. In addition to this, the
Authority has confirmed that
it will be creatinga new
Children's Trust to deliver
children services throughout
the county, which will be
subjectto robust
governance arrangements.

The Councilis currentlyin
the early planning stages for
this supported by the
Children's Service
Commissioner. Previously
there have been three
limited companies by
guarantee setup to delivera
Children's Trust (with no
trading activity) and a
Charity (with minimal
donations)in light of the
Council'sintention to now
proceed with Trust
arrangement these
companiesare under
review.

There has also beena
company limited by
guarantee for a Chester
Farm Trustthe use of this
companyis also currently
underreview, as there has
been no trading activity.
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# Risk

Issue & Recommendation

Original Management Response

Status as at July 2019
assessment by Management

Retrospective Purchase Orders
Risk- 1

We used Data & Analytics
techniquesto test all transactions
within the Authority’s accounts
payable balance up to Month 9.

We identified 7,6 77 instances (21 %
by number) of retrospective
purchase orders with an estimated
value of £157 million.

Thiscomparesto 10,6 14 instances
(16 % by number) for the full year in
2015/16, with an estimated value of
£137 million. Retrospective orders
were identified where the invoice
date predates the purchase order
date.

Recommendation

The Authority should carry out a
detailed analysis of all instances of
retrospective purchase orders.

The analysis should help the
Authority understand the cause and
identify key areas/departments
where the use of retrospective
purchase ordersis most common.

This exercise will also help the
Authority identify key control or
process weakness.

A review of retrospective purchase
orders will be undertaken to identify
the cause and the service areas
where this may be prevalentto
understand why it is happening and
whetherthe issue is one of
compliance orthe fact that existing
processes may not be appropriate for
certain services.

We have undertaken analysis to
identify areas where non compliance
and to understand reasons behind
non compliance. This has oftenled to
identifying genuine reasons behind
non compliance, and therefore we
have focussed on areas where the
behaviouris not as expected. This
mainly relates to POs that are raised
late due to the final invoice amount
not be known until received, and/or
the correct procedure is notknown.

Utilising the substantial reporting
improvements available with ERP
Gold, we will be able to targetnon-
compliance as it happensrather than
reactively, although the process and
authorisations/reviews around this
are still be determined.

For clarification, the majority of
invoicesreceived are only paid after
arequisition has been raised and
then approved, generating the PO
number. Therefore, nothing gets paid
without being authorised.
Responsible Officer

Head of Financial Transactions
Implementation Deadline

31/3/2018

An internal audit briefing was
performed in November2018,
where a reportoutlined the
retrospective orders. This was
broken down into service areas
and shared with NLT for review.
Thereview of retrospective orders
is an on-going process, between
April 18 and November 18, there
has been a significantreductionin
retrospective orders, and the
departments with the highest
volumes have beenidentified to
enable furthermanagement
actions to reduce these further,
the recentintroduction of social
care service specific expenditure
panelsis expected to significantly
reduce retrospective orders
further.
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# Risk

Issue & Recommendation

Original Management
Response

Status as at July 2019

assessment by Management

Retrospective Purchase Orders

Risk - 2

Retrospective purchase ordersindicate
that orders may not have been approved
appropriately prior to the Authority
purchasing orreceiving a good or service.
Whilst these orders were approved
retrospectively and unlikely to give rise to
a material misstatement, the frequency of
retrospective purchase ordersindicatesa
significant weaknessin the Authority’s
purchasing process.

The retrospective approval of these
purchases does not fully mitigate the
risks that:

e goodsor servicesare purchased
without priorauthorisation froma
budget holder;

e goodsor servicesare sourced from
suppliers outside of the Authority’s
approved supplier framework;

« value for money may not be achieved
through procurement; and

» fraud or erroroccurs, for example,
through collusion with suppliers, the
use of fraudulent suppliers, orthe
inflation of sale prices.

Recommendation

The Authority should seek to provide
appropriate training to raise awareness of
its own purchasing policy amongst staff.

Where retrospective purchase orders are
raised, purchasers and the relevant
budgetholder should be challenged and
required to justify the use of retrospective
purchase orders.

Instances of retrospective purchase
orders should be monitored as a Key
Performance Indicator (KPI) and budget
holders who persistently oversee
retrospective purchase orders should be
held to account.

Seniormanagement should report this
KPI to the Audit Committee on a regular
basis.

The Authority will communicate As above.

the requirements of the
purchasing policy and process
to budgetholders through
channels such as the covering

note that sets out the monthly
monitoring deadlines for budget

holdersand wider channels
such as Informer.

Responsible Officer

Head of Financial Transactions
Implementation Deadline
31/03/2018
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# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management
Retrospective Purchase Orders The Authority will consider As above.
Risk- 3 reporting on the retrospective
ordersas recommended and
Audit service awarded a ‘Substantial’ Internal Audit to identify the
level of assurance to the purchase necessary testing strategies

ordering process within its Purchase to required.

Pay — NCC report (dated April 2017).
v port( pr ) Responsible Officer

Recommendation ) ) :

Management should work with LGSS Head of Financial Transactions
8 Internal Audit to identify appropriate Implementation Deadline

testing strategies to provide the 31/03/2018

assurance level which the Authority

needs.
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FOIOW-UP of Prior year recommendations (cont.

# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management
Review of actuarial assumptions Therecommendationisnoted Agreed.
Risk g?gc'; :gl‘fl%'g ?25!‘?&;&? dt?oe The Section 151 Officer will take
The Authorityis a member of the instructthe Actuary in 2016/17 an active part in agreeing the

actuarial assumptions usedin the
valuation for purposes of the
financial statements.

Northamptonshire Pension Fund whichis is the same as in previous
required to undergo a full valuation every  vyears. In line with the majority
three years. As part of the full valuation  of |ocal authorities, the decision

required to submitinformationaboutits  gssumptions provided by the
members, as well as review and Actuary.

challenge the actuarial assumptions.
These are both financial and non-financial
assumptions.

There are a number of reason
for this, the main ones which
have been outlined below:

The Authority’s Actuary has statedin its

February 2017 briefing note: Lack of in-house expertise

to be able to challenge
“We therefore strongly recommend that assumptions.

you consider the suitability of the default
assumptions to your specific
organisation”.

NCC assumptions are
unlikely to vary from other

) o similar local authorities.
Assumptions used willimpact the

balance sheetand the following year’s Cost of changing

CIES. assumptions. Whiles the
o adoption of actuarial

4 Tthuthorltyls unablg to demqn_stratea assumptions could have
review of the assumptions, norit is able gone through a more formal
to demonstrate the acceptance of the process, itis unlikely that
defaultactuarial assumptions used as not doing so constitute a
part of the valuation process. significant risk.
Recommendation Howeverwe will factor in a

The Authority should evidence the review mMore formal sign off of the
of all assumptions used by the Actuary to assumptions used in future

ensure relevance to the organisation. years.
Where appropriate, the Authority should ~ The Integrated Closedown
challenge these assumptions team will ensure that there are

formal sign off of these
assumptions usedas soon as it
is received from the Actuary.

Responsible Officer

Pensions Teamand S151
Officer

Implementation Deadline
31/03/2018
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OW-UD OF prioryear recommendations (cont.

# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management
Capital accruals process In order to facilitate the quicker Capital budget managersare
Risk closedown of accounts and provided with a financial year-end
utilise the additional timetable and given advice on all
We identified three invoicesinrelationto  functionality within capital aspects of capital closedown
capital works for 2016/17 whichhadnot  yeporting available with the through the capital finance
beenaccrued. Although the aggregateis  implementation of the ERP gold business partnerteam. The
below materiality, this highlights thatthe  gystem later this year, there will accruals process for capital is
cut-off process was notsufficiently be changesin how the capital  consistentwith the procedure for
robustto identify all capital invoices accounting processes operate, revenue accruals. Automatic
rece:vgd befor(;ethe year end.]:l':is may  in line with best practice. accruals are raised as purchases
resultin an understatementofthe . on ERP Gold, and any manual
I . As a resultof the issues
Authority’s assets under construction. identified in the audit, ensuring accruals raised are reviewed by
Recommendation that year end accruals are the finance business partner team.
The Authority should examine its capital  identifiedand processedina
accruals process and furtherimprove or ~ timely manner will be prioritised
implement key controls which would within this, with budget
identify capital accruals. managers being made aware of
5 theirresponsibilitiesin this

area.

Project managersto be
provided with specialist
guidance notesto ensure full
compliance in this area.

Responsible Officer

Head of Integrated Finance and
S151 Officer

Implementation Deadline
31/03/2018
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OW-UD OF prioryear recommendations (cont.

# Risk Issue & Recommendation

Original Management
Response

Status as at July 2019
assessment by Management

Accountability andtransparency in
relation to the flexible use of capital
receipts

Risk

The DCLG guidance on the flexible use of
capital receipts has the following
requirements of Authorities in respect of
theiraccountability and transparencyin
respect of the flexible use of capital
receipts.

Creating a flexible use of capital receipts
strategy (this can form part of their MTFP
or efficiency plan) that is shared with the
full council prior to the start of the
financial year.

This strategy should include the
following:

¢ Individual projects funded through
capital receipts;

« Expectedsavings of each project;
¢ Impact on the Authority’s Prudential
Indicators; and

¢ Circumstancesin which the strategy
can be revised.

6 The 2017/18 strategy should include the
2016/17 projects and commentary on the
achievementof planned savings.

Our testing has noted that the Authority
doesnot currently have a strategy in
relation to the flexible use of capital
receipts. In addition thisis notreflected
within the Authority's MTFP.

We note that the flexible use of capital
receipts has beenincluded within the
Authority’s efficiency plan; however, this
doesnot meetthe guidance above and

was not shared with Full Council until
November2016.

Based on our findings above, the
Authority does not meetthe
accountability and transparency
requirements as set out withinthe DCLG
guidance inrelation to the flexible use of
capital receipts.

Recommendation

The Authority should adoptthe
requirements stipulated within the DCLG
guidelines. This allows the Authority to
demonstrate accountability and

transparency in relation to the flexible use

of capital receipts.

The strategy for the flexible use A full response to this issue has

of capital receipts existedin the been provided as part of the
MTFP for the period 2016/17 Council'sreply to KPMG's 2017/18
through to 2020/21 and was full audit ISA recommendations.
transparentin the business
planning numbers presented to
Council.

Please seeresponse to
recommendation 1in appendix
one.

The comments are noted

howeverand the Authority will

review its approachin the

context of the DCLG guidelines

and make more explicit

reference to the strategy being

adoptedinthe MTFP that will

be presented forapproval to

Council in February 2018.

We wiill provide an update at

interim with regards to our

progressin thisarea. As a

result, we will be able to

modify/provide additional

evidence in good time for the

final audit.

Responsible Officer

S151 Officer
Implementation Deadline
28/02/2018
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FOIOW-UP of Prior year recommendations (cont.

# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management

Firefleet fixed asset register Agreed. This is a historical issue As part of the transfer of the Fire
Risk that has since beenresolved Service to the Office of the Police

. , and Fire Crime Commissionerin
With regards to Fire Service Property, Responsible Officer January 2019, work was done to
Plant and Equipmentthe Authorityrelies  Integrated Closedown Team verify and reconcile fixed assets in
upon the Fire Service to provide timely and the Business Partner orderto populate the Schedules
dISposa| infOFmatiOﬂ. Cap|ta| ACCOUHtantS attached to the Property Transfer
We identified thata full reconciliation Implementation Deadline Scheme and to create a separate
between the fire fleet registerand the Completed opening balance sheetforthe new

Authority’s fixed asset register did not entity.
take place, resulting in a delay in

identifying asset disposals which took

placein 2014 to0 2016.

There is a risk that not all disposals will
be identified and accurately reflected

7 within the Authority’s fixed asset
register, resultingin an incorrectasset
balance.

Recommendation

The Authority should liaise with the Fire
Service to implementaregular
reconciliation process between the fire
fleet's and the Authority’s fixed asset
registers. This is also key in lightof a
tighter closedown period going forwards.
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FOIOW-UP of Prior year recommendations (cont.

# Risk Issue & Recommendation Original Management Response  Status as at July 2019
assessment by Management

Narrative report The Narrative Reportis a A Narrative Reporthas been
Risk comprehensive review of the completedas part of 2017/18
financial and non financial Statement of Accounts which
The Authority is required to produce a  performance of the Authority during  providesa concise overview of
Narrative Report to accompany the the financial year. Itis currently 12 the Council's Strategy, and
financial statements, as first pages long, andin line with the spirit priority objectives and its
introduced by the Accountsand Audit  to streamline the accounts, the resulting financial performance
Regulations2015in 2015/16. Authority will be seekingto reduce  (revenue and capital)in delivering
The Code has based its guidelineson ~ rather thanincrease the length of those objectives.
the Financial Reporting Council’s the Narrative Statement. The Thisreport will be continued and
Guidance on the Strategic Report Narrative Statement does include enhanced where possible for
issuedin June 2014. links to performance information,

> i future years' audits.
which is already available and v

published quarterly, and we have
included a short summaryin the
Narrative Statement itselfin
response to KPMG's comments.
The Authority will review the
Narrative Statement furtheras part
Recommendation of the 2017/18 accounts which is an
annual exercise that the Authority
already undertakes.

The Authority’s Narrative Reportdoes
not fullyalign to Code requirements
and the FRC's guidance, in particular
requirementsin relation to the
Authority’s Key Performance
Indicators (KPlIs).

The Authority should align its Narrative
Reportto the requirements of the

8 Code and the FRC's guidance to The Integrated Closedown team has
ensure full compliance. KPIs disclosed prepared a standard form Narrative
should be evidenced, including any Statement template for all LGSS
relevant calculations. authorities to use to ensure

compliance with the CIPFA Code.

This will be circulated in February to
the S151 Officers and their Deputies
to begin preparing the Narrative
Statements well ahead of the year
end. Thistemplate has been
provided to external audit for their
review and comments to ensure that
the Narrative Statementincluded
within the Statement of Accounts
provides an easy to read summary of
the authorities performance in the
financial year, and is also compliant
with the relevantaccounting
standards.
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# Risk Issue & Recommendation Original Management
Response

Status as at July 2019 assessment by
Management

Preparation of audit working It is pleasing to have the
papersandresponsestoaudit improvementsinworking

queries papersand responsesinthe
Risk main acknowledged by KPMG.
The areas for improvement
Our Accounts Audit Protocol, highlighted are noted and the
issuedin February 2016 and Integrated Closedown team
discussed with the Group will work with these specific
Accountant-Closedown, sets  greas of the business to make
out ourworking paper the required improvements for

requirements for the audit. As the 2017/18 accounts.
part of the Authority’s pursuit

for a ‘faster close’ of the Work is in progress to achieve

accounts and audit process, we this. The Integrated Closedown

agreed to start our auditon 20 @M has set up specific task
June 2016 force meetings with key areas
of the businesssuchas AP /

The full set of workingpapers AR, payroll, systems and so on.

was not available until 4 July These meetings will be used to
2016, causing an initial delay. ensure closedown activities are
Additionally, some working on track, the teams are aware
papers were missingandhad to  of the deadlines and
subsequently be requested interdependencies and the
again. requirements of working

9 Our requests for further papers fully understood.

evidence, suchas invoicesfor  Responsible Officer
sample testing, have had
significant delays up to six
weeks.

Head of Integrated Finance
Services

Implementation Deadline
31/03/2018

Recommendation

The Authority should review its
closedown process for 2016/17
and carefully considerany
stretch targets for completion of
working papers.

The Authority should review the
capacity on the Closedown
team to meetsuch targets
considering the Finance team's
workload.

For 2018/19 we will be discussing in full the
auditrequirements thatthe new auditor EY
expect, to ensure that the Council meetsthe
auditors expectations. The Integrated
Closedown team is working with EY on
othersets of accounts and is already
working on preparing working papers to
meetthe auditrequirements and NCC audit
requirements. Thisincludes ensuring that
areas that can be tested across all
authorities using ERP Gold are only done
once, for example walk through testing and
agreeing data analytics scripts. This has
been done when working with EY on other
audits.

The commentsin respect of the quality and
completeness of working papers are noted.
The approach that will be adopted with EY is
to use theiraudit portal so as to ensure that
all required information is provided and can
be tracked. Thisis proving a very useful tool
on otheraudits that are supported by the
Integrated Closedown team and will be
beneficial to the audit process for future
years.

It is agreed that there have been times
when responses have notbeen quick
enough. Part of this will be due to the length
of time the audit has been open meaning
that auditrequests have had to be dealt with
by many parts of the organisation outside of
the normal closedown cycle. Ultimately this
has in some instances created capacity
issue which has been the case for the
Integrated Closedown team in particular.

Nevertheless thisis clearly an area for
improvementand Heads of Service and
team managers will be expected to ensure
theirteams are responding to audit queries
promptly. Improved processes for tracking
auditqueries will also be introduced with
early escalation to the S151 Officer where
requests appearto be delayed.
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# Risk

Issue & Recommendation

Original Management
Response

Status as at July 2019
assessment by Management

10

Service organisation reliance
Risk

The Authority relies upon service

organisations for the operation of controls
over key systems, including IT services

and payroll services (schools).

The Authority has not received a report
on the effectiveness of the controlsin

place for either service organisation.
Recommendation

The Authority should ensure that the
reportcommissioned for2016/17 is

receivedin a timely manner, and fulfils

the criteriarequired to provide
appropriate assurance.

The Authority should request service

organisation reports for payroll providers
(Strictly Ed and EDM) to ensure adequate
assurance over key controls are received.

The ISAE 3402 requirements
will be followed up with the
business area ahead of the
2017/18 auditin particular
within the context of the new
ERP Gold solution being
implemented.

In terms of the schools external
payroll assurances, reports and
clarifications were requested
from the payroll providers at the
start of the year and have been
followed up during the 2016/17
audit.

To date the external payroll
companies have not responded
and the Authority is continuing
to pursue these assurance
reports.

Completed for Schools, as
assurance statements for all
providers has beenreceived
(January 18). Working with
External Auditto understand
theirrequirementwith IT.

Responsible Officer

Head of Business Systems- IT
ISAE 3402

Head of Integrated Finance
Services - Schools external
payroll assurance

Implementation Deadline
31/03/2018

Fujitsu as the technical hosting
provider of the Oracle ERP system
provided the independently
produced ISAE 3402 reportfor
2016/17 which was the last period
required under the contract
expiringin November2017.

The standard of the report was not
qgueriedinthe previousyearsit
was produced, and the
independent organisation
confirmed thatit was the most up
to date report format. Considerable
effort was provided to facilitate
KPMG's direct 'General IT Controls
(GITC)' testing as part of the audit
to provide additional assurance.

That being said, the Council
accepts the recommendation and
work is underway to determine the
most effective and efficient way in
which the recommendation can be
implemented.

This work will be completed by 30
September2019inreadiness for
the 2018/19 audit.

The Council will also discuss the
auditrequirements for schools
payroll providers with the new
auditoras part of the 2018/19
accounts and audit.
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# Risk

Issue & Recommendation

Original Management
Response

Status as at July 2019
assessment by Management

1

Governance arrangements for exiting
staff

Risk

On 31 July 2015 the Authority’'s Chief Fire
Officer left the Authority through
redundancy. As part of the redundancy
package a ‘settlementagreement’ wasin
place and a redundancy payment made in
line with the agreement.

The redundancy was part of a Fire
departmentrestructure, reducing three
posts to one post.

We reviewed the settlementagreement
and supporting calculations. We did not
identify any issues that would impact the
financial statements and the calculation
was correctly performed. However, the
restructure of the three positionsand the
redundancy paymentand agreementdid
not go through an approving Committee
or to Members.

Recommendation

The Authority should ensure that
proposed restructures of staffing are duly
and fully approved by Members or the
most relevant Committee.

The Authority should obtain approval for
settlementagreements that have a value
for moneyimplication.

This approval should be at Committee
level to aid transparency of the
arrangements.

As per the Authority's response
to last year managementnote
that during the audit there were
no adverse value for money
findingsin relation to any
settlementagreements made
by the Council during the year.
NCC has delegated
responsibility to the Chief
Executive and Chief Officers for
staff restructuring, which is the
approach that is followed.

The recommendation from last
year was noted and NCC
committed to include
communication with the
relevant Portfolio Holderin any
future settlementagreements,
which was done.

Responsible Officer
Directorof HR
Implementation Deadline
31/03/2018

A full response to this issue has
been provided as part of the

Council'sreply to KPMG's 2017/18

full audit ISA recommendations.
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OW-UD OF prioryear recommendations (cont.

# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management
Design and operation of payroll Starter, leaversand There has been a significant piece
controls amendments: The new starters of work to ensure that all
Risk checking processdoesinclude suspenseand controlaccount
an electronic stamp of user's reconciliations are up to date, this
Our work on the Authority’s payroll name and date/time that record work has progressed well, with
controlsidentified thatthere are has been checked. We will material legacy issues addressed,
weaknesses or improvement points: continue to monitorall checking payroll controlaccounts are the
« Starters, leavers, and amendments: Processesto ensure that final area of review and work is on
We verified these payroll changes are processis followedinall cases. going.
provided by managers or team leaders CU”(?”“YE’” new starters are Moving forward, officers
and added to the Oracle by a payroll ~ 100% checked, and further responsible for reconciliations will
team member. A secondary payroll checkingis thenmadeby the [\ o o\ c accounts are
review for accuracy is evidenced Team !_eaders for random reconciled on a monthly basis,
manually through textbox addedto ~ Selectionstoensurethatthe | ih\reconciled items
the electronic form. However, review correct processand checksare proactively addressed, progress
approvalsare not linkedtoa user taking place. will be reviewed by the S151
Eccount,ha_nd itis thereforriposlsible t0 Reconciliations: The Officer.
ypass thisreview step. Ihisalso outstanding reconciliations are
exposes the Authority to therisk that  peing |ook§d into and improving The Stjrter' tle_avers .an_d ;
data is added to the systemis not processes to ensure that any dMENAments Ssue s INeorrect.
complete oraccurate. outstanding items are resolved hiswas notin relation to data
X from the Payroll System to the
» Reconciliations: \We tested the straightaway. Ledger, but was aboutan ID
\?Vecﬁmbzrtﬁo‘gﬁwpaym” re_lc_opcmiﬂzn- Responsible Officer stamp ona PDF inrelation to
€ Touna that the reconciliation ha checking of new starters etc.
not been fully completed due to Head of anroll and HR : § .
12 Transactions Checking at that pointwas 100 %,

outstanding items marked as ‘needs
furtherinvestigation’. We note that
there are outstanding items dating to
March 2015. Withoutan appropriate
reconciliation in place thereis a risk
the payroll costs recognised inthe
General Ledgerdo not match the
amounts on the payroll system.

Implementation Deadline

Immediate

Recommendation

The Authority should critically assess its
process for reviewing starters, leavers,
and amendmentsinputto Oracle. The
electronicapproval process should ideally
be linked to user accounts to ensure that
appropriate authorisation is obtained prior
to changes to payroll data in relation to
starters, leavers, and amendments.

The Authority should fully reconcile its
payroll ledgerto the general ledger. The
Authority should take a view on these
olderreconcilingitems and eitherattempt
to reconcile these items or write them
off.

but has nowbeenreducedin line
with recommendations from
Internal Audit with accuracy still
remaining atover 99% in ERP
Gold.
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OW-UD OF prior year recommendations (cont.

# Risk

Issue &
Recommendation

Original Management
Response

Status as at July 2019 assessment by Management

13

Operation of
budgetary monitoring
submissions control

Risk

In the prioryear, we
raised a
recommendation that
the Authority should
ensure that managers
are submitting budget
workbooks monthly. We
are aware that thisis a
matter under focus, and
the Authority has
reduced the number of
budgetholdersto help
address this point. We
reviewed the
submissions throughout
the year and have found
the following
submission rates of
68% by number of
budgetbooks,and 87 %
by budgetvalue.

Basedonthe
submission rates, we do
not have assurance that
information used for
budgetary monitoring is
complete. There is a risk
that information is not
available to
management, Directors,
or members to make
informed decisions, and
that budgetary
monitoring is notcarried
outina timely manner.

Recommendation

The Authority should
ensure that managers
are submitting budget
workbooks monthly.
Follow-up action should
be taken where
deadlines are missed.
This will ensure that
management, Directors
and membersare
receiving and reviewing
budgetary information
that is comprehensive
and accurate.

Thereis some important
contextthat needsto
accompany the KPMG
analysis undertaken.
Firstly there was a
significant level of budget
restructure during the
months July through to
September which would
skew the figures, and
therefore the return data
from Septemberonwards
was more representative
of the monthlytrend. The
returnrate did increase
significantly overthe last
few months of the
financial year. Also the CP
system does not
differentiate between
budget managers that
have reviewed their
budgetposition but not

fully submitted. As a result

lots of work to support
budgetmanagers has
been undertaken where
the benefits will be seen
in 2017/18.Thisincludes:

* CIPFA budgetmanager

training

e processimprovements

applied from

Septembersuch as the

follow up emails for
non-returns

¢ Rationalisation and
senior management
review of all budget
managers

¢ Accountability letters
sent to every budget
manager

e Zerotolerance culture
for compliance of CP
returns from NCC
group

« Strongergrip and
control of delivery of
budget savings from
each service

* Regularperformance
boards to supportand
challenge services
budgetdelivery from
FD and CEO.

Finance Business Partners play a critical support function
for the Council's Budget Managers, providing financial
training, supportand advice to enable robust financial
managementprocesses. The Council operates a self
service model of budget managementand It is important
to recognise the complexity inherentin the management
of resourcesin some service areas and the difficult
decisionsand judgements that have to be made by some
service managers, and as such the high spending council
departments have in place additional controls.

The Northamptonshire Adult Social Service has instigated
detailed weekly tracking of all spend authorised and
committed by budget managers and thisis reviewed
each week so as to understand any trends, pressuresor
anomalies. Panels for expenditure approval on Adults
Services are also now in place and tracked in terms of
the spending approved, delayed and rejected spend.
Children’s Services have initiated placement panels that
are considering carefully the need for placements to be
made and to make appropriate changes to existing
placements. The panels are treading the fine line
between balancing the interests of the most vulnerable
children and young people with managing the resources
available to meetthe needs of these children and young
people and the wider cohort of children and young
people in Northamptonshire forwhom services are
provided. Since the introduction of ERP Gold the
reporting functionality has notbeen available to
corporately measure the number of budgetreturns that
have beenreturned, thisreport is currently still in
development, however each Finance Business Partner
team review every budgetbook as part of the preparation
of the monthly monitoring process and provide support
and challenge to the respective service area on finalising
the monthly estimates, which is ultimately reviewed by
the Service Managementteam and signed off by the
Service Director.

Working together, finance staff, operational managers
and performance staff have developed monitoring
processes that take account of the flow of clients
through services and are notrestricted to monitoring
financial information on spending which necessarily
occurs after the important decisions on service allocation
have already been made and commitments to future
spend enteredin to. Visits have been made to other
authorities to adopt and build on best practice from
elsewhere. This will help NCC to avoid situationsarising
where unpredicted multi-million pound swings in budget
monitoring occurand have to be explained after the
event.

Place has made considerable strides forward both with
financial projections and with a change in culture to one
of greater opennessand transparency. Demand-led
budgets are monitored closely, forexample, winter
service expenditure isnow monitored on a fortnightly
basis.
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# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management
General ITControls The Authority does have IT Access to the Council's current
. policies and existing processes ERP Gold system is driven by the
Risk : T .
_ that determine access and positioninthe HR establishment
We tested the Authority’s general IT revocation requirements. to which the user is assigned.
controls as part of our reliance on Oracle, H he'i Thi hat th | I
which runs the Authority’'s general ledger _dOV\C[nyecrj‘t]c © |nts;anc<acj§t i 'S meaTst att tehuger osesa
system. We found the following issues: identified from the auditwill be  access roles once their
o ] reviewed. employmentassignmenthasbeen
 individuals who have left the Authority In addition th end-dated.
have accounts currently active on nad Itionthe access : .
Oracle: requirements and policies Thisremoves the scenario
] ' ) underthe Authority’snew ERP  identified by external audit.
e In Oursamp|e testing, system access Gold system have been
was still granted for one user reviewed to ensure such
previously flagged foraccess processes are automated as
revocation;and much as possible.
14 * the Authority’s password policy is not  The responsibility for the

enforced on Oracle. access rightsto ERP Goldis

also being transferred from IT
to the Financial Systems team.

The findings above potentially expose the
Authority to fraudulent IT activity.

Recommendation Responsible Officer

Head of Business Systems and

The Authority should ensure compliance
Change

with its IT policy. Revocation of access for
both leavers and users marked for access
removal should be actioned immediately.

Implementation Deadline
31/03/2018
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OW-UD OF prioryear recommendations (cont.

# Risk

Issue & Recommendation

Original Management
Response

Status as at July 2019
assessment by Management

15

Public Health Grant

Risk

From our review of the Public Health
Grant, we identified and challenged a
number of transactions against the scope
of allowable expenditure as defined by
the grant conditions. These transactions
were subsequently replaced by an
overarching ‘'management cost’, which is
a calculated figure based on budgeted
spend for the year.

We note that this is not disallowed under
the terms of the grant. However, there
doesnot appearto be a robust audit trail
between the levels of management cost
charged to the grantand the actual costs
of managing the grant or activity levels.

There is a Revenue Outturn (RO)
assurance statementsigned by the
Authority prior to the audit which declared
that the amounts claimed are eligible
expenditure on publichealth. It is unclear
how thisassurance can be provided given
the lack of a robustaudit trail.

Recommendation

Whilstwe are satisfied that the Public
Health Grant is not materially misstated in
the context of our overall financial
statements audit, the Authority should
implement the following over the use of
the Public Health Grant:

¢ reviewthe managementcharge
methodology to ensure that the
amount charged is robustly evidenced,
justified, and can be linked to activity
levels or actual management costs
incurred,;

e timelyreview by management of
expenditure funded through the grant
to ensure it is appropriate and meets
the grant’s termsand conditions; and

e the Authority should engage an
appropriately qualified independent
accountantor an external auditorin
orderto demonstrate compliance with
the termsand conditions of the grant.

The Authority will review the
underlying methodologies and
evidence forrecharging costs
to the Public Health Grant for
2017/18, which will incorporate
a managementreview process.

The aspect of the
recommendation thatis not
accepted howeveris the need
to engage an independent
accountantor external auditor
to demonstrate compliance
with the terms and conditions
of the grant.

The Authority considers that
the existingarrangements
whereby returns are made to
Public Health England and
signed off by the Director of
Public Health provide sufficient
oversightand third party
challenge to the Authority’s
submission.

Responsible Officer
CFO/ S151 Officer
Implementation Deadline
31/03/2018

There are strengthened
managementcontrolsin place to
ensure that the Public Health Grant
is spentin accordance with the
conditions of the grant. Historic
misapplied grant expenditure has
ceased.

Potential new areas of investment
are documented in business cases
which clearly link expenditure to
outcomes and how these will be
monitored and reviewed by the
Director of Public Health.

Ongoing contracts are monitored
monthly at the Quality and
Performance Board to ensure that
they are achieving the required
outcomes. Expenditureis
reviewed and signed off by the
Director of Public Health who is in
regular contact with Public Health
England over the use of the grant.

There is a suitably trained

dedicated accountant who
supports the Public Health
Directorate.

The final statement of assurance
for the 2017/18 financial year was
approved by the Council's S151
Officer and Director of Public
Health in October2018.
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OW-UD OF prioryear recommendations (cont.

# Risk

Issue & Recommendation

Original Management
Response

Status as at July 2019
assessment by Management

16

WGA

Risk

As part of the Whole of Government Accounts
(WGA) exercise, the Authorityis required to
submitits initial Data Collection Tool (DCT) by
30June 2017.The Authority did not meet this
deadline due to capacity issues. This resulted
in the Authority’s exclusion from the initial
mismatch list, and subsequently led to a delay
in our ability to start the audit work as initially
planned.

As part of undertaking our WGA procedures,
we noted the following:

e delaysin receiving auditevidence to
supportthe queriesraised as part of the
WGA work programme. This delayed the
conclusion of our WGA audit work;

e the Authority did not complete and sign off
the managementreview checklist priorto
submitting the stage 1 DCT pack. The
checklist provides assurance to
management, HM Treasury and ourselves
that proper proceduresare in place for
providing WGA data. This checklist was
signed on 19 September2017, over a
month following the submission of the
stage 1 DCT pack; and

e ouraudittestingidentified aninstance
where inappropriate transactions were
included againsta counterparty.

The issues above have resultedin the
Authority missing the DCT submission
deadline of 30 September; the Authority also
missed the submission deadlinein 2015/16.
Our WGA Assurance Statementwas
submitted on 31 October2017 following the
completion of our testing.

Recommendation

In light of the change to the statutory
deadlines 2017/18 the Authority should review
its timetable to complete the DCT in order to
achieve the stage 1 submission deadline.

Thisrevised timetable should ensure the
Closedown team has sufficient understanding
of the mismatch processto ensure
mismatches to be followed up appropriately.
The Authority should ensure there is
appropriate Closedown team capacity to
finalise audit queries on the DCT in order to
submitthe signed WGA assurance statement
by the statutory deadline.

The arrangements and
timetable forthe Authority
to meetthe earlierclosure
deadlines for2017/18 will
incorporate the WGA
processesto meetthe
required deadlines.

Also as part of the ERP
implementation the ability
to automate aspects of the
WGA from the system is
being considered, for
example identifying
counter parties within the
ERP system itself.

The resource and capacity
of the team will be kept
underreview and

discussed with the CFOs in

orderto achieve the earlier
deadlinesin future years.

Responsible Officer

Head of Integrated Finance
Implementation Deadline
31/03/2018

Due to the priority to finalise the
final statement of accounts and
due to resource and timingissues
it was agreed with KPMG that the
focus would be on completing the
final statements.

Therefore the WGA return has
been deferred but will still need to
be completed. The Council has
beenin liaison with the WGA team
in central government who
understand the position.

Howeverthe recommendation
remainsrelevantand will be
factoredin to the closedown
timetable and processes for future
years to achieve delivery by the
required deadlines. It should be
noted that this is notpossible for
2018/19 given those draft
accounts have not yet been signed
off for release.

That being said ERP Gold, the
Council'snew financial system,
includes counterparty identification
numbers on the supplierand
customerrecords.

This will lead to a much improved
and streamlined process whereby
for system based transactions (the
vast majority of transactions) the
counterparty identification is
readily available, This will remove
much of the manually intensive
work that is currently required as
part of this process.
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OW-UD OF prioryear recommendations (cont.

# Risk Issue & Recommendation Original Management Status as at July 2019
Response assessment by Management
School Bank Accounts not recognised Thereconciliation processwill  Noted as Superseded
Risk be reviewed and improved
where necessary to ensure all
indicated that 21 schools’ Fund Accounts identified andincludedin the
were notrecognised on the Authority’s Authority’s balance sheet.
balance sheet, therefore understating the . .
Authority’s cash balance. The total value ~ Fesponsible Officer
of these Fund Accounts was £267,452.  Head of Integrated Finance
Thiswas bel.ov'v ogradjustmentthr_eshold. Implementation Deadline
However, this indicates that there is a
deficiency with the Authority'sprocess ~ 31/03/2018
for identifying and reporting school
accounts.
17 Recommendation

The Authority should ensure its
reconciliationiscompleted againstalist
of all schools’bank accounts. This should
be reconciled on a monthly basis which
will help mitigate the risk that school
accounts are not identified orrecognised
on the Authority’s balance sheet.
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OW-UD OF prior year recommendations (cont.

# Risk

Issue & Recommendation Original Management

Response

Status as at July 2019 assessment by
Management

Journal entries (Authority
and Pension Fund)

Risk

Journals can be posted by
anyone in the Pensions
ledgerwithoutany
authorisation. There are no
limits on the value of the
journals.

An annual review s in place
however the individual
performing the review posts
journals themselves,
indicating a lack of
segregation of duties. They
also would be required to
review journals posted by
more senior staff members,
which they may be less
likely to question or
challenge if they seem
unusual.

Recommendation

Both the Authority and the
Pension Fund should explore
available options to improve
its journal controls. This
review should consider how
the system can be utilised to
supportimprovement:

e Segregation of duties
regarding the authorising,
posting, reviewing and
reconciling of journal
entries;

¢ Access rights controlling
who is authorised to
record and approve
journal entries along with
the posting and
authorisation limit; and

¢ Oversightof the journal
entry-posting process by
members of
managementincluding
post-entry review based
on a definedrisk based

As stated in the Authority’s
response when the ISA260
was issuedin September
2016, whilstthereis no
explicitapproval at the point
at which journals are entered
into the system the Authority
considers that it has a robust
system in place as part of its
monthly budget monitoring
process to identify any errors
and mispostings.

Budgetmanagers and
Finance Business Partners
review and scrutinise
transactions as part of the
monthly monitoring process.
Particular scrutinyis given at
year-end to accruals journals
(debtors, creditors, receiptsin
advance and paymentsin
advance) to ensure that the
entries are appropriate and
accurate.

Regularreconciliations also
take place on bank, suspense
and holding accounts.

The Authorityis in the
process of implementing its
new ERP Gold system. Whilst
itis unlikely thatjournal
procedures will change on the
existing system, due
consideration will be given to
the proceduresimplemented
as part of the ERP Gold build
to ensure that they are robust
and appropriate.

Responsible Officer

S151 Officer
Implementation Deadline
31/03/2018

The County Council accepts that there were
some weaknesses in journal controls. However,
these were mitigated by the fact that journal
controlsare carried out by the Finance teams
under the supervision of qualified accountants.
Nevertheless, the County Council has
implemented anew financial system, ERP Gold,
and has been mindful of KPMG's advice in
establishing the controls on the new system. The
controls over journal entry on ERP Gold are as
follows:

a system password is needed to processa
journal;

system users need to be assigned a specific
role to be able to process journalsand be
assigned an ‘auto-approval’. This includes
professional finance staff, the business
systems team, HR, AP and AR;

all journals have a record as to who uploaded
them;

the journals mustbalance, must use valid
codes, and can only be posted into open
periods;

all budget managers should be reviewing their
balancesand transactions at the end of the
month and investigating exceptions;
journals can be reported on and reviewed, by
exception, by Finance at any time;

any journals found to be incorrectcan be
easily reversed; all entries will show on the
audit trail;

bulk upload journals. Large, multiple line
journals overa particular size/value — mostly
internal recharges. Rather than these journal
having to be approvedon a line by line basis,
the system picks the first line of the journal,
looks up which directorate it belongs to and
then send the journal to the nominated
finance contact for that directorate who'is
then asked to review and approve the whole
journal for posting; and

for the remaining, small size/value journals —
these go to service managers for approval.
Thisis based upon the coding of the lines
within the journaland the HR hierarchy for
staff within those directorates (based upon
the Tier 4 hierarchy of the codes within the
journal).

However, the Deputy S151 Officer is currently
reviewing the number of officers that have

KPMG

approach. authority to authorise journals, and whether
further controls are required. This review will be
completed by August2019.
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# Risk

Issue & Recommendation

Original Management
Response

Status as at July 2019
assessment by Management

19

Consolidation of subsidiaries
Risk

The audit of the Authority’s three current
subsidiaries hasresulted ina cumulative
auditadjustment of £881,000. This has
not been reflected within the Authority’s
2016/17 Group accounts and givesrise to
an unadjusted audit difference of the

same amount. Thisis above our

adjustmentandreporting threshold, see

page 6. We understand that the

Authority’s Group accounts production
process does nottake into accountaudit
adjustments within its subsidiary
companies which may be identified by
subsidiary auditors. Going forwards, there
is a risk that material audit adjustments
may not be accurately reflected within the

Authority’s Group accounts.
Recommendation

The Authority should review its

consolidation process and ensure that this

includes a review of post-audit
adjustments.

The decision was made not to
adjust for these audit
differenceson the basis that
they were not material to the
NCC accounts. However the
recommendation is accepted
and the process for identifying
and incorporating audit
adjustments within the
Council’s subsidiaries will be

reviewed for 2017/18 accounts.

Responsible Officer

Head of Integrated Finance
Implementation Deadline
31/07/2018

No auditadjustmentsand
therefore updates were required
from NCC's subsidiaries as part of
the 2017/18 closure, hence why
the recommendationis not
relevantto 2017/18.

KPMG
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Appendix 3:

Audit diiferences

We are required by ISA 260 to report all uncorrected misstatements, other than those that we believe
are clearly trivial, to those charged with governance (which in your case is the Audit Committee).

We are also required to report all material misstatements that have been corrected but that we
believe should be communicated to you to assist you in fulfilling your governance responsibilities.

A number of minor amendments focused on presentational improvements have also been made to the
2017/18 draft financial statements. The Closedown team is committed to continuous improvement in the
quality of the financial statements submitted for audit in future years.

Adjusted audit differences — Authority

The following table sets out the significant audit differences identified by our audit of Northamptonshire
County Council’s financial statements for the year ended 31 March 2018. It is our understanding that these
will be adjusted, as stated below, in the final revised set of financial statements.

Table 1: Adjusted audit differences - Authority (£'000)

Incomeand Movement Assets Liabilities Reserves Basis of audit difference
No. expenditure inreserves
statement statement

1 DR CAA Adjustmentarising from change in MRP
£1,355 calculation for PFl assets not processed
CR General in time for draft financial statements.
Fund
£1,355k
2 CR Cash DR Short Adjustmentarising from schools
£928k Term becoming Academies between January
Creditors and March 2018.
£928k
3 DR Short DR Adjustments arising from mis-coding of
Term Suspense loan repayments.
Investments Account
£688k £500k
CR Long
Term
Debtors
£1,188k
4 CR Cash DR Short Incorrect coding of a loan repayment,
£5,000k Term overstating borrowings and cash by £5
Borrowing million in draft financial statements.
£5,000k
5 DR F&R CR DR Pensions CR Pensions Thisrelates to the change to the
FRS17 Retirement Liability Reserve firefighters pension liability outlined in
adjustments Benefits £3,160k £3,160k the CIES.
£3,160k (FRS17
adjustment)
£3,160k
6 DR Cash CR Creditors Miscoding identified -firefighters
£956k £956k pension costto cash rather than
creditors.
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Audit differences (cont)

Adjusted audit differences — Authority (cont.)

Table 1: Adjusted audit differences - Authority (£'000)

Fund £4,739k
DR Earmarked
Reserves
£4,739k

Income and Movementin Assets Liabilities Reserves Basis of audit difference
No. expenditure reserves
statement statement
7 CR Net Cost of CR Cash DR Creditors DR Earmarked Schools cash balance was
Services £1,197 £508k Reserves de-recognised toreflect that
£1,382k £689k 3 schools had transferred to
DR Dedicated academy status before the 1
Schools Grant April 2018.
£1,382k
8 DR CR Budget CR Short Term DR General  Inclusion of Public Health
Expenditure Deficit Provisions Fund £8,000k  Grant provision based on
£8,000k £8,000k £8,000k expectation of repaymentas
of financial year end.
9 DR General  Reversal of capital receipts
Fund £16,998k to fundrevenue expenditure,
deemed non-
CR Capital transformational in nature.
Receipts
Reserve
£16,998k
10 DR Children's CR Budget CR Longterm DR General  Reversal of S106 monies
Services Deficit loans Grants Fund used to fund general
Revenue £13,500k received £13,500k expenditure.
£13,500k £13,500k
11 DR Children's CR Budget CR Creditors DR General Reversal of S38 monies used
Services Deficit S38 Receipts Fund to fund general expenditure.
Revenue £2,900k In Advance £2,900k
£2,900k £2,900k
12  CR Net Cost of DR DR PPE CR Capital Adjustmentarising from
Services Adjustments £49,800k Adjustment  revisedrevaluationsreceived
£49,800k between Account for Property, Plant and
accounting and £15,900k Equipment.
funding basis CR Revaluation
£49,800k Reserve
£33,886k
13 DR Net Cost of CR CR PPE DR Capital Adjustmentarising from
Services Adjustments £4,310k Adjustment  revisedrevaluationsreceived
£4,310k between Account for One Angel Square.
accounting and £2,323k
funding basis CR Revaluation
£4,310k Reserve
£1,987k
14 CR General Reallocation / use of existing

reserves to mitigate the
impact of audit adjustments
noted above, resulting in the
Authority reporting a
negative General Fund
position.
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Audit differences (cont)

We are required by ISA 260 to report all uncorrected misstatements, other than those that we believe
are clearly trivial, to those charged with governance (which in your case is the Audit Committee).

We are also required to report all material misstatements that have been corrected but that we
believe should be communicated to you to assist you in fulfilling your governance responsibilities.

Unadjusted audit differences

The following table sets out the uncorrected audit differences identified by our audit of Northamptonshire
County Council’s financial statements for the year ended 31 March 2018. These differences are individually
below our materiality level of £6.4m. We have also considered the cumulative impact of these unadjusted
audit differences on the Authority’s financial statements in forming our audit opinion.

Table 2: Unadjusted audit differences— Authority (£000)

Incomeand Movement Assets Liabilities Reserves Basis of audit difference
No. expenditure inreserves
statement statement
1 CR Loss on N/A N/A N/A DR Capital 2016/17 assetdisposals were
disposal Adjustment transactedin 2017/18resultingina
£322k Account loss ondisposal of £322k impacting
£322k 2017/18 financial statements.

2 DR Net Cost CR Budget
of Services Deficit
£1,810k £1,810k

CR Short DR General

Term Fund
Provisions £1,801k
£1,801k

Increasing Insurance Provision to
match figure deemed appropriate by
Actuary.
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AUditdirrerences (cont

Presentational adjustments - Authority

We identified a number of presentational adjustments required to ensure that the Authority’s financial
statements for the year ending 31 March 2018 are fully compliant with the Code of Practice on Local
Authority Accounting in the United Kingdom 2017/18 (‘the Code’).

Whilst the majority of these adjustments were not significant, we identified a number of adjustments of a
more significant nature and details of these are provided in the following table.

It is our understanding that these will be adjusted in the final revised set of financial statements.

Table 5: Presentational adjustments — Authority

No. Basis of audit difference

1 The Authority omitted some disclosures required under SIC 29 in their PFI note.

2 The heading of Changesin Foreign Exchange Rates in draft accountis incorrect, its Effect of Settlements per
Actuary Report. The heading need to be updated to Effect of Settlementsin final account.

3 The rate of “Take up of option to convertannual pre April 2008 service pensioninto retirementgrants” and of
“Take up of option to convertannual post April 2008 service pension into retirement grants Local Government
Pension Scheme” in 2017-18is missing in draft account. They are 50% and 75% per Actuary Report. These two
rates need to be updatedto 50% and 75% in final account.

4 The draft accounts does not agree for longevity (increase in 1 year) (2.6 %) of Fire Fighter Pension Scheme in to
Actuary Report (2%).

Also draft accounts does not agree for “Rate of increase in pension (increase 0.5%) (8.7 %) of Fire Fighter
Pension Scheme” (Actuary Report (7.5%)) and for “Rate for discounting Scheme liabilities (decrease by 0.56%) of
Fire Fighter Pension Scheme to Actuary Report (9.5%).

5 Disclosure of firefighters pension pay member contribution bands are not consistent with national figures.

6 An acquisition of fixed assets during 2017/18 was incorrectly processed through Asset under construction rather
than normal additions impacting the PPE disclosure.

7 " Application of grants to capital financing from the Capital Grants Unapplied Account” does notagreed to the
Capital Financing Note resulting in a difference of £5m.

8 The 17/18 Fire Fighters Actuary Reportlisted £6.05m of Current Service Cost splitting into three lines: Current
Service Cost - £4.68m, Contribution by Scheme Participants and Curtailments- 1.2m, Settlements and past
Service - 0.17m. The disclosure in draft accounts was not inline with the actuary’s report.

9 Note 36, the disclosure amount of £4.9m needs amending to £16.4m for the figure paid to the Teachers
Pensions Agency for teachers’ pension costs.

10  DSC figure of 233,333k needs to be consistentinnote 9 and 10.

11 Deprecation and impairment figures needs to be consistentacross note 12, CAA and Note 26.
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Appendix 4:

Matenalty and reporting of audit differences

The assessment of what is material is a matter of professional judgement and includes consideration

of three aspects: materiality by value, nature and context.

Material errors by value are those which are simply of significant numerical size to distort the reader’s
perception of the financial statements. Our assessment of the threshold for this depends upon the size of
key figures in the financial statements, as well as other factors such as the level of public interest in the
financial statements.

Errors which are material by nature may not be large in value, but may concern accounting disclosures of key
importance and sensitivity, for example the salaries of senior staff.

Errors that are material by context are those that would alter key figures in the financial statements from one
result to another — for example, errors that change successful performance against a target to failure.

We used the same planning materiality reported in our External Audit Plan 2017/18 presented to you in
March 2018.

Materiality for the Authority's accounts was set at £5.4 million which equates to around 0.5 percent of gross
expenditure. We design our procedures to detect errors in specific accounts at a lower level of precision.

Reporting to the Audit Committee

Whilst our audit procedures are designed to identify misstatements which are material to our opinion on the
financial statements as a whole, we nevertheless report to the Audit Committee any misstatements of
lesser amounts to the extent that these are identified by our audit work.

Under ISA 260, we are obliged to report omissions or misstatements other than those which are ‘clearly
trivial’ to those charged with governance. ISA 260 defines ‘clearly trivial’ as matters that are clearly
inconsequential, whether taken individually or in aggregate and whether judged by any quantitative or
qualitative criteria.

ISA 450 requires us to request that uncorrected misstatements are corrected.

In the context of the Authority, an individual difference is considered to be clearly trivial if it is less than £0.27
million for the Authority.

Where management have corrected material misstatements identified during the course of the audit, we will
consider whether those corrections should be communicated to the Audit Committee to assistit in fulfilling
its governance responsibilities.
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Appendix 5:

REeqUIred communications With the Audit Commitiee

We have provided below at-a-glance summary of the information we are required to report to you in

writing by International Accounting Standards.

Required Communication Commentary
Our draft management We have notrequested any specific representationsin addition to those areas
representation letter normally covered by our standard representation letter for the year ended 31
March 2018.
Adjusted auditdifferences We have identified anumber of adjusted audit differences. See page 134 for

details. These adjustmentsresultin a negative general fund balance as of 31
March 2018 of £35.3 million. See page 36 for further details.

Unadjusted audit differences The net impact of unadjusted audit differences on the general fund balance would
be £1,810k. Thereis also an adjustmentrelating to loss on disposal valued at
£322k.In line with ISA 450 we request that you adjust for these items. However,
they will have no effect on the opinionin the auditor's report, individually orin
aggregate. See Appendix 3 for further details.

Related parties There were no significant matters that arose during the audit in connection with
the entity'srelated parties.

Other matters warranting There were no matters to reportarising from the audit that, in our professional
attention by the Audit Committee judgment, are significant to the oversight of the financial reporting process.

Control deficiencies We have set outour assessment of the Authority'sinternal control environment,
including details of significant deficiencies identified, in our Interim Report
2017/18 with an update included at page 17 of thisreport.

We communicated to managementin writing all deficiencies in internal control
over financial reporting of a lesser magnitude than significant deficiencies
identified during the audit that had not previously been communicated in writing
through ourin year reporting.

Actual or suspected fraud, We identified no actual or suspected fraud involving the Authority’s Member or
noncompliance with laws or officers with significantrolesininternal control, or where the fraud resultedina
regulationsorillegal acts material misstatementin the financial statements.

Significant difficulties No significant difficulties were encountered during the audit.

Modifications to auditor's report ~ There are no modifications to our audit report.

Disagreements with The engagement team had no disagreements with managementand no scope
managementor scope limitations  limitations were imposed by managementduring the audit.
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Appendix 5:

I[QB[JUtIf]Bﬂ communications with the Audit Gommittes
CONt

Required Communication Commentary

Other information No material inconsistencies were identified related to otherinformation in the
Narrative Report or Annual Governance Statement.

These reports were found to be fair, balanced and comprehensive, and compliant
with applicable requirements.

Our declaration of independence  No mattersto report. The engagementteam have complied with relevant ethical
and any breaches of requirementsregarding independence.

independence See Appendix 6 for further details.

Accounting practices Over the course of our audit, we have evaluated the appropriateness of the
Authority’s accounting policies, accounting estimates and financial statement
disclosures. In general, we believe these are appropriate.

Significant mattersdiscussedor  The following significant matters arising from the audit which were discussed, or

subjectto correspondence with subjectto correspondence, with management. Throughout the course of the audit

management we have provided our progress reports to the Audit Committee detailing the
issues we have found, and these are noted in this document.

We have held extensive discussions with management, and are currently
considering whetherwe issue a Public Interest Report.

© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 140
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Appendix 6:

Jeciarationorindependence

ASSESSMENT OF OUR OBJECTIVITY AND INDEPENDENCE AS AUDITOR OF NORTHAMPTONSHIRE
COUNTY COUNCIL

Professional ethical standards require us to provide to you at the conclusion of the audit a written disclosure
of relationships (including the provision of non-audit services) that bear on KPMG LLP’s objectivity and
independence, the threats to KPMG LLP's independence that these create, any safeguards that have been
put in place and why they address such threats, together with any other information necessary to enable
KPMG LLP’s objectivity and independence to be assessed.

In considering issues of independence and objectivity we consider relevant professional, regulatory and legal
requirements and guidance, including the provisions of the Code of Audit Practice, the provisions of Public
Sector Audit Appointments Limited’'s (‘PSAA’s’) Terms of Appointment relating to independence, the
requirements of the FRC Ethical Standard and the requirements of Auditor Guidance Note 1 - General
Guidance Supporting Local Audit (AGNO1) issued by the National Audit Office ('NAQ’) on behalf of the
Comptroller and Auditor General.

This Statement is intended to comply with this requirement and facilitate a subsequent discussion with you
on audit independence and addresses:

— General procedures to safeguard independence and objectivity;

— Independence and objectivity considerations relating to the provision of non-audit services; and
— Independence and objectivity considerations relating to other matters.

General procedures to safeguard independence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of our ethics and independence
policies, all KPMG LLP partners, Audit Directors and staff annually confirm their compliance with our ethics
and independence policies and procedures. Our ethics and independence policies and procedures are fully
consistent with the requirements of the FRC Ethical Standard. As a result we have underlying safeguards in
place to maintain independence through:

— Instilling professional values;
— Communications;

— Internal accountability;

— Risk management; and

— Independent reviews.

The conclusion of the audit engagement leader as to our compliance with the FRC Ethical Standard in
relation to this audit engagement is subject to review by an engagement quality control reviewer, who is a
Partner not otherwise involved in your affairs.

We are satisfied that our general procedures support our independence and objectivity.
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Appendix 6:

Declaration of Independence (cont)

Independence and objectivity considerations relating to the provision of non-audit services
Summary of fees

We have considered the fees charged by us to the Authority and its controlled entities for professional
services provided by us during the reporting period. We have detailed the fees charged by us to the Authority
and its controlled entities for significant professional services provided by us during the reporting period in
Appendix Seven, as well as the amounts of any future services which have been contracted or where a
written proposal has been submitted. Total fees charged by us for the period ended 31 March 2018 can be
analysed as follows:

2017/18 2016/17
£ £

Accounts opinion and value for money work
PSAA Scale fee —2017/18 Northamptonshire County Council (NCC) audit 137,660 137,660
NCC External Audit— Fee variation: January 2018 to September2018 300,000 53,963
NCC External Audit— Fee variation; October 2018 to July2019 187,000*
NCC Advisory Notice and Best Value Inspection 40,212
NCC Related Legal Costs 49,900
Total Authority Fees 714,772 191.623
PSAA Scale fee —2017/18 Northamptonshire Pension Fund (NPF) audit 24,285 24,285
NPF External Audit— Fee variation 3,670
NPF External Audit— Other mandatory work 4,030 4,030
Total Pension Fund Fees 28,315 31,958
Total audit services 743,087* 223,581
Auditrelated assurance services and mandatory assurance services 7,170 11,775
Total Non Audit Services 0 0

We are required by AGN 01 to limit the proportion of fees charged for non-audit services (excluding
mandatory assurance services) to 70% of the total fee for all audit work carried out in respect of the
Authority under the Code of Audit Practice for the year. The ratio of non-audit fees to audit fees for the year
was 0:1. We do not consider that the total of non-audit fees creates a self-interest threat since the absolute
level of fees is not significant to our firm as a whole.

Facts and matters related to the provision of non-audit services and the safeguards put in place that bear
upon our independence and objectivity, are set out table on the following page.

All fees quoted are exclusive of VAT.

For 2016/17, the additional NCC overrun fees relate to overruns on the 2016/17 accounts opinion and use of
resources work. This fee was agreed with the former S151 Officer and subsequently approved by the PSAA.

For 2017/18 the additional NCC and NPF overrun fees relate to overruns on the 2017/18 accounts opinion
and use of resources work, where we have performed additional work to support our use of resources
opinion. The interim amount for NCC — of £300,000 has been agreed with the S151 Officer and subsequently
approved by the PSAA, with the final amount to complete the audit is yet to be finalised — but estimated to
be c£187,000*. We will hold discussions with the S151 Officer regarding this and then seek PSAA
determination and approval.
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Appendix 6:

Jeclaration of Independence (cont

Analysis of Non-audit services for the year ended 31 March 2018

Summary of non-audit work

Description of

fees as a % of the
NCC external audit
fees

non-audit
service Fee Potential threattoauditor independence andassociated safeguardsin place
Teachers £7,170 Self-interest: Thisengagementis separate to the auditthrough a separate
Pension’s Audit contract. In addition, the audit fee scale rates were set independently to KPMG by
(this work is Actual the PSAA. Therefore, the proposed engagement will have no perceived or actual
anticipated Basisof impacton the auditteam and the auditteam resources that will be deployed to
following the fee - fixed performa robustand thorough audit.
completion of the Self-review: The nature of this work is to review the Authority’s submissions to
Financial the Teacher's Pensions Agency (TPA’) and verify the accuracy of the return. This
Statements audit) work is based on the requirements of the TPA and thus does not help us form
eitherour opinion on the Authority’s Financial Statements or arrangements for
achieving value of money. Consequently, we consider we have appropriately
managed this threat.
Management threat: This work will be a compliance review in line with the
requirements of the TPA —all decisions will be made by the Authority.
Familiarity: This threatislimited given the nature of the work is set by the TPA.
This work is undertaken subsequent to the completion of the Financial Statements
audit.
Advocacy: We will not act as advocates for the Authority in any aspect of this
work. We will provide a certificate to the TPA verifying the work performed and
accuracy of the return but the scope of this work falls well short of any advocacy
role.
Intimidation: Notapplicable
Total actual and £7,170
estimated fees
Total estimated 1%
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Appendix 6:

Declaration of Independence (cont)

Independence and objectivity considerations relating to other matters

There are no other matters that, in our professional judgment, bear on our independence which need to be
disclosed to the Audit Committee.

Confirmation of audit independence

We confirm that as of the date of this report, in our professional judgment, KPMG LLP is independent within
the meaning of regulatory and professional requirements and the objectivity of the Audit Director and audit
staff is not impaired.

This report is intended solely for the information of the Audit Committee of the Authority and should not be
used for any other purposes.

We would be very happy to discuss the matters identified above (or any other matters relating to our
objectivity and independence) should you wish to do so.

WKPMGe S

KPMG LLP
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Appendix 7:

AUCITTees

As communicated to you in our External Audit Plan 2017/18 our scale fee for the audit is £137,660 plus VAT
(£137,6601in2016/17), which is consistent with the prior year. As reported throughout the year, during the
course of the audit, including associated work relating to the Advisory Notice, we have incurred significant
additional fees due to the high risk nature of the engagement, as well as the specific circumstances the
Authority has found itself in during 2017/18.

We have set these fees out below, and have discussed and agreed these with Officers throughout the year,
including the current and previous Section 151 Officers, as well as the Chairman of the Audit Committee.
We have also kept the Audit Committee up-to-date with these fees as they have been incurred. An element
of these fees are still subject to PSAA's final determination.

Component of the audit 2017/18 Planned 2016/17 Actual
Fee Fee
£ £

Accounts opinion and value for money work

PSAA Scale fee —2017/18 Northamptonshire County Council (NCC) audit 137,660 137,660
NCC External Audit— Fee variation:January 2018 to September2018 300,000 53,963
NCC External Audit— Fee variation; October 2018 to July 2019 187,000*

NCC Advisory Notice and Best Value Inspection 40,212

NCC Related Legal Costs 49,900

Total Authority Fees 714,772 191.623
PSAA Scale fee —2017/18 Northamptonshire Pension Fund (NPF) audit 24,285 24,285
NPF External Audit- Fee variation 3,670
NPF External Audit— Other mandatory work 4,030 4,030
Total Pension Fund Fees 28,315 31,958
Total audit services 743,087* 223,581

Audit-related assurance services

Teachers' Pension Return 7,170 7,600
SFA subcontracting compliance n/a 4,275
Total audit-related assurance services 7170 11,775
Total non-audit services 0 0
Grand total fees for the Authority 750,257* 235,356

All fees quoted are exclusive of VAT.

For 2016/17, the additional NCC overrun fees relate to overruns on the 2016/17 accounts opinion and use of
resources work. This fee was agreed with the former S151 Officer and subsequently approved by the PSAA.
For 2017/18 the additional NCC and NPF overrun fees relate to overruns on the 2017/18 accounts opinion
and use of resources work, where we have performed additional work to support our use of resources
opinion. The interim amount for NCC — of £300,000 has been agreed with the S151 Officer and subsequently
approved by the PSAA, with the final amount to complete the audit is yet to be finalised — but estimated to
be c£187,000*. We will hold discussions with the S151 Officer regarding this and then seek PSAA
determination and approval.
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KPMG!

The key contacts in relation to our audit are:
Andrew Cardoza
Director

T: +44 (0) 121 2323000
E: andrew.cardoze@kpmg.co.uk

Daniel Hayward
Senior Manager

T: +44 (0) 121 2323000
E: daniel.hayward@kpmg.co.uk

Laura Tilley
Assistant Manager

T: +44 (0) 121 232 3000
E: laura.tilley@kpmg.co.uk

kpmg.com/uk

andrew.cardoza@kpmg.co.uk

andrew.bostock@kpmg.co.uk
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Pension Fund
Financial statements

Controls over key
financial systems and
IT control
environment

Exercising of audit
powers

Acknowledgements

summary for AuditGcommitiee and
PENSIon commities

This document summarises the key findings in relation to our 2017/18
external audit at Northamptonshire Pension Fund (‘the Fund’).

This report covers both our on-site work which was completed in February
and May to June 2018 on the Fund'’s significant risk areas, as well as other

areas of your financial statements, and the control environment in place to
support the production of timely and accurate financial statements.

Subject to all outstanding queries being resolved to our satisfaction we
anticipate issuing an unqualified audit opinion on the Fund's financial
statements by the deadline of 31 July 2018. However, this is subject to the
completion of our audit work on the County Council’s financial statements.

Based upon our initial assessment of risks to the financial statements (as reported
to you inour External Audit Plan 2017/18 and updated during our audit) we identified
the following significant risks (excluding those mandated by International Standards
on Auditing — see Page 7):

— Incorrect investment valuations — \We have performed substantive
procedures over the fund’s investment balances, including specific work over
those assets that are more difficult to price. Based on the work we have
performed, we conclude that the valuation of investments for 2017/18 are
appropriate.

We have identified no audit adjustments as part of our work. However, we
identified a number of presentational adjustments required to ensure that the
Fund's financial statements for the year ending 31 March 2018 are fully compliant
with the Code of Practice on Local Fund Accounting in the United Kingdom 2017-
18 (“the Code’). Based on our work, we have raised a recommendation relating to
the review of reconciliation between the Custodian’s records and the general
ledger. Details of our recommendations can be found in Appendix 1.

Subject to clearance of our final queries and final (including Director) review we are
moving into the completion stage of the audit. WWe may not be able to issue our
certificate alongside the opinion due to the Whole of Government Accounts work
being outstanding for the County Council (the deadline for submission is 31 August).

We have tested controls as part of our focus on significant audit risks and other
parts of your key financial systems on which we rely as part of our audit. The
strength of the control framework informs the substantive testing we complete
during our final accounts visit.

We have highlighted an improvement in your journals process in Appendix 1, building
on the recommendation from last year which is yet to be implemented and a new
recommendation for revoking leavers access right from the Oracle system.

We have a duty to consider whether to issue a report in the public interest about
something we believe the Fund should consider, or if the public should know
about. We have not identified any matters that would require us to issue a public
interest report. In addition, we have not had to exercise any other audit powers
under the Local Audit & Accountability Act 2014.

We would like to take this opportunity to thank officers and Members for their
help throughout our audit and wish them good luck for the future.
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Section one: Control environment

Jroanisationaland 11 control environment

We have identified no significant issues with the Fund's organisational and IT control environment
and consider that the overall arrangements that have been put in place are reasonable.

However, our recommendation regarding journal authorisation raised in our ISA 260 Report 2016-17
has not been implemented by management. Further details can be found in Appendix 2.

Work completed

Controls operated at an organisational level often have animpact on controls at an operational level and if there
were weaknesses this would have implications for our audit. We obtain an understanding of the Fund's overall
control environment and determine if appropriate controls have been implemented. We do not complete
detailed testing of these controls.

The Fund relies on information technology (“IT") to support both financial reporting and internal control
processes. In order to satisfy ourselves that we can rely on the use of IT, we test controls over access to
systems and data, system changes, system development and computer operations.

Key findings

We consider that your organisational and IT controls are effective overall. However our recommendation
raised in 2016-17 has not been implemented. After discussion with the management we have updated our
journals recommendation from the lastyearas below:

— Journals can be posted only by those who have been granted the relevant access rights to the ledger
system. We have reviewed the process whereby an individual is granted access and found that this
process is designed and operating effectively to ensure there is no inappropriate access to the ledger.
However, once a user is granted access there is no formal review process, before a journal is posted, nor
are there any limitations on the amount or type of journal. This gives rise to a risk that an individual could
post anincorrect or inappropriate journal without undergoing review. We recognise that this risk is
mitigated by the budgetary controls in place at the Authority/Pension Fund.

This weakness meant that we carried out compensating tests such as substantively reviewing all high risk
journals posted throughout the reporting period.

— Our testing of IT controls highlighted that 62 leavers had not had their access to Oracle revoked. This risk
was mitigated through the fact that all but one of these users had low-risk/read only access to Oracle.
For the one individual who had approval access, we noted that they did not approve anything subsequent
to their leaving date.

This weakness did not mean that we had need to alter our audit strategy, we have however included a
recommendation in Appendix 1.

Aspect of controls Assessment Key

[T controls: Significantgapsin the
control environment.

Accessto systemsand data
Deficienciesin respect

System changes and maintenance _ of individual controls

Generally sound control
environment.

KPMG 3
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Section one: Control environment

LONIIoIS over key financlal Systems

The controls over the key financial systems are adequate, however, we have raised a
recommendation to further strengthen the investments reconciliation review. Further details can be

found in Appendix 1.

Work completed

Where we have determined that this is the most efficient audit approach to take, we evaluate the design and
implementation of the control and then test selected controls that address key risks within these systems.
The strength of the control framework informs the substantive testing we complete during our final accounts
visit.

Our assessment of a system will not always be in line with your internal auditors’ opinion on that system.
This is because we are solely interested in whether our audit risks are mitigated through effective controls,
i.e. whether the systemis likely to produce materially reliable figures for inclusion in the financial

statements.

Key findings

Based on our work we have determined that the controls over the majority of the key financial systems are
adequate. However we have noted the following exception:

e As part of our audit work on investments we noted that the reconciliation between the Custodian’s
records and the ledger is not formally reviewed.

See Appendix 1 for the recommendations that we have raised.
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Section two: Financial Statements

ACCOUNLS productionand audit process

Audit standards (ISA 260) require us to communicate our views on the significant qualitative aspects
of the Fund’s accounting practices and financial reporting.

We also assessed the Fund’s process for preparing the accounts and its support for an efficient audit.
The efficient production of the financial statements and good-quality working papers are critical to

meeting the tighter deadlines.
The Fund’s overall process for the preparation of the financial statements is adequate.

The Fund has not implemented the recommendation raised in our /ISA 260 Report 2016/17.

Accounts practices and production process

The Fund incorporated a number of measures into its closedown plan to further improve the project
management of this complex process. Specifically, the Fund recognised the additional pressures which the
earlier closedown brought and we engaged with officers in the period leading up to the year end in order to
proactively address issues as they emerge.

We consider that the overall process for the preparation of your financial statements is adequate.
Going concern

The financial statements of the Fund have been prepared on a going concern basis. We confirm that we have
identified no significant matters which would, in our view, affect the ability of the Fund to continue as a going
concern. We note the proposed changes to the structure of Local Government within Northamptonshire.

Implementation of recommendations

We raised one recommendation in our ISA 260 Report 2016/17. The Fund has implemented this
recommendation, but not within the timescales of the action plan. As at 1 April 2018, the Fund transitioned
onto its new finance system, Agresso. This enabled them to configure the system to require approval of
journals before they are posted. Further details are included in Appendix 2.

Completeness of draft accounts
We received a complete set of draft accounts on 29 May 2018 which was ahead of the statutory deadline.
Quality of supporting working papers

We issued our Accounts Audit Protocol to Ben Barlow (Pension Fund Accountant) and Kirsty Myles (Principal
Finance Technician) on 25 April 2018. This important document sets out our audit approach and timetable. It

also summarises the working papers and other evidence we require the Fund to provide to support our audit
work. This helps the Fund to provide audit evidence in line with our expectations.

Working papers were of a high quality, with sufficient detail and clarity, therefore enabling us to carry out our
audit within the timescales outlined within our Accounts Audit Protocol 2017/18.

Response to audit queries

We are pleased to report that our agreed turnaround time for dealing with audit queries was achieved by
Officers, including those who are not part of the Finance team. As a result of this, all of our audit work was
completed within the timescales expected with no outstanding queries.
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Section two: Financial Statements

SPECIIC audit areas

We anticipate issuing an unqualified audit opinion on the Fund’s 2017/18 financial statements by 31
July 2018. However, this is subject to the completion of our audit work on the County Council’s
financial statements.

For the year ending 31 March 2018, the Fund has reported a net increase in assets of £39m. As at 31
March 2018, the net assets of the Fund available to fund benefits was £2,322m.

Auditing standards require us to consider two standard risks for all organisations. We consider these as a

matter of course in our audit and will have set out the findings arising from our work in our ISA 260 Report
below.

Management override of controls

Professional standards require us to communicate the fraud risk from management override of
controls as significant because management is typically in a unique position to perpetrate fraud
because of its ability to manipulate accounting records and prepare fraudulent financial
statements by overriding controls that otherwise appear to be operating effectively.

Our audit methodology incorporates the risk of management override as a default significant risk.
We have not identified any specific additional risks of management override relating to this audit.

In line with our methodology, we carried out appropriate controls testing and substantive
procedures, including over journal entries, accounting estimates and significant transactions that
are outside the normal course of business, or are otherwise unusual.

There are no matters arising from this work that we need to bring to your attention.

Fraudulent revenuerecognition

Professional standards require us to make a rebuttable presumption that the fraud risk from revenue
recognition is a significantrisk.

In our External Audit Plan 2017/18 we reported that we do not consider this to be a significant risk
for Local Authorities as there is unlikely to be an incentive to fraudulently recognise revenue.

This is still the case. Since we have rebutted this presumed risk, there has been no impact on our
auditwork.

Over the following pages we have set out our assessment of the specific significant risks and areas of audit
focus we identified in relation to the audit of the Fund's financial statements.
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Section two: Financial Statements

SPECIIC audit areas

Significant Audit Risks

Those risks requiring specific audit attention and procedures to address the likelihood of a material financial
statement error in relation to the Fund.

Risk:

Our
assessment
and work
undertaken:

Incorrect investment valuations

There has not been any significant restructuring during the year and the underlying investments
have not changed significantly. Our approach to auditing investments has not changed
significantly from the prior year. Our audit will focus on the key controls in place over the
security of investments, including the key controls and interfaces between the investment
managers and the custodian records. \We plan different audit approaches for different types of
securities as detailed below.

Our audit focused on the key controls in place over the security of investments, including the
key controls and interfaces between the investment managers and the custodian records. As
part of our work:

— We obtained confirmation of the value of investments directly from the fund manager;

— We obtained and reviewed the latest available internal controls reports from the fund
managers; and

— Reconciled investment balances between fund mangers and custodians records.

We did not identify any material differences between the investment figures reported by the
fund managers and custodian with the reported figures in the financial statements. Our
substantive testing work on different types of investments is as follows:

Segregated investments and Pooled Funds — \We independently priced securities and over
the counter (OTC) derivatives, and identified any stale price issues of directly held financial
instruments within the investment portfolio.

Private equity - \We critically assessed the controls in place over the monitoring and reporting
of the private equity portfolio and the pooled fund accounting. We used KPMG Private Equity
valuation specialists to review and challenge the assumptions underlying the valuations of the
significant unquoted elements of the investment portfolio.

As part of our audit work, we noted a recommendation regarding the reconciliation between
fund manager statement, the custodian’s records and the Fund's ledger. Further details can
be seen in Appendix 1.

Based on the work we have performed, we can conclude that the valuation of investments for
2017/18 in the Pension Fund statement of Accounts are appropriate.
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Section two: Financial Statements

SPECIic audit areas (cont)

Area of Audit focus

Those risks with less likelihood of giving rise to a material error but which are nevertheless worthy of audit
understanding.

Other Areas of audit focus

Additional areas of the accounts that our audit work focussed on.

Issue: Completeness and timing of contribution receipts

Contributions are the main stream of income for the Fund, consisting of both employer and
employee contributions, deducted through payroll.

Our We reviewed and assessed the key processing controls and accuracy checks over
assessment | contribution monitoring arrangements. The controls over monthly contribution monitoring
and work arrangements are effective and we did not identify any significant differences between the

undertaken: | contributions received from the admitted/scheduled bodies and figures reported in the
financial statements.

Issue: Processing and authorisation of benefit payments

Benefits are paid out of the fund to pensioners, through the payroll system. They form the
majority of expenditure for the Fund.

Our We tested the controls regarding the setting up of new pensioners onto the Fund's payroll
assessment | system, alongside ensuring that correct details were input for each pensioner as part of this
and work process.

undertaken: | \\g gis0 tested a sample of benefits paid in the year back to supporting documentation.

We did not identify any significant issues.
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Section two: Financial Statements

Judgements

We have considered the level of prudence within key judgements in your 2017/18 financial statements

and accounting estimates. We have set out our view below across the following range of judgements.

Level of prudence

- I ER BN

Audit : Cautious Balanced Optimistic : Audit
Difference ! T i Difference
i Acceptable Range :
Subjective area 2017/18 2016/17 Commentary

Investment assets
- Level 1(£2,141m)
- Level 2 (Eb5m)

- Level 3(£126m)

Level 1 assets are quoted and are inherently easy to price,
based on the availability of daily price data to the Fund, the
custodian and fund managers.

Level 2 and Level 3 assets are more difficult to price,
based on the availability of pricing data, the access to
similar assets within similar environments and the markets
that these types of assets are traded on. Valuations of
Level 2 and 3 assets are undertaken by experts (Fund
Managers), upon whom we have placed reliance on the
competence and independence of.

Based on the work we have performed, we can conclude
that the Fund took a balanced view to valuing their Level 2
and Level 3 assets.

© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 10
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rightsreserved
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Section two: Financial Statements

ProposedUpinion and Audit Differences

We anticipate issuing an unqualified audit opinion on the Fund’s 2017/18 financial statements by 31
July 2018. However, this is subject to the completion of our audit work on the County Council’s

financial statements.

Audit differences

In accordance with ISA 260 we are required to report uncorrected audit differences to you. We also report
any material misstatements which have been corrected and which we believe should be communicated to
you to help you meet your governance responsibilities.

The final materiality (see Appendix 4) for this year's audit was set at £20 million. Audit differences below £1
million are not considered significant.

We did not identify any material misstatements. We identified a number of minor presentational issues that
management have agreed to adjust.

Annual report

We have reviewed the Pension Fund’s 2017/18 Annual Report and have confirmed that itis consistent with
the financial statements and our understanding of the Pension Fund.

kbt 1
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Section two: Financial Statements

Lompletion

We confirm that we have complied with requirements on objectivity and independence in relation to
this year’s audit of the Fund’s 2017/18 financial statements.

Before we can issue our opinion we require a signed management representation letter.

Once we have finalised our opinions and conclusions we will prepare our Annual Audit Letter and
close our audit.

Declaration of independence and objectivity

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

In relation to the audit of the financial statements of Northamptonshire Pension Fund for the year ending 31
March 2018, we confirm that there were no relationships between KPMG LLP and Northamptonshire
Pension Fund, its directors and senior management and its affiliates that we consider may reasonably be
thought to bear on the objectivity and independence of the audit engagement lead and audit staff. We also
confirm that we have complied with Ethical Standards and the Public Sector Audit Appointments Ltd
requirements in relation to independence and objectivity.

We have provided a detailed declaration in Appendix 6 in accordance with ISA 260.
Management representations

You are required to provide us with representations on specific matters such as your financial standing and
whether the transactions within the accounts are legal and unaffected by fraud. We have provided a
template to Ben Barlow (Pension Fund Accountant) for presentation to the Audit Committee and Pension
Committee. We require a signed copy of your management representations before we issue our audit
opinion.

Other matters

ISA 260 requires us to communicate to you by exception ‘audit matters of governance interest that arise
from the audit of the financial statements’ which include:

— Significant difficulties encountered during the audit;

— Significant matters arising from the audit that were discussed, or subject to correspondence with
management;

— Other matters, if arising from the audit that, in the auditor's professional judgement, are significant to the
oversight of the financial reporting process; and

— Matters specifically required by other auditing standards to be communicated to those charged with
governance (e.g. significant deficiencies in internal control; issues relating to fraud, compliance with laws
and regulations, subsequent events, non disclosure, related party, public interest reporting,
questions/objections, opening balances etc.).

There are no others matters which we wish to draw to your attention in addition to those highlighted in this
report or our previous reports relating to the audit of the Fund’s 2017/18 financial statements.

kbt z
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Appendix 1:

KBy ISSUes and recommendations

Our audit work on the Fund’s 2017/18 financial statements has identified 3 areas for improvement.
We have listed these issues in this appendix together with our recommendations which we have
agreed with Management. We have also included Management’s responses to these

recommendations.

The Fund should closely monitor progress in addressing the risks, including the implementation of
our recommendations.

We have given each recommendation a risk rating and agreed what action management will need to take.

Priority Rating for Recommendations

Issues that
have an importanteffecton
internal controls butdo not
need immediate action. You
may stillmeeta system
objective in full or in part or
reduce (mitigate) arisk
adequately butthe
weaknessremainsinthe
system.

Priority One: Issues that
are fundamental and
material to your system of
internal control. We believe
that these issues might
mean that you do not meet
a system objective or
reduce (mitigate) arisk.

Recommendations Raised: 1 Recommendations Raised: 0

Priority Three:Issues that
would, if corrected, improve
the internal controlin general
but are not vital to the
overall system. These are
generallyissues of best
practice that we feel would
benefityouif youintroduced
them.

Recommendations Raised: 2

Issue & Recommendation

Management Response

Journals review/authorisation process

Journals can be posted only by those who have been granted the
relevantaccessrights to the journals system.We have reviewed the
process whereby an individual is granted access and found that this
processis designed and operating effectively to ensure there isno
inappropriate access the ledger. However, once auseris granted
access thereis no formal review process before a journal is posted,
or any limitations on the amount or type of journal. This givesrise to
arisk that anindividual could postan incorrect or inappropriate joumal
without undergoing review. We recognise that thisrisk is mitigated
by the budgetary controlsin place atthe Authority and Pension Fund,
and in some casesthere is a retrospective review of journal entries
however thisis not consistentacross the Authority and Pension
Fund.

Recommendation

The Authority should explore available options to improve its journal
controls. This review should consider how the system can be utilised
to supportimproved:

e Segregation of dutiesregarding the authorising, posting,
reviewing and reconciling of journal entries;

¢ Accessrights controlling who is authorised to record and approve
journal entries along with the posting and authorisation limit; and

« Oversightof the journal entry-posting process by members of
managementincluding post-entry review based on a defined risk
based approach.

From 1 April2018 we moved to a
new ERP system. The new Agresso
system has now inbuilt system
controls where all journals are sent to
a budgetholderdependanton coding
within journal for authorisation before
journalis posted to the GL. Within
17/18 we also implemented as an
immediate responsetothe 16/17
recommendation; all pensionfund
journals originating from within
pensionsare sentto a managerto
authorise, before then being sentto a
controlinbox, to be uploaded to the
GL. Theyare only uploaded with the
correct manager authorisation.

Responsible Officer

Ben Barlow—Pension Services
Financial Manager

Implementation Deadline
1 April2018

DocumentClassification: KPMG Confidential
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Appendix 1:

KBy ISSUes and recommendations

No. Risk Issue & Recommendation

Management Response

Investments reconciliation review

The Fundreconcile the fund manager’'s and custodian’s
records to theirgeneral ledgeron a quarterly basis.
Changes in market value are then journaled into the ledger
following authorisationof the journal. However, as part of
our controls testing work, we were notable to see formal
evidence of the reconciliation itself being reviewed.

Recommendation

2 The Pension Fund team should ensure that their quarterly
investmentreconciliations are formally signed off once
reviewed, to indicate that a segregation of duties has been
followed. This will further strengthen the control
environment, along with the additionof the journals
approval process within the ledger system.

All quarterly investment
reconciliations are reviewed by a
senior officer, once reviewed they
are then sentto the control inbox for
uploading to the GL, Journals here
are not uploaded without proper
management authorisation. What
KPMG require is the actual
evidencing of the review. We are
happy to add in a box on the
reconciliation for ‘Approved by’ and
'Approval date’ going forward.

Responsible Officer

Ben Barlow-Pension Services
Financial Manager

Implementation Deadline

n/a

Leavers access rights

Staff members who leave the Authority and Pension Fund
are notremoved from the IT system, meaning that their
accessis still valid. Our testing highlighted 62 leavers had
not had theiraccess to Oracle revoked. Thisrisk was
mitigated through the fact that all but one of these users
had low-risk/read only access to Oracle. For the one

3 individual who had approval access, we noted that they did
not approve anything subsequent to their leaving date.

Recommendation

The Authority and the Pension Fund should ensure that all
leaveraccessis revoked to mitigate the risk of
unauthorised access to the IT systems.

From 1 April 2018 we moved to a
new ERP system. The new Agresso
system was updated with current
usersonly when setup. The 62
leavers mentioned had their NCC
logon disabled, thus preventing
access to the Oracle programme.
We believe this offered sufficient
restriction of access.

Responsible Officer
IT/Financial Systems Team
Implementation Deadline
1 April2018
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Appendix 2:

-0

OW-UD O prior year recommendations

As at 31 March 2018, the Fund had not implemented the recommendation raised through our
previous auditwork.

We re-iterate the importance of the outstanding recommendation and recommend that this is
implemented as a matter of urgency.

As at 1 April 2018, the Fund implemented its new ledger system, within which it has set up a
segregation of duties and authorisation limits for journals posted to the pensions ledger.

This appendix summarises the progress made to implement the recommendations identified in our /SA 260
Report 2016/17 and re-iterates any recommendations still outstanding.

Number of recommendations that were

Includedin the original report

Implemented in year or superseded

No. Risk

Issue & Recommendation

Management Response

Status as at July 2018

Journals review and
authorisation process

Journals can be posted by any
team member (County or
Pension Fund)in the Pensions
ledgerwithoutany authorisation.
In addition, there are no limitson
the value of the journals.

An annual reviewisin place
however, the individual
performing the review can also
posts journals themselves,
indicating alack of segregation
of duties. The reviewerin this
case would also be required to
review journals posted by more
senior staff members, and as
such they may be less likely to
question or challenge these
journalsifthey seemed unusual.

Recommendation
Both the Authority and the
Pension Fund should explore

available optionsto improve its
journal controls.

The Pensionsledgercontinues to
operate within the control
environment of the County Council.
Additional manual controls have been
implemented to improve the
prevention and detection of errorand
we are pleased to note that the
external audit process found these to
be operating effectively throughout
2016/17.

The Pensions Service has requested
that the forthcoming ERP Gold
System, due for implementation in we can not commenton
2017/18, makes full use of the the effectiveness of
controlsinherentwithin it;designedto controls with inthe new
ensure appropriate segregation of system.

duties, approval and authorisation. We

feel satisfied that these imbedded

controls will mitigate the risks

highlighted by KPMG and will offer a

more robust solution to the manual

controls currently adopted.

As at 1 April 2018, the
Pension Fund
implemented itsnew
ledger system, within
which they have setup
a segregation of duties
and authorisation limits
for journals posted to
the Pensions ledger.

As we have not tested
the new system as part
of our control testing,

Responsible Officer

Mark Whitby/Paul Tysoe
Implementation Deadline
December2017

16
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Appendix 3:

Auditdirferences

We are required by ISA 260 to report all uncorrected misstatements, other than those that we believe

are clearly trivial, to those charged with governance (which in your case is the Audit Committee).

We are also required to report all material misstatements that have been corrected but that we
believe should be communicated to you to assist you in fulfilling your governance responsibilities.

In accordance with ISA 260 we are required to report uncorrected audit differences to you. We also report
any material misstatements which have been corrected and which we believe should be communicated to
you to help you meet your governance responsibilities.

The final materiality (see Appendix 4) for this year's audit was set at £20 million. Audit differences below £1
million are not considered significant.

We did not identify any material misstatements. We identified a number of minor presentational issues that
management have agreed to adjust.
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Appendix4:

Matenalty and reporting of audit differences

The assessment of what is material is a matter of professional judgement and includes consideration

of three aspects: materiality by value, nature and context.

Material errors by value are those which are simply of significant numerical size to distort the reader’s
perception of the financial statements. Our assessment of the threshold for this depends upon the size of
key figures in the financial statements, as well as other factors such as the level of public interest in the
financial statements.

Errors which are material by nature may not be large in value, but may concern accounting disclosures of key
importance and sensitivity, for example the salaries of senior staff.

Errors that are material by context are those that would alter key figures in the financial statements from one
result to another — for example, errors that change successful performance against a target to failure.

We used the same planning materiality reported in our External Audit Plan 2017/18 presented to you in
March 2018.

Materiality for the Fund's accounts was setat £20 million which equates to around 0.9 percent of total
assets. We design our procedures to detect errors in specific accounts at a lower level of precision.
Reporting to the Audit Committee and Pension Committee

Whilst our audit procedures are designed to identify misstatements which are material to our opinion on the
financial statements as a whole, we nevertheless report to the Audit Committee and Pension Committee any
misstatements of lesser amounts to the extent that these are identified by our audit work.

Under ISA 260, we are obliged to report omissions or misstatements other than those which are ‘clearly
trivial’ to those charged with governance. ISA 260 defines ‘clearly trivial’ as matters that are clearly
inconsequential, whether taken individually or in aggregate and whether judged by any quantitative or
qualitative criteria.

ISA 450 requires us to request that uncorrected misstatements are corrected.

In the context of the Fund, an individual difference is considered to be clearly trivial if it is less than £1
million.

Where management have corrected material misstatements identified during the course of the audit, we will
consider whether those corrections should be communicated to the Audit Committee and Pension Committee
to assistitin fulfilling its governance responsibilities.

kbt z
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Appendix5:

REqUIed communications With the Audt
Lommittes and Pension committes

We have provided below at-a-glance summary of the information we are required to report to you in

writing by International Auditing Standards.

Required Communication Commentary
Our draft management We have requested specific representations for valuation of investments in
representationletter addition to those areas normally covered by our standard representation letter for

the yearended 31 March2018.

Adjusted audit differences We have identified no adjusted differences as a result of the audit of the
Authority’s financial statements.

Unadjusted audit differences We have identified no unadjusted differences as a result of ouraudit of the
Authority’s financial statements.

Related parties There were no significant matters thatarose during the auditin connection with
the entity's related parties.

Other matters warranting There were no matters to reportarising from the audit that, in our professional
attention by the Audit judgement, are significant to the oversight of the financial reporting process.
Committee and Pension

Committee

Control deficiencies We have set out ourassessment of the Authority’s internal control environment,

including details of significant deficiencies identified, in Section one of thisreport.

We have identified no deficiencies in internal control of alesser magnitude than
significant deficiencies.

Actual or suspected fraud, We identified no actual or suspected fraud involving the Authority’s Member or
noncompliance with laws or officers with significant roles in internal control, or where the fraud resulted in a
regulations orillegal acts material misstatementin the financial statements.

Significant difficulties No significant difficulties were encountered during the audit.

Modifications to auditor'sreport ~ There are no modifications to ourauditreport.

Disagreements with The engagement team had no disagreements with managementand no scope
managementor scope limitations  limitations were imposed by management during the audit.
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Appendix5:

REqUIred communications with the Audt
Lommittee and Pension Committee (cont.

Required Communication Commentary

Otherinformation No material inconsistencies were identified related to otherinformation in the
Annual Governance Statement.

These reports were found to be fair, balanced and comprehensive, and compliant
with applicable requirements.

Our declaration ofindependence  No matters to report.
andany breaches of The engagementteam and othersin the firm, as appropriate, the firm and, when

independence applicable, KPMG member firms have complied with relevant ethical requirements
regarding independence.
See Appendix 6 for further details.

Accounting practices Over the course of ouraudit, we have evaluated the appropriateness of the

Authority’s accounting policies, accounting estimates and financial statement
disclosures. In general, we believe these are appropriate.

We have set out our view of the judgements used in valuing the Fund’s assets on
page 10.

Significant matters discussed or  There were no significant matters arising from the audit which were discussed, or
subject to correspondence with  subject to correspondence, with management.
management

© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 20
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rightsreserved
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Appendix 6:

Jeciarationor independence

ASSESSMENT OF OUR OBJECTIVITY AND INDEPENDENCE AS AUDITOR OF NORTHAMPTONSHIRE
PENSION FUND

Professional ethical standards require us to provide to you at the conclusion of the audit a written disclosure
of relationships (including the provision of non-audit services) that bear on KPMG LLP’s objectivity and
independence, the threats to KPMG LLP’s independence that these create, any safeguards that have been
put in place and why they address such threats, together with any other information necessary to enable
KPMG LLP’s objectivity and independence to be assessed.

In considering issues of independence and objectivity we consider relevant professional, regulatory and legal
requirements and guidance, including the provisions of the Code of Audit Practice, the provisions of Public
Sector Audit Appointments Limited's (‘PSAA’s’) Terms of Appointment relating to independence, the
requirements of the FRC Ethical Standard and the requirements of Auditor Guidance Note 1 - General
Guidance Supporting Local Audit (AGNO1) issued by the National Audit Office ('NAQ’) on behalf of the
Comptroller and Auditor General.

This Statement is intended to comply with this requirement and facilitate a subsequent discussion with you
on audit independence and addresses:

— General procedures to safeguard independence and objectivity;

— Independence and objectivity considerations relating to the provision of non-audit services; and
— Independence and objectivity considerations relating to other matters.

General procedures to safeguard independence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of our ethics and
independence policies, all KPMG LLP partners, Audit Directors and staff annually confirm their compliance
with our ethics and independence policies and procedures. Our ethics and independence policies and
procedures are fully consistent with the requirements of the FRC Ethical Standard. As a result we have
underlying safeguards in place to maintain independence through:

— Instilling professional values
— Communications

— Internal accountability

— Risk management

— Independent reviews.

The conclusion of the audit engagement leader as to our compliance with the FRC Ethical Standard in
relation to this audit engagement and that the safeguards we have applied are appropriate and adequate is
subject to review by an engagement quality control reviewer, who is an Audit Director not otherwise
involved in your affairs.

We are satisfied that our general procedures support our independence and objectivity.
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Appendix6:

Jeclaration of independence (Cont)

Independence and objectivity considerations relating to the provision of non-audit services

Summary of fees

We have considered the fees charged by us to the Fund and its controlled entities for professional services
provided by us during the reporting period. We have detailed the fees charged by us to the Fund for
significant professional services provided by us during the reporting period in Appendix 7.

2017/18 2016/17
£ £
Audit of the Pension Fund 24,285 24,285
Additional fee 0 3,670
Total audit services 24,285 27,955
Mandatory assurance services TBC 4,030
Mandatory assurance services TBC 4,030

We are required by AGN 01 to limit the proportion of fees charged for non-audit services (excluding
mandatory assurance services) to 70% of the total fee for all audit work carried out in respect of the
Authority under the Code of Audit Practice for the year. There were no non-audit services provided other
than the participating body assurance, which does not count towards the threshold as itis a mandatory
assurance service as part of our contract with the PSAA.

Analysis of mandatory assurance services for the year ended 31 March 2018

Description of Principal threatstoindependence and Basisoffee Value ofservices Value of services
scope of services  Safeguards applied deliveredinthe committedbut
yearended31 not yetdelivered
March2018 £
£

Mandatory assurance services

Assurance provided The nature of this mandatory assurance Fixed Fee 4,030 4,528
to participating service is to provide assurance on pension
bodies fund assets and labilities to certain

participating bodies of the fund. As such
we do not consideritto create any
independence threats.

kbt 2
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Appendix6:

Jeclaration of independence (Cont)

Independence and objectivity considerations relating to other matters

There are no other matters that, in our professional judgement, bear on our independence which need to be
disclosed to the Audit Committee and Pension Committee.

Confirmation of audit independence

We confirm that as of the date of this report, in our professional judgement, KPMG LLP is independent within
the meaning of regulatory and professional requirements and the objectivity of the Audit Director and audit
staff is not impaired.

This report is intended solely for the information of the Audit Committee and Pension Committee of the
Authority and should not be used for any other purposes.

We would be very happy to discuss the matters identified above (or any other matters relating to our
objectivity and independence) should you wish to do so.

KAMG S

KPMG LLP

ki 2
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Appendix 7:

AUCITTeeS

As communicated to you in our External Audit Plan 2017/18 our scale fee for the audit is £24,285 plus VAT
(£24,285 in 2016/17), which is consistent with the prior year.

Component of the audit 2017/18 Planned Fee 2016/17 Actual Fee
£ £

Accounts opinion and value for moneywork

PSAA Scale fee Northamptonshire Pension Fund 24,285 24,285
Additional work to conclude our opinions (note 1) 0 3,670
Total audit services 24,285 27,955

Mandatory assurance services

Assurance provided to participatingbodies TBC 4,030
Total mandatory assuranceservices TBC 4,030
Grandtotal fees for the Authority TBC 31,985

All fees quoted are exclusive of VAT.

Note 1: For 2016/17, the additional fee was in relation to the triennial pension fund valuation.

© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 24
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rightsreserved
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KPMG

The key contacts in relation to our audit are:

Andrew Cardoza
Director

T: +44 (0) 121 2323000
E: Andrew.Cardoze@kpmg.co.uk

Asim Igbal
Manager

T: +44 (0) 121 2323000
E: Asim.lgbal@kpmg.co.uk

Tom Herbert
In-charge

T: +44 (0) 121 232 3000
E: Tom .Herbert@kpma.co.uk

kpmg.com/uk

andrew.bostock@kpmg.co.uk.

generalenquiries@psaa.co.uk
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