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Background
All town and parish councils are required by statute to make arrangements for an independent internal audit examination of their accounting records and system of internal control and for the conclusions to be reported each year in the Annual Return. We, at Auditing Solutions Ltd, were approached towards the close of 2015-16 and appointed to undertake the role for that year and subsequently. This report sets out the work undertaken at our two visits to the Council for 2016-17, which took place on 14th September 2016 and 11th May 2017. 
Internal Audit Approach 
In finalising our review for the year, we have again had regard to the materiality of transactions and their susceptibility to potential misrecording or misrepresentation in the year-end Statement of Accounts / Annual Return. Our programme of cover has been designed to afford appropriate assurance that the Council’s financial systems remain robust and operate in a manner to ensure effective probity of transactions and to afford a reasonable probability of identifying any material errors or possible abuse of the Council’s own and the national statutory regulatory framework. The programme is also designed to facilitate our completion of the ‘Internal Audit Report’ in the Council’s Annual Return, which requires independent assurance over a number of internal control objectives.
Overall Conclusion 
We have concluded that, on the basis of the programme of work we have undertaken, the Council has maintained adequate and effective internal control arrangements during the year. We are pleased to acknowledge the quality of records maintained by the Clerk and thank her for her assistance which has ensured the smooth progress of our review process. 

We also wish to compliment the clerk for maintaining a high standard of records, although, as indicated in the body of the report, we consider that a more robust accounting system would better meet the recording and reporting requirements of the Council and have discussed appropriate software systems with the Clerk during the course of this final visit.

We have completed and signed the ‘Annual Internal Audit Report’ in the year’s Annual Return, having concluded that, in all significant respects, the control objectives set out in that report were being achieved throughout the financial year to a standard adequate to meet the needs of the Council.
.

Detailed Report
Review of Accounting Arrangements & Bank Reconciliations

The Council’s accounting records are maintained using MoneyManager software with one account at Lloyds Bank plc in use, together with a 12-month term deposit of £63,000 at the Nationwide Building Society, ensuring that the Council’s funds are protected by Bank Guarantee.

Our objective here is to ensure that the accounting records are being maintained accurately and currently and that no anomalous entries appear in the financial records. To that end, we have: -

· Ensured that an appropriate analysis of income and expenditure is available in the software, noting the creation of a number of new codes in the current year;

· Checked that the closing balances, as reported in the Statement of Accounts for 2015-16, have been rolled forward correctly as opening balances for 2016-17 in the MoneyManager software;

· Checked and agreed transactions on the Lloyds Current account cashbook and the Nationwide Building Society cashbook and the relevant bank account statements for four sample months (April and July 2016, plus February and March 2017); and
· Checked detail on the software based bank account reconciliations as at 30th April and 31st July 2016, plus 31st March 2017 to ensure that no long-standing, uncleared cheques or other anomalous entries exist.
Conclusions and recommendation
We are pleased to record that no significant issues have been identified in this area and are pleased to acknowledge the actions taken to address issues raised in our 2015-16 report with bank reconciliations now routinely presented to the Council at their monthly meetings. 
Further to the recommendations made in the Interim Audit Report, the Clerk has addressed the issue of long-term uncleared cheques and is in the process of drafting a Financial Procedures document which will detail a process for the management of such issues.  The Financial Procedures document will be presented to the Full Council for approval and adoption upon completion.
The Clerk now completes Bank Reconciliations at each month-end rather than the end date of the bank statement.  
The current software, ‘MoneyManager’ has offered sufficient functionality to serve the council to this date.  However, the Council new requires more detailed analysis and reporting, which currently requires significant manual analysis and data manipulation by the Clerk.  To ensure that the Clerk is able to produce appropriate budgetary, income and expenditure reports, bank reconciliation and cash book statements it would be prudent to replace MoneyManager with a bespoke software package designed for Council use, which is designed specifically to best practice accounting standards and to ensure the smooth operation of the Council’s finances moving forward as the size of Durrington Town Council and the resultant Precept and revenue streams continue to grow.

We commend the Rialtas Business Solutions Omega software as being a fully functional and appropriately priced software package for a Council of Durrington’s size and potential future growth, the software being used currently by a large proportion of town and parish councils.
R1.
Where cheques remain uncleared at the bank for an undue period, the payee should be contacted to determine whether or not a replacement cheque is required and the original account’s entry be reversed effectively cancelling it. The Clerk has cancelled the Cheques which were uncleared at our interim visit and is in the process of implementing a Financial Procedures document which will clearly define the process of managing uncashed items.
R2.
The accounting software should be used in such a way that all such prior year unpaid cheques are identified on the schedule of unpaid amounts. This recommendation has been implemented in full.
R3.
The Council should consider evaluating a new accounting software package, which meets best practice standards.  
Review of Corporate Governance 

Our objective here is to ensure that the Council has robust corporate governance documentation and processes in place, that Council and Committee meetings are conducted in accordance with the adopted Standing Orders and that, as far as we are able to ascertain, no actions of a potentially unlawful nature have been or are being considered for implementation. We have: -

· Examined the minutes of the Full Council and its Standing Committees’ meetings for the financial year and to date in 2017-18 to ensure that no significant issues affecting the Council’s financial stability either in the short, medium or long term exist; 
· Noted that the Clerk has reviewed and updated the Council’s Standing Orders (SOs), bringing them into line with the latest NALC model document and that the document was reviewed and adopted at the 29th November 2016 Full Council meeting; and 
· Noted that the Clerk has completed an update of the Council’s extant Financial Regulations (FRs) also bringing them into line with the latest NALC model document and that the document was reviewed and adopted at the 11th January 2017 Budget and Precept meeting.
Conclusions and recommendations
We are pleased to record that no significant issues exist in this area.
Review of Expenditure

Our aim here is to ensure that: - 

· Council resources are released in accordance with the Council’s approved procedures and budgets;

· Cheques are signed by two elected members of the Council; 

· Payments are supported by appropriate documentation, either in the form of an original trade invoice or other appropriate form of document confirming the payment as due and/or an acknowledgement of receipt, where no other form of invoice is available;

· An official order has been raised for all purchases and service delivery where one would be expected;

· All discounts due on goods and services supplied are identified and appropriate action taken to secure the discount;

· The correct expense codes have been applied to invoices when processed; and

· VAT has been appropriately identified and coded to the control account for periodic recovery.

We have examined a sample of payments processed during the year including those  individually in excess of £1,000, together with a more random selection of every 15th cashbook transaction, irrespective of value for compliance with the above criteria.
We note that VAT recovery claims continue to be prepared and submitted quarterly and have checked to ensure recovery of the VAT reclaims prepared and submitted for 2016-17. 
Conclusions

We are pleased to record that the above criteria were met in each payment examined with no significant issues arising. We are also pleased to note that invoices now include evidence of member review when signing cheques, as recommended in our 2015-16 report. We would, however, again suggest that consideration be given to the acquisition of a suitably designed rubber certification stamp to be affixed to each and every payment invoice / voucher incorporating the following basic information: -
· Initials of Clerk confirming delivery of goods / services and arithmetic accuracy of invoice and appropriateness for payment

· Cheque or other unique payment reference number

· Payment date

· Nominal account code, and
· Initials of two members approving payment for release.
Assessment and Management of Risk

Our aim here is to ensure that the Council has put in place appropriate arrangements to identify all potential areas of risk of both a financial and health and safety nature, whilst also ensuring that appropriate arrangements exist to monitor and manage those risks identified in order to minimise the opportunity for their coming to fruition. 
We note that the clerk has now prepared a more detailed financial risk assessment and have discussed the content with her suggesting that, in order to provide an indication of the potential level of risk a simple scoring system be implemented for each risk recorded identifying the potential likelihood for the risk coming to fruition and the possible financial or political impact should it occur. The Financial and Health & Safety Risk Register was presented to members at the full Parish Council meeting on 11th January 2017 where it was resolved to readopt the register.
We have also drawn the Clerk’s attention to specific software developed to assist councils in this respect (the Local Council Risk System (LCRS) available over the internet from DMH Solutions at a cost of around £100 plus VAT) and commended it as a suitable tool to assist in the more detailed assessment of risks by the Council: we note that no action has been taken to date to acquire the software.
We have also examined the insurance schedule for the current year (to March 2017), with cover again provided by Zurich plc. We note that Public and Employer’s Liability are both in place at £10 million, together with Fidelity Guarantee cover now increased to £250,000, also noting that, as suggested last year, “Business Interruption - Loss of Revenue” cover is now in place at £40,000. We consider this level of cover appropriate for the Council’s present needs.
Finally in this area, we noted last year that no formal procedural guidance notes were in place for each of the financial procedures: in line with best practice and to safeguard the Council should any misfortune occur resulting in the long-term absence of its administrative staff and, as indicated last year, we consider that action should be taken to develop what are commonly referred to as “idiots’ guides” setting out the “cradle to grave” actions to be taken in processing transactions such as payment of purchase invoices, payroll, identification and recovery of income from the various sources and again urge that this be addressed as a matter of some urgency. 

Conclusions and recommendation
No significant issues have been identified I this area, although we consider that the Council should further strengthen its governance arrangements with the development of detailed financial procedures to ensure effective succession management arrangements are in place in the, albeit unlikely, event of the clerk’s long-term absence or sudden departure. We shall continue to monitor the Council’s approach to risk management at future visits.
R4.
The Council should consider acquiring the LCRS risk management software to further enhance existing risk registers, whilst also ensuring that the financial risk assessment is adopted formally at least once during the year. The Council do not currently consider that sufficient benefit would be derived from implementation of this software to justify the expense of purchase and training given the relatively low risk profile.
R5.
Consideration should be given to the development of detailed procedure notes for each financial process in order to ensure that the Council’s systems would continue to operate effectively and in line with the approved procedures in the event of any mishap occurring to its administrative staff. The Clerk is currently in the process of implementing a Financial Procedures document for the council and is seeking assistance from SLCC in this regard.

Budgetary Control and Reserves
Our aim here is to ensure that: -

· The Council has undertaken a budget determination exercise, which forms the basis of the annual precept request from the parent Council.
· The Council has received regular reports identifying the budget position throughout the year.

·  The Council has formally approved the establishment of specific reserves.

· The utilisation of reserves and the return of unused balances to the General Fund are reported to the Council at regular intervals.

· Year-end reserves and General Fund balances are reviewed to ensure that they are both appropriate and are likely to be utilised.
We are pleased to note that the current year’s detailed budget has been entered to the Money Manager software with resultant performance reports now being presented to members periodically during the year.
Members determined the budget for 2017-18 and set the Council Tax Precept accordingly at £113,340 at the full council meeting on 11th January 2017.

In last year’s report, we suggested that the Council identify funds to be set-aside for specific purposes, “earmarking” then accordingly and are pleased to note that the clerk has now identified such funds. In line with best practice, members should, when considering the annual budget and precept requirement, determine the level of each such reserve to be carried forward to the following year.  We note that no Earmarked reserves (EMRs) have, as yet, been formally established:  however, we note that the Clerk will be proposing the creation of earmarked reserves to members at the Full Council Meeting in June 2017.

The General Fund Balance as at 31st March 2017 equates to 11 months’ revenue expenditure at 2016-17 at face value appears somewhat excessive.  However, the amount of £63,000 deposited in a 1 year fixed term account with the Nationwide represents an S106 payment which may only be used for the Avon Fields development.  As such, this amount should be represented in a formal EMR, and this should be proposed to members at a Full Council meeting at the earliest opportunity.

The establishment of an EMR for the Avon Fields development leaves a total General Fund balance as at 31st March 2017 of £109,028 equivalent to six months’ expenditure at the 2016-17 level which we consider adequate to support the council’s ongoing expenditure requirements.

Conclusions and recommendation
We are pleased to record that no issues arise in this area at present other than to suggest, as above, that, as part of the annual budget assessment process, formal consideration be given to the level of earmarked funds to be carried forward to the following year. 
R6.
The formal establishment of specific Earmarked Reserves should be undertaken as soon as practicably possible, which should include the separate identification of the £63,000 on fixed-term deposit with the Nationwide Building Society relating S106 funds, which may only be used in relation to the development of Avon Fields.  

Review of Income
In considering the Council’s income streams, we aim to ensure that robust systems are in place to ensure the identification of all income due to the Council from its various sources, to ensure that income is invoiced in a timely manner and that effective procedures are in place to pursue recovery of any outstanding monies due to the Council. At this final stage, we have:
· Checked and agreed, as indicated above, four months’ cashbook receipts to relevant bank statements;
· Obtained copies of relevant scales of fees and charges for 2016-17;
· Examined a sample of the year’s interments, as detailed in the formal Register of Burials, checking to ensure that, for each, all appropriate documentation is held, including undertakers’ applications and burial / cremation certificates and that the appropriate fees have been charged; and
· Examined the spreadsheet register of allotment rentals ensuring that all rents have been received and banked in a timely manner.
· Examined the booking procedures for the Council’s hall and facilities hire, checking the audit-trail from booking through to deposit at bank, and the reverse audit-trail, tracking a selected number of bank deposits back to the original booking to ensure robust and accurate processes are followed.
Conclusions 
We are pleased to report that no issues have been identified in this area with appropriate controls in place. 
Petty Cash Account
The Council does not operate a petty cash account, any “out-of-pocket” expenses being reimbursed to individuals incurring any such expenditure accordingly in line with payments to traders.
Salaries and Wages

In examining the Council’s payroll function, we aim to ensure that extant legislation is being appropriately observed as regards adherence to the Employee Rights Act 1998 and the requirements of HM Revenue and Customs (HMRC) in relation to the deduction and payment over of income tax and NI contributions.
To meet these objectives, we have examined the payroll procedures in place and the physical payments made to staff in 2016-17 by reference to the August 2016 payroll documentation, which is produced “in house” utilising the bespoke Money Manager software. Our review has included: -

· Ensuring that the Council had approved employee pay rates for the financial year and that these have been duly and accurately applied;

· Checking to ensure that appropriate PAYE tax codes are being applied for the year following the annual budgetary increases in personal allowances with effect from April 2016;

· Checking to ensure that national insurance deductions were being computed accurately, following removal of the Table D NI contribution for employees contributing to the pension scheme;

· Ensuring that appropriately approved timesheets are submitted by all employees in support of any flexible hours worked and / or claimed;

· Verifying detail of the net salary and third party payments of PAYE / NI and Pension contributions by reference to payslips and payroll summary reports and the subsequent cheque payments issued; and
· Ensuring that monthly payroll submissions are being properly submitted to HMRC in accordance with current legislation.
Conclusions and recommendation
Whilst reviewing the salary payments made to employees, we noted that, whilst the clerk’s spinal point increase, as formally minuted, had been applied from 1st April 2016, her salary had been calculated applying the national pay rates for 2015-16 with no uplift to reflect the nationally agreed increase effective also from 1st April 2016. 
No other issues have arisen in this review area. We note that members will consider all other staff salary increases later in the year and will monitor the outcome at our final visit.
R7.
The clerk should ensure that her salary is corrected to reflect the increases resultant on the national pay award effective from 1st April 2016. The clerk’s salary has been amended accordingly.
Fixed Asset Registers

The Governance and Accountability Manual requires all councils to maintain a record of all assets owned. We are pleased to note compliance with this requirement, the Clerk maintaining an appropriate register with values identified both at cost price, or where unknown, at the best approximation thereto, together with identification of the annually uplifted insurance value to assist with budgetary planning for future replacements.

Three new park benches were acquired in 2016-17, which we note have been added to the Asset Register.

A number of our clients have also developed photographic registers of their assets, which has proved of assistance in progressing any insurance claims where assets have either been stolen or vandalised. We consider this a further example  of best practice and commend it to the Council for future consideration.

Conclusions and recommendation
R8.
Consideration should be given to the development of a photographic register of the Council’s asset stock in order to assist in the smooth progression of any insurance claim that may arise as a result of theft or damage to the property. 

Investments and Loans
As indicated above, £63,000 has been “re-invested” in a term deposit with the Nationwide Building Society for a period of twelve months, the funds relating to an S106 payment which may only be used in connection to the development of Avon Fields.  We further note, as recorded previously, the clerk’s intention to examine other “investment” opportunities in order to spread the Council’s funds and reduce the risk of lost funds through a bank’s failing ensuring that each deposit is cove red by the government’s protection scheme.
The Council has no loans repayable wither by or to it currently.
Conclusions
No issues arise in this area to warrant formal comment or recommendation at present.

Statement of Accounts and Annual Return

The Council’s accounting system generates data from which the Clerk creates the year-end a Balance Sheet and Income and Expenditure Account, detail of which we have examined and consider reflects accurately the year’s transactions as recorded in the software. We have examined the reports and spreadsheets prepared by the Clerk for 2016-17 agreeing detail to the Annual Return, which we have also verified as being consistent with the accounting and other relevant supporting records. 

We have also reviewed the procedures in place for identifying year-end debtors, creditors and accruals and agreed the detailed values recorded in the year-end Balance Sheet to the underlying records with no long standing unpaid accounts or other issues arising.

Conclusions
We are pleased to record that no issues arise in this area and, on the basis of the work undertaken during the course of our review for the year, we have “signed off” the Internal Audit Report in the year’s Return assigning positive assurances in all areas.
	Rec. No.
	Final Visit Recommendations
	Response

	Review of Accounting Arrangements and Bank Reconciliations
	

	R1
	Where cheques remain uncleared at the bank for an undue period, the payee should be contacted to determine whether or not a replacement cheque is required and the original account’s entry be reversed effectively cancelling it.


	The Clerk has cancelled the Cheques which were uncleared at our interim visit and is in the process of implementing a Financial Procedures document which will clearly define the process of managing uncashed items.

	R2
	The accounting software should be used in such a way that all such prior year unpaid cheques are identified on the schedule of unpaid amounts.

	This recommendation has been implemented in full.

	R3
	The Council should consider evaluating a new accounting software package, which meets best practice standards.  


	

	Assessment and Management of Risk
	

	R4
	The Council should consider acquiring the LCRS risk management software to further enhance existing risk registers, whilst also ensuring that the financial risk assessment is adopted formally at least once during the year. 

	The Council do not currently consider that sufficient benefit would be derived from implementation of this software to justify the expense of purchase and training given the relatively low risk profile.

	R5
	Consideration should be given to the development of detailed procedure notes for each financial process in order to ensure that the Council’s systems would continue to operate effectively and in line with the approved procedures in the event of any mishap occurring to its administrative staff.

	The Clerk is currently in the process of implementing a Financial Procedures document for the council and is seeking assistance from SLCC in this regard.

	Review of Salaries
	

	R5
	The clerk should ensure that her salary is corrected to reflect the increases resultant on the national pay award effective from 1st April 2016.


	This recommendation has been implemented in full.

	Budgetary Control and Reserves
	

	R6
	The formal establishment of specific Earmarked Reserves should be undertaken as soon as practicably possible, which should include the separate identification of the £63,000 on fixed-term deposit with the Nationwide Building Society relating S106 funds, which may only be used in relation to the development of Avon Fields.  


	


	Rec. No.
	Final Visit Recommendations
	Response

	Fixed Asset Register
	

	R8
	Consideration should be given to the development of a photographic register of the Council’s asset stock in order to assist in the smooth progression of any insurance claim that may arise as a result of theft or damage to the property. 
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