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Background
Statute requires all town and parish councils to arrange for an independent internal audit examination of their accounting records and systems of internal control and for the conclusions to be reported each year in the Annual Governance and Accountability Return (AGAR). We were approached by the former clerk in late May 2017 and were subsequently appointed to undertake the necessary review. This report sets out the work we have undertaken in relation to the 2018-19 financial year.
Internal Audit Approach 
In undertaking the 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 AGAR. Our programme of cover has, as with all our clients, been designed to afford appropriate assurance that the Council’s financial systems are 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 AGAR, which requires independent assurance over a number of internal control objectives.
Detail of the work undertaken on the Council’s accounting and other records is set out in the following detailed report, together with those issues arising with recommendations further summarised in the appended Action Plan. 

Overall Conclusions 
We are disappointed to note that little positive action has been taken to address previously recorded recommendations, which are consequently reiterated in this report. We have again identified a few other areas where we consider further improvement in controls would be beneficial and afford greater protection to the newly appointed clerk. 

However, based on the generally satisfactory conclusions drawn from our review programme for the year, we have assigned positive assurances in all relevant areas in the Internal Audit Report in the year’s AGAR. 
Detailed Report
Maintenance of Accounting Records & Bank Reconciliations
Our objective here is to ensure that the accounting records are being maintained accurately and currently and that no anomalous entries appear in those records. We note that three bank accounts continue in operation with Lloyds Bank. 
Due to the absence of any formal cashbook record in 2017-18, we assisted the former clerk in constructing a meaningful cashbook for the year, also providing a suitable template for use in 2018-19, which has been used in part. We have agreed the cashbook detail to the supporting bank statements on all three accounts for the year, also verifying the accuracy of the year-end bank reconciliation.

However, in checking the detail in the year’s cashbook, we have noted that no entries appear in the VAT column, with the gross purchase cost appearing in the various analysis columns. In order to simplify the identification of recoverable VAT, we suggest that, in line with best practice, entries in the cashbook be recorded net of VAT in the relevant analysis column with VAT recorded appropriately in the separate column in place. This will assist with the change over to electronic submission of VAT reclaims which becomes the norm later this calendar year.
We have also noted that the former clerk’s out of pocket expenses, although relatively low in value, have been included in the staff costs column of the cashbook presented for our examination: consequently, the AGAR Section 2 Box 4 (Staff Costs) value is overstated with Box 6 conversely understated. We have re-analysed these expenses together with VAT (as above) in an updated cashbook a copy of which we have provided to the clerk.

We have not been provided with supporting detail of the clerk’s wages and expenses paid on cheque number 650 in  April 2018 totalling £1,430.85: these costs will also require separation between staff costs and other expenses: we draw the new Clerk’s attention to the Governance and Accountability Manual that stipulates that staff costs should only include direct employment costs (i.e. wages, tax, NI and pension contributions by employee and employer, together with travel expenses and any “use of home” allowance as this is also a taxable emolument.
As reported last year, the Governance and Accountability Manual (G&AM) requires a non-cheque signing councillor to periodically review and sign off bank reconciliations (paragraph 2.2 of the Council’s Financial Regulations (FRs) adopted in April 2018 make similar reference). Whilst we are pleased to note that regular bank reconciliations are being prepared during the year, those provided for our examination bore no indication that they had actually been reviewed and signed off in accordance with the adopted FRs.
Conclusions and recommendations
We have again identified a few concerns with the manner in which the cashbook is being maintained, as detailed above, and urge that an appropriate review mechanism is implemented by members to help ensure all transactions are recorded accurately with bank statements subjected to evidenced review at least quarterly by an independent member. 
R1.
The Council must ensure that the cashbook record of financial transactions is maintained accurately with appropriate analysis of net costs and VAT, together with segregation of non-direct pay costs from actual employment costs. 

R2.
The AGAR as presented for our examination, will require amendment to ensure only appropriate staff costs are reported at Box 4 of Section 2. The first salary payment in the year will also require appropriate analysis with non-pay related costs removed from the Staff costs column in the cashbook.
Review of Corporate Governance
Our objective here is to ensure that the Council has a robust regulatory framework in place that Council and Committee meetings are conducted in accordance with the adopted Standing Orders (SOs) and that, as far as we are reasonably able to ascertain, no actions of a potentially unlawful nature have been or are being considered for implementation. We also aim to ensure that appropriate policies, procedures and protocols are in place to prevent and provide a reasonable assurance of the detection of any fraudulent or corrupt activity. 

We are pleased to note that the Council adopted, in April 2018, revised SOs and FRs based on the NALC model documents with the value for formal tender action set at £10,000 in each document.

We have examined the Council’s minutes for the financial year to identify whether or not any issues exist that may have an adverse effect, through litigation or other causes, on the Council’s future financial stability and are pleased to record that no such issues arise in this respect. 
The requirements of the Transparency Code became mandatory for smaller Councils from 1st April 2015. For a Council of under £25,000 turnover, the Code requires the following to be published on a publicly available website:

· AGAR
· Internal audit report

· Payments over £100

· Year end accounts

· Assets

· Councillor’s responsibilities

· Minutes and agendas

We note from examination of minutes that the Council has acknowledged the need to comply with the appropriate disclosures and is in the process of revising its website to ensure full compliance with the Code in future.
Conclusions and recommendations
No significant issues arise in tis area other than the need to ensure full compliance with the Transparency Code. We shall monitor progress in this respect as part of next year’s review, also further considering the Council’s approach to governance issues.
R3.
The Council must ensure full compliance with the disclosure requirements of the 2015 Transparency Code each financial year.

Review of Payments and VAT

Due to their very low volume, we have reviewed all payments made during the year to ensure that the following criteria were met:

· Payments are supported by a trade invoice or acknowledgement of receipt;
· Members are scrutinising all payments and evidencing their review accordingly;  

· VAT has been calculated correctly and is recovered at appropriate intervals;
· The Council at a Council meeting approved each payment; and
· Payments have been correctly analysed in preparation of the year-end Statement of Accounts.
We have reviewed the procedures in place for the processing of invoices noting that the former clerk had initiated a system of official orders / remittance advices that are being signed by two members and attached to trader invoices. Whilst detail of approved payments is generally recorded in the minutes, the actual invoices bear only sporadic indication of member sign-off. As indicated in last year’s report, we consider it essential that the invoices themselves are initialled by the cheque signatories as evidence of their review and to also reduce the potential risk of duplicated submission and payment arising. This would best be achieved by acquiring a suitably designed rubber stamp to be affixed to each invoice identifying, as a minimum, the following information: -
· Clerk’s signature / initials confirming that goods / services as invoiced have been received and that the invoice is arithmetically correct with VAT appropriately identified and calculated;

· Signatures / initials of two members indicating review and approval of the invoice for payment;

· Cheque number and date of payment.

We note that a VAT reclaim was prepared, submitted to and paid by HMRC covering the period to 31st March 2018, but have been provided with no document indicating that a reclaim has as yet been prepared for 2018-19 (VAT totalled £444.00 in the financial year),
Conclusions and recommendation

As indicated in last year’s report, we again suggest that the expenditure certification and evidencing process should be further enhanced by the acquisition of a suitably designed rubber stamp (as above) to be affixed to each invoice and “signed-off” accordingly.

R4.
Consideration should be given to the acquisition of a suitably designed rubber certification stamp to be affixed to every invoice approved for payment and be “signed-off” accordingly.
R5.
VAT reclaims should be prepared annually including expenditure to 31st March. 
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 / safety nature, whilst also ensuring that appropriate arrangements exist to monitor and manage those risks in order to minimise the opportunity for their coming to fruition. 
Councils are required by the G&AM to undertake, at least once annually, a formal review of their register of assessed risks (finance and health / safety). We are pleased to note and record that an appropriate register is in existence and has been subjected to Council scrutiny and adoption twice during the year. 

The Council’s insurance is provided by Zurich with Employer’s and Public Liability cover both in place at £10 million, together with Fidelity Guarantee cover at £25,000, all of which we consider appropriate for the Council’s present requirements.
Conclusions 
We are pleased to record that no issues arise in this area this year warranting formal comment or recommendation.
Precept Determination and Budgetary Control

We note conclusion of the Council’s 2019-20 budget and precept deliberations with the latter formally approved at the January 2018 full Council meeting, although we have been unable to determine the actual value of the precept for the year as the minutes refer to a budget value of £9,868 and the Band D equivalent precept of £36.47: the minutes should clearly identify the actual total value of the year’s precept.
We are pleased to note that the annual budget is based on planned spending across a number of headings.  In line with best practice and to ensure accuracy of reporting actual spending against that planned, we suggest that the cashbook columns be designed to allow recording of actual spend against each approved heading, which would then simplify the process of identifying and reporting actual performance during the year.
We have again reviewed the level of retained reserves as at 31st March 2019, noting that they total £16,000 including earmarked sums for specific projects totalling £1,250 (as minuted in the minutes of the March 2018 meeting). A further £9,200 is held in the Community Fund Account leaving a General Reserve balance of £5,550, which equates to approximately six months’ revenue spending at the 2018-19 level (i.e. excluding Community Fund expenditure) and is considered appropriate for the Council’s ongoing spending plans.

Conclusions

We are pleased to report that no issues arise in this area this year warranting formal comment or recommendation, although, as indicated above, we suggest that appropriate spreadsheet cashbook analysis columns are set up to facilitate reporting of budgetary performance: we shall continue to monitor the ongoing appropriateness of the level of retained reserves at next year’s review.
Review of Income
The Council receives limited income primarily by way of the annual precept, small amounts of bank interest and recovered VAT, together with donations, etc received into the Community Fund for specific projects, etc. We have agreed detail of income received to bank statements and other available supporting documentation, albeit limited in scope.
Conclusions 
No matters have been identified in this area this year.
Petty Cash / Clerk’s Out-of-pocket Expenses
The Council does not operate a formal petty cash account.
Review of Staff Salaries 

In examining the Council’s payroll function, we aim to confirm that salary payments are in line with the Council approved pay rates and that extant legislation is being appropriately observed as regards adherence to the requirements of HMRC legislation in relation to the deduction and payment over of income tax and NI contributions.

We note that both the former and newly appointed clerks have been provided with formal employment contracts and have duly checked and agreed the periodic payments made to the former clerk during the course of the year (other than for the first payment in April, as referred to previously in this report), also ensuring that any relevant tax or NI deductions were calculated appropriately and paid over to HMRC periodically. We do, however, note that the “use of home” as an office allowance paid during the year has not been included when calculating the former clerk’s taxable salary. The amount involved during 2018-19 was below the taxable threshold: however, we take this opportunity to remind the new clerk that such payments should be regarded as taxable emoluments where they exceed to HMRC defined level.
Conclusions 
We are pleased to record that no issues arise in this area this year, other than the need to segregate non-pay related expenses from staff costs in the cashbook, thereby ensuring that staff costs re correctly disclosed in the year’s AGAR (Recommendation R2 refers).
Fixed Asset Register

The aforementioned G&AM requires all councils to maintain a record of all assets owned. We are pleased to note the existence and maintenance of an appropriate register noting that the three new asset acquisitions in the year have been added to the register: however, these assets have been added at gross cost rather than net of VAT. Consequently, the register should be corrected, as should the total asset value to be reported in the year’s AGAR at Section 2, Box 9. We have provided the clerk with a corrected version of the register identifying the total asset / AGAR value as £9,872.
Conclusions and recommendation 
As indicated above the asset register and AGAR require amendment to reflect the cost of new assets acquired in the year net of VAT.
R6.
The asset register and AGAR values should be amended to reflect the values net of VAT.
Investments and Loans

The Council holds no funds in investments, nor does it have any loans in place either repayable by or to it.
Statement of Accounts and AGAR

The AGAR now forms the Council’s statutory Accounts subject to independent external audit examination and certification. We have, subject to the amendments required as a result of our review in relation to both staff costs and asset values, agreed the detail in the year’s AGAR at Section 2.
Conclusions 
No additional issues arise in this review area and, based on the work undertaken this year, we have duly signed off the Internal Audit Report in the AGAR, assigning positive assurances in each relevant area.
	Rec. No
	Recommendation
	Response

	Review of Accounting Arrangements and Bank Reconciliations
	

	R1
	The Council must ensure that the cashbook record of financial transactions is maintained accurately with appropriate analysis of net costs and VAT, together with segregation of non-direct pay costs from actual employment costs. 


	

	R2
	The AGAR as presented for our examination, will require amendment to ensure only appropriate staff costs are reported at Box 4 of Section 2. The first salary payment in the year will also require appropriate analysis with non-pay related costs removed from the Staff costs column in the cashbook.


	

	Review of Corporate Governance
	

	R3
	The Council must ensure full compliance with the disclosure requirements of the 2015 Transparency Code each financial year.


	

	Review of Expenditure
	

	R4
	Consideration should be given to the acquisition of a suitably designed rubber certification stamp to be affixed to every invoice approved for payment and be “signed-off” accordingly.

	

	R5
	VAT reclaims should be prepared annually including expenditure to 31st March.


	

	Fixed Asset Register
	

	R6
	The asset register and AGAR values should be amended to reflect the values net of VAT.
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