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Inverclyde Council
Introduction

Purpose of this report

The Accounts Commission has appointed
KPMG LLP as auditor of Inverclyde Council
(the Council) under part VIl of the Local
Government (Scotland) Act 1973 (“theAct”).
The period of appointment is 2022-23 to
2026-27, inclusive.

Our annual audit report is designed to
summarise our opinions and conclusions on
significant issues arising from our audit. It is
addressed to both those charged with
governance at the Council and the Controller
of Audit. The scope and nature of our audit
are set out in our audit strategy document
which was presented to the AuditCommittee
on 7 May 2024.

Audit Scotland’s Code of Audit Practice (“the
Code”) sets out the wider dimensions of
public sector audit which involves not only
the audit of the financial statements butalso
consideration of wider scope areas. The
reports incorporates both aspects of the
Code.

Accountable officer responsibilities

The Code sets out Inverclyde Council’'s
responsibilities in respectof:

 corporate governance;
+ financial statements and relatedreports;

» standards of conduct for preventionand
detection of fraud anderror

+ financial position; and

» Best Value.

Auditor responsibilities

This report reflects our overall responsibility
to carry out an audit in accordance with our
statutory responsibilities under the Act and
in accordance with International Standards
on Auditing (UK) issued by the Financial
Reporting Council and theCode.

How we have delivered audit quality

Audit quality is at the core of everythingwe
do at KPMG and we believe that it is not
just about reaching the right opinion, but
how we reach that opinion. We consider
risks to the quality of our audit in our
engagement risk assessment and planning
discussions.

We define ‘audit quality’ as beingthe
outcome when auditsare:

— Executed consistently, in line with the
requirements and intent of applicable
professional standards within a strong
system of quality controls and

— All of our related activities areundertaken
in an environment of the utmost level of
objectivity, independence, ethics and
integrity.

External auditors do not act as asubstitute
for the Council’'s own responsibility for
putting in place proper arrangements to
ensure that public business is conductedin
accordance with the law and proper
standards, and that public money is
safeguarded and properly accounted for,
and used economically, efficiently and
effectively.
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Introduction

Limitations on work performed

This report has been prepared inaccordance
with the responsibilities set out within the
Audit Scotland’s Code of Audit Practice (“the
auditing Code”).

This report is for the benefit of Inverclyde
Council and is made available to Audit
Scotland and the Controller of Audit (together
“the Beneficiaries”).This report has not been
designed to be of benefit to anyone except
the Beneficiaries. In preparing this report we
have not taken into account the interests,
needs or circumstances of anyone apartfrom
the Beneficiaries, even though we may have
been aware that others might read this
report. We have prepared this report for the
benefit of the Beneficiariesalone.

Nothing in this report constitutes an opinion
on a valuation or legal advice. We have not
verified the reliability or accuracy of any
information obtained in the course of our
work, other than in the limited circumstances
set out in the scoping and purpose sectionof
this report.

This report is not suitable to be relied on by
any party wishing to acquire rights against
KPMG LLP (other than the Beneficiaries)for
any purpose or in any context. Any party
other than the Beneficiaries that obtains
access to this report or a copy (under the
Freedom of Information Act 2000, the
Freedom of Information (Scotland)Act 2002,
through a Beneficiary’s Publication Scheme
or otherwise) and chooses to rely on this
report (or any part of it) does so at its own
risk. Tothe fullest extent permitted by law,
KPMG LLP does not assume any
responsibility and will not accept any liability
in respect of this report to any party other
than the Beneficiaries.

Status of our audit
Our audit is complete.
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Audit Gonclusions

Audit opinion

We have issued an unqualified opinion on
the truth and fairness of the state of the
Council’s affairs as at 31 March 2024, and of
the deficit for the year then ended.

There are no matters identified on which we
were required to report by exception.

Financial reporting framework, legislation
and other reporting requirements

The Council is required to prepare its annual
accounts in accordance with International
Financial Reporting Standards, as
interpreted and adapted by the Code of
Practice on LocalAuthorityAccountingin the
United Kingdom 2023-24 (“the CIPFA
Code”), and in accordance with the Local
Authority Accounts (Scotland) Regulations
2014. Our audit confirmed that the annual
accounts have been prepared inaccordance
with the CIPFA Code and relevant
legislation.

Statutory reports

We have not identified any circumstances
to notify the Controller of Audit thatindicate
a statutory report may be required.

Other communications

We did not encounter any significant
difficulties during the audit. There were no
other significant matters arising from the
audit that were discussed, or subject to
correspondence with management that
have not been included within this report.
There are no other matters arising fromthe
audit, that, in our professional judgement,
are significant to the oversight of the
financial reporting process.
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Mate"a“tv i GTOUIJ anu counc“ Group materiality

Total group £8.6m

expenditure (2022-23) 2% of total expenditure
£432m
Council materiality
£8.5m

2% of expenditure

Total Council
expenditure £427m

Group: £430k Group: £6.45m Group:£8.6m
Council:£425k Council:£6.37m Council:£8.5m
Misstatements reported Procedure designed to Materiality for the
to the Council detect individual errors financial statements
at thislevel as a whole

Our materiality levels

We determined materiality for the consolidated financial statements at a level which
could reasonably be expected to influence the economic decisions of users taken on
the basis of the financial statements. We used a benchmark of gross expenditure
which we consider to be appropriate as it reflects the scale of the Group/Council’s
services and we consider this most clearly reflects the interests of users of the
Group/Council’'s accounts. Torespond to aggregation risk from individually
immaterial misstatements, we design our procedures to detect misstatements at a
lower level of performance materiality of £6.45m (Council: £6.37m). We also adjust
this level further downwards for items that may be of specific interest to users for
qualitative reasons.
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Our audit findings

Significant audit risks

Risk Change
since

Findings (Pages 9-14)

Retirement benefit
obligations*

Valuation of Land &
Buildings*

Fraud risk from

expenditure recognition (cut-
off of expenditure)

Management override of
controls

Key accounting estimates

planning

No change

No change

No change

No change

Judgement

We have identified that there was not a
Management Review Control (MRC) to
address the significant audit risk. No issues or
misstatements have been identified as a
result of our work.

We have identified that there was not a
Management Review Control (MRC) to
address the significant audit risk.

We did not identify any issues in relation to
fraud risk from expenditure recognition.

We have not identified any instances
of management override of controls.

Findings (Pages 15-16)

Retirement benefit Neutral Overall we considered the assumptions

obligations (LGPS) underpinning the valuation of the LGPS
obligation to be neutral / balanced.

Valuation of Land & Buildings Neutral We have reviewed the data, assumptionsand

methodology involved in managements’
valuation of land and buildings. We have
assessed the assumptions used to be
neutral.

*We set out above the significant risks identified in the audit, together with our conclusion.
The audit opinion within the annual accounts includes a reference to the most significant
assessed risks of material misstatement, which are those marked * above. This annual

audit report does not constitute our audit opinion; the opinion is included within the annual

accounts.
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Our audit findings

Wider Scope and Best Value (Pages19-32)

Under the Code of Audit Practice we are required to consider the areas defined in the Code of
Audit Practice as wider-scope audit. We are required to provide clear judgements and
conclusions on the effectiveness and appropriateness of the arrangements in place based on the
work that we have done. Where significant risks are identified we will make recommendations
forimprovement.

Under the Code of Audit Practice, the audit of Best Value in councils is fully integrated
within the annual audit work performed by appointed auditors and their teams. Auditors are
required to evaluate and report on the performance of councils in meeting their Best Value
duties

Uncorrected Audit Misstatements Page 47

No uncorrected Audit Misstatements to report.

Corrected Audit Misstatements

There were three corrected disclosure misstatements

Number of Control Recommendations

Priority one controlrecommendations 0
Other control recommendations 0
Wider Scope and Best Valuerecommendations 1
Prior year control recommendationsremediated 11
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Auditrisks and ourauditapproach

1 Retirement benefit obligations
Significant audit risk

Risk: An inappropriate amount is estimated and recorded for the definedbenefit
obligation

The valuation of the Local Government Pension Scheme (Strathcylde Pension Fund) relies on
a number of assumptions, most notably around the actuarial assumptions, and actuarial
methodology which results in the Council’s overall valuation.

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

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

The updated triennial valuation has been reflected in the accounts. This meant that we
needed to perform additional procedures around new data inputs to the valuation such as
updated membershipdata.

Our response

We performed the following procedures designed to specifically address the significant risk
associated with the valuation:

Control design:

- We evaluated the design and implementation of controls in place for management to review
the LGPS valuation and the appropriateness of assumptionsused.

Assessing the actuarial expert’s credentials:

- We evaluated the competency and objectivity of the Scheme actuaries, Hymans Robertson,
to confirm their qualifications and the basis for theircalculations.

Input assessment:
- We reviewed the input from the Council into the calculation of the LGPSvaluation;and

- We agreed the data provided by the audited entity to the Scheme Administrator for use
within the calculation of the schemevaluation.

Assessing methodology and benchmarking assumptions:

- We challenged, with the support of our own actuarial specialists, the key assumptions
applied, being the discount rate, inflation rate, salary increases and mortality/life expectancy
against externally derived data where appropriate; and
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Auditrisks and ourauditapproach

1 Retirement benefit obligations (continued)
Significant audit risk

Risk: An inappropriate amount is estimated and recorded for the defined benefit
obligation (continued)

Assessing methodology and benchmarking assumptions:

- We confirmed that the accounting treatment and entries applied by the Authority are in line
with the requirements of the Code.

Assessing transparency:

- Disclosures: We considered the adequacy of the disclosures concerning the keyjudgements
and degree of estimation involved in arriving at the valuation, in addition to disclosures
regarding the sensitivity of the Authority’s defined benefit obligation to theseassumptions.

Our findings

Our work is complete. We have not identified any audit adjustments or new control
deficiencies based on work performed. We have made few recommendations in relation to
disclosures which have been updated. Our actuarial specialists have evaluated the
assumptions applied in measuring the net pension liability and have found these to be
balanced. More detail is available on Page 15.

Auditing Standards requires where we have identified a significant auditrisk, for management
to have a review control in place (MRC) to respond to the risk. The threshold set for an
effective Management Review Control is a high one, with various criteria that must be met
including creating an independent expectation around amounts estimated. While we
acknowledge that putting such a control in place would be impractical for a Council of your
size, under Audit Standards we communicate to you that we have not identified such a MRC
that is designed and implemented in such a way to provide the level of precision, response,
investigation, and follow up needed by theAuditingStandards.
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Auditrisks and ourauditapproach

2 Valuation of land and buildings
Significant audit risk

Risk: The carrying amount of revalued Land & Buildings differs materially from the fair
value

The value of the Council’s Other Land and Buildings at 31 March 2023 was £386m, in
addition to Schools PPP assets of £96m. The Code requires that where land and buildings
are subject to revaluation, their year end carrying value should reflect the fair value at that
date. Any asset valuation carries with it risks of estimation uncertainty. The size of the land
and buildings balance relative to our expected materiality means that the risk of a material
difference between carrying value and fair value is increased.

For 2023/24, the Council commissioned a full revaluation of 20% of its land and buildings (by
value), excluding infrastructure assets, in addition to indexation being applied to the remaining
assets not formally revalued.

Our response

We performed the following procedures designed to specifically address the significant risk
associated with the valuation:

Control design:

- We evaluated the design and implementation of controls in place for management to review
the valuation and the appropriateness of assumptionsused.

Assessing the valuer’s credentials:

- We critically assessed the independence, objectivity and expertise of Avison Young, the
valuers used in developing the valuation of the Council’s properties at 31 March 2024; and

- We inspected the instructions issued to the valuers for the valuation of land and buildings ©
verify they are appropriate to produce a valuation consistent with the requirements of the
Code.

Input assessment:

- We compared the accuracy of the data provided to the valuers for the development of the
valuation to underlying information, such as floor plans, and to previous valuations,
challenging management where variances wereidentified.

Assessing methodology and benchmarking assumptions:

- We challenged the appropriateness of the valuation of land and buildings; including any
material movements from the previous valuation. We challenged key assumptions within the
valuation, including the use of relevant indices and assumptions around physical and
functional obsolescence;

- We performed inquiries of the valuers in order to verify the methodology that was used n
preparing the valuation and whether it was consistent with the requirements of the RICS
Red Book and the Code;and
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Auditrisks and ourauditapproach

2 Valuation of land and buildings (continued)

:':I

Significant audit risk

Risk: The carrying amount of revalued Land & Buildings differs materially from the fair
value (continued)

Our response (continued)

- We agreed the calculations performed of the movements in value of land and buildings and
verified that these had been accurately accounted for in line with the requirements of the
Code.

Assessing transparency:

- Disclosures: We considered the adequacy of the disclosures concerning the keyjudgements
and degree of estimation involved in arriving at the valuation.

Our findings

We have reviewed the data, assumptions and methodology involved in management’s
valuation of land and buildings and confirmed these were appropriate and consistent with the
requirements of the Code.

Auditing Standards requires where we have identified a significant auditrisk, for management
to have a review control in place (MRC) to respond to the risk. The threshold set for an
effective Management Review Control is a high one, with various criteria that must be met
including creating an independent expectation around amounts estimated. While we
acknowledge that putting such a control in place would be impractical for a Council of your
size, under Audit Standards we communicate to you that we have not identified such a MRC
that is designed and implemented in such a way to provide the level of precision, response,
investigation, and follow up needed by theAuditingStandards.

Our work is complete. We identified one audit difference with respect to recognition of costs
as grant contributions to one of the Council’s Joint ventures rather than impairment, which
has been adjusted in the financial statements.
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Auditrisks and ourauditapproach

3 Fraud risk from expenditure recognition — cut off of expenditure

Significant audit risk

Risk: Liabilities and related expenses for purchases of goods or services are recorded
in the incorrect period

Under ISA 240 there is a presumed risk that income may be misstated due to improper
recognition of income. This requirement is modified by Practice Note 10, issued by the FRC,
which states that auditors should also consider the risk that material misstatements may
occur by the manipulation of expenditurerecognition.

In our audit plan reported to you in May 2024, we outlined that we intended to rebut the
presumed risk of fraudulent revenue recognition, as we considered that there are limited
incentives and opportunities to manipulate the way income is recognised in a material way. We
continue to rebut this presumed risk. We also reported that there is a significant risk
around fraudulent expenditure recognition, specifically relating to the cut-off of
expenditure. This arises from a combination of incentives, including the incentive to deliver
the overall budget outturn for the year, as well as incentives within services locally to use but
not exceed allocated budgets byyear-end.

Our response
We performed the following procedures designed to specifically address the significantrisk:

- We evaluated the design and implementation of the controls in place for manual
expenditure accruals;

- We inspected a sample of invoices of expenditure, in the period around 31 March 2024, to
determine whether expenditure was recognised in the correct accounting period;and

- We performed a search for unrecorded liabilities by selecting a sample of expenditure
items paid from the Council’s bank accounts in the period following year-end, and
confirming that those relating to 2023/24 expenditure was accrued appropriately at year-
end.

Our findings

We have not identified any fraudulent expenditure recognition during our testing. We have
not identified any material misstatements from ourcompleted procedures.

Auditing Standards requires where we have identified a significant audit risk, for
management to have a review control in place (MRC) to respond to the risk. We have not
identified such a MRC that is designed and implemented in such a way to provide the level of
precision, response, investigation, and follow up needed by the Auditing Standards. However,
the Council has a number of year end processes including a journal approval process which
authorises the year end accruals as they are entered into the General Ledger; and budgetary
controls that assist in identifying unusual or unexpected variances from budget. Management
consider these arrangement sufficient to address the risk theyface.
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4 Management override of controls

Significant auditrisk

The risk

Professional standards require us to communicate the fraud risk frommanagement
override of controls as significant.

Management is in a unique position to perpetrate fraud because of their ability to
manipulate accounting records and prepare fraudulent financial statements by overriding
controls that otherwise appear to be operating effectively.

We have not identified any specific additional risks of management override relating to
this audit.

Our response

- Our audit methodology incorporates the risk of management override as a default
significant risk. In line with our methodology, we evaluated the design and
implementation and, where appropriate, tested the operating effectiveness of the
controls in place for the approval of manual journals posted to the general ledger to
ensure that they are appropriate;

- We analysed all journals through the year and focused our testing on those with a
higher risk, such as journals with unusual expenditure code combinations;

- We assessed the appropriateness of changes compared to the prior year tothe
methods and underlying assumptions used to prepare accounting estimates;

- We reviewed the appropriateness of the accounting for significant transactions that are
outside the Council’'s normal course of business, or are otherwise unusual;and

- We assessed the controls in place for the identification of related party relationships
and tested the completeness of the related parties identified. We verified that these
have been appropriately disclosed within the financial statements.

Our findings
—Our examination did not identify any inappropriateentries.

—We evaluated accounting estimates and did not identify any indicators of management
bias. See page 15 for furtherdiscussion.

—We did not identify any significant unusualtransactions.
—We did not identify any issues from our related parties testing.
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Key accountingestimates - Overview

Our view of management judgement

Our views on management judgments with respect to accounting estimates are based solely
on the work performed in the context of our audit of the financial statements as a whole. We
express no assurance on individual financial statement captions. Cautious means a smaller
asset or bigger liability; optimistic is thereverse.

Our view of
Asset/ Our view of YoY disclosure of
liability management Balance change judgements&
class judgement (Em) (Em) estimates Further comments
Needs Best
Cautious  Neutral  Optimistic improvement Neural practice
| | | | | | | | | |
Assets Overall we consider the
Valuation assumptions adopted to be
balanced.

of other . 382 -4 .
land &
buildings
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Key accounting estimates - Overview

Our view of management judgement (continued)

Our view of

Asset/ Our view of YoY disclosure of
liability management Balance change judgements&

class judgement (Em) (Em) estimates

Neutral

Cal.lltiOUS : NeLIJtraI Opti mistic

Liabilities

LGPS

Defined . T
Benefit -47

o (32)
Obligation

Further comments
KPMG actuaries reviewed the
actuarial valuation forthe
Strathclyde Pension Fund,
considered the disclosure
implications and compared the
actuarial valuation to ourinternal
benchmarks. Overall we
consider the assumptions
adopted to be balanced.

Other estimates

We have also reviewed the following non-significant estimates as part of our auditwork

 Depreciation
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Group involvement - significantcomponentaudits

Involvement in group components

The Group financial statements are made up of the followingcomponents:
= Inverclyde Council (Parent)(significant);

= Inverclyde Integrated Joint Board (non-significant);

= Inverclyde Trust and Common Good funds (non-significant);

= Inchgreen Marine Park Ltd (non-significant);

= Strathclyde Partnership for Transport(non-significant);

= Strathclyde Concessionary Travel Scheme Joint Board (non-significant);
= Renfrewshire Valuation Joint Board(non-significant);

= Riverside Inverclyde (non-significant); and

= Inverclyde Leisure (non-significant).

As communicated in our audit plan we determined that the parent Council is a significant
component. We have performed risk assessment procedures over the remaining
components in order to confirm that there were not material balances within the other
entities that could cause a material error and did not identify any exceptions.
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Othermatters

Annual report

The Local Authority Accounts (Scotland) Regulations 2014 require the inclusion of a
management commentary within the annual accounts, similar to the Companies Act
requirements for listed entity financial statements. The requirements are outlined in the
Local Government finance circular5/2015.

We are required to read the management commentary and express an opinion as to
whether it is consistent with the information provided in the annual accounts. We also

review the contents of the management commentary against the guidance contained in the

local government finance circular5/2015.

* We have not identified any inconsistencies between the contentsof the Management
Commentary and the financialstatements.

* We have not identified any material inconsistencies between the knowledge acquired
during our audit and the Management Commentary. As a Council you confirm that you
consider that the annual report and accounts taken as a whole are fair, balanced and
understandable and provide the information necessary for stakeholders to assess the
Council’'s performance, business model and strategy.

» We consider the governance framework and annual governance statement to be
appropriate for the Council and that it is in accordance with guidance and reflects our
understanding of the Council.

Independence and Objectivity

ISA 260 also requires us to make an annual declaration that we are in a position of
sufficient independence and objectivity to act as your auditors, which we completed at
planning and no further work or matters have arisensincethen.

Audit Fees

The fee for the audit was £316,520. We have not completed any non-audit work at the
Council during the year.
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Wider Scopeand BestValue

Appointed auditors are required to consider the areas defined in the Code of Audit Practice
as wider-scope audit.

Commentary on arrangements

We have prepared our commentary on the Council’s Wider Scope arrangements within this
report.

* Financial Management — Page 20;

* Financial Sustainability — Page 23;

« Vision, Leadership and Governance — Page 25; and

» Use of Resources to Improve Outcomes — Page 28.

We have also reported on Statutory Performance Indicators on Page 30.

Lastly, in addition to our separate Thematic report on Best Value, we have also summarised
our findings in relation to Best Value on Pages 31 and 32.



InverclydeCouncil

Wider Scope arrangements

Financial management is concerned with financial capacity, sound budgetary
processes and whether the control environment and internal controls are
operating effectively.

Budget setting

In March, 2023 the Council agreed its 2023/24 budget. Savings of £7.6m were approved
during the budget process, an increase on Council Taxof 5.3% with a further £3.0m
approved Use of Reserves to balance the 2023/24 Revenue Budget. As at 31 March 2024
all bar £0.025 million of the 2023/24 savings have been reported as achieved.

The Council’s financial performance shows a deficit on the provision of services of
£15.649 million as opposed to the budgeted deficit/surplus of nil. The annual accounts
provide a reconciliation between the planned and actual deficit. The deficit after
removing the impact of adjustments not included in the revenue outturn amountsto
£0.6 million.

The Council continues to make capital investment with £19.7 million being spent in
2023-24. Funding of capital expenditure included £1.77 million from capital receipts,
£13.9 million of government grants with the balance of £4.75 million being met through
internal funding andborrowing.

The net worth of the Council has decreased by £55.628 million from £359.518m as at 31
March 2023 to £303.890 million as at 31 March 2024. The main contributor to this is
increase in pension liability amounting to £47 million. The increase in pension liability has
resulted from the effect of actuarial valuation.

In February, 2024 the Council agreed its 2024/26 budget. Savings of £5.4m were
approved during the budget process, an increase on Council Tax of 8.2% which has since

been offset by a one-off credit with a further £2.6m approved Use of Reserves to balance
the 2024/25 Revenue Budget.

Budget Monitoring

We observed that senior management and members receive regular updates on
the financial information on the council’s performance against budgets. The body
has appropriate budget setting and monitoringarrangements.

Internal Audit

The Council’s Chief Internal Auditor has responsibility for independently reviewing and
reporting to the Audit Committee annually, to provide assurance on the adequacy and
effectiveness of conformance with the PSIAS.

The Internal Audit service undertakes an annual programme of work, approved by the
Audit Committee, based on a strategic risk assessment. The Chief Internal Auditor
provides an independent opinion on the adequacy and effectiveness of the system of
internal control.
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Wider Scope arrangements

Internal Audit (continued)

A follow up process is in place which ensures that all actions arising from internal audit
reviews are captured within a follow up database and are subject to follow up and
validation by the Internal Audit on a regular basis, with reporting on progress to the Audit
Committee. Regular updates are provided to the audit committee in the form of internal
audit progress reports.

A report, dated 27 June 2024, was presented to the Audit Committee. The purpose of this
reportis to present the Internal AuditAnnual Report and Assurance Statement for 2023/24,
which forms part of the Council’s Annual Governance Statement.

The report noted that the majority of Inverclyde Council’s established internal control
procedures operated as intended to meet management's control requirements for each
area reviewed by Internal Audit. The overall audit opinion was reported as Generally
Satisfactory. The report further noted that, based on the results of the ongoing audit follow
up process during 2023/24, management has continued to make good progress in
implementing agreed action plans arising from Internal Audit reviews.

Internal controls

As part of our audit, we identify and assess the key internal controls relevant to our audit.
Our objective is to plan and seek assurance, where relevant, that the body has controls
around recording and processing transactions to provide a sound basis for the
preparation of the financial statements.

Overall financial systems of internal control operated effectively, with the exception of
those matters on which we have raised recommendations in Appendix Two, none of
which represent significant deficiencies in internal control.

Fraud prevention mechanisms

The council is responsible for establishing arrangements for the prevention and detection
of fraud, error and irregularities, bribery and corruption. Furthermore, it is responsible for
ensuring that its affairs are managed in accordance with proper standards of conduct by
putting effective arrangements inplace.

There are procedures for preventing and detecting any breaches of these standards
including any instances of corruption enacted through the anti fraud and corruption
policy.

As part of prior year audit we noted that the policy was last reviewed and updated in
2017 and recommended periodic review and update of this policy. As per the status of
the external audit action plans presented to the Audit Committee dated 20 August
2024, this is on track to be implemented by the due date in March 2025.
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Wider Scope arrangements

The National Fraud Initiative (NFI) is a counter-fraud exercise across the UK public
sector which aims to prevent and detect fraud. We note that the council recognised
the need for and participates in the initiative.

Financial regulations

We noted that the standing financial regulations are comprehensive and have been
approved dated 17th February 2022.A copy of these are available on the website for
public access.

Going Concern

The Council’'s Group Accounts have been prepared on a “going concern” basis as it is
expected that future local government finance settlements, aligned with the budget
process, which drives through efficiency savings, will provide sufficient resources to
finance future liabilities.

Conclusions

= The 2024-26 budget was set in February2024.

= Overall financial systems of internal control are operating effectively,

= The Council’s latest accounts are prepared on a going concernbasis.
= There are established procedures for preventing and detectingfraud.
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Wider Scope arrangements

Financial Sustainability

Financial sustainability looks forward to the medium and longer term, to consider
whether the body is planning effectively to continue to deliver its services or the
way in which they should be delivered.

Medium term financial plan

The council’s latest financial strategy update covers the period 2024/25 to 2033/34. It is
updated on a six-monthly basis. The plan with the latest update was presented to the
Council and approved dated 13 June 2024.

The six monthly review of the Financial Strategy takes into account the latest forecasts,
latest inflation and interest rate projections, and the decisions taken by the Council in
relation to the 2024/26 Budget.

Revenue Forecasts

We note that the Financial Strategy covers the period 2023-34 in terms of identifying
potential issues, but the revenue forecasts are limited to the period which can be
reasonably forecast.

In preparing the MediumTerm Financial Plan the following approach has beenadopted:

» The base budget for prior year has been used as the basis for the Medium Term
Financial Plan

* An analysis of anticipated pressures has been undertaken to inform futureyears
projections

» Areview of funding assumptions has been undertaken to determine the anticipated
level of funding available for service delivery

As per the update the 2024/27 estimated net funding gap is £7.2 million, however this
is after incorporating the latest planning assumption of a 7% increase in Council Tax in
2025/26 which is expected to raise around £2.3 million extra income.

The update highlights that based on this latest information and the local assessment of
certain figures by the Chief Financial Officer, the mid-range scenario shows that the
Council faces a net potential funding gap of £13.8 million over the 2025/28 period. This
reflects the increase in Council Tax income in 2025/26 on the basis of a 7.0% increase.
The update further illustrates scenarios for the 2025/28 funding gap using different
assumptions around Government Grant income, inflation, and budget pressures.
These tables show potential funding shortfalls of £6.7 million to £21.1 million
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Capital Projections

The Council agreed a 4 year Capital Programme covering 2024/28 in February 2024
which was within the 5% overprovision limit which allows for increased resources/project
cost reductions. The approved capital programme has a funding shortfall of £3.25 million.

Reserves Strategy

The Council has agreed a Reserve Strategy which requires a minimum unallocated
General Fund Reserve of approximately 2% of turnover. The Reserve Strategy was
reviewed and approved by the Policy & Resources Committee in March 2023.

Savings Plans

The strategy includes an action plan for addressing short, medium and long-term issues.
The council plans to bridge funding gaps mostly through savings and the use of reserves..
2024/26 budget included approval of target savings amounting to £5.4 million. The targets
are monitored as part of budget monitoringreports.

We recommend that keeping in view the availability of medium term forecast, beyond the
two year budget, saving plans should be considered and developed for medium term as
well i.e. beyond the period covered by the latest budget.

Recommendation one

Conclusions

= The Council’'s MTFP is in place and appropriately takes into account scenario planning.
= The Council has a reserves strategy inplace

= Savings plans to bridge the identified funding gaps are implemented and monitored.
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Wider Scope arrangements

Vision, Leadership and Governance

Vision, leadership and governance is concerned with the effectiveness of scrutiny
and governance arrangements, leadership and decision making, and transparent
reporting of financial and performance information.

The governance framework is the system by which the Council leads, directs and controls
its functions and relates to the community and other stakeholders. It includes the
systems, processes, cultures and values through which the Council strives to adhere to
the principles of good governance of openness, inclusivity, integrity and accountability.

The Council has adopted a Local Code of Corporate Governance (“the Local Code”)
consistent with the seven principles of CIPFA and the Society of Local Authority Chief
Executives (SOLACE) framework, “Delivering Good Governance in LocalGovernment
Framework (2016)”".

The Council has adopted a code of conduct for its employees. Elected Members observe
and comply with terms of the Councillors’ Code of Conduct. Arrangements are in place to
ensure Members and officers are supported by appropriate learning and development.

Strategy

The overarching strategic vision of the Council is detailed in the Council Plan 2023/28
which sets out the key outcomes the Council is committed to delivering with its partners.
This was reviewed, updated and presented for the Council’s approval in 2023. The
approved plan is available for public’s access on the Council’s website.

Involvement of Stakeholders

Development of the Council’s plan was supported through multi-faceted, 8 week public
consultation which concluded in January 2023. Alongside this consultation, the Inverclyde
Strategic Needs Assessment was updated which informed the development of theplan.
Reports enumerating the consultation and strategic needs assessment are published on
the Council’s website for publicaccess.

Setting and reporting of operational performance

The Council's Performance Management Framework sets out the process for target
setting. The Performance Management Framework can be found on the Council Plan
webpage. Priorities under the strategic plan are aimed to be delivered through committee
delivery and improvement plans and service delivery and improvements plans.

Committee plans have been developed and approved for three year period form 2023 to
2026 and include the performance targets for 2023/24. Committee plans are refreshed
annually and latest refresh was carried out in 2024. The refreshed committee plans are
available on the Councilwebsite.



InverclydeCouncil

Wider Scope arrangements

Setting and reporting of operational performance (continued)

Performance management and monitoring of service delivery is reported principally
through the Policy & Resources Committee and to other Committees on a regular basis.
The Council publishes information about its performance regularly as part of its public
performance reportingrequirements

Governance statement

As part of our audit process we continually assess the governance arrangements within
the council and review the Annual Governance Statement in the annual report and
accounts. Governance statement is review and approved by the relevant committees of
the Council ahead of being published as part of the annual accounts .We concluded that
arrangements are appropriate and operated effectively during2023/24.

Standing Orders, Schemes of Delegation and Financial Regulations

The Council operates within an established procedural framework. The roles and
responsibilities of Elected Members and officers are defined within the Council’s Standing
Orders and Scheme of Administration, Contract Standing Orders, Scheme of Delegation
and Financial Regulations; these are subject to regularreview.

Risk Management

The Council’'s approach to risk management is set out in the risk management strategy
and is embedded within the Council’s Strategic Planning and Performance Management
Framework.

Reporting on risk management is undertaken and reported annually to the Audit
Committee. The latest report on risk management was presented to the Audit Committee
dated 24 October 2023. The purpose of this report was to present to Committee
progress made in developing and monitoring a strategic approach to managing risks
faced by the Council.

As part of our previous audit we noted that risk management strategy has been
reviewed and the updated draft is included in the agenda of the meeting of the audit
committee scheduled for 24 October 2023 for consideration and approval.

The policy was approved by the Policy and Resource Committee dated 21 November
2023, following the review and recommendation by the Audit Committee.
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Vision, Leadership and Governance (continued)
Scrutiny, challenge and transparency

The status of progress of audit (external and internal) recommendations and action points
are regularly reported and considered by the auditcommittee.

Council minutes and related documents are available on the website for publicscrutiny.

The Council maintains a website where users can find further information about the
Council's performance and the financial accounts, including other associateddocuments
relating to strategies, policies andplans.

Conclusions

= (Governance arrangements are appropriate and operated effectively.
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Wider Scope arrangements

Audited bodies need to make best use of their resources to meet stated outcomes
and improvement objectives, through effective planning and working with strategic
partners and communities. This includes demonstrating economy, efficiency, and
effectiveness through the use of financial and other resources and reporting
performance against outcomes.

The Council's Performance Management Framework sets out the process for target
setting. The Performance Management Framework has been refreshed in 2023/24 and
can be found on the Council Planwebpage.

Performance management and monitoring of service delivery is reported principally
through the Policy & Resources Committee and to other Committees on a regular basis.
The Council publishes information about its performance regularly as part of its public
performance reporting requirements.

The Council’'s annual performance report for 2022/23 is available for public access on the
Council's website. As part of the review of minutes we noted the 2022/23 report being
presented to the Policy and Resource Committee in November 2023 for consideration.

In relation to the reported performance report for 2022/23 we noted that out of total of
88 indicators included in the performancereport:

- performance for 21 indicators were reported as “5% or more belowtarget”.
- performance for 43 indicators declined as compared to the perviousyear.

The Local Government Benchmarking Framework (LGBF) brings together a wide range
of information about how all Scottish councils perform in delivering services to local
communities. The LGBF assists Councils in benchmarking their performance in key areas
and creates opportunities to identify and share good practice.

We noted that the link to LGBF dashboard is provided on the Council’'s website,which
allows visualization of the council’'s performance by service areas and indicators.
Additionally the councils reports the same in summary which is available forpublic
access.

As per the latest published data, the council’s performance showed a deterioration when
compared to the prior year and base year, in relation to 49% and 37% of the indicators on
an overall basis, respectively.

In relation to the council’s relative position over time, the percentage of indicators in top 2
quartile improved from 55% to 61% on an overall basis, however the above percentage
decreased in relation to cost indicators, financial sustainability, culture and leisure
services and economic development.

In relation to financial sustainability indicators the percentage of indicator in top 2 quartiles
decreased from 50% in based year to 25% in the most recent year.
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In addition, each directorate periodically reports on performance in the delivery of their
CDIP to their relevant committee. The Council publishes performance information on
the delivery of the Education and Communities, Corporate Services and Environment
and Regeneration.

Performance is reported to:

» the Education and CommunitiesCommittee

» the Environment and RegenerationCommittee
» the Policy and Resources Committee

From April 2023, the Council moved to a new planning model, known as Committee
Delivery and Improvement Plans, with a Committee Plan developed for each three
Committees listed above which lay out the targets for 2023/24.

Conclusion

= Performance management arrangements provide a sound base for improvement of
outcomes.
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The Publication of Information (Standards of Performance) Direction 2021 -

Statutory Performance Indicators

The Accounts Commission issued a new Statutory Performance Information (SPIs)
Direction in December 2021 which applies for the three years from 2022/23

The Direction requires the Council to reportits:

= performance in improving local public services (including those provided with its
partners and communities), and progress against agreed desired outcomes (SPI 1).
The Commission expects this reporting to allow comparison both over time and with
other similar bodies (drawing on Local Government Benchmarking Framework and/or
other benchmarking activities).

= own assessment and audit, scrutiny, and inspection body assessments of how it is
performing against its duty of Best Value, and how it has responded to these
assessments (SPI 2).

The council has a dedicated public performance reporting webpage which further
includes a dedicated sub-section in relation to Statutory Performance Indicators
which provides:

= a Snapshots of council performance over time. This is informed by the annual
performance report (published in a different section of the website).

= an overview of Inverclyde Council's latest performance as compared to peersin a form
of fact file relating to LGBF. Additionally, link to LGBF dashboard is provided on the
Council’s website, which allows visualization of the council’s performance by service
areas and indicators overtime.

Further details in relation to the performance outcomes are presented on the previous
page.
Additionally the performance section of the website includes a sub-section relating to best

value which provides documents/ links to relevant sections of the website in relation to
internal and external assessments with respect to bestvalue.

As part of previous audit we noted that the Council has made arrangements related to
self evaluation of services however a program aimed specifically towards overall
evaluation and reporting in relation to best value themes, on a council level, was not in
place. We understand that this has been introduced. The performance management
framework was updated to capture this requirement in 2024 and the first report was
presented to the Policy and Resource Committee dated 13 August 2024.

Conclusions
= The Council has made arrangements to comply with the SPI Directions.

= Further work is required with respect to overall self evaluation in relation to Best Value
Themes.
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Best Value arrangements

Local government bodies have a duty under the Local Governmentin ScotlandAct
2003 to make arrangements which secure Best Value. Best Value is continuous
improvement in the performance of the body’sfunctions.

Under the Code of Audit Practice, the audit of Best Value in councils is fully integrated
within the annual audit work performed by appointed auditors and their teams. Auditors
are required to evaluate and report on the performance of councils in meeting their Best
Value duties.

There are the following four aspects to auditors’'work:

= Follow-up and risk-based work (covered through our recommendations in Appendix
Two)

= Service improvement and reporting (covered in this section)
= Thematic reviews (covered in this section and in our separate report)
= Contributing to Controller of Audit reports. (This council is not in-scope for currentyear)

Thematic reviews

Auditors are required to report on Best Value or related themes prescribed by the

Accounts Commission. The thematic work for 2023/24 relates to “Workforce Innovation -

how councils are responding to workforce challenges”. In carrying out the overview,

auditors are required to answer the followingquestions:

» How effectively are the council’s workforce plans integrated with its strategic plans and
priorities?

» How effectively has digital technology been used to support workforce productivity and
improve service quality and outcomes?

* How effectively is the council using hybrid and remote working and other innovative
working practice such as a four-day week to achieve service and staff benefits?

« What innovative practice is the council using to develop its future workforce capacity
and skills needs and manage staff reductions in line with its priorities?

» What progress has the council made with sharing roles or functions across its services
and/or with other councils and partners?

» How effectively is the council measuring the impact of its workforce planning approach?

An audit programme and supporting materials are provided to auditors on the Best Value
Support site. Auditors are required to report their conclusions in a separate management
report on this work using a template provided on the Best Value Support site. Auditors
should report a summary of the findings and conclusions from this work in each council’s
2023/24 AnnualAuditReport.
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Thematic reviews (continued)

As required by guidance we have issued a separate management report. Asummary of

our findings are as follows:

» The workforce strategy supports the council’s priorities and is integral to its
transformation plans.

» The Council has a digital modernisation plan in place and has started realising
workforce benefits through its use of digital technology.

* The council promotes remote working as a staff benefit; it needs to demonstrate the
impact, of the same, on service performance on a periodic basis.

* The council has plans to make good use of apprenticeships and succession planning.

* The council has shared some key posts with other councils but has gradually moved
away from joint workforce arrangements. The Council is not implementing joint
working with other councils on a significant scale.

» The council actively monitors progress with its workforce strategy and plans.

Following recommendations are included in the Best Value Thematic report:

+ Asystem of overall assessment of the impacts (cost, time and quality) of the digital
modernisation initiatives should be designed andimplemented.

* An overall assessment of the impact of the new flexible arrangements on service
quality and outcomes, to provide greater insight into the achievement of the
intended objectives, should be carried out. While in use, the documentation of the
Council’s expectations in relation to informal flexible working arrangements.

» Council should continue to explore joint working opportunities to make the best use
of the available workforces across the sector.

Conclusions

= The council has established overall effective arrangements to secure best value, with
scope for furtherimprovements.

= We have noted three recommendations relating to:
= assessment of the impact of digital modernisationinitiatives;

= assessment of the impact of flexible working arrangements and documentation of
the Council’s expectations in relation to informal flexible working arrangements;
and

= consideration of opportunities to implement joint workforce arrangements ona
greater scale.
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Mandatorycommunications

Type Statement

Our draft
management
representation
letter

O

We have not requested any specific representations in addition to
those areas normally covered by our standard representation
letter for the year ended 31 March 2024.

Adjusted audit See appendix Three.
differences S

Unadjusted @IB) See appendix Three.
audit

differences

Related parties

S

There were no significant matters that arose during the audit in
connection with the entity's relatedparties.

Other matters
warranting
attention by the
Audit and Risk
Committee

O

There were no matters to report arising from the audit that, in our
professional judgment, are significant to the oversight of the
financial reporting process.

Control
deficiencies

O®

We communicate to management in this report all deficiencies in
internal control over financial reporting of a lesser magnitudethan
significant deficiencies identified during the audit that had not
previously been communicated inwriting.

Actual or
suspected
fraud,
noncompliance
with laws or
regulations or
illegal acts

O

No actual or suspected fraud involving group management,
employees with significant roles in internal control, or where fraud
results in a material misstatement in the financial statements was
identified during the audit.

34



Appendix one

Mandatorycommunications

Statement

Significant @I®) No significant difficulties were encountered during theaudit.
difficulties

Modifications to O None.

auditor’s report

Disagreements |@J@) The engagement team had no disagreements with management

with

and no scope limitations were imposed by management during

managementor the audit.

scope

limitations

Other O No material inconsistencies were identified relating to other
information information in the Management Commentary.

The Commentary is fair, balanced and comprehensive,and
complies with the requirements of the Code.

Breaches of @) No matters to report. The engagement team have compliedwith

independence relevant ethical requirements regardingindependence.

Accounting 0@ Over the course of our audit, we have evaluated the

practices appropriateness of the Council’'s accounting policies, accounting
estimates and financial statement disclosures. In general, we
believe these are appropriate.

Significant The significant matters arising from the audit were discussed, or

matters O subject to correspondence, with management.

discussed or

subject to

correspondence

with

management
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Recommendations followed upandraised

We have followed up the recommendations raised in the prior year. Below is a table of the
actions and implementation. We have disclosed below the recommendations that are still
ongoing with the current managementresponse.

Priority rating for recommendations

Priority one: issuesthat
are fundamental and
material to your system
of internal control. We
believe that theseissues
might mean that you do
not meet a system
objective or reduce
(mitigate) a risk.

Priority two: issuesthat
have an important effect
on internal controls but
do not need immediate
action. You may still
meet a system objective
in full or in part or
reduce (mitigate) a risk
adequately but the
weakness remains inthe
system.

(3]

Priority three: issues
that would, if corrected,
improve the internal
controlin general butare
not vital to the overall
system. These are
generally issues of best
practice that we feel
would benefit you if you
introduced them.

Recommendations (followedup)

Number outstanding:

Number of recommendations
implemented or superseded with new

Total number ofrecommendations

recommendations
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Recommendations followedup

# Risk

Issue, Impact and Recommendation

Update October 2024

11 N/A

City Deal projects

The council has experienced delaysin
its City Deal projects. Councillors and
officers should continue to focus
significant efforts on developing these
projects with private sectorpartners

Greenock Ocean Terminal is complete,
the Inchgreen project has fulfilled the
original project scope, additional spend is
being considered. The Final Business
Case for Inverkip has been approved by
the Environment and Regeneration
Committee and has been submitted to the
City Deal Cabinet for consideration and
approval

SLIPPAGE

2| N/A

Communication and Engagement
Groups

Following feedback and learning in
2021/22, it has been agreed that the six
Communication and Engagement
Groups will continue in the localityareas
and be further developed. The
Integrated Joint Board will establish two
formal Health and Social Care Locality
Planning Groups - one for East
Inverclyde and one for West Inverclyde.

6 groups have now been set up branded
as “Inverclyde Community Choices” using
the digital platform of CONSUL which is
the recommended platform from COSLA.
These groups feed into the Thriving
Communities group linked to the Alliance
Board. For 2024/25 a series of
conversation weeks with the localities
(one per locality) were approved by the
Alliance Board (October 2024). The IJB
has established 2 Locality Planning
groups.

COMPLETE
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# Risk

3| N/A

Issue, Impact and Recommendation

Local Development Plan

The draft Local Development Plan (LDP)
was submitted for consultation in August
2021 with responses to be considered
before submission to Scottish Ministers.

However, management have now
revised the completion date to 30 April
2026. The council reports that thishas
been exacerbated by the delay in the
outcome decision by the Scottish
Ministers on the West of Quarry Drive
application, until after the local
government elections.

This resulted in insufficient time to
modify and continue preparation of the
proposed plan, within the designated
period, under the Planning (Scotland)
Act 2006. Work will start afresh on a
draft LDP based on the new guidance
under the 2019 Planning (Scotland)Act.

Update October 2024

In agreement with the Scottish
Government, a new LDP will be adopted
by March 2026. Recommendation In
Progress.

ON TARGET
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Recommendations followedup

# Risk

Issue, Impact and Recommendation

Update October 2024

Duplicate suppliers identified through
capital additions walkthrough

Our walkthrough of capital additions identified
that the invoice selected for walkthrough was
paid twice, due to there being duplicate
suppliers set up in the ledger with distinct
supplier codes. As a result the system didnot
identify and flag that the invoice was a
duplicate.

Risk
There is a risk of further duplicate payments

occurring if duplicate payments are able tobe
made against the same supplier.

Recommendation:

We recommend that management conducts a
review of all supplier codes to ensure no more
duplicates exist.

All actions completed by the end of
April 2024.

COMPLETE

Central Corporate Risk Register

The Council does not have a centralCorporate
Risk Register in place; instead, all servicesand
directorates have their own register and these
are managed locally.

Risk

Risks requiring escalation may not receive
appropriate consideration at Council or
appropriate Committee due to the absence ofa
Council-wide Corporate Risk Register that
collects together all risks over a certainscore.

Recommendation

We recommend that the Council introduces a
Corporate Risk Register which features any
risks above a centrally-agreed thresholdscore,
in order that the Council and its Committees
are able to assure themselves regarding the
sufficiency of response to risks arising.

The Council’s Risk
Management Strategy was
approved by the Policy &
Resources Committee in
November 2023 and the
Corporate Risk Register was
approved by the Policy &
Resources Committee in
February 2024.

The Chief Executive chairs a
Corporate Risk Management
Group which meets at least
quarterly with annual updates to
the Audit Committee.

COMPLETE
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# Risk Issue, Impact and Recommendation P U OB BB A

6

Segregation of duties in journal entries
processing

Our walkthrough of processes and controlsrelating
to journal entries posted in the ledger identifiedthat
there is no enforcement of segregation of duties in
the processing of journals between the person
creating/raising the journal and the person
reviewing/approving the journal.

Risk

While many journals are reviewed by a secondary
person, the fact that this step is not enforced
increases the likelihood of inappropriate or erroneous
journal entries beingposted.

Recommendation

We would recommend that management considers
enforcing through the ledger system the segregation
of duties in the processing of journal entries. Where
this is considered impractical, management should
establish a periodic retrospective review of a report
of all journals posted during the period, and these
should be signed off by a senior member of Finance
as appearing regular and in line with the normal
course of business.

All FMS users have been
reminded via e mail that any
journals must have separate
preparer and authoriser.
Actioned November 2023.

COMPLETE

Timeliness of preparation and review of bank
reconciliations

Our testing of bank account reconciliation controls
during the year identified that while allreconciliations
were up to date by the year end, some
reconciliations were not prepared or reviewed in a
timely way ie. within one month of the relevant
month-end.

Risk
There is a risk that errors relating to cash postings in

the ledger are not identified in as timely a manner as
possible.

Recommendation

Management should ensure that all bank
reconciliations are prepared and reviewed withinone
month of the relevant month-end.

A process is now in place to
ensure that once the
reconciliation has been
prepared, the preparer emails
the reviewer to advise.
Reconciliations are then
reviewed by the approver to
ensure timely finalisation.

COMPLETE
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# Risk Issue, Impact and Recommendation LIEEEIE I 2

8

(3]

Formal process for Head of Serviceimpairment
reviews

Our walkthrough of the annual impairment review
process identified that Finance writes to all Headsof
Service, asking them to report any indications of
impairment. A positive response, even to confirm
there are no issues to raise, is not required resulting
in some returns not beingprovided.

Risk

There is an increased risk that impairmentindicators
will not be identified and reported, where Heads of
Service are not formally required to confirm (the
absence of) any indicatorsarising.

Recommendation

We recommend the impairment review process is
amended to include the requirement for Heads of
Service to provide a positive return confirming
whether any impairment indicators have arisenduring
the year.

Instruction included in year-
end pack. In addition, a
specific email is sent out
which clearly states that a nil
response is required where
no changes are identified.

COMPLETE

Continuing to improve integrity of Fixed Asset
Register

We are aware that there have been historic issues
with the Fixed Asset Register (FAR), resulting in
management resuming the use of an Excel
spreadsheet to record the FAR. We note that
improvements have been made to this but we also
identified some further areas for improvement. In
particular we noted some items without an associated
remaining useful life, resulting in an understatement
in the depreciation charge which has been corrected
by management.

Risk

There is an increased risk of misstatementsin
reported fixed assets balances.
Recommendation

We recommend that a further data integrity and
cleansing exercise is undertaken in 2023/24 to ensure
the integrity of entries across all fields in the FAR.

Review of Asset Register
included in year end
timetable. Those carrying
out the review identified and
review for 2023/24 was
completed in April 2024.

COMPLETE
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10

Issue, Impact and Recommendation

Infrastructure Assets

In August 2022, Audit Scotland issued updated
guidance in regards to the accounting of
Infrastructure assets. It stated that infrastructure
Assets are held at depreciated cost, and whathas
been happening is thatadditional

spend on roads has simply been added to the existing
Cost less Depreciation, and the various Councils have
not been able to provide / demonstrate that where
assets are “replacing” (i.e. a new road surface) that the
NBV of the initial road surface was removed / disposed
of.

As part of the guidance, councils which did not meet
this requirement could utilise two statutoryoverrides.

Statutory Override 1: For accounting periods
commencing from 1 April 2021 until 31 March 2024 a
local authority is not required to report the gross cost
and accumulated depreciation for infrastructure
assets.

Statutory Override 2: For accounting periods
commencing from 1 April 2010 until 31 March 2024
the carrying amount to be derecognised in respectof
a replaced part of an infrastructure asset is required to
be a nil amount, and no subsequent adjustment shall
be made to the carrying amount of the asset with
respect to that part.

Inverclyde Council had to use both statutoryoverrides
to ensure compliance with the updatedguidance.
KPMG considers the use of the overridesto
constitute a controlweakness.

Recommendation

We recommend that should Management wish to
meet this requirement they will need to carry out a
retrospective review of the methodology used to
account for the infrastructure assets and update the
methodology accordingly to ensure compliance with
the guidance.

This weakness did not impact upon our plannedaudit
approach.

Update October 2024

Statutory override

and therefore no further
action undertaken in
2023/24.

COMPLETE

extended to March 2025
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# Risk Issue, Impact and Recommendation APEELE AT

11 Fraud, Bribery and Corruption proceduresand The March 2024 Policy &
other policies out of date Resources Committee
approved a revised Policy
Hierarchy and Template plus a
planned timetable for review.
Update on progress is to be
reported every second cycle.
An update will go to the
November 2024 Policy &
Resources Committee.

The council is responsible for establishing
arrangements for the prevention and detection of
fraud, error and irregularities, bribery and
corruption. Furthermore, it is responsible for
ensuring that its affairs are managedin accordance
with proper standards of conduct by putting
effective arrangements inplace.

There are established procedures for preventing
and detecting any breaches of these standards ON TARGET
including any instances of corruption enacted
through the anti fraud and corruption policy. We
noted that the policy was last reviewed and
updated in 2017.

We identified through our planning and risk
assessment activities that there are a number of
other policies currently beyond their due date for
review and updating, including:

= Code of Practice on TeacherCompetence;
= Employee Code of Conduct;

= Health and Safety Policy;

= Records ManagementPolicy;

= Recruitment Selection Policy;

= Dignity and Respect at Work Policy; and

= Whistleblowing Policy.

Recommendation

We recommend that all out-of-date policies are
prioritised for updating and review / approval by
Council or appropriate Committee as soon as is
practicable.
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# Risk Issue, Impact and Recommendation A[RE R A 2

12 Reporting on Best Value achievementand Process to report on overall best
delivery value devised and implemented.
The performance section of the Council’'s website This myolved_ use of a best value
, . . . checklist designed by the
includes a sub-section relating to best value which .

. . . Improvement Service and used as
provides documents/ links to relevant sections of
o . . a corporate survey. An
the website in relation to internal and external )
. improvement workshop then
assessments with respect to bestvalue. . e
identified strengths and areas for

We note that the Council has made arrangements |improvement. The related
related to self-evaluation of services, however a ‘Corporate Self-Assessment of
program aimed specifically towards overall Best Value Performance’ report
evaluation and reporting in relation to best value  was presented to Committee and
themes, on a council level, is not currently inplace. published on the website.
Recommendation Six mo.nthly progress reports on

. _ the delivery of the Improvement
We recommend implementation of a processto Plan will be brought to the
report on overall best value achievement and Committee.
delivery. COMPLETE

13 Locality plans The new locality planning model

We understand that the plans for six localitieswere has been agreed b¥ the Alliance
. : - and refreshed locality plans
last developed in 2020 and require refresh in light
of the approval of the new partnership plan andthe 2%:"GSLETE
council plan. —
There is a risk that locality plans do not align with
the new strategic framework.
Recommendation
We recommend that locality plans are updated in
line with the new partnership and council plan
14 Equality group involvement in plan The current Council Plan runs until
. . . 2028 and there will be greater
We did not see any evidence of involvement ofany | . .
. , . involvement of equality groups in
particular equality group with respect to
development of the plan the development of the new plan
' which will start in 2027. A mid term
There is a risk that relevant equality input isnot review of the Partnership Plan will
incorporated in the plan. take place in 2028 and will also
Recommendation involve equality group consultation.
ON TARGET
We recommend that a specific equality group
within the council is identified and involved inthe
strategy setting process.
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Recommendations followedup

# Risk Issue, Impact and Recommendation e

15| © |Workforce planning A refreshed Workforce Plan
within Environment and
Regeneration has been
completed.

Organisational Development
will support wider services to
update succession plans and
workforce plans in 2024-25.

Some service workforce plans within Environment
and Regeneration are required to be refreshed in
order to develop proposals which address wider
issues relating to succession planning, due to an
ageing profile of some staff groups, staff retention
challenges and single persondependencies.

There is a risk of ineffective work force planning.

Recommendation COMPLETE
We recommend that workforce plans arerefreshed
on a timely basis.
16| © |Asset Management Strategy Following approval from the

Environment & Regeneration

The council has a corporate asset management Committee in May 2024 , the

strategy spanning over a period of three yearsfrom
2019 to 2022. This is yet to beupdated. Asset Management Strategy
was approved by the Council's

There is a risk of obsolete and out of date policy Policy & Resources

resulting in ineffective assetmanagement. Committee on 4th June 2024.
Recommendation
COMPLETE
We recommend timely review and update of
strategies. It has been agreed that the
ICT Strategy will be integrated
with the Digital Strategy and
the Customer Services
Strategy to become a fully
comprehensive Digital and
Customer Service Strategy.
This change has resulted in
slight slippage to November
2024.

SLIPPAGE




Appendix two

Recommendationsraised (Wider-Scope)

# Risk Issue, Impact and Recommendation HETE T R

1 | ©® |Savings Plans Officers will develop a medium
term savings strategy as part
of the development of the
2026/27 Budget.

We understand that while the Council has a
medium to longer term financial strategy in place,
however the savings plans are limited to period

covered by the latest budget i.e. next two years. Chief Financial Officer

Recommendation September 2025

Werecommend that keeping in view the availability
of medium term forecast, beyond the two year
budget, saving plans should be considered and
developed for medium term as well i.e. beyond the
period covered by the latestbudget.




Appendix three

AuditDifferences

Under UK auditing standards (ISA (UK) 260) we are required to provide the Audit and Risk
Committee with a summary of unadjusted audit differences (including disclosure
misstatements) identified during the course of our audit, other than those which are ‘clearly
trivial’, which are not reflected in the financial statements.

Unadjusted audit differences (£’000s)

Under UK auditing standards (ISA (UK) 260) we are required to provide the Audit and Risk
Committee with a summary of adjusted audit differences (including disclosures) in excessof
AMPT identified during the course of our audit. We identified the following disclosure
adjustments which have been updated in the financial statements:
+ Classification of an amount between different streams of income which has been
corrected by management.
* Inclusion of disclosure in relation to outcome of Virgin Media case which may
have implications for other UK defined benefit plans.
» Presentation of costs in relation to grant contributions to one of the Council’s
Joint ventures.

W 4 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG global organisation of independent membe:
fiiated with KPMG International Limited, a private E company limitec uarantee. All rights reservec ocument Classification: KPMG Confidential
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Appendix four

Confirmationofindependence

We confirm that, in our professional judgement, KPMG LLP is independent within the

meaning of regulatory and professional requirements and that the objectivity of the Partner
and audit staff is notimpaired.

Tothe Audit Committeemembers
Assessment of our objectivity and independence as auditor of the Inverclyde Council.

Professional ethical standards require us to provide to you with a written disclosure of
relationships (including the provision of non-audit services) that bear on KPMG LLP’s
objectivity and independence, the threats to KPMG LLP’s independence that these create,
any safeguards that have been put in place and why they address such threats, together
with any other information necessary to enable KPMG LLP’s objectivity andindependence
to be assessed.

This letter is intended to comply with this requirement and facilitate a subsequent
discussion with you on audit independence and addresses:

® General procedures to safeguard independence and objectivity;

* Independence and objectivity considerations relating to the provision of non-audit
services; and

"Independence and obijectivity considerations relating to other matters.
General procedures to safeguard independence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of our ethics
and independence policies, all KPMG LLP directors and staff annually confirm their
compliance with our ethics and independence policies and procedures including in
particular that they have no prohibited shareholdings. Our ethics and independence
policies and procedures are fully consistent with the requirements of the FRC Ethical
Standard.

As a result we have underlying safeguards in place to maintain independence through:
* Instilling professional values

= Communications

* Internal accountability

* Risk management

* Independent reviews.

We are satisfied that our general procedures support our independence and objectivity.
Independence and obijectivity considerations relating to the provision of non-audit services
Summary of non-audit services

We have not provided any non-audit services in year.
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Appendix four

Confirmationof independence(continued)

We have considered the fees charged to the Council for professional services provided during the
reporting period. Total fees charged can be analysed asfollows:

Entity 2023/24 2022/23
Auditor Remuneration ** £247,720 £233,700
Pooled Costs £9,030 £0
PABYV Contribution £62,010 £55,820
Audit Support Costs £0 £8,860
Sectoral Cap Adjustment (£2,240) £240
TOTAL AUDIT FEES (Incl VAT) £316,520 £298,620
Fees for non-audit services - -

(** the average of tender values which may differ from what KPMG receives)
Source: Audit Scotland

Application of the FRC Ethical Standard2019

We communicated to you previously the effect of the application of the FRC Ethical Standard
2019. That standard became effective for the first period commencing on or after 15 March
2020, except for the restrictions on non-audit and additional services that became effective
immediately at that date, subject to grandfatheringprovisions.

We confirm that as at 15 March 2020 we were not providing any non-audit or additional services
that required to be grandfathered.

Confirmation of audit independence

We confirm that as of the date of this letter, in our professional judgement, KPMG LLP is
independent within the meaning of regulatory and professional requirements and the objectivity
of the partner and audit staff is notimpaired.

This report is intended solely for the information of the Audit Committee and should not be used
for any other purposes.

We would be very happy to discuss the matters identified above (or any other matters relating to
our objectivity and independence) should you wish to do so.

Yours faithfully
KPMG LLP



Appendix five

KPMG's Auditqualityframework

Audit quality is at the core of everything we do at KPMG and we believe that it is not
just about reaching the right opinion, but how we reach that opinion.

» Toensure that every partner and employee concentrates on the fundamental skills and
behaviours required to deliver an appropriate and independent opinion, we have developed
our global Audit Quality Framework.

* Responsibility for quality starts at the top through our governance structures as the UK
Board is supported by the Audit Oversight Committee, and accountability is reinforced
through the complete chain of command in all ourteams.
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Appendix five (continued)

I Commitment to continuous Association withthe
improvement o right entities
* Comprehensive effective ASS??;;?T‘;';J;Z'; e * Select clientswithin
monitoring processes risk tolerance
« Significant investment in * Manage audit
technology to achieve responses torisk
consistency and enhanceaudits . « Robust clientand
* Obtain feedbackfrom engagement
key stakeholders acceptance and
 Evaluate andappropriately continuance
respond to feedback and processes
findings * Clientportfolio
management

0 Performance of effective
& efficient audits

* Professionaljudgement
and scepticism

* Direction, supervisionand

] Clear standards &
robust audittools

* KPMG Auditand

. Risk
reV|ev'v , ManagementManua
» Ongoing mentoring and on s
the job coaching, including . .
the second line of defence Audittechnology
model tools, templates
. and guidance
« Critical assessmentof e gG c
aUd|t evidence excellence & quality servicedelivery ° KPM |ta.ra
, < incorporating
. Apgroprlately supported monitoring
an

capabilities at
engagementlevel

* Independence
policies

documented conclusions

* Insightful, openand
honest two
way communications

I Recruitment, development & assignment of
appropriately qualified personnel
* Recruitment, promotion, retention

» Development of core competencies, skillsand
personal qualities

* Recognition and reward for qualitywork
» Capacity and resource management

» Assignment of team members employed KPMG
specialists and specific teammembers

Commitment to technical excellence &
quality service delivery

* Technical training and support
* Accreditation and licensing

* Access to specialist networks
 Consultation processes

* Business understandingand
industry knowledge

 Capacity to deliver valuedinsights
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