ITEM 3

DERBYSHIRE FIRE & RESCUE AUTHORITY

GOVERNANCE AND PERFORMANCE WORKING GROUP
MINUTES OF THE MEETING HELD
11 NOVEMBER 2019

Present: Clir Evonne Williams (Chair)

Clir Linda Chilton

Clir Stuart Brittain

T/DCFO Rick Roberts

Louise Taylor — Solicitor/Monitoring Officer
Simon Allsop — Director of Finance/Treasurer
AM Judi Beresford

GM Dean Gazzard

Mandy Marples (Derby City Council/CMAP)
Hannah McDonald (Derby City Council/CMAP)
Hassan Rohimun (Ernst & Young)

Apologies: Clir Steve Marshall-Clarke

Clir Sue Burfoot

Committee Clerk: Jessica Daft

1.

DECLARATIONS OF INTEREST
No declarations of interest were given.
MINUTES OF THE MEETING HELD ON 9 SEPTEMBER 2019

The minutes of the meeting held on 9 September 2019 were received by
Members.

INTERNAL AUDIT PROGRESS REPORT

M Marples provided an update on Internal Audit Progress. All
recommendations have been accepted by Management. Members noted the
content of the report and the progress made on previous recommendations.

J Beresford thanked M Marples and H McDonald for the assistance provided
on an additional piece of work in relation to financial assurance. An extra 10
days was added to the Audit Plan for 2019-20 for this work.

FINAL AUDIT REPORT - FIREVIEW

M Marples provided an update on the Fireview Final Audit Report.

The audit focused on the configuration, security and management of the
Service’s production SharePoint environment and supporting server
architecture. The audit was given a Reasonable Assurance Rating as most of
the areas reviewed were found to be adequately controlled. Members asked
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10.

that Head of Systems and Information Nigel Glossop be invited to the next
meeting to discuss a moderate risk recommendation regarding SharePoint
backups.

EXTERNAL AUDIT — ANNUAL AUDIT LETTER

H Rohimun presented the Annual Audit Letter for the year ending March
2019. H Rohimun confirmed Ernst & Young had provided an unqualified audit
opinion, the financial statements give a true and fair view of the financial
position of the Group, Authority and Pension Fund as at 31 March 2019 and
of its expenditure and income for the year then ended.

QUARTER 3 AUDIT COMMITTEE BRIEFING

H Rohimun presented the Quarter 3 Audit Committee Briefing. Members
noted the briefing and the key issues raised within it.

OPERATIONAL ASSURANCE BULLETIN

The Deputy Chief Fire Officer presented the Operational Assurance Bulletin,
highlighting useful information within the report. Members noted the contents
of the report and agreed the report was a good way of sharing operational
information across the Service.

HR SYSTEM REPLACEMENT

J Beresford provided an update on the HR System replacement. J Beresford
discussed scoping for the project and the need for interoperability as there is
a reliance on other systems. Monthly meetings are taking place and J
Beresford provided assurance to Members that the project would be brought
to future meetings as it develops further.

KEY SUBJECT MATTER — UPDATE ON NATIONAL PENSIONS ISSUE

S Allsop discussed the current national pensions issue. A remedy hearing is
due in December 2019 and an update has been provided to all employees
through a joint statement from the Service and the FBU. S Allsop confirmed
regular updates will be provided to GPWG Members through GPWG meetings
and all Members through Fire Authority meetings. The issue has been
registered on the Service’s Corporate Risk Register.

QUARTER 2 UPDATE CLOSED DISCIPLINE, GRIEVANCE, COMPLAINTS
AND WHISTLEBLOWING

L Taylor presented a report on discipline, grievance, employee complaints
and whistleblowing for Quarter 2. Members noted the Quarter 2 figures.
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11.

12.

UPDATE ON ON-CALL AVAILABLITY

GM M Lee provided an update on On-Call availability at Matlock and Glossop
Fire Stations following Members’ request for clarification around staffing
changes at the last meeting. M Lee confirmed availability was at 99.4% at
Matlock and 98.7% at Glossop since the shift change. M Lee gave assurance
that response targets are being met but the stations are still recruiting to
improve availability. Members noted the update and thanked M Lee.

PERFORMANCE AND CORPORATE RISK QUARTER 2 UPDATE

The Deputy Chief Fire Officer provided an update on Performance and
Corporate Risk from Quarter 2. Members noted the reduction in deliberate
fires and the increase in vehicles fires. The Deputy Chief Fire Officer
highlighted the good work that had taken place regarding a change in the
Unwanted Fire Alarm Signals policy which led to a 56% reduction of
attendance on the previous year. J Beresford confirmed sickness statistics
were continuing to improve and a more comprehensive report would be
brought to the next meeting. Members noted the contents of the update.
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GOVERNANCE AND PERFORMANCE WORKING GROUP
24 FEBRUARY 2020
REPORT OF DIRECTOR OF FINANCE/TREASURER

REVIEW OF ACCOUNTING POLICIES 2019/20

Purpose of Report

To present the draft accounting policies for review by members and highlight
changes from last year.

Recommendation

Members note the accounting policies for producing the 2019/20 Statement of
Accounts.

Information and Analysis

The Authority must publish its draft accounts by the 315t May, and final audited
accounts by 31 July 2019. It is best practice for the Audit Committee, or in DFRS
case, the GPWG to review the accounting policies in advance of production of
the Statement of Accounts.

There are no significant changes to the policies set out in Appendix 1, mostly
minor amendments such as updating dates for the new financial year, these are
highlighted yellow. Further areas of text have been removed as not appropriate
to DFRS or to simplify the policy, these are highlighted red. The accounting
policies adopted by DFRS remain consistent with the guidance in the Code of
Practice on Local Authority Accounting in the United Kingdom 2019/20.

Property Valuations for the purposes of the 2019/20 Statement of Accounts have
been carried out by a suitably qualified RICS qualified Chartered Surveyor
employed by “ad rem property” (previously Derbyshire County Council Property
Services Division) as reflected in the accounting policies.

Legal Considerations

The Accounts and Audit Regulations 2015 require that the Authority approves
the formal Statement of Accounts prior to publication by 31 July 2019.

The policies within this report ensure compliance with the Code of Practice on
Local Authority Accounting in the United Kingdom 2019/20.

Other Considerations

None.
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This report has been consulted upon and approved by the following officers:
Strategic Leadership Team — 12.2.20

Contact Officer: Simon Allsop Contact No: 01773 305 410
Background Papers:

None.
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Appendix 1

Accounting Policies for the 2019/20 Statement of Accounts

Changes since 2018/19

These accounting policies were approved by the Governance and Performance Working Group on 24" February
2020.

A) General Principles

The Statement of Accounts summarises the Authority’s transactions for the 2019/2020 financial year and its
financial position at the year-end of 31t March 2020. The Authority is required to prepare an annual Statement of
Accounts by the Accounts and Audit Regulations 2015, which those Regulations require to be prepared in

accordance with proper accounting practices. These practices primarily comprise of the Code of Practice on Local
Authority Accounting i the United Kingdom 2019/2020 EEMESS SRS RN SRS S SN

supported by International Financial Reporting Standards (IFRS).

The accounting convention adopted in the Statement of Accounts is principally historical cost, modified by the
revaluation of certain categories of hon-current assets and financial instruments.

All figures in the Statement have been rounded to the nearest £1,000, which may result in some rounding errors.

B) Accruals of Income and Expenditure

Activity is accounted for in the year that it takes place, not simply when cash payments are made or received. In
particular:

[

Revenue from contracts with service recipients, whether for services or the provision of goods, is
recognised when (or as) the goods or services are transferred to the service recipient in accordance with
the performance obligations in the contract.

e supplies are recorded as expenditure when they are consumed — where there is a gap between the date
supplies are received and their consumption, they are carried as inventories on the Balance Sheet;

expenses in relation to services received (including services provided by employees) are recorded as
expenditure when the services are received rather than when payments are made. An exception is how
made to this for the payment of overtime and payments made in arrears to On Call staff. These payments
are now recognised in the years they are paid rather than the year the work was carried out;

interest receivable on investments and payable on borrowings is accounted for respectively as income
and expenditure on the basis of the effective interest rate for the relevant financial instrument rather than
the cash flows fixed or determined by the contract;

e where goods or services are supplied to or by the Fire Authority in the financial year, but payment does
not occur until a later financial year, a debtor or creditor for the relevant amount is recorded in the Balance
Sheet. Where debts may not be settled, the balance of debtors is written down and a charge made to
revenue for the income that might not be collected.

C) Cash and Cash Equivalents




Cash is represented by cash in hand and deposits with financial institutions repayable without penalty on notice of
not more than 24 hours. Cash equivalents are highly liquid investments that mature in three months or less from
the date of acquisition and that are readily convertible to known amounts of cash with insignificant risk of change
in value.

In the Cash Flow Statement, cash and cash equivalents are shown net of bank overdrafts that are repayable on
demand and form an integral part of the Authority’s cash management.

D) Prior Period Adjustments, Changes in Accounting Policies and Estimates and Errors

Prior period adjustments may arise as a result of a change in accounting policies or to correct a material error.
Changes in accounting estimates are accounted for prospectively, i.e. in the current and future years affected by
the change and do not give rise to a prior period adjustment.

Changes in accounting policies are only made when required by proper accounting practices, or where the change
provides more reliable or relevant information about the effect of transactions, other events and conditions on the
Authority’s financial position or financial performance. Where a material change is made, it is applied
retrospectively (unless stated otherwise) by adjusting opening balances and comparative amounts for the prior
period as if the new policy had always been applied.

Material errors discovered in prior period figures are corrected retrospectively by amending opening balances and
comparative amounts for the prior period.

E) Charges to Revenue for Non-Current Assets

Services, support services and trading accounts are debited with the following amounts to record the cost of holding
non-current assets during the year:

e depreciation attributable to the assets used by the relevant service;

e revaluation and impairment losses on assets used by the service where there are no accumulated gains
in the Revaluation Reserve against which the losses can be written off;

e revaluation gains reversing previous losses charged to the Comprehensive Income and Expenditure
Statement;

e amortisation of intangible non-current assets attributable to the service.

The Authority is not required to raise council tax to fund depreciation, revaluation and impairment losses or
amortisations. However, it is required to make an annual contribution from revenue towards the reduction in its
overall borrowing requirement equal to an amount calculated on a prudent basis determined by the Authority in
accordance with statutory guidance. This charge is calculated as follows:

e For capital expenditure incurred before 1t April 2008 or which in the future is supported capital
expenditure, the Minimum Revenue Provision (MRP) policy is to set aside a provision equal to 4% of the
previous year’s Capital Financing Requirement.

e From 18t April 2008 (including 2019/2020) for all unsupported borrowing, excluding finance leases, the
MRP policy uses the Asset Life Method i.e. MRP will be an annual charge based on the estimated life of
the assets. The provision is set aside in the year following the capital expenditure.

e For any finance leases, the MRP will be the equal to the element of the actual finance lease repayment
that reduces the ongoing balance sheet liability i.e. the principal element of the charge or repayment, in
line with government guidance.

Depreciation, revaluation losses, impairment losses and amortisations are therefore replaced by the MRP
contribution in the General Fund Balance, by way of an adjusting transaction with the Capital Adjustment Account
in the Movement in Reserves Statement for the difference between the two.

F) Council Tax and [EHBHE Non Domestic Rates (NDR)

Billing authorities act as agents, collecting council tax and national non-domestic rates (INDR) on behalf of the
major preceptors (including government for lINDR) and, as principals, collecting council tax and BNDR for
themselves. Billing authorities are required by statute to maintain a separate fund (i.e. the Collection Fund) for the




collection and distribution of amounts due in respect of council tax and lINDR. Under the legislative framework for
the Collection Fund, billing authorities, major preceptors and central government share proportionately the risks
and rewards that the amount of council tax and [lINDR collected could be less or more than predicted.

Accounting for Council Tax and lINDR

The council tax and NNDR income included in the Comprehensive Income and Expenditure Statement is the
Authority’s share of accrued income for the year. However, regulations determine the amount of council tax and
NNDR that must be included in the Authority’s General Fund. Therefore, the difference between the income
included in the Comprehensive Income and Expenditure Statement and the amount required by regulation to be
credited to the General Fund is taken to the Collection Fund Adjustment Account and included as a reconciling
item in the Movement in Reserves Statement.

The Balance Sheet includes the Authority’s share of the end of year balances in respect of council tax and [lINDR
relating to arrears, impairment allowances for doubtful debts, overpayments and prepayments and appeals.

Where debtor balances for the above are identified as impaired because of a likelihood arising
from a past event that payments due under the statutory arrangements will not be made,
the asset is written down and a charge made to the financing and investment income and
expenditure line in the CIES. The impairment loss is measured as the difference between the
carrying amount and the revised future cash flows.

G) Employee Benefits

Benefits Payable during Employment

Short-term employee benefits are those due to be settled within 12 months of the year-end. They include such
benefits as wages and salaries, paid annual leave, paid sick leave and non-monetary benefits (e.g. cars) for current
employees and are recognised as an expense for services in the year in which employees render service to the
Authority.

An accrual is made for the cost of holiday entitlements (or any form of leave, e.g. time off in lieu) earned by
employees but not taken before the year-end which employees can carry forward into the next financial year. The
accrual is made at the wage and salary rates applicable in the following accounting year, being the period in which
the employee takes the benefit. The accrual is charged to Surplus or Deficit on the Provision of Services, but then
reversed out through the Movement in Reserves Statement so that holiday benefits are charged to revenue in the
financial year in which the holiday absence occurs.

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the Authority to terminate an employee’s
employment before the normal retirement date, or an employee’s decision to accept voluntary redundancy, and
are charged on an accruals basis to the appropriate service segment or, where applicable, to a corporate service
segment at the earlier of when the authority can no longer withdraw the offer of those benefits or when the authority
recognises costs for a restructuring.

Where termination benefits involve the enhancement of pensions, statutory provisions require the General Fund
Balance to be charged with the amount payable by the Authority to the pension fund or pensioner in the year, not
the amount calculated according to the relevant accounting standards. In the Movement in Reserves Statement,
appropriations are required to and from the Pensions Reserve to remove the notional debits and credits for pension
enhancement termination benefits and replace them with debits for the cash paid to the pension fund and
pensioners, and any such amounts payable but unpaid at the year-end.

Post-Employment Benefits

Employees of the Authority are members of four separate pension schemes with defined benefits related to pay
and service. The schemes are as follows:

Uniformed Firefighters — Original 1992 Scheme
On 18t April 2006 the firefighters' pension scheme was changed to a scheme funded by central government

(currently the Home Office). The pension costs charged to the Authority's accounts in respect of scheme members
are equal to the contributions paid to the pension fund for these employees. The 1992 scheme was only open to



those firefighters currently in the scheme as at 315t March 2006 and the employers contribution was higher than
for the new firefighters pension scheme. All contributions are made into a pension fund and equally the payments
to pensioners are paid out of the same fund. This is then balanced by a contribution to or from the fund by the
government each year.

Uniformed Firefighters — 2006 Scheme

On 15t April 2006 a new firefighters' pension scheme was established for new firefighters, On call firefighters and
for uniformed employees carrying out operational duties in the old pension scheme who wished to transfer to the
new scheme. This scheme is also funded by central government and operates in exactly the same way as the old
scheme except for the reduced level of contribution from employees and employers which reflects the different
conditions and benefits of the new scheme. The Firefighters Pension Scheme (England) (Amendment) Order 2014
introduced a new modified version of the 2006 Scheme which was available to individuals who were employed as
On Call Firefighters during the period 15t July 2000 to 5" April 2006. The modified version of the scheme has
different benefits to the main 2006 scheme.

Uniformed Firefighters — 2015 Scheme

The Firefighters Pension Scheme 2015 came into effect on 15t April 2015. As part of central government pension
reform across the public sector, the Firefighters’ Pension Scheme (2015) was created which extended the normal
pension age to 60 and changed from a “final salary” to a “career average” scheme as part of a suite of initiatives
to make fire pensions more financially sustainable. To support those closer to retirement and, therefore less able
to alter their financial retirement planning, firefighters within 10-14 years of their normal pension age were wholly
or partially protected from transferring to the 2015 scheme.

Other Employees

Other employees, subject to certain qualifying criteria, are eligible to join the Local Government Pension Scheme,
administered by Derbyshire County Council. The pension costs that are charged to the Authority's accounts in
respect of these employees are equal to the contributions paid to the funded pension scheme for these employees.
Further costs arise in respect of certain pensions paid to retired employees on an unfunded basis. This scheme is,
however, funded.

Pension costs are included in the accounts to meet the requirements of IAS 19 (Employee Benefits) which requires
the Authority to see beyond its commitment to pay contributions to the pension fund and to determine the full longer-
term effect that the award of retirement benefits in any year has had on the Authority's financial position.

H) The Local Government Pension Scheme

The Local Government Scheme is accounted for as a defined benefits scheme:

e The liabilities of the Derbyshire Pension Fund attributable to the Authority are included in the Balance
Sheet on an actuarial basis using the projected unit credit method — i.e. an assessment of the future
payments that will be made in relation to retirement benefits earned to date by employees, based on
assumptions about mortality rates, employee turnover rates, etc., and projections of future earnings for
current employees.

o Liabilities are discounted to their value at current prices, based on a discount rate that reflects the time
value of money and the characteristics of the liability, determined by the Scheme Actuary each year end.

e The assets of Derbyshire Pension Fund attributable to the Authority are included in the Balance Sheet at
their fair value:

= quoted securities — current bid price;
= unquoted securities — professional estimate;
= unitised securities — current bid price;

= property — market value.
e The change in the net pensions liability is analysed into the following components:

= service cost comprising:



o current service cost — the increase in liabilities as a result of years of service earned
this year — allocated in the Comprehensive Income and Expenditure Statement to the
services for which the employees worked,;

o past service cost — the increase in liabilities as a result of a scheme amendment or
curtailment whose effect relates to years of service earned in earlier years — debited
to the Surplus or Deficit on the Provision of Services in the Comprehensive Income
and Expenditure Statement;

o netinterest on the net defined benefit liability (asset), i.e. net interest expense for the
authority — the change during the period in the net defined benefit liability (asset) that
arises from the passage of time charged to the Financing and Investment Income and
Expenditure line of the Comprehensive Income and Expenditure Statement — this is
calculated by applying the discount rate used to measure the defined benefit
obligation at the beginning of the period to the net defined benefit liability (asset) at
the beginning of the period — taking into account any changes in the net defined
benefit liability (asset) during the period as a result of contribution and benefit
payments.

= Re-measurements comprising:

o the return on plan assets — excluding amounts included in net interest on the net
defined benefit liability (asset) — charged to the Pensions Reserve as Other
Comprehensive Income and Expenditure;

o actuarial gains and losses — changes in the net pensions liability that arise because
events have not coincided with assumptions made at the last actuarial valuation or
because the actuaries have updated their assumptions — charged to the Pensions
Reserve as Other Comprehensive Income and Expenditure.

= Contributions paid to the Derbyshire pension fund — cash paid as employer’s contributions to the
pension fund in settlement of liabilities; not accounted for as an expense.

In relation to retirement benefits, statutory provisions require the General Fund Balance to be charged with the
amount payable by the Authority to the pension fund or directly to pensioners in the year, not the amount calculated
according to the relevant accounting standards. In the Movement in Reserves Statement, this means that there
are appropriations to and from the Pensions Reserve to remove the notional debits and credits for retirement
benefits and replace them with debits for the cash paid to the pension fund and pensioners and any such amounts
payable but unpaid at the year-end. The negative balance that arises on the Pensions Reserve thereby measures
the beneficial impact to the General Fund of being required to account for retirement benefits on the basis of cash
flows rather than as benefits are earned by employees.

Discretionary Benefits

The Authority also has restricted powers to make discretionary awards of retirement benefits in the event of early
retirements. Any liabilities estimated to arise as a result of an award to any member of staff are accrued in the year
of the decision to make the award and accounted for using the same policies as are applied to the Local
Government Pension Scheme.

I) Events after the Balance Sheet Date

Events after the Balance Sheet date are those events, both favourable and unfavourable, that occur between the
end of the reporting period and the date when the Statement of Accounts is authorised for issue. Two types of
events can be identified:

e Those that provide evidence of conditions that existed at the end of the reporting period — the Statement
of Accounts is adjusted to reflect such events.

e Those that are indicative of conditions that arose after the reporting period — the Statement of Accounts
are not adjusted to reflect such events, but where a category of events would have a material effect,
disclosure is made in the notes of the nature of the events and their estimated financial effect.

Events taking place after the date of authorisation for issue are not reflected in the Statement of Accounts.



J) Einancial Instruments

Financial Liabilities (including Creditors and borrowing costs).

Financial liabilities are initially measured at fair value and are carried at their amortised cost. Annual charges to the
Financing and Investment Income and Expenditure line in the Comprehensive Income and Expenditure Statement
for interest payable are based on the carrying amount of the liability, multiplied by the effective rate of interest for
the instrument. The effective interest rate is the rate that exactly discounts estimated future cash payments over
the life of the instrument to the amount at which it was originally recognised.

This means that the amount presented in the Balance Sheet is the outstanding principal repayable (plus accrued
interest); and interest charged to the Comprehensive Income and Expenditure Statement is the amount payable
for the year according to the loan agreement.

Gains and losses on the repurchase or early settlement of borrowing are credited and debited to the Financing and
Investment Income and Expenditure line in the Comprehensive Income and Expenditure Statement in the year of
repurchase or settlement where applicable. However, where repurchase has taken place as part of a restructuring
of the loan portfolio that involves the modification or exchange of existing instruments, the premium or discount is
respectively deducted from or added to the amortised cost of the new modified loan and the write-down to the
Comprehensive Income and Expenditure Statement is spread over the life of the loan by an adjustment to the
effective interest rate.

Where premiums and discounts have been charged to the Comprehensive Income and Expenditure Statement,
regulations allow the impact on the General Fund Balance to be spread over future years. The Authority has a
policy of spreading the gain or loss over the term that was remaining on the loan against which the premium was
payable or discount receivable when it was repaid. The reconciliation of amounts charged to the Comprehensive
Income and Expenditure Statement to the net charge required against the General Fund Balance is managed by
a transfer to or from the Financial Instruments Adjustments Account in the Movement in Reserves Statement.

Financial Assets (including Debtors).

eSS e SSEEORENENEEREBIES . These are assets that have fixed or

determinable payments but are not quoted in an active market.

Loans and receivables are initially measured at fair value. They are subsequently measured at their amortised cost.
Annual credits to the Financing and Investment Income and Expenditure line in the Comprehensive Income and
Expenditure Statement for interest receivable are based on the carrying amount of the asset multiplied by the
effective rate of interest for the instrument. This means that the amount presented in the Balance Sheet is the
outstanding principal receivable (plus accrued interest), and interest credited to the Comprehensive Income and
Expenditure Statement is the amount receivable for the year in the loan agreement.

Where assets are identified as impaired because of a likelihood arising from a past event that payments due under
the contract will not be made, the asset is written down and a charge made to the relevant service or Financing
and Investment Income and Expenditure line in the Comprehensive Income and Expenditure Statement. The
impairment loss is measured as the difference between the carrying amount and the present value of the revised
future cash flows discounted at the asset’s original effective interest rate.

Any gains and losses that arise on the de-recognition of an asset are credited or debited to the Financing and
Investment Income and Expenditure line in the Comprehensive Income and Expenditure Statement. It is policy to
charge 12 months interest to each financial year. Outstanding interest is not accrued to the total of the loan.

K) Government Grants and Contributions

Whether paid on account, by instalments or in arrears, government grants and third party contributions and
donations are recognised immediately in the Comprehensive Income and Expenditure Statement as due to the
Authority when there is reasonable assurance that:

e the Authority will comply with the conditions attached to the payments, and
e the grants or contributions will be received.

Amounts recognised as due to the Authority are not credited to the Comprehensive Income and Expenditure
Statement until conditions attached to the grant or contributions have been satisfied. Conditions are stipulations
that specify that the future economic benefits or service potential embodied in the asset acquired using the grant



or contribution are required to be consumed by the recipient as specified, or future economic benefits or service
potential must be returned to the transferor.

Monies advanced as grants and contributions for which conditions have not been satisfied, are carried in the
Balance Sheet as creditors. When conditions are satisfied, the grant or contribution is credited to the relevant
service line (attributable revenue grants and contributions) or Taxation and Non-Specific Grant Income (non-ring
fenced revenue grants and all capital grants) in the Comprehensive Income and Expenditure Statement.

Where capital grants are credited to the Comprehensive Income and Expenditure Statement, they are reversed
out of the General Fund Balance in the Movement in Reserves Statement.

Where the grant has yet to be used to finance capital expenditure, it is posted to the Capital Grants Unapplied
Reserve. Where it has been applied, it is posted to the Capital Adjustment Account. Amounts in the Capital Grants
Unapplied reserve are transferred to the Capital Adjustment Account once they have been applied to fund capital
expenditure.

L) Intangible Assets

Expenditure on non-monetary assets that do not have physical substance but are controlled by the Authority as a
result of past events (e.g. software licences) is capitalised when it is expected that future economic benefits or
service potential will flow from the intangible asset to the Authority.

Intangible assets are measured initially at cost and carried at amortised cost. The depreciable amount of an
intangible asset is amortised over its useful life to the relevant service line(s) in the Comprehensive Income and
Expenditure Statement. An asset is tested for impairment whenever there is an indication that the asset might be
impaired — any losses recognised are posted to the relevant service line(s) in the Comprehensive Income and
Expenditure Statement.

Where expenditure on intangible assets qualifies as capital expenditure for statutory purposes, amortisation and
impairment losses are not permitted to have an impact on the General Fund Balance. The losses are therefore
reversed out of the General Fund Balance in the Movement in Reserves Statement and posted to the Capital
Adjustment Account and (for any sale proceeds greater than £10,000) the Capital Receipts Reserve.

M) Interest in Companies and Other Entities

The authority has material interests in a joint venture which requires it to prepare group accounts. The joint venture
is with Derbyshire Police and Crime Commissioner, Derbyshire Police and Fire Partnership Limited Liability
Partnership. In the authority’s own single-entity accounts, the interest in the joint venture is recorded as a financial
asset at cost less any provision for losses.

N) Inventories and long term contracts

Inventories are included in the Balance Sheet at the lower of cost and net realisable value.

Long-term contracts are accounted for on the basis of charging the surplus or deficit on the
provision of services with the consideration allocated to the performance obligations satisfied
based on the goods or services transferred to the service recipient during the financial year.

O) Investment Property

Investment properties are those that are used solely to earn rentals and/or for capital appreciation. The definition
is not met if the property is used in any way to facilitate the delivery of services or production of goods or is held
for sale.

Investment properties are measured initially at cost and subsequently at fair value, based on the amount at which
the asset could be exchanged between knowledgeable parties at arm’s-length. Properties are not depreciated but
are revalued annually according to market conditions at the year-end. Gains and losses on revaluation are posted
to the Financing and Investment Income and Expenditure line in the Comprehensive Income and Expenditure
Statement. The same treatment is applied to gains and losses on disposal. Investment properties were revalued
during the year by a suitably qualified RICS Chartered Surveyor.

Rentals received in relation to investment properties are credited to the Financing and Investment Income line and
resultin a gain for the General Fund Balance. However, revaluation and disposal gains and losses are not permitted
by statutory arrangements to have an impact on the General Fund Balance. The gains and losses are therefore



reversed out of the General Fund Balance in the Movement in Reserves Statement and posted to the Capital
Adjustment Account and the Capital Receipts Reserve.

P) Leases

Leases are classified as finance leases where the terms of the lease transfer substantially all the risks and rewards
incidental to ownership of the property, plant or equipment from the lessor to the lessee. All other leases are
classified as operating leases.

Where a lease covers both land and buildings, the land and buildings elements are considered separately for
classification.

Arrangements that do not have the legal status of a lease but convey a right to use an asset in return for payment
are accounted for under this policy where fulfilment of the arrangement is dependent on the use of specific assets.

The Authority as Lessee
Finance Leases

Property, plant and equipment held under finance leases is recognised on the Balance Sheet at the commencement
of the lease at its fair value measured at the lease’s inception (or the present value of the minimum lease payments,
if lower). The asset recognised is matched by a liability for the obligation to pay the lessor. Initial direct costs of the
Authority are added to the carrying amount of the asset. Premiums paid on entry into a lease are applied to writing
down the lease liability. Contingent rents are charged as expenses in the periods in which they are incurred.

Lease payments are apportioned between:

e A charge for the acquisition of the interest in the property, plant or equipment — applied to write down the
lease liability.

e A finance charge (debited to the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement).

Property, Plant and Equipment recognised under finance leases is accounted for using the policies applied
generally to such assets, subject to depreciation being charged over the lease term if this is shorter than the asset’s
estimated useful life (where ownership of the asset does not transfer to the Authority at the end of the lease period).

The Authority is not required to raise council tax to cover depreciation or revaluation and impairment losses arising
on leased assets. Instead, a prudent annual contribution is made from revenue funds towards the deemed capital
investment in accordance with statutory requirements. Depreciation and revaluation and impairment losses are
therefore substituted by a revenue contribution in the General Fund Balance, by way of an adjusting transaction
with the Capital Adjustment Account in the Movement in Reserves Statement for the difference between the two.

Operating Leases

Rentals paid under operating leases are charged to the Comprehensive Income and Expenditure Statement as an
expense of the services benefiting from use of the leased property, plant or equipment. Charges are made on a
straight-line basis over the life of the lease even if this does not match the pattern of payments (e.g. there is a rent-
free period at the commencement of the lease).

The Authority as Lessor
Operating Leases

Where the Authority grants an operating lease over a property or an item of plant or equipment, the asset is retained
in the Balance Sheet. Rental income is credited to the Other Operating Expenditure line in the Comprehensive
Income and Expenditure Statement. Credits are made on a straight-line basis over the life of the lease, even if this
does not match the pattern of payments (e.g. there is a premium paid at the commencement of the lease). Initial
direct costs incurred in negotiating and arranging the lease are added to the carrying amount of the relevant asset
and charged as an expense over the lease term on the same basis as rental income.

Q) Overheads and Support Services




The costs of overheads and support services are charged to service segments in accordance with the Authority’s
arraniements for accountability and financial performance. H

R) Property, Plant and Equipment

Non Current Assets that have physical substance and are held for use in the production or supply of goods or
services, for rental to others, or for administrative purposes and that are expected to be used during more than one
financial year are classified as Property, Plant and Equipment.

Recognition

Expenditure on the acquisition, creation or enhancement of Property, Plant and Equipment is capitalised on an
accruals basis, provided that it is probable that the future economic benefits or service potential associated with
the item will flow to the Authority and the cost of the item can be measured reliably. The Authority has a de-
minimus level for capital spend of £10,000, so expenditure below this level will not be recorded as capital spend.

Expenditure that maintains but does not add to an asset’s potential to deliver future economic benefits or service
potential (i.e. repairs and maintenance) is charged as an expense when it is incurred.

The Authority does not own any Heritage Assets.

Measurement

Assets are initially measured at cost, comprising:
e the purchase price;

e any costs attributable to bringing the asset to the location and condition necessary for it to be capable of
operating in the manner intended by management.

The Authority does not capitalise borrowing costs incurred whilst assets are under construction.

The cost of assets acquired other than by purchase is deemed to be its fair value, unless the acquisition does not
have commercial substance (i.e. it will not lead to a variation in the cash flows of the Authority). In the latter case,
where an asset is acquired via an exchange, the cost of the acquisition is the carrying amount of the asset given
up by the Authority.

Donated assets are measured initially at fair value. The difference between fair value and any consideration paid
is credited to the Taxation and Non-specific Grant Income and Expenditure line of the Comprehensive Income and
Expenditure Statement, unless the donation has been made conditionally. Until conditions are satisfied, the gain is
held in the Donated Assets Account. Where gains are credited to the Comprehensive Income and Expenditure
Statement, they are reversed out of the General Fund Balance to the Capital Adjustment Account in the Movement
in Reserves Statement.

Assets are carried in the Balance Sheet using the following measurement bases:
e investment properties and assets surplus to requirements —fair value;

e infrastructure, community assets, specialist operational properties and assets under construction —
depreciated historical cost;

o all other assets — current value, determined as the amount that would be paid for the asset in its existing
use (existing use value — EUV).

Where there is no market-based evidence of current value because of the specialist nature of an asset, Depreciated
Replacement Cost (DRC) is used as an estimate of current value.

Where non-property assets have short useful lives or low values (or both), depreciated historical cost basis is used
as a proxy for fair value.

Assets included in the Balance Sheet at current value are revalued sufficiently regularly to ensure that their carrying
amount is not materially different from their current value at the year-end, but as a minimum every five years. Land



and Building values used in the Accounts are based on a valuation carried out by a suitably qualified RICS
Chartered Surveyor on a rolling programme valuing approximately 20% of assets each year. Valuations are in
accordance with guidance from the Royal Institute of Chartered Surveyors and from the Chartered Institute of
Public Finance and Accountancy.

Asset values are included in the Asset Register at their component levels. The Authority has a de-minimus
threshold for componentisation which is a net book value (current valuation less depreciation) of £200,000. Below
this amount individual assets will be disregarded for componentisation purposes. An example of componentisation
might be that a Fire Station might be listed as land, station building, training block, breathing apparatus training
buildings etc. Components could also take the form of the roof, fixtures and fittings, lift or windows should their
value exceed the de-minimus level.

Increases in valuations are matched by credits to the Revaluation Reserve to recognise unrealised gains. Where
decreases in value are identified, they are accounted for:

e where there is a balance of revaluation gains for the asset in the Revaluation Reserve, the carrying amount
of the asset is written down against that balance (up to the amount of the accumulated gains);

e where there is no balance in the Revaluation Reserve or an insufficient balance, the carrying amount of
the asset is written down against the relevant service line(s) in the Comprehensive Income and
Expenditure Statement.

The Revaluation Reserve contains revaluation gains recognised since 1t April 2007 only, the date of its formal
implementation. Gains arising before that date have been consolidated into the Capital Adjustment Account.

Impairment

Assets are assessed at each year-end as to whether there is any indication that an asset may be impaired. Where
indications exist and any possible differences are estimated to be material, the recoverable amount of the asset is
estimated and, where this is less than the carrying amount of the asset, an impairment loss is recognised for the
shortfall.

Where impairment losses are identified, they are accounted for:

e where there is a balance of revaluation gains for the asset in the Revaluation Reserve, the carrying amount
of the asset is written down against that balance (up to the amount of the accumulated gains);

e where there is no balance in the Revaluation Reserve or an insufficient balance, the carrying amount of
the asset is written down against the relevant service line(s) in the Comprehensive Income and
Expenditure Statement.

Where an impairment loss is reversed subsequently, the reversal is credited to the relevant service line(s) in the
Comprehensive Income and Expenditure Statement, up to the amount of the original loss, adjusted for depreciation
that would have been charged if the loss had not been recognised.

Depreciation

Depreciation is provided for on all Property, Plant and Equipment assets by the systematic allocation of their
depreciable amounts over their useful lives. An exception is made for assets without a determinable finite useful
life (i.e. freehold land and certain Community Assets) and assets that are not yet available for use (i.e. assets under
construction).

Deprecation is calculated on the following bases:

e dwellings and other buildings — straight-line allocation over the useful life of the property as estimated by
the valuer;

¢ vehicles — straight-line allocation over the estimated life of the vehicle;
¢ plant and equipment (for capitalised finance leases) — over the life of the finance lease;

e IT equipment — straight-line over 5 years;



e  Furniture — straight-line over 10 years;
e infrastructure — straight-line allocation over 40 years.

Where an item of Property, Plant and Equipment has major components whose cost is significant in relation to the
total cost of the item, the components are depreciated separately.

Revaluation gains are also depreciated, with an amount equal to the difference between current value depreciation
charged on assets and the depreciation that would have been chargeable based on their historical cost being
transferred each year from the Revaluation Reserve to the Capital Adjustment Account.

It is the Authority’s policy not to charge depreciation in the year of acquisition but a full year’s charge is made in
the final year.

S) Disposals and Non-current Assets Held for Sale

When it becomes probable that the carrying amount of an asset will be recovered principally through a sale
transaction rather than through its continuing use, it is reclassified as an Asset Held for Sale. The asset is revalued
immediately before reclassification and then carried at the lower of this amount and fair value less costs to sell.
Where there is a subsequent decrease to fair value less costs to sell, the loss is posted to the Other Operating
Expenditure line in the Comprehensive Income and Expenditure Statement. Gains in fair value are recognised only
up to the amount of any losses previously recognised in the Surplus or Deficit on Provision of Services. Depreciation
is not charged on Assets Held for Sale.

If assets no longer meet the criteria to be classified as Assets Held for Sale, they are reclassified back to non-
current assets and valued at the lower of their recoverable amount at the date of the decision not to sell, and their
carrying amount before they were classified as held for sale; adjusted for depreciation, amortisation or revaluations
that would have been recognised had they not been classified as held for sale.

Assets that are to be abandoned or scrapped are not reclassified as Assets Held for Sale.

When an asset is disposed of or decommissioned, the carrying amount of the asset in the Balance Sheet (whether
Property, Plant and Equipment or Assets Held for Sale) is written off to the Other Operating Expenditure line in the
Comprehensive Income and Expenditure Statement as part of the gain or loss on disposal. Receipts from disposals
(if any) are credited to the same line in the Comprehensive Income and Expenditure Statement also as part of the
gain or loss on disposal (i.e. netted off against the carrying value of the asset at the time of disposal). Any
revaluation gains accumulated for the asset in the Revaluation Reserve are transferred to the Capital Adjustment
Account. Amounts received for a disposal are categorised as capital receipts.

Receipts are credited to the Capital Receipts Reserve, and can then only be used for new capital investment or set
aside to reduce the Authority’s underlying need to borrow (the capital financing requirement). Receipts are
appropriated to the Reserve from the General Fund Balance in the Movement in Reserves Statement.

The written-off value of disposals is not a charge against council tax, as the cost of non-current assets is fully
provided for under separate arrangements for capital financing. Amounts are appropriated to the Capital
Adjustment Account from the General Fund Balance in the Movement in Reserves Statement.

T) Provisions

Provisions are made where an event has taken place that gives the Authority a legal or constructive obligation that
it is probable will require settlement by a transfer of economic benefits or service potential, and a reliable estimate
can be made of the amount of the obligation. For instance, the Authority may be involved in a court case that could
eventually result in the making of a settlement or payment of compensation.

Provisions are charged as an expense to the appropriate service line in the Comprehensive Income and
Expenditure Statement in the year that the Authority becomes aware of the obligation, and are measured at the
best estimate at the balance sheet date of the expenditure required to settle the obligation, taking into account
relevant risks and uncertainties.

When payments are eventually made, they are charged to the provision carried in the Balance Sheet with any
excess balance adjusted in the appropriate service line. Furthermore, estimated outstanding settlements are
reviewed annually at the end of each financial year and the provision may then be either increased or decreased
based upon the most current information with the appropriate adjusting entry processed back to the relevant
service.



Where some or all of the payment required to settle a provision is expected to be recovered from another party (eg
from an insurance claim), this is only recognised as income for the relevant service if it is virtually certain that
reimbursement will be received if the authority settles the obligation.

U) Contingent liabilities

A Contingent Liability arises where an event has taken place that gives the Authority a possible obligation whose
existence will only be confirmed by the occurrence or otherwise of uncertain future events not wholly within the
control of the Authority. Contingent liabilities also arise in circumstances where a provision would otherwise be
made but either it is not probable that an outflow of resources will be required or the amount of the obligation cannot
be measured reliably.

Contingent liabilities are not recognised in the Balance Sheet but disclosed in a note to the accounts.

V) Contingent Assets

A Contingent Asset arises where an event has taken place that gives the Authority a possible asset whose
existence will only be confirmed by the occurrence or otherwise of uncertain future events not wholly within the
control of the Authority.

Contingent assets are not recognised in the Balance Sheet but disclosed in a note to the accounts where it is
probable that there will be an inflow of economic benefits or service potential.

W) Reserves

The Authority sets aside specific amounts as reserves for future policy purposes or to cover contingencies.
Reserves are created by appropriating amounts out of the General Fund Balance *

. When expenditure to be financed from a reserve is incurred, it is charged to the appropriate service in
that year to be charged against the Surplus or Deficit on the Provision of Services in the Comprehensive Income

and Expenditure Statement. The reserve is then appropriated back into the General Fund Balance
h so that there is no net charge against council tax for the expenditure.

Certain reserves are kept to manage the accounting processes for non-current assets, financial instruments,
retirement and employee benefits and do not represent usable resources for the Authority — these reserves are
explained in the relevant policies.

X) VAT

VAT paid is included as an expense only to the extent that it is not recoverable from Her Majesty’s Revenue and
Customs. VAT received is excluded from income.

Y) Revenue Expenditure Funded from Capital under Statute

Expenditure incurred during the year that may be capitalised under statutory provisions but that does not result in
the creation of a non-current asset has been charged as expenditure to the relevant service in the Comprehensive
Income and Expenditure Statement in the year. Where the Authority has determined to meet the cost of this
expenditure from existing capital resources or by borrowing, a transfer in the Movement in Reserves Statement
from the General Fund Balance to the Capital Adjustment Account then reverses out the amounts charged so that
there is no impact on the level of council tax.

Z) Eair Value Measurement

The Authority measures some of its non-financial assets such as surplus assets and investment properties and
some of its financial instruments such as equity shareholdings [other financial instruments as applicable] at fair
value at each reporting date. Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. The fair value measurement
assumes that the transaction to sell the asset or transfer the liability takes place either:

a) in the principal market for the asset or liability, or
b) in the absence of a principal market, in the most advantageous market for the asset or liability.

The Authority measures the fair value of an asset or liability using the assumptions that market participants would
use when pricing the asset or liability, assuming that market participants act in their economic best interest.



When measuring the fair value of a non-financial asset, the Authority takes into account a market participant’s
ability to generate economic benefits by using the asset in its highest and best use or by selling it to another market
participant that would use the asset in its highest and best use.

The Authority uses valuation techniques that are appropriate in the circumstances and for which sufficient data is
available, maximising the use of relevant observable inputs and minimising the use of unobservable inputs.

Inputs to the valuation techniques in respect of assets and liabilities for which fair value is measured or disclosed
in the Authority’s financial statements are categorised within the fair value hierarchy, as follows:

Level 1 — quoted prices (unadjusted) in active markets for identical assets or liabilities that the authority can access
at the measurement date

Level 2 —inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly or indirectly

Level 3 — unobservable inputs for the asset or liability.
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Final Audit Report
Fire & Rescue - Corporate Credit & Procurement Cards

1  Executive Summary

1.1 Scope of Audit

1.1.1  This audit focused on the controls around corporate credit and procurement cards with a view to
ensuring that robust governance arrangements were in place. The audit considered;
e guidance to officers
e acceptable use of cards (in place of traditional procurement routes)
e monitoring and analysis of card transactions
e security of card transactions.

1.2 Summary of Audit Findings

No of No of No of
Controls Adequate Partial No of Weak
Control Objectives Examined Evaluated Controls Controls Controls
Adequate arrangements are in place for the use,
monitoring and security of corporate credit and 16 8 8 0
procurement cards.
TOTALS 16 8 8 0

1.2.1 The following issues were considered to be the key control weaknesses:

Rec  Risk Summary of Weakness ' Agreed Action

Number Rating Date

1 Low Risk  Procedural guidance in place for use by the Finance Team did not reflect 31/03/2020
current card holders and processes, nor did it include actions to take in the
instance of suspected fraudulent card activity.

2 Two card holders had not signed to confirm they agreed to the usage and 31/03/2020
terms and conditions of the corporate cards and one other card holder had
not attended a fraud briefing and awareness session.

3 Low Risk  The use of cards by officers other than the named card holder was not 31/03/2020
sufficiently covered by the Service Procedure, and was not consistently
recorded for expenditure related to incidents that officers attend.

4 Low Risk  Officers had used the corporate credit and procurement cards for purchases 31/03/2020
when alternative payment routes should have been used.
5 Low Risk  Officers were not consistently providing receipts and documentation to the 31/03/2020

Finance Team to support their card transactions. Where these receipts and
documents were being provided, this was not always done on a timely basis.
6 Low Risk A cash withdrawal of £60 using a procurement card had been identified during 31/03/2020
the 2019-20 financial year: this had been withdrawn without the knowledge or
permission of the card holder or Finance officers.

1.2.2 This report focuses on the weaknesses in the Organisation’s systems of control that were
highlighted by this audit and recommends what Audit considers to be appropriate control
improvements. This report contains 6 recommendations, 5 are considered a low risk and 1 a
moderate risk. Another 1 minor risk issue has been highlighted for management's consideration.

1.3 Summary of Conftrol Assurance Provided

1.3.1 Reasonable - We are able to offer reasonable assurance as most of the areas reviewed were
found to be adequately controlled. Generally risks were well managed, but some systems required
the introduction or improvement of internal controls to ensure the achievement of objectives.
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1.4 Distribution & Communication

1.4.1 The draft report was issued to Debra Kerry, Finance & Tax Manager for comment. A copy of the
draft report was also issued to Simon Allsop, Joint Director of Finance & Business Services, for
information.

This final version has been issued to Gavin Tomlinson, Chief Fire Officer with copies to:

e Simon Allsop, Joint Director of Finance & Business Services.
o Mark Nash, Head of Corporate Financial Services
e Debra Kerry, Finance & Tax Manager.

This report was produced by Hannah McDonald, Group Auditor and Mandy Marples, Audit
Manager. Any enquiry concerning the content of this report or associated issues may be made to
Hannah McDonald, Group Auditor on 01332 643284.
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2 Positive Assurance

2.1.1 We attempted to establish whether the Organisation's system of control for the following areas
contained all the key controls expected of a sound and robust process. Through a combination of
control evaluation and testing we confirmed that the following adequate controls were in operation:

2.2 Corporate Credit & Procurement Cards

Each of the card holders had been made aware of the financial limits of their card. The
financial limits could be justified and were considered to be reasonable. We did not identify
any instances where card holders had neared or exceeded their limits in the sample of
transactions tested during 2019-20.

The Finance Team maintained sufficient records to be able to identify the current and former
holders of corporate credit and procurement cards.

Corporate credit and procurement cards were held securely to ensure they could not be lost,
stolen or misused. This was confirmed through conversation with a sample of card holders.

We found evidence that the Finance Team reviewed the transactions on the credit and
procurement card statements against those records and receipts provided by the card holders
and other officers. We found evidence on file of the Finance Team chasing outstanding
documentation and querying the appropriateness of transactions, in some instances.

Fraudulent purchases made with a corporate credit card during 2019-20 were promptly
identified, reported to the card provider and were credited back to the Service. The card
holder confirmed that the card had always been held securely, had not been lent to anyone
else, had not shared the card details, including the PIN with anyone else and confirmed they
had not used the card to make the purchases. The Finance Team have strengthened their
controls around the credit cards following this instance of fraud.

Credit and procurement card statement values were matched to payment values in the
general ledger, for the sample tested; no variances were noted.

Through our testing we noted that:

o 28 transactions were incurred as part of critical incident responses (e.g. Whaley Bridge).
We were informed by the Finance & Tax Manager that in those instances, the
procurement card holder assumes budget holder responsibility. The relevant forms were
completed for all of these critical incident related transactions.

o 15 transactions had the credit card usage form completed and there was evidence of
budget holder approval, usually via signature on the form or through email.

Monitoring routines undertaken by Finance and Accountancy officers were sufficient to ensure
that payment of credit and procurement cards taken from the Service’s bank account agreed
to the credit card total expenditure value, as per the card statement.

c
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3  Minor Risk Issues

3.1.1 During the course of this audit, we have identified a control issue which is considered to pose only a
minor risk to the Organisation. As such, we have not raised a formal recommendation for
management to respond to and we do not intend to formally follow up this issue. Management is at
liberty to take whatever action it deems necessary to mitigate the following minor risk:

3.2 Corporate Credit & Procurement Cards

o We found that card expenditure over £250 pounds was published each month on the
Derbyshire Fire & Rescue website. Review of the transactions identified two that were
inaccurately stated:

o One had been recorded on the ledger as being made at the Spar, when it was actually
made at Aldi. This did not have an impact on financial accuracy, but was a potential
issue from a data transparency point of view.

o One transaction was published as expenditure of £12.09, but was actually £14.50. The
difference was due to VAT. This transaction should technically not have been a credit
card transaction as it was for an officer's expense. A recommendation has been made
to address the use of cards for officer's expenses within section 3 of this report.

There is a risk that the Fire Service could be criticised for publishing inaccurate expenditure
information, which could result in reputational damage to the organisation.

We suggest management consider the process for correction of card transaction entries on
the ledger and identify a mechanism for communicating any corrections that may have an
impact on the accuracy of published data to the Accountancy team, to ensure they can
correct the published data accordingly.

C Page 7 of 13
P cenfral midlands audit partnership



Final Audit Report
Fire & Rescue - Corporate Credit & Procurement Cards

4  Conftrol Weaknesses & Recommendations

4.1 Corporate Credit & Procurement Cards

4.1.1 We expected that procedural guidance would have been developed for the Finance Team's use,
which detailed processes for monitoring and managing the credit cards.

We found that the Finance Team had two local procedure documents in place to facilitate their
monthly reconciliation process (one for procurement cards and one for corporate credit cards). We
discussed these local procedures with the Finance & Tax Manager who stated they would benefit
from a review and refresh to bring them in line with current processes and named card holders. The
Finance & Tax Manager also agreed that the inclusion of processes around the identification and
action relating to suspected fraudulent card transactions would be beneficial.

If procedural guidance for use within the Finance Team is not kept up to date to reflect current
processes and card holders, there is a risk that the Finance officers may be unsure of the correct
processes to take when monitoring and managing the procurement and credit cards.

Recommendation 1 Summary Response

Risk Rating: Low Risk Responsible Officer: Teresa Cannon

Summary of Weakness: Procedural guidance in place | Issue Accepted
for use by the Finance Team did not reflect current card
holders and processes, nor did it include actions to take
in the instance of suspected fraudulent card activity.

Suggested Actions: We recommend that the Agreed Actions: Suggested Action accepted — new
procedures in place within the Finance Team for credit procedures to be produced.

and procurement cards are reviewed and amended to . )

ensure they reflect current card holders and processes Implementation Date: 31/03/2020
and actions to take in the instance of suspected
fraudulent card activity.

4.1.2 We expected that each credit card holder would have been issued with guidance and would have
signed to confirm they agree to the terms and conditions, usage and security of the card.

We noted that a credit card agreement was in place, which card holders were asked to read and
sign to confirm they agreed to the credit card stated usage and terms and conditions. The card
holder was given a copy of the signed agreement, with the original being retained by the Finance
Team.

We found through testing that two of the card holders had not signed to confirm they agreed to the
usage and terms and conditions of the card.

We also found that, in addition to asking card holders to sign up to the credit card stated usage and
terms and conditions, the Finance & Tax Manager was also having individual meetings with the
card holders where she was giving them a fraud briefing and awareness session. We noted one
instance through testing where a card holder had not been briefed although his card was issued
before the briefing sessions were introduced. We noted appointments to meet with the card holder
had been arranged but had been cancelled due to other demands on the officer’'s time. The
Finance & Tax Manager was in the process of arranging another appointment.

If officers have not been provided with the card usage and terms and conditions to read and sign,
and have not been suitably briefed, there is a risk that the card holders do not understand their
responsibilities and may use their card inappropriately. This could result in financial and
reputational damage to the Fire Service.
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Recommendation 2 ‘ Summary Response

Risk Rating: Moderate Risk Responsible Officer: Debra Kerry

Summary of Weakness: Two card holders had not Issue Accepted
signed to confirm they agreed to the usage and terms
and conditions of the corporate cards and one other
card holder had not attended a fraud briefing and
awareness session.

Suggested Actions: We recommend that all card Agreed Actions: We need to brief one officer as all
holders are asked to read and sign the credit card other card holders had been briefed as the cards were
agreement, and attend a fraud awareness and briefing issued to them.

session to help to evidence awareness and
understanding of appropriate use of the card,
safeguarding of the card, and associated terms and Implementation Date: 31/03/2020
conditions.

4.1.3 We expected that there was only one user of each corporate credit and procurement card and that
cards were not shared between officers.

We found that in special circumstances, the Fire Service allowed for cards to be shared between
officers. This was reflected in the Out of County Deployment to National Incidents Service
Procedure and within the conditions section of the credit card agreement. However, we noted that
this contradicts a statement within the Safer Payment Journey document (given at the fraud briefing
and awareness session) which stated “Do not allow others to use your card”.

We noted that the Service Procedure, along with template forms and guidance documents, formed
the Out of County/National Deployments Pack, which was given to the Duty Strategic Managers
when an incident occurred. We reviewed the contents of the pack and noted that a number of the
documents required review and update: this was also confirmed through discussion with the
Finance & Tax Manager. We noted that following incidents that occurred in the current financial
year, there had been amendments made to some of the documents to reflect an improved level of
control and record keeping. An example of such an amendment was the addition of a column on
the reconciliation statement template to record the officer who incurred the expense.

We found through testing that there were 28 card transactions in the sample of 55 during 2019-20,
which related to three national incidents or out of county deployments: one occasion was linked to
the Whaley Bridge incident in August 2019 and the other two were for HVP (high volume pumps)
Deployments in Lincolnshire in June 2019. It was evident through review of paperwork linked to the
card usage that the card had been passed to a number of different officers for use during the
deployment incidents. Whilst it is not best practice to share cards and the Service exposes itself to
additional risk if cards are shared, we acknowledge the necessity of it in certain circumstances.

We also noted that the Service Procedure and forms referred to terminology such as out of county
deployment to national incidents. We felt this was at odds with how the cards had been used:
Whaley Bridge was in county and so technically the use of, and passing around of the card linked to
this incident, was outside of the Service Procedure which only covered out of county incidents. We
felt this was a terminology issue, and noted that officers within the Finance Team believed the use
of the card in this instance was acceptable.

There is a risk that the use of cards by officers other than the named card holder is not sufficiently
documented, resulting in a lack of audit trail and accountability in the event of card loss or misuse.
This could result in financial and reputational damage to the Fire Service.

Recommendation 3 Summary Response
Risk Rating: Low Risk Responsible Officer: Debra Kerry
Summary of Weakness: The use of cards by officers Issue Accepted

other than the named card holder was not sufficiently
covered by the Service Procedure, and was not
consistently recorded for expenditure related to
incidents that officers attend.
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Suggested Actions: We recommend that the Service
Procedure for Out of County Deployment to National
Incidents and the associated documents, which form

Agreed Actions: This is underway & the immediate
changes have been documented & should be uploaded
soon once signed off by an Area Manager.

part of the Out of County/National Deployments Pack,
are reviewed and updated. This should help to ensure
that the use of cards by officers other than the named
card holder is more robustly controlled and documented,
and that the use of cards for certain in-county incidents
are included.

Implementation Date: 31/03/2020

4.1.4 We expected that the credit cards would only be used in extraordinary circumstances, and would
not be used as an alternative to the official purchasing routes for the Service.

We found through testing of 55 credit and procurement card transactions during the 2019-20 year to
date that there were:

e 13 transactions that related to expenses: these should not have been purchased using the
corporate credit or procurement cards. These transactions should have been paid for by the
individual officers and a claim for reimbursement put forward using a C05 form.

e 5 transactions where there had been issues getting suppliers correctly set up/accounts set up
with suppliers and due to the urgency of the purchase, one-off use of the credit or
procurement cards were allowed rather than using the official purchasing route. There was
no evidence to suggest the officers bypassed the usual purchasing route again.

e 1 transaction where the card holder had used the card to pay for professional membership
fees: although she had done this with the knowledge and approval of the Budget Holder, this
was an inappropriate use of the card (a purchase order should have been raised through the
finance system) and as such, the card holder had been challenged by the Finance Team.
There was no evidence to suggest the officer had bypassed the usual purchasing route again.

e 3 transactions that related to hotel accommodation bookings for officers involved in the
Whaley Bridge incident, when alternative arrangements had already been made.

If official purchasing routes are bypassed through officer’s use of corporate credit or procurement
cards, there is a risk of poor financial and budgetary control which could lead to financial damage to
the Service.

Recommendation 4 ‘ Summary Response

Risk Rating: Low Risk Responsible Officer: Debra Kerry

Summary of Weakness: Officers had used the Issue Accepted
corporate credit and procurement cards for purchases
when alternative payment routes should have been

used.

Agreed Actions: Accepted — email to be sent to ALL
card holders.

Implementation Date: 31/03/2020

Suggested Actions: We recommend that card holders
are reminded of appropriate use of the corporate credit
and procurement cards, and that Finance continue to
challenge where inappropriate use is detected.

4.1.5 We expected that each month the credit card users would provide evidence of the credit card
usage, including appropriate VAT receipts, to the Finance Team within 5 days of the credit card

statement (20th of the month).
We found through testing of 55 card transactions during 2019-20 that:
e 4 transactions had no supporting VAT receipts. These related to payments for things that
should have been out of pocket expenses by a former employee.
e In addition to the 4, another 9 transactions were not supported by a credit card usage form.

e There were also 13 other transactions where the supporting documentation had been
provided to Finance but not on a timely basis, in addition to the 4 that had no supporting VAT
receipts.

C Page 10 of 13
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4.1.6

If officers do not provide the required supporting documentation to the Finance Team on a timely
basis, there is a risk that expenditure cannot be substantiated, VAT cannot be recovered and in
accuracies could exist within the Accounting system and published transparency data.

Recommendation 5

Risk Rating: Low Risk

Summary of Weakness: Officers were not consistently
providing receipts and documentation to the Finance
Team to support their card transactions. Where these
receipts and documents were being provided, this was
not always done on a timely basis.

Suggested Actions: We recommend that officers are
reminded of the importance of providing receipts and
any other supporting documentation to the Finance
Team on a timely basis. Where there are repeated
issues of this kind, management should consider the
appropriateness of the officer continuing to be a card
holder.

Summary Response

Responsible Officer: Debra Kerry

Issue Accepted

Agreed Actions: Accepted & to be included in the
same email of Recommendation 4.

Implementation Date: 31/03/2020

We expected that cash would only be withdrawn using the credit or procurement cards in
exceptional circumstances, and that this would be done with the full knowledge of the Director of
Finance and Finance & Tax Manager, and appropriately documented.

We found that card holders had been notified, and signed to agree, that cash withdrawals using the
cards was only to be done in exceptional circumstances and must be notified to the Finance & Tax
Manager and the Director of Finance to give an audit trail immediately when the withdrawal took

place.

During the audit fieldwork, we did not identify any instances of cash withdrawals when reviewing 55
card transactions during the 2019-20 financial year. However, post audit fieldwork, we were made
aware of a £60 cash withdrawal using one of the procurement cards (this carried with it a card
usage fee of £2.95). The procurement card had not been in the card holders possession at the time
of the withdrawal, and neither the card holder, Director of Finance or the Finance & Tax Manager
had given their permission to withdraw the cash, or been notified that the withdrawal would take
place. The matter had come to light through routine review of the card statements and was still
being investigated by the Finance & Tax Manager at the time of concluding and reporting the audit

findings.

There is a risk that the procurement and credit cards may be used to withdraw cash without the
awareness or permission of the card holder or Finance officers. This could have a financial impact

on the Fire Service.
Recommendation é
Risk Rating: Low Risk

Summary of Weakness: A cash withdrawal of £60
using a procurement card had been identified during the
2019-20 financial year: this had been withdrawn without
the knowledge or permission of the card holder or
Finance officers.

Suggested Actions: We recommend that management
review the option of allowing cash withdrawals using the
credit and procurement cards and either:

o  Develop and implement procedures to ensure
cash withdrawals only occur were there are
exceptional circumstances and with the
knowledge and permission of the card holder and
Finance officers. Should cash withdrawals
continue to be permitted, procedures should
ensure that the circumstances for withdrawing

Summary Response
Responsible Officer: Debra Kerry

Issue Accepted

Agreed Actions: Accepted — this incident was on the
back of the Out of County incident & that Policy has
been strengthened & made more robust in this aspect.

In the email being sent on Recommendation 4&5 we will
remind card holders of the revised requirements.

In the longer term we are going to review the availability
of cash & who is a cardholder.

C
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the cash and the use of the cash should be fully
documented, and should make clear the
repercussions for not following the procedures.

e Instruct the card provider to disable the option to
withdraw cash using the credit and procurement
cards.

Implementation Date: 31/03/2020
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Our Vision

To bring about improvements in the control, governance
and risk management arrangements of our Partners by
providing cost effective, high quality internal audit services.

Richard Boneham CPFA Adrian Manifold CMIIA Mandy Marples CPFA, CCIP

Head of Internal Audit (DCC) & Audit Manager Audit Manager

Head of Audit Partnership c/o Derby City Council c/o Derby City Council

c/o Derby City Council Council House Council House
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Corporation Street Derby Derby

Derby, DE1 2FS DE1 2FS DE1 2FS

Tel. 01332 643280 Tel. 01332 643281 Tel. 01332 643282
richard.boneham@derby.gov.uk adrian.manifold@centralmidlandsaudit.co.uk  mandy.marples@centralmidlandsaudit.co.uk
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