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NOTICE OF MEETING

GOVERNANCE & AUDIT & STANDARDS COMMITTEE

FRIDAY, 30 JUNE 2017 AT 11.30 AM
CONFERENCE ROOM A - CIVIC OFFICES

Telephone enquiries to 023 9283 4058
Email: Vicki.plytas@portsmouthcc.gov.uk

If any member of the public wishing to attend the meeting has access requirements, please
notify the contact named above.

Membership

Councillor John Ferrett (Chair)
Scott Harris (Vice-Chair)
Councillor Steve Hastings
Councillor Leo Madden
Councillor Hugh Mason
Councillor Neill Young

Standing Deputies

Councillor Alicia Denny
Councillor Paul Godier
Councillor Darren Sanders
Councillor David Tompkins
Councillor Matthew Winnington
Councillor Rob Wood

(NB  This Agenda should be retained for future reference with the minutes of this meeting.)

Please note that the agenda, minutes and non-exempt reports are available to view online on
the Portsmouth City Council website: www.portsmouth.gov.uk

Deputations by members of the public may be made on any item where a decision is
going to be taken. The request should be made in writing to the contact officer (above) by
12 noon of the working day before the meeting, and must include the purpose of the
deputation (for example, for or against the recommendation/s). Email requests are
accepted.

AGENDA

1 Apologies for Absence



Declarations of Members' Interests

Minutes of the Meeting held on 3 March 2017 (Pages 7 - 14)

RECOMMENDED that the Minutes of the meeting held on 3 March 2017
be confirmed and signed by the chair as a correct record.

Updates on Actions identified in the Minutes

2017 to 2018 Audit Fee Letter (Pages 15 - 18)

Presentation of the External Auditor's Fee Letter for noting.
2016 to 2017 External Audit Progress Report (Pages 19 - 28)

Presentation of the Audit Progress Report from the External Auditors for
noting.

Performance Management Update - Q4, 2016 - 17 (Pages 29 - 174)

The purpose of the report is to report significant performance issues, arising
from Q4 performance monitoring, to Governance and Audit and Standards
committee and highlight areas for further action or analysis.

RECOMMENDED that the Committee is asked to

1) note the report;

2) note the overall improvement in quality of reports, and the
commentary from the Deputy Chief Executive at section 5

3) comment on the performance issues highlighted in section 3,
including agreeing if any further action is required

4) agree the actions proposed in section 4

Draft Annual Governance Statement (Pages 175 - 214)

The purpose of the report is to seek comment from the Governance and Audit
and Standards Committee for the council's draft Annual Governance
Statement (AGS) for 2016/17 and for the associated framework for monitoring
progress.

RECOMMENDED that the Committee are asked to
(1) Note the progress and recommendations made against the
2016/17 annual governance issues as set out in Appendix 1
(2) Comment on the draft Annual Governance Statement 2016/17
(Appendix 2)
(3) Note the updated Local Code of Governance as set out in
Appendix 3
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Consideration of the political balance rules in relation to the constitution
of sub-committees considering complaints against Members (Pages 215
- 216)

The purpose of the report is to ask the Committee to consider whether it
wishes to disapply the political balance rules in respect of its Sub-Committees
which consider complaints against Members and to agree that the same rule
shall apply to the Initial Filtering Panel.

RECOMMENDED that the political balance rules are disapplied in respect
of Governance and Audit and Standards Sub-Committees which are
considering complaints against Members and also the same
arrangement should apply in respect of Initial Filtering Panel
membership.

Proposed amendments to the Complaint Form submitted in relation to
the Councillor Code of Conduct (Pages 217 - 224)

The purpose of the report is to ask Members to consider a proposed revision
to the content of the Complaint Form submitted in relation to Councillor Code
of Conduct complaints.

RECOMMENDED that the Committee
1) Considers the proposed amendments to the Complaint Form
attached as Appendix 1 to this report
2) Recommends to Council that the revised Complaint Form is
adopted

Exclusion of Press and Public

That in view of the contents of the following items on the agenda the
Committee is RECOMMENDED to adopt the following motion:

“That, under the provisions of Section 100A of the Local Government
Act, 1972 as amended by the Local Government (Access to Information)
Act, 1985, the press and public be excluded for the consideration of the
following items on the grounds that the reports contain information
defined as exempt in Part 1 of Schedule 12A to the Local Government
Act, 1972”.

The public interest in maintaining the exemption must outweigh the
public interest in disclosing the information.

Under the Local Authorities (Executive Arrangements) (Meetings and
Access to Information) England Regulations 2012, regulation 5, the
reasons for exemption of the listed items is shown below.

Members of the public may make representation as to why the item
should be held in open session. A statement of the Council’s response
to representations received will be given at the meeting so that this can
be taken into account when members decide whether or not to deal with
the item under exempt business.

(NB The exempt/confidential committee papers on the agenda will
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contain information which is commercially, legally or personally
sensitive and should not be divulged to third parties. Members are
reminded of standing order restrictions on the disclosure of exempt
information and are invited to return their exempt documentation to the
Senior Local Democracy Officer at the conclusion of the meeting for

shredding.)

Item Exemption Para No.*
12. Data Security Breaches Report - paragraphs 1 and 2
13. Annual Audit Performance Report paragraphs 1 and 2

1. Information relating to any individual
2. Information that is likely to reveal the identity of an individual

Data Security Breaches Report (Pages 225 - 226)

(NB Appendix A is exempt and provision has been made on the agenda for
the meeting to be moved into exempt session if required)

The purpose of the report is to inform the Committee of any Data Security
Breaches and actions agreed/taken since the last meeting.

RECOMMENDED that Members of the Governance & Audit & Standards
Committee note the breaches (by reference to Exempt Appendix A) that
have arisen and the action determined by the Corporate Information
Governance Panel (CIGP).

Annual Internal Audit Report for the 2016/17 Financial Year (Pages 227 -
272)

(NB Appendix D is exempt and provision has been made on the agenda for
the meeting to be moved into exempt session if required)

The purpose of the report is

(1) to give the Annual Audit Opinion on the effectiveness of the control
framework, based on the Internal Audit findings for 2016/17 and
highlight areas of concern.

(2) to advise Members of the Audit Plan for 2017/18.

(3) To provide a summary of the Counter Fraud cases investigated and
sanction results. Details of corporate cases investigated are contained
within exempt Appendix D.

RECOMMENDED that Members
(1) note the Audit and Counter Fraud Performance for 2016/17.

(2) note the highlighted areas of control weakness from the
2016/17 Audit Plan.

(3) note the Annual Audit Opinion on the effectiveness of the



system of internal control for 2016/17.
(4) endorse the Audit Plan for 2017/18

(5) consider any additional actions to be taken in response to
matters raised within this report relating to the reviews
undertaken.

Information

Members of the public are now permitted to use both audio visual recording devices and
social media during this meeting, on the understanding that it neither disrupts the meeting
or records those stating explicitly that they do not wish to be recorded. Guidance on the
use of devices at meetings open to the public is available on the Council's website and
posters on the wall of the meeting's venue.
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Agenda ltem 3

DRAFT

GOVERNANCE & AUDIT & STANDARDS COMMITTEE

MINUTES OF THE MEETING of the Governance & Audit & Standards
Committee held on Friday, 3 March 2017 at 10.30 am at the Conference
Room A - Civic Offices

(NB  These minutes should be read in conjunction with the agenda for the
meeting which can be found at www.portsmouth.gov.uk.)

Present
Councillor lan Lyon (in the chair)
Councillor Scott Harris (Vice-Chair)
Councillor John Ferrett
Councillor Frank Jonas
Councillor Leo Madden
Officers
Michael Lawther, Deputy Chief Executive, City Solicitor
and Monitoring Officer
Jon Bell, Director of HR, Legal and Performance
Julian Pike, Deputy Section 151 Officer
Michael Lloyd, Directorate Finance Manager
Elizabeth Goodwin, Chief Internal Auditor

External Auditor
Jo Taylor, Manager

Apologies for Absence (Al 1)

Apologies for absence were received on behalf of Councillor Hugh Mason.
Declarations of Members' Interests (Al 2)

There were no declarations of members' interests.

Minutes of the Meeting held on 3 February 2017 (Al 3)

RESOLVED that the minutes of the meeting held on 3 February 2017 be
confirmed and signed by the chair as a correct record.

Updates on actions identified in the minutes (Al 4)

The Chair asked that actions points from the minutes should be produced in a
separate document and kept with the minutes.
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21.

The Chair referred to page 7of the document pack where mention was made
of a briefing session on MMD being arranged and asked that this be
progressed.

With regard to the issues raised on page 8 of the document pack concerning
the Treasury Management Monitoring Report, the City Solicitor said that he
would brief the Chair about progress.

Audit Plan for 2016-17 External Auditors (Al 5)

(TAKE IN REPORT)
Jo Taylor introduced the report which summarises the external auditor's initial
assessment of the key risks driving the development of an effective audit for
the Council and outlines the auditor's planned audit strategy in response to
those risks. An overview of the Audit Plan is outlined on page 18 of the
documents pack. Ms Taylor said that they had identified one significant risk
under the section headed Financial Statements Audit but said this was a
standard risk on all audit engagements being the risk that management is
able to override controls which otherwise appear to be operating effectively.
There are also a number of other risks that will require audit focus during
2016/17 including:-
e Changes to the presentation of the Comprehensive Income and
Expenditure Statement
e Review of the models which provide the accounting entries for the
Highways and Waste PFI schemes
e The ongoing EU investigation into transactions between the Council
and MMD (Shipping Services) Ltd and
e The Council's judgment that harbour accounts for the Commercial Port
are not required.
More detail about these risks is contained in Section 2 of the Plan.

A discussion took place about the checks and balances that were in place to
prevent blurring expenditure that was revenue and that which was capital ie to
prevent items being posted to revenue when they were capital and vice-versa.
In certain cases it would ultimately be up to the S151 officer to decide to
which category items were posted. It was confirmed that an addition to the
Capital Programme could only be made with Council approval.

The external auditor said that although they have identified certain risks, this
was part of their work and they were not expecting to find anything untoward.
They need to be aware of the processes the Council has in place and be
assured that figures are posted to the correct accounts. Financial appraisals
were undertaken and the advice of professionals such as surveyors would be
sought to assist in deciding whether expenditure was capital or revenue.

With regard to a query about the Harbour Accounts, Julian Pike said that a
meeting about this issue had taken place in February. The accounts were not
yet completed but work had begun to see what would be needed in order to
complete them.

Paragraph 4.2 of the report stated that uncorrected audit misstatements

greater than £538,000 would be reported to the Committee. Members were
advised that to reduce the threshold for reporting would mean a significant
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22,

amount of extra work for the auditors and this would then have to be reflected
in the audit fee.

With regard to a query about who audits the auditors, (paragraph 5.2)
members were advised that they work to internal ethical standards but are
also inspected by Institute of Chartered Accountants in England and Wales
(ICEAW) (the successors to Financial Reporting Council) as well as external
regulatory bodies.

The external auditor explained that the Audit Letter seeking assurances has to
be signed by the Chair of this Committee after 31 March and the audit will not
be completed until that is done. The external auditor said that a copy of the
Audit Letter would be sent to Committee members.

In response to a query about the second bullet point on page 23, this was a
reference to the performance management reports that come to the
committee on a regular basis. In future these reports will have a front sheet
that will make it clear which departments have provided the information
requested and which have not.

External Audit would raise any issues they had concerns about.

A significant risk was also identified under the heading Value for Money Audit
which is focussed around the Council's arrangements to ensure decision
making is properly informed. More detail about this is contained in Section 3
of the Plan. Ms Taylor said that the auditors were aware that there are many
changes occurring across the organisation at present and that external audit
want to ensure everything is in place to manage these changes and to check
that the Council is getting value for money.

With regard to audit fees, these had been set in accordance with the PSAA
scale fee. Ms Taylor said that additional fees could be incurred if the auditors
had correspondence with members of the public as had happened during the
last year as an objection had been received. It was not possible to charge the
individual/s concerned and although members of the public could be advised
how much the objection cost, the name of the person/s concerned could not
be disclosed.

With regard to Private Finance Initiative (PFI) mentioned on page 20, the
external auditor said they would be looking at 2 PFls this year and would be
doing more in depth work than last year.

The Chair thanked the external auditors for their report and for tailoring it to
Portsmouth.

Treasury Management Policy 2017/18 (Al 6)
(TAKE IN REPORT)

The purpose of the report is to obtain the Council's approval for 2017/18 to the
Treasury Management Policy Statement which includes the Annual Minimum
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23.

Revenue Provision for Debt Repayment Statement and the Annual
Investment Strategy.

A discussion took place in relation to paragraph 8.4 concerning the Annual
Minimum Revenue Provision (MRP) for debt repayment. Officers confirmed
that the Council's policy on MRP for debt repayment was in line with
government guidance and is also prudent as the debt cannot be paid off early
without incurring a penalty. Officers said that the Council is providing for
repayment of the debt through its assets. There is no specific loan for
individual assets - there is a pool of debt. When an asset is acquired through
borrowing, money is set aside throughout the asset's economic life to repay
the debt. The Council maintains a pool of debt and loans are not linked to
individual assets. If the asset's economic life is shorter than the Council's debt
maturity profile, the funds set aside may be used to provide the cash flow to
acquire a further asset".

In response to queries, the following matters were clarified

e With regard to investing in universities, there is no specific government
guidance about this. The Council is able to decide what it invests in
and this achieves diversity of investments -it is not an investment to
build assets.

e With regard to 3.1d (iv) concerning buying and selling foreign currency,
members asked about the volatility of these markets. Officers said that
the council does not seek speculative returns in the foreign currency
markets but sometimes contracts are denominated in foreign
currencies - usually concerning the port, and it can be beneficial to buy
Euros early to fund these projects and avoid the associated currency
risk.

e With regard to page 63, item 10, the fee paid to these consultants is
around £5 - £6k per annum.

e With regard to page 73, it was confirmed that MMD does not have a
credit rating but it is a company that the Council owns and controls.
Lending to MMD is through the Capital Programme. The City Solicitor
confirmed that proper commercial rates are being repaid in a proper
way.

RESOLVED that the recommendations set out in paragraphs 3.1a) to e)
and 3.2(i) to (iv) be noted.

Audit Performance Status Report for Audit Plan to 6 February 2017 (Al 7)
(TAKE IN REPORT)
The Chief Internal Auditor introduced the report which updates the Committee
on the internal audit performance for 2016/17 to 6 February 2017 against the
Annual Audit Plan, highlight areas of concern and areas where assurance can
be given on the internal control framework. She advised that Appendix A
shows the areas of assurance on audits completed since the last meeting and
Appendix B shows the results of follow-up audits.

In response to queries

14
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e In relation to paragraph 5.3.1, the committee was advised that schools
are not obliged to come to the City Council to complete their audits.

e The Chief Internal Auditor considered the process to be robust enough
as deferment is usually for a reason such as the implementation of a
new system. For internal clients, the audit is never removed - just
deferred and if there was any suspicion that anyone wanted to hide
something, a conversation would take place with the director
concerned. The Chief Internal Auditor had no recollection of this ever
having occurred though. Any deferral request is usually as a result of
organisational change. There have been occasional instances where
Internal Audit have refused to defer an audit.

The Chief Internal Auditor said that the Council generally responds well to
areas of concern. With regard to the significant cuts that have been made,
extra layers of control have been introduced to cope with the shift in
responsibilities and the impact on the internal control environment.
Members asked what assurances could be given to ensure the Council is
coping with the changes. The Director of HR, Legal and Performance said
that much work is going on in this regard. He was confident that through the
EBS system and risk management, directors and managers are aware of their
responsibilities. He said it was important that the Chief Internal Auditor, the
Corporate Performance Manager and the Assistant Director of Contracts,
Procurement and Commercial are all alert to these risks.

The City Solicitor said that where audits show "no assurance" they are
prioritised and matters are dealt with quickly by highly competent staff. A
follow up audit is also carried out.

With regard to Children's and Adults' Services, there are regulatory bodies
such as Ofsted which have more onerous requirements to be fulfilled than
within the City Council so this acts as an additional safeguard.

RESOLVED that Members noted

(1) the Audit Performance for 2016/17 to 6th February 2017
(2) the highlighted areas of control weakness for the 2016/17 Audit
Plan

Quarterly Performance Management Update (Al 8)
(TAKE IN REPORT)

The report is part of the regular series of quarterly reports highlighting
significant performance issues across the organisation and the first compiled
against the areas identified in the previous baseline report presented to the
committee in June 2016.

During discussion
e |t was suggested that the appendices should be shared with the
individual portfolio holders in some way - perhaps informally on a
regular basis and depending on the portfolio holder, could be taken to
their decision meetings.

15
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25,

e |t was suggested that perhaps too much information was contained in
the report and that consideration could be given to focusing on two
directorates at each meeting. No decision was taken on this.

e |t was suggested that perhaps directors could peer review one
another's directorate's performance. No decision was taken on this.

e Members were concerned that educational standards in the city were
not consistently good. Faith schools reached higher educational
attainment than other schools in the area and members wanted to
know what could be done to improve the situation.

Section 4 of the report is set out below as the proposed next steps form part
of the recommendations.

1. As reported, improvements to reporting have been made since the last
guarter. The summaries now focus much more strongly and
analytically on the core performance indicators, and include a sharper
focus on risks and projects. This will continue to be developed for the
next quarter.

2. The next significant development for reporting will be the inclusion of
reporting from Portsmouth International Port.

3. Itis also necessary to consider more strongly the external perspective
in the reports - currently these are focused on internal organisational
process and more could be done to explore what this is achieving from
a customer perspective.

4. Presentationally, future reports will include a table of contents and
confirmation of when the last report was submitted when there are any
omissions.

RESOLVED that the Committee

1) noted thereport;

2) noted the overall improvement in quality of reports and the
commentary from the Deputy Chief Executive at section 5

3) commented on the performance issues highlighted in section 3,
including agreeing if any further action is required

4) Agreed the actions proposed in section 4

Member Training - Information Report (Al 9)
(TAKE IN INFORMATION ONLY REPORT)

The Chair agreed to vary the order of the agenda to take this item
immediately after agenda item 5, but the item is being minuted in the order it
appeared on the agenda.

A deputation on this item was made by Ms Hilary Reed and included the
following

e A request for specific inclusion of public sector equality duty training in
the councillor training programme.

e Her experience and monitoring of Council performance of the equality
duty is of inconsistent application and also inconsistencies among
councillors either to challenge or support EIAs

During discussion

16
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26.

e |t was confirmed that members were aware of their duty to look at EIAs
and this is part of their initial training. The EIA process was the subject
of a report in November and the Chair said the committee had agreed
to receive an annual summary report on the process.

e |t was confirmed that this report was about training in general.

e Members agreed that training should be of a good standard and that
this was not always the case.

e Members were concerned that there were members who had not
received training on some things. They considered that more dates
and times should be offered.

¢ Members said that there were no sanctions if they did not attend
training other than not being allowed to sit on certain committees until
they had received the training. Some training was too general for this
sanction to apply.

Members asked that a more detailed decision report about member training
should be brought to the next meeting to try to address some of the feedback
that had been provided.

Independent Remuneration Panel (Al 10)
The City Solicitor introduced this item.

Under the Local Authorities (Members Allowances) (England) Regulations
2003,Portsmouth City Council is required to have an Independent
Remuneration Panel to review the Members’ Allowances Scheme. Where an
Authority has regard to an index for the adjustment of allowance (as is the
case with this Authority) where the scheme is linked with any annual
adjustment which the officers receive, it must further review the scheme within
a four year period.

In accordance with recommended practices, an Independent Remuneration
Panel was formed to review the Portsmouth City Council Members’
Allowances, as set out in the Constitution.

The following documents were circulated:-

e Membership details of the Independent Remuneration Panel (IRP)

e A summary of how those authorities who provided responses to the
2016 South East Employers' Survey index- linked their schemes, if at
all.

e Recommendations from the Independent Remuneration Panel (IRP)
that had met in February 2017.

The City Solicitor explained the process for the review which was to adopt a
two stage process. The first stage was to recommend that members receive
an index-linked increase in line with Portsmouth City Council staff pay awards.
The second stage was to carry out a general review of the Members'
Allowances Scheme with a view to making further recommendations (via
Governance & Audit & Standards Committee) to a future Council meeting.

A short discussion took place during which
e it was confirmed that reviews have to take place
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e it was confirmed that the Council was the body that had power to adopt
the index-linked arrangement with staff pay awards but that the
recommendation had to be made via this Committee.

e Members expressed differing views on whether or not they should
accept any increase.

RESOLVED that Governance & Audit & Standards Committee

(1) Noted the Independent Remuneration Panel's decision to adopt a
two stage approach in their review of the Members' Allowances
Scheme

(2) Recommended to full Council that the first stage (to continue to
apply to Members' Allowances the index-linked arrangement with
Portsmouth City Council staff pay awards) be adopted at the
Council meeting on 21 March 2017.

The meeting concluded at 1.00 pm.
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Ernst & Young LLP Tel: + 44 2380 382 100
Wessex House Fax: + 44 2380 382 001
19 Threefield Lane ey.com
I Southampton
Building a better SO14 30B

working world

David Williams 21 April 2017

Chief Executive

Portsmouth City Council Direct line: 07974 007332
Civic Offices

Guildhall Square Email: hthompson2@uk.ey.com
Portsmouth

PO1 2AL

Dear David,

Annual Audit and Certification Fees 2017/18

We are writing to confirm the audit and certification work that we propose to undertake for the
2017/18 financial year at Portsmouth City Council.

From 1 April 2015, the duty to make arrangements for the audit of the accounts and the certification
of relevant claims and returns and to prescribe scales of fees for this work was delegated to Public
Sector Audit Appointments Ltd (PSAA) by the Secretary of State for Communities and Local
Government. In October 2015, the Secretary of State confirmed that the transitional arrangements
would be extended for one year for audits of principal local government bodies only, to cover the audit
of the accounts for 2017/18. The audit contracts previously let by the Audit Commission and novated
to PSAA have therefore also been extended for one year to give effect to this decision.

From 2018/19, new arrangements for local auditor appointment set out in the Local Audit and
Accountability Act 2014 will apply for principal local government and police bodies. These audited
bodies will be responsible for making their own arrangements for the audit of the accounts and
certification of the housing benefit subsidy claim. The PSAA will play a new and different role in these
arrangements.

Indicative audit fee

For the 2017/18 financial year, PSAA has set the scale fee for each audited body, following
consultation on its’ Work Programme and Scale of Fees. There are no planned changes to the overall
work programme for 2017/18. It is therefore proposed by PSAA that scale fees are set at the same
level as the scale fees applicable for 2016/17. These fees reflect the significant reductions made to
scale fees since 2012/13.

The fee reflects the risk-based approach to audit planning set out in the National Audit Office’s Code of
Audit Practice for the audit of local public bodies.

The audit fee covers the:

audit of the financial statements;

The UK firm Ernst & Young LLP is a limited liability partnership registered in England E@gg rell d number OC300001 and is a member firm of Ernst & Young Global Limited

A list of members’ names is available for inspection at 1 More London Place, London SE1 Ah&Tirm'S phincipal place of business and registered office. Ernst & Young LLP is a multi-
disciplinary practice and is authorised and regulated by the Institute of Chartered Accountants in England and Wales, the Solicitors Regulation Authority and other regulators. Further details
can be found at http://www.ey.com/UK/en/Home/Legal
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value for money conclusion; and
whole of government accounts.

For Portsmouth City Council our indicative fee is set at the scale fee level. This indicative fee is based
on certain assumptions, including:

the overall level of risk in relation to the audit of the financial statements is not significantly
different from that of the prior year;

officers meeting the agreed timetable of deliverables;

the operating effectiveness of the internal controls for the key processes identified within our
audit strategy;

we can rely on the work of internal audit as planned;

our accounts opinion and value for money conclusion being unqualified;
appropriate quality of documentation is provided by the Council;

there is an effective control environment; and

prompt responses are provided to our draft reports.

Meeting these assumptions will help ensure the delivery of our audit at the indicative audit fee which is
set out in the table below.

As we have not yet completed our audit for 2016/17, our audit planning process for 2017/18 will
continue as the year progresses. Fees will be reviewed and updated as necessary, within the
parameters of our contract.

Certification fee

The PSAA sets an indicative certification fee for housing benefit subsidy claim certification work for
each audited benefits authority. The indicative fee for 2017/18 will be based on actual 2015/16
benefit certification fees. As not all 2015/16 benefit certification fees have been finalised by PSAA at
the time of writing, they have not yet set the 2017/18 certification fees.

The indicative certification fee is based on the expectation that an audited body is able to provide the
auditor with a complete and materially accurate housing benefit subsidy claim with supporting working
papers, within agreed timeframes.

The indicative certification fee for 2017/18 relates to work on the housing benefit subsidy claim for
the year ended 31 March 2018. We will set the certification fee at the indicative fee level. We will
update our risk assessment after we complete 2016/17 benefit certification work, and to reflect any
further changes in the certification arrangements.
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Summary of fees

Indicative fee Planned fee Actual fee

2017/18 2016/17 2015/16

£ £ £

Total Code audit fee 149,438 149,438 149,438*
Certification of housing benefit subsidy TBC 17,196 17,797

claim

*A scale fee variation for work undertaken in connection with a 2015/16 objection has still to be
finalised with the PSAA.

Any additional work that we may agree to undertake for 2017/18 (outside of the Code of Audit
Practice) will be separately negotiated and agreed with you in advance.

Billing

The indicative code audit fee will be billed in four quarterly instalments of £37,360. Additionally, we
will bill 25% of the indicative certification fee each quarter when it has been determined.

Audit plan

Our plan is expected to be issued in January 2018. This will communicate any significant financial
statement risks identified, planned audit procedures to respond to those risks and any changes in fee.
It will also set out the significant risks identified in relation to the value for money conclusion. Should
we need to make any significant amendments to the audit fee during the course of the audit, we will
discuss this in the first instance with the Director of Finance and Information Services and, if
necessary, prepare a report outlining the reasons for the fee change for discussion with the
Governance and Audit and Standards Committee.

Audit team

The key members of the audit team for the 2017/18 financial year are:

Helen Thompson hthompson2@uk.ey.com Tel: 07974 007332
Executive Director

Jo Taylor jtaylor5@uk.ey.com Tel: 07552 644322

Manager
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We are committed to providing you with a high quality service. If at any time you would like to discuss
with us how our service to you could be improved, or if you are dissatisfied with the service you are
receiving, please contact me. If you prefer an alternative route, please contact Steve Varley, our
Managing Partner, 1 More London Place, London, SE1 2AF. We undertake to look into any complaint
carefully and promptly and to do all we can to explain the position to you. Should you remain
dissatisfied with any aspect of our service, you may of course take matters up with our professional
institute.

Yours sincerely

Helen Thompson

Executive Director
For and on behalf of Ernst & Young LLP

ccC. lan Lyon, Chair of the Governance and Audit and Standards Committee
Chris Ward, Director of Finance and Information Services
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Governance and Audit and Standards Committee 13 June 2017

Portsmouth City Council
Guildhall Square
Portsmouth

PO1 2AL

Audit Progress Report

We are pleased to attach our Audit Progress Report.

This progress report summarises the work we have undertaken since the last meeting of the
Governance and Audit and Standards Committee in March 2017. The purpose of this report is to provide
the Committee with an update of our plans for the 2016/17 audit, to ensure they are aligned with your
service expectations.

Our audit is undertaken in accordance with the requirements of the Local Audit and Accountability Act
2014, the National Audit Office’s 2015 Code of Audit Practice, the Statement of Responsibilities issued
by Public Sector Audit Appointments (PSAA) Ltd, auditing standards and other professional
requirements.

We welcome the opportunity to discuss this report with you as well as to understand whether there are
other matters which you consider may influence our audit.

Yours faithfully

Helen Thompson

Executive Director

For and on behalf of Ernst & Young LLP
Enc.
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In April 2015 Public Sector Audit Appointments Ltd (PSAA) issued “Statement of responsibilities of auditors
and audited bodies 2015-16'. It is available from the Chief Executive of each audited body and via the PSAA
website (www.psaa.co.uk)

The Statement of responsibilities serves as the formal terms of engagement between appointed auditors and
audited bodies. It summarises where the different responsibilities of auditors and audited bodies begin and
end, and what is to be expected of the audited body in certain areas.

The ‘Terms of Appointment from 1 April 2015’ issued by PSAA sets out additional requirements that auditors
must comply with, over and above those set out in the National Audit Office Code of Audit Practice (the
Code) and statute, and covers matters of practice and procedure which are of a recurring nature.

This Annual Plan is prepared in the context of the Statement of responsibilities. It is addressed to the Audit
Committee, and is prepared for the sole use of the audited body. We, as appointed auditor, take no
responsibility to any third party.

Our Complaints Procedure — If at any time you would like to discuss with us how our service to you could be
improved, or if you are dissatisfied with the service you are receiving, you may take the issue up with your
usual partner or director contact. If you prefer an alternative route, please contact Steve Varley, our
Managing Partner, 1 More London Place, London SE1 2AF. We undertake to look into any complaint
carefully and promptly and to do all we can to explain the position to you. Should you remain dissatisfied with
any aspect of our service, you may of course take matters up with our professional institute. We can provide
further information on how you may contact our professional institute.
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Progress report

2016/17 audit

Financial statements audit

We issued our 2016/17 Audit Plan in February 2017 where we outlined how we intend to
carry out our responsibilities as auditor, including our proposed audit approach. Our Plan
was presented to the March meeting of the Governance and Audit and Standards
Committee.

Interim visit

We carried out our interim visit in February and March 2017, to undertake outstanding
documentation and walkthroughs of material systems, complete controls testing and
undertake early substantive and value for money testing. We have liaised with Internal
Audit and where possible have placed reliance on the testing of controls which they
perform in the normal course of their annual plan.

Post Statements audit

We are looking to start our post statements work on the 2016/17 statement of accounts
during July 2017.

We will continue to use our computer-based analytics tools to enable us to capture whole
populations of your financial data, in particular payroll and journal entries.

We will also review and report to the National Audit Office, to the extent and in the form
required by them, on your whole of government accounts return.

Our audit results report, setting out the findings of our work and overall conclusions, will
be presented to the Audit Committee at its September meeting. We note that the date for
this meeting has not yet been confirmed. However, the meeting must be held before 30
September 2017 to ensure the statement of accounts is approved before the statutory
deadline.

We have set out an outline timetable for the audit in Appendix 1.

Value for money assessment

We have identified one significant risk to our value for money conclusion, as reported in
our Audit Plan.

We expect to complete our detailed work during our post statements audit visit.

2016/17 Grant Certification Work

Portsmouth City Council will be carrying out initial testing of cases for the 2016/17
housing benefit subsidy claim from June until August 2017. Our repeat performance work

will be conducted in October 2017.

We will present our grant claims certification report to the early 2018 meeting of the
Governance and Audit and Standards Committee.
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Progress report

Looking ahead

Local appointment of auditors for financial statements audits

As previously reported to the Committee, the Council has joined the PSAA Ltd sector-led
process to carry out the procurement and appointment of external auditors on behalf of
local government bodies for 2018/19 onwards.

Firms meeting the qualification criteria for the procurement process submitted tenders for
the local government audit contract in May 2017. The contract is divided into six lots, with
each firm eligible to win a maximum of one lot. The precise make-up of each lot will be
determined in the period following the outcome of the tendering process and will be based
principally on ensuring auditor independence, trying to achieve continuity of appointed
auditor where possible, and appointing a common auditor for bodies with a close
association between them.

Tenders are evaluated based on an assessment of audit quality and price, with a 50/50
weighting between these criteria.

The outcome of the tender is expected to be confirmed mid June 2017.

Existing external audit arrangements for the financial statements remain unchanged for
the 2016/17 and 2017/18 financial years.

Local appointment of auditors for grant claim certification

As noted above, from 2018/19, the Council will be responsible for appointing their own
auditor, including making their own arrangements for the certification of the housing
benefit subsidy claim in accordance with the requirements that will be established by the
DWP. This process will be outside the PSAA Ltd sector-led process described above, so
the Council will need to make its own individual arrangements to appoint an auditor for
this work. The appointment process will need to be completed by the end of February
2018.

Further information can be found at:
https://www.gov.uk/government/uploads/system/uploads/attachment _data/file/585740/s1-

2017.pdf

Existing external audit arrangements for housing benefit grant claim certification will
remain unchanged for the 2016/17 and 2017/18 financial years.
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Appendix 1 — Timetable for the 2016/17 audit

We set out below a timetable showing the key stages of the audit, including the value for money work, and the deliverables we will provide to you through the

2016/17 Committee cycle. We will provide formal reports to the Audit Committee throughout our audit process as outlined below.

Audit phase EY Timetable Deliverable Audit Committee Status
High level planning Ongoing Audit Fee Letter November 2016 Complete
and liaison
Risk assessment and December 2016 — Audit Plan March 2017 Complete
setting of scope of January 2017
audit
Testing of routine February 2017 Progress Update March 2017 Complete
processes and
controls
Year-end audit July - August 2017 Audit results report to those charged with To be confirmed Not yet started
governance
Audit report (including our opinion on the
financial statements and a conclusion as
to whether the Council has put in place
proper arrangements for securing
economy, efficiency and effectiveness in
its use of resources)
Whole of Government Accounts
Submission to NAO based on their group
audit instructions
Audit Completion certificate
Annual Reporting October 2017 Annual Audit Letter To be confirmed Not yet started

Grant Claims 2016/17 October 2017

Annual certification report

To be confirmed

Not yet started

EY |4



EY | Assurance | Tax | Transactions | Advisory

Ernst & Young LLP

© Ernst & Young LLP. Published in the
K

All rights reserved.

The UK firm Ernst & Young LLP is a limited liability
partnership registered in England and Wales

with registered number OC300001 and is a member firm of
Ernst & Young Global Limited.

Ernst & Young LLP, 1 More London Place, London, SE1
2AF.

ey.com

Page 27

EY |1



This page is intentionally left blank



Agenda ltem 7

Portsmouth
CITY COUNCIL

Title of meeting: Governance and Audit and Standards Committee

Date of meeting: 30" June 2017

Subject: Performance Management update - Q4, 2016-17

Report by: Director of HR, Legal and Performance

Wards affected: n/a

Key decision: No

Full Council decision: No
1. Purpose
1.1  To report significant performance issues, arising from Q4 performance monitoring,

2.1

3.1

3.2

3.3

to Governance and Audit and Standards committee and highlight areas for further
action or analysis.

Recommendations

The Governance and Audit and Standards Committee is asked to:
1) note the report;
2) note the overall improvement in quality of reports, and the commentary from
the Deputy Chief Executive at section 5
3) comment on the performance issues highlighted in section 3, including
agreeing if any further action is required
4) Agree the actions proposed in section 4.

Background

This report is part of the regular series of quarterly report highlighting significant
performance issues across the organisation, and is compiled against the areas
identified in 2016/17 baselines report, presented to committee in June 2016.

In compiling reports, directors are asked to consider:

1) Priority performance areas
2) Risks
3) Projects

Previous meetings of GAS identified that the reports being received were falling
short of the expectations of members, and Directors have been reminded of the
expectations. There was a request for more contextualizing information, to allow
members to make informed judgements about the information presented. It was
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3.4

3.5

3.6

3.7

3.8

3.9

Portsmouth
CITY COUNCIL

also made clear that the expectation is that reports cover the full breadth of
Directorate activity. These messages were communicated to Directors, along with
templates tailored to be more specific and ensure that there is broader coverage of
activity. Directors have been asked to make use of readily understood RAG (red;
amber; green) terminology to describe perspectives where:

-Green is improving; exceeding or on plan

- Amber is no change or some degree of uncertainty about performance

- Red is deterioration; failing to achieve plan; or a high level of concern.

In order to provide more assurance to members around the management of
performance, projects and risk, and to enable discussion on these areas, the report
is now presented with three appendices, focused on business as usual
performance, projects (both business transformational and capital schemes) and
risk.

It is clear that from the reports attached at Appendices 1-3 that improvements in
quality of reporting continue to be made, and much more detail and analysis is
provided. What is notable is that even where service performance can be described
more easily in qualitative rather than quantitative terms, there is clear work to place
parameters around what the service area is seeking to achieve, and to describe
what this looks like, to enable informed discussion.

As is usual, as well as very specific indicators, there are some common themes
emerging from the reports, and it worth noting that in some cases these link strongly
with areas highlighted in the Annual Governance Statement. The implications of
reducing capacity are noted in respect of a number of areas where performance
levels may be reducing; but it is worth noting too that in many cases this is
highlighted as a price worth paying in order to achieve a reduction in expenditure.
Nonetheless, there is a recurrent concern that demand is outstripping capacity to
respond. There is clearly a need to ensure that there are clear plans for the
resilience of the business; a number of directorate reports make reference to this,
including in terms of skills and workforce, and are reviewing services to achieve
these. This work also includes reviewing service delivery to ensure statutory
provision and provision for the most vulnerable is protected.

The reporting of risks has also moved on, and there is good development in terms
of categorising risk likelihood and impact. Of note are significant risks flagged to the
Committee for the first time by Adult Social Care.

Governance and Audit and Standards Committee are asked to consider the issues
above, and also the summary highlight reports attached at Appendices 1-3, and
agree where any further information or action is required.

The committee are also asked to note the contents of Appendix 4. Thisis a
summary of monitoring and proactive activity in relation to asbestos and legionella
monitoring in 2016 and is presented to the committee to provide assurance on
these important areas of corporate responsibility as agreed in previous discussions
relating to the Annual Governance Statement.
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4.1

4.2

4.3

5.1

5.2

5.3

5.4

Portsmouth
CITY COUNCIL

Next steps

As stated, improvements to reporting have been made since the last quarter. The
summaries now focus much more strongly and analytically on the core performance
indicators, and include a sharper focus on risks and projects. This will continue to
be developed for the next quarter.

However, whilst the information provided is very extensive, the recent work by
Internal Audit highlighted that the Directorate-specific nature of the reports does not
necessarily help members to see which are the highest areas of impact in terms of
achieving against the objectives of the organisation; and also noted that there are
risks in terms of information that is missing, or difficult to triangulate.

The end of a reporting cycle provides an opportunity for the members of GAS to
consider if there are changes they would wish to see to the content and format of
reporting, and to set expectations for the coming year.

Comments from the Deputy Chief Executive

Reports that have been received continue to improve in quality and provide greater
assurance around organisational performance than has previously been the case.
The clarity of expectation from members of GAS in achieving this has been very
helpful for all concerned.

The content of the reports clearly highlights service specific issues and allows wider
themes to be discerned, which is helpful for the committee in identifying issues
relating to the wider governance of the organisation. In general terms, the report
shows that there are challenges associated with the ongoing reduction of resource
and capacity, but that the impacts of these are being effectively mitigated as far as
possible.

Some information from the Property directorate and the Port has been submitted for
the first time in a considerable period. However, the report from the Property
directorate does not cover issues of risk, and is extremely partial in terms of the
areas of responsibility addressed. This is a significant ongoing gap in terms of the
assurance the committee can derive around the management of performance,
projects and risk in the organisation.

A report for the Directorate of Regulatory Services and Community Safety is
included, although this directorate has now been disbanded, with areas of
responsibility moved to other directors for management. Given the timing of this, it
has made sense to present the report in the 'old’ format, with returns from the
relevant third tier managers provided. The functions will be incorporated in the
reports for the new home directorates in the 2017/18 reporting structure.

Pade 31

www.portsmouth.gov.uk



Portsmouth
CITY COUNCIL

6. Equality impact assessment (EIA)

6.1 Any equality matters arising through performance or value for money consideration
will be considered as a discrete process, as separate EIAs will be completed for
these areas of work.

7. Legal Implications

7.1  The report has incorporated legal implications and accordingly there are
no other immediate legal implications arising from this report.

8. Finance Comments

8.1 There are no financial implications to bring to member’s attention at this stage.
However, it should be noted that there could be further financial implications
following further exploration of any of the performance issues raised in this report,
and related future reports could result in financial implications. These will be
flagged to members at the appropriate time.

Signed by: Jon Bell, Director of HR, Legal and Procurement

Appendices: Appendix 1- Summary of directorate performance issues, Q4
Appendix 2 - Summary of projects
Appendix 3 - Summary of risks
Appendix 4 - Asbestos and legionella monitoring summary

Background list of documents: Section 100D of the Local Government Act 1972
The following documents disclose facts or matters, which have been relied upon to a
material extent by the author in preparing this report:

Title of document Location

Pagé 32

www.portsmouth.gov.uk



Appendix 1: Directorate
Performance Reports Q4 2016-2017
2 (January 2017 — March 2017)
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Children’s Services Q4
(January 2017 — March 2017)
Director: Alison Jeffery



Children’s Services : Quarterly progress report (1)
Function : Early Help and System Transformation (including Troubled Families)

Commissioning and In Progress On track for Completed A new set of KPIs have been agreed for health visiting and
outcomes framework completion school nursing; the intensive family support service has been
in place and delivered retendered on a new KPI set; and KPIs are in place for the

new city council targeted early help service. This will not need
to be a separate line in the progress reports for 17/18

Increase in Single 618 SAFs 207 135 (28 x SAF 100 183 Stable There has not been an increase in 16/17 (625 as against 618).
Assessment in 2015/16 assessments (24 x SAF (98 x EHA and The restructuring and recommissioning this year creates the
Frameworks and 107 x SAF assessments 85 reviews foundation for an increase in 18/17 but this will need close
reviews) and 76 x SAF monitoring.
reviews)
Number of trained 15 15 30.1 30.1 45 Improved Restructuring of city council early help has created more
family key workers capacity. This will not be monitored in 17/18
Number of families n/a Work well advanced and to be complete for end of 2016/17: new detailed A new case management IT system was established in Q4
receiving targeted performance framework agreed for both health visiting and early help services; clear  and is currently being populated. The expectation is that we
Early Helm commissioning responsibilities established will have reliable snapshot data on this indicator by June
Q) 2017. It will be monitored in 17/18.
(o]
% of onggl)ng social 20% Six monthly data 24% (rolling) Stable The lack of increase against this indicator reflects the low
care cas ith monthly level of recorded targeted early help in 2016/2017. It will
previous targeted average continue to be monitored in 2017/2018
Early Help Support
At least 973 families 387 434 families 478 families 595 families 1060 families Improved A significant increase in families attached was achieved in Q4
attached to the families (June 16) (Sept 16) (Dec “16) (Mar 17) through a determined approach to recording within the
Troubled Families (March 16) programme family support provided through a range of
programme by agencies. Continuing to attach new families at the rate
31/03/17 required for the 5 year programme will be a challenge but

should be supported by the 16/17 restructuring and
recommissioning.

At least 309 Troubled 15 PbR No PbR claims 15 PbR claims No PbR claims No PbR claims Stable Processes are currently being set up to