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(disabled access and a hearing loop are available at this meeting venue)

All members of Council are requested to attend this meeting

If you would like any further information on the items to be discussed, please contact the
Democratic Services Specialist on 01935 462148 or democracy@southsomerset.gov.uk

Any members of the public wishing to address the meeting at Public Question Time are
asked to email democracy@southsomerset.gov.uk by 9.00am on Wednesday 29 March
2023 so we can advise on access to the meeting.

If you would like to view the meeting on-line without participating, please see:
https://www.youtube.com/channel/lUCSDst3IHG|9WoGnwJGF SoA

This Agenda was issued on Wednesday 22 March 2023.

Jane Portman, Chief Executive Officer

This information is also available on our website
www.southsomerset.gov.uk and via the Modern.Gov app
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Information for the Public

The meetings of the full Council, comprising all 60 members of South Somerset District
Council, are held at least 6 times a year. The full Council approves the Council’s budget
and the major policies which comprise the Council’s policy framework. Other decisions
which the full Council has to take include appointing the Leader of the Council, members
of the District Executive, other Council Committees and approving the Council’s
Constitution (which details how the Council works including the scheme allocating
decisions and Council functions to committees and officers).

The agenda, minutes and the timetable for council meetings are published on the
Council’'s website — www.southsomerset.gov.uk/councillors-and-democracy/meetings-
and-decisions

Agendas and minutes can also be viewed via the modern.gov app (free) available for
iPads and Android devices. Search for ‘modern.gov’ in the app store for your device and
select ‘South Somerset’ from the list of publishers and then select the committees of
interest. A wi-fi signal will be required for a very short time to download an agenda but
once downloaded, documents will be viewable offline.



Public participation at meetings (held in person and
via Zoom) and Public question time

We recognise that these are challenging times but we still value the public’s contribution
to our meetings. If you would like to participate and contribute in the meeting, we would
encourage you to please join on-line through Zoom at: https://zoom.us/join

You will need an internet connection to do this.

Please email democracy@southsomerset.gov.uk for the details to join the meeting.
If you would like to view the meeting on-line without participating, please see:
https://www.youtube.com/channel/UCSDst3IHG|9WoGnwJGF _soA

The period allowed for participation in Public Question Time shall not exceed 15 minutes
except with the consent of the Chairman and members of the Committee. Each
individual speaker shall be restricted to a total of three minutes.

If you would like to attend the meeting in person and speak at Public Question Time,
please email democracy@southsomerset.qov.uk by 9.00am on Wednesday 29 March
2023. When you have registered, the Chairman will invite you to speak at the
appropriate time during the meeting.

Ordnance Survey mapping/map data included within this publication is provided by South Somerset District
Council under licence from the Ordnance Survey in order to fulfil its public function to undertake its statutory
functions on behalf of the district. Persons viewing this mapping should contact Ordnance Survey copyright for
advice where they wish to licence Ordnance Survey mapping/map data for their own use. South Somerset
District Council - LA100019471 - 2023.
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South Somerset District Council
Thursday 30 March 2023

Agenda

Apologies for Absence
Minutes

To approve and sign the minutes of the previous meeting held on Thursday, 19 January
2023.

Declarations of Interest

In accordance with the Council's current Code of Conduct (as amended 26 February
2015), which includes all the provisions relating to Disclosable Pecuniary Interests (DPI),
personal and prejudicial interests, Members are asked to declare any DPI and also any
personal interests (and whether or not such personal interests are also "prejudicial”) in
relation to any matter on the Agenda for this meeting.

Members are reminded that they need to declare the fact that they are also a member of
a County, Town or Parish Council as a Personal Interest. Where you are also a member
of Somerset County Council and/or a Town or Parish Council within South Somerset you
must declare a prejudicial interest in any business on the agenda where there is a
financial benefit or gain or advantage to Somerset County Council and/or a Town or
Parish Council which would be at the cost or to the financial disadvantage of South
Somerset District Council.

Public Question Time

Chairman's Announcements
Items for Discussion

Chairman's Engagements (Page 6)

Confirmation of Minutes of Committee meetings held during March 2023
(Pages 7 - 9)

Reflections of South Somerset District Council (Page 10)

Sale of commercial development land at Lufton, Yeovil (Lufton 2000 joint
venture) (Pages 11 - 17)

2021/22 Auditor's Annual Report (Pages 18 - 61)
Report of Executive Decisions (Pages 62 - 65)
Audit Committee (Page 66)

Scrutiny Committee (Page 67)



14.

15.

Motions
There were no Motions submitted by Members.
Questions Under Procedure Rule 10

There were no questions submitted under Procedure Rule 10.
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Chairman’s Engagements

The Chairman has continued to meet with the District and County Chairs from all five
Somerset Councils collaborating and collating data around civic duty as part of the
Local Government Reorganisation programme in Somerset. The most recent meeting
was held at County Hall in Taunton on 14™" February 2023.

The Chairman attended a celebration of the five Somerset Councils on Sunday 12%
March at 3pm, held at Wells Cathedral, where he gave a thanksgiving speech to all
members and officers past and present who have contributed to the outstanding work
of all five councils in Somerset.

The Chairman attended a celebration of South Somerset District Council's
achievements at ‘SSDC Celebrates!” on Thursday 23 March at 3.30pm, held at
Westlands Entertainment Venue. He gave a thanksgiving speech to all members and
officers past and present who have contributed to the outstanding work of the district
council since its establishment in 1974 (formally known as Yeovil District Council,
adopting the name South Somerset District Council in 1985)

The Chairman, alongside the Leader of the Council and colleagues from the
Countryside team led an SSDC Commemorative Tree Planting event on 23 March
2023, held immediately before the “SSDC Celebrates” event. An Oak tree was planted
at Penn Hill Park near the Octagon in Yeovil, in celebration and recognition of South
Somerset District Council’s achievements and history.

The Chairman would like to say what a privilege and honour it has been to represent
and serve South Somerset District Council, attending many and varied events over the
last four years, despite the pandemic.

He would also like to thank all colleagues for their support and wishes you all the very
best for the future.

Page 6
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Confirmation of Minutes of Committee meetings held during March 2023

Executive Portfolio Holder: Peter Seib, Legal and Democratic Services

Strategic Director: Jill Byron, Monitoring Officer
Lead Officer: Angela Cox, Democratic Services Specialist
Contact Details: Angela.cox@southsomerset.gov.uk or 01935 462148

Purpose of the Report

1. As South Somerset District Council merges and becomes Somerset Council from 1t
April, Members are asked to confirm the final minutes of South Somerset District Council
Committees.

Public Interest

2. The written minutes are the official record of a Council meeting and they are confirmed
by Councillors at the next meeting of that Committees. Because there will be no further
meetings of some Committees, Council is asked to confirm the final Committee minutes
as a correct record of the meetings.

Recommendations

3. That Full Council agree to confirm and authorise the relevant Committee Chair to sign as
a correct record the minutes of:-

a. Area East Committee - 8 March 2023
Area North Committee — 22 Nov 2022
Area South Committee — 8 March 2023
Area West Committee — 15 Feb 2023
Audit Committee — 24 March 2023
District Executive — 2 March 2023
Licensing Committee — 13 Dec 2022
Licensing Sub Committee — 16 Jan 2023
Regulation Committee — 21 March 2023
Scrutiny Committee — 28 Feb 2023
Standards Committee — 6 Sept 2022

Report

4. The minutes of this final meeting of South Somerset District Council will be presented to
the new Somerset Council for confirmation.
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5. The draft minutes for the following meetings can be viewed online

Area East Committee - 8 March 2023
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=127&MId=3339&Ver=4

Area North Committee — 22 Nov 2022
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=129&MI|d=3282&Ver=4

Area South Committee — 8 March 2023 (will be available shortly)
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=130&MId=3386&Ver=4

Area West Committee — 15 Feb 2023
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=131&MId=3256&Ver=4

Audit Committee — 24 March 2023 (will be available a day or two before the meeting of Full
Council)
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=135&MI1d=3385&Ver=4

District Executive — 2 March 2023
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=136&MId=3293&Ver=4

Licensing Committee — 13 Dec 2022
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=138&MId=3260&Ver=4

Licensing Sub Committee — 16 Jan 2023
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=145&M1d=3382&Ver=4

Regulation Committee — 21 March 2023 (will be available a day or two before the meeting of
Full Council)
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=140&MId=3378&Ver=4

Scrutiny Committee — 28 Feb 2023
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=141&MId=3275&Ver=4

Standards Committee — 6 Sept 2022
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=146&MId=3129&Ver=4

Full Council - 19 Jan 2023
https://modgov.southsomerset.gov.uk/ieListDocuments.aspx?Cld=137&MId=3240&Ver=4

Financial Implications

6. There are no financial implications in confirming these minutes as an accurate record of
each meeting.

Legal implications (if any) and details of Statutory Powers
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It is a requirement of the Local Government Act 1972 that the minutes of meetings are
kept and confirmed as an accurate record of the meeting.

Council Plan Implications

Council Value: Open and transparent — Actively communicating, engaging and listening to
feedback

Privacy Impact Assessment

There is no personal data in the minutes of the Council’s meetings.
Background Papers

Minutes of the following Committees are included for signature:

Area East Committee - 8 March 2023
Area North Committee — 22 Nov 2022
Area South Committee — 8 March 2023
Area West Committee — 15 Feb 2023
Audit Committee — 24 March 2023
District Executive — 2 March 2023
Licensing Committee — 13 Dec 2022
Licensing Sub Committee — 16 Jan 2023
Regulation Committee — 21 March 2023
Scrutiny Committee — 28 Feb 2023
Standards Committee — 6 Sept 2022
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Reflections of South Somerset District Council

Chairman: Councillor Paul Maxwell
Vice Chairman: Councillor Wes Read

The Chairman and Vice Chairman will invite the political group leaders and long
standing Councillors to share their thoughts and stories of South Somerset District
Council.

Page 10
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Sale of commercial development land at Lufton, Yeovil
(Lufton 2000 joint venture)

Executive Portfolio Holder: CliIr John Clark, Portfolio Holder for Economic
Development including Commercial Strategy

Ward Member(s) Clir Barbara Appleby, Clir Peter Seib, Clir Jeny Snell

Strategic Director: Jill Byron, Solicitor and Monitoring Officer

Service Manager: Robert  Orrett, Commercial Property, Land and
Development Manager

Contact Details: Robert.orrett@southsomerset.gov.uk or 01935 462075

Purpose of the Report

1. To update the recommendation for the sale of the Council’s 50% share in the Lufton 2000
Joint Venture to its joint venture partner Abbey Manor Developments Limited.

Public Interest

2. The Council owns a 50% share in an area of land intended for commercial development
on the west side of Lufton Trading Estate, Yeovil. The proposal was made to Full Council
in September 2022, and approved for the Council to sell its share to the joint venture
partner in return for an immediate capital receipt reflecting the current value of the
Council’s interest. The sale was subject to S24 direction approval by Somerset County
Council which has been progressed but not concluded.

3. Since the proposal and price were discussed subject to approval factors that impact on
price have worsened materially. Due to these changes, the prospective buyer has
indicated they would need to pay a reduced price if the matter is to proceed.

4. There are commercially sensitive details with this matter and those are contained in a
confidential appendix to protect the commercial position of the buyer and the joint venture
partner.

Recommendations

5. That Full Council agree to:-
a. note the contents of this report.

b. approve the proposal to sell the Council’s share in the Joint Venture in the asset named
Lufton 2000 on the terms outlined in the confidential appendix to this report.
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authorise the Chief Financial Officer to seek the approval of the Somerset County
Council to the sale under the S24 direction.

d. ifthe proposalis approved, to delegate the power to the Solicitor and Monitoring Officer
approval of detail of the sale.

Background

6. The Background remains the same as set out in the repots to District Executive in August
2022 and to Full Council in September 2022.

7. This report was presented to Scrutiny Committee on 28 February and District Executive
on 02 March 2023 who were supportive of the proposal.

Economic Changes

8. Discussions between council officers and representatives of Abbey Manor Developments
Limited involving the potential sale of the Council’s 50% share in the Lufton 2000 Joint
Venture took pace in early 2022. Terms considered acceptable by officers were
established in late March 2022. Work was then carried out leading to the reports to District
Executive, Full Council and after those to implement the process on the S24 direction
approval by Somerset County Council.

9. During this time period, there has been a dramatic increase in the level of inflation, Bank
of England base rates have been increased from 0.5% with eight separate increases
taking the rate to 4.0%. There was particular economic turbulence around the mini-budget
delivered by the Chancellor of the Exchequer. This was followed by exceptional events
including the resignation of the Prime Minister after the shortest period in office and the
reversing of budget changes and increases in the tax burden. Economic outlook for the
UK worsened through this with the outlook being little or no growth in GDP in the next few
years.

10.Inevitably, for a property transaction involving paying out capital now against potential
proceeds gathered over a considerable number of years, combining increased costs of
finance, poorer economy meaning a likely slower rate of disposal and higher Corporation
Tax rates, significantly impacts on the appraisal which determines the achievable price.

11.The buyer, Abbey Manor Developments Limited is willing to proceed with the purchase
but has reduced the price they are prepared to pay. Officers experienced in this field have
assessed the value and concluded that the revised price represents the best price
reasonably achievable in the current market. The revised price remains above the book
value of the council’s asset. Further commentary on this is provided in the confidential
appendix.

Risks
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12.There is a risk involved in any property transaction that either party might change their
mind and not proceed, until near certainty is achieved by exchange of contracts. This risk
is considered low in the circumstances that both parties already have a high level of
understanding. However, major matters of recent years show how major national and
world changes can arise quite unexpectedly causing unforeseen impacts on parties.

13.There is also risk in relation to the price that has been discussed. Again, with the level of
familiarity this is not considered to be a high risk but detailed preparatory work could reveal
an unforeseen issue.

14.The matter will require Somerset County Council approval under the S24 direction, which
cannot be guaranteed.

Financial Implications

15.The recommended option will deliver a significant capital receipt to the Council that has
not been budgeted for. It is understood this would be completed and received during the
next financial year. The receipt would be available to use to fund the existing capital
programme and could replace external borrowing.

16. There is no budgeted revenue from this asset and none is anticipated in general.

Legal implications (if any) and details of Statutory Powers

17.District Executive has considered the matter and recommends approval by Full Council.

18.1f Full Council approves this recommendation, it will be necessary to contract for the sale
and complete the transaction. This should be relatively straightforward as both parties
have long term involvement with the property. It will also be necessary to ensure that all
aspects of the JV are up-to-date and finalised alongside the property transaction.

19.The Council has wide ranging legal powers in relation to this transaction including the
General Power of Competence under Sectionl of the Localism Act 2011.

20. S.120 Local Government Act 1972 —

21.Acquisition of land by agreement by principal councils for the purpose of its functions
under this or any other enactment, or the benefit, improvement or development of their
area the council may acquire by agreement any land, whether situated inside or outside
their area.

22. S.145 Local Government Act 1972

23.A local authority may do, or arrange the doing of, or contribute towards the expenses of
the doing of, anything (whether inside or outside their area) necessary or expedient for
any of the following purposes, that is to say: (a) the provision of entertainment (b) the
provision of theatre, concert hall, dance hall or other premises suitable for the giving of
entertainment.
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Council Plan Implications

24.This project contributes positively across the Council Plan themes — Protecting Core
Services and Economy.

Carbon Emissions and Climate Change Implications

25.There will be no impact on Carbon Emissions and Climate Change Implications if the
recommendation is approved.

Equality and Diversity Implications

26.There are no specific implications in these proposals.

Privacy Impact Assessment

27.There are no adverse personal data implications to this report.

Background Papers

e Full Council Report - 15th September 2022 - Sale of commercial development land at
Lufton, Yeovil (Lufton 2000 joint venture)
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2021/22 Auditor’s Annual Report

Executive Portfolio Holder: Peter Seib, Finance and Legal Services

SLT Lead: Nicola Hix, Director — Support, Strategy & Environmental Services
Lead Officers: Paul Matravers, Lead Specialist - Finance

Jill Byron, Monitoring Officer
Contact Details: Paul.matravers@southsomerset.gov.uk or 01935 462275

Purpose of the Report

1. The report details the Auditor’s findings on arrangements in place at the Council to
secure Value for Money. It reports on whether all aspects of the Council's
arrangements for securing economy, efficiency, and effectiveness in its use of
resources are operating effectively.

2. Thereportalso includes a summary of findings and recommendations to the Council
which are accompanied by the Council’'s management response.

Public Interest

3. The Local Audit and Accountability Act 2014 makes the Comptroller and Auditor
General responsible for the preparation, publication, and maintenance of the Code
of Audit Practice. The Code sets out what local auditors are required to do to fulfil
their statutory responsibilities under the Act. For audits from 2020/21, a revised 2020
Code of Audit Practice applies. The new Code makes changes to the way local
auditors report on arrangements to secure Value for Money (VFM).

4. A statutory recommendation under schedule 7 of the Local Audit and Accountancy
Act requires Full Council to discuss and respond publicly on the report.

Recommendations

5. That Council:

e note the Auditor’'s Annual Report and recommendations.
e note and endorse management’s proposed responses and actions to the
improvement recommendations.

Background

6. The Code of Audit Practice, which was revised in 2020, updated the way external
auditors report on arrangements to secure value for money. This has resulted in a
more comprehensive report and is the outcome of the substantial work undertaken
by the External Auditors (Grant Thornton) which involved research and evidence
gathering to support the Council’s position in respect of:

Page 18


mailto:Paul.matravers@southsomerset.gov.uk

. South Somerset
4 District Council

e Ensuring financial sustainability,
e Managing governance arrangements,
e Securing economy, efficiency, and effectiveness in its use of resources.

7. Recommendations made in the report are classified into a hierarchy of levels:

e Statutory Recommendations
e Key Recommendations
e Improvement Recommendations

8. Details of the hierarchy of recommendations are contained in Appendix C in the
Auditor’s Annual Report.

Report
9. The external auditors have made no statutory or key recommendations but have
made eight improvement recommendations. The number of recommendations

made and criteria is summarised below:

e Governance — Three improvement recommendations (Page 13-15)

e Financial Sustainability — Four improvement recommendations (Page 25-28)

e Improving, economy, efficiency and effectiveness — One recommendation
(Page 33)

10. Details of the 2020/21 recommendations and the progress made by management
in respect of the recommendations is included on pages 34 to 36.

11. Its important to recognise this report shows the Council is in a much stronger and

improved position than the previous year. The recommendations made will largely
be taken forward for adoption in the new Somerset Council as detailed in the report.

Financial Implications
12. There are no direct financial implications associated with these recommendations.

Council Plan Implications

13. The report supports the transparent accountability for the Council’s financial
sustainability, good governance, and delivery of value for money with public funds.

Carbon Emissions and Climate Change Implications
14. There are no implications arising from this report.
Equality and Diversity Implications

15. There are no implications arising from this report.

Page 19



o Grant Thornton

Interim Auditor’s Annual Report
on South Somerset District
Council

£021/22
D

N
March 2023



Contents

Section Page
@ Executive summary 3
Opinion on the financial statements and use of auditor's powers 5
Commentary on the Council's arrangements to secure economy, efficiency and
We are required under Section 20(1)(c) effectiveness in its use of resources
of the Local Audit and Accountability Act Governance 7
ik to. sellisy ouielves thek Lie Improvement recommendations 13
Council has made proper arrangements . . L
“or securing economy, efficiency and _ Financial sustainability 16
effectiveness in its use of resources. The Improvement recommendations 25
Code of Audit Practice issued by the j Improving economy, efficiency and effectiveness 29
National Audit Office (NAO) requires us .
Improvement recommendations 33
o report to you our commentary ] .
relating to proper arrangements. Follow-up of previous recommendations 34
CB A Opinion on the financial statements 37
We report if significant matters have P! _I I !
come to our attention. We are not - P Appendices
required to consider, nor have we \ om0, WL | 17 Appendix A - Responsibilities of the Council 39
consml.e’red, whether all aspects of the Appendix B - Risks of significant weaknesses, our procedures and findings 40
Council’s arrangements for securing . .
Appendix C - An explanatory note on recommendations 1

economy, efficiency and effectiveness in
its use of resources are operating
effectively.

AL
¢ ‘H L
The contents of this report relate only to those matters which came to our attention during the conduct of our normal audit procedures which are designed for the purpose of completing our work under the NAO
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a worldwide partnership. Services are delivered by the member firms. GTIL and its member firms are not agents of, and do not obligate, one another and are not liable for one another’s acts or omissions.
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Executive summary

8 ) Value for money arrangements and key recommendation(s)

Under the National Audit Office (NAO) Code of Audit Practice ('the Code'), we are required to consider whether the Council has put in place proper arrangements to secure economy,
efficiency and effectiveness in its use of resources.

Auditors are required to report their commentary on the Council’s arrangements under specified criteria and 2021/22 is the second year that we have reported our findings in this way. As part
of our work, we considered whether there were any risks of significant weakness in the Council’s arrangements for securing economy, efficiency and effectiveness in its use of resources. Our

conclusions are summarised in the table below.

Thiring 2021/22 the Council has continued to feel the impact of the pandemic with regards to fluctuations in income, increasing demand for services, and on the delivery of the capital
rogramme. Despite financial and operational challenges, the Council delivered a £0.9m surplus for the year. The Secretary of State issued his decision to implement the “One Somerset”
roposal for local government reorganisation on 21 July 2021. From 1 April 2023 there will be a single tier of local government in Somerset, with the existing four district councils and Somerset
ounty Council merging to form Somerset Council. Increasingly the Council’s financial and service planning is now focused on a successful transition to the new authority.

N
Neriteria Risk assessment 2020/21 Auditor Judgment 2021/22 Auditor Judgment Direction of travel
Governance Risk identified with regard to One statutory recommendation made, two No significant weaknesses in arrangements
arrangements for transition to further key recommendations identified, and four identified, but three improvement t
the new unitary council. improvement recommendations made. recommendations made.
Financial Risk identified with regard to No significant weaknesses in arrangements No significant weaknesses in arrangements
sustainability  arrangements for transition to identified, but four improvement identified, but four improvement recommendations “
the new unitary council. recommendations made. made.
Improving No risk identified. No significant weaknesses in arrangements No significant weaknesses in arrangements
economy, identified, but four improvement identified, but one improvement recommendation t
efficiency and recommendations made. made.

effectiveness

No significant weaknesses in arrangements identified or improvement recommendation made.
No significant weaknesses in arrangements identified, but improvement recommendations made.
- Significant weaknesses in arrangements identified and key recommendations made.

© 2022 Grant Thornton UK LLP. Confidential and information only.
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Governance

We have not identified any areas of significant weakness in the Council’s governance arrangements with regard to
managing risk, setting ethical standards, internal control and decision making. We have carried out additional work to
review the arrangements in place to support a successful transition to the new unitary council. We have made improvement
recommendations with regard to:

* mapping risks within the risk register to corporate objectives;
* ensuring compliance with the requirements of the Local Audit and Accountability Act; and

* ensuring adequate resources are allocated to the planning and delivery of service transformation for Somerset Council.

Financial sustainability

Overall we are satisfied that the Council had appropriate arrangements in place to manage the financial resilience risks it
faced with regard to budget setting and the medium term financial plan. We have carried out additional work to review the
arrangements in place to support a successful transition to the new unitary council and to deliver the medium term
financial plan. We have not identified any significant weaknesses in arrangements, but have made the following
improvement recommendations:

+ continue to identify mitigating actions to manage the forecast overspend for 2022/23 and deliver a balanced budget;

* disclose in public budget monitoring reports the net contribution that commercial property makes to the General Fund;

* seek to further strengthen governance arrangements for SSDC Opium Power Ltd; and

+ as part of the budget process for 2023/24 and through LGR workstreams, the Council should continue to support
Somerset County Council in working to address key budget risks.

Improving economy, efficiency and effectiveness

We have not identified any areas of significant weakness in arrangements with regard to improving economy, efficiency
and effectiveness. The Council has adequate arrangements in place with regard to performance management,
procurement and working with partners. We have made an improvement recommendation that the Council should:

* ensure that recharges from support services to front line services are made using an appropriate basis for
apportionment when compiling statistical returns.
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We have yet to complete the audit of your
financial statements for 2021/22. We will
provide a further update on our progress to
the Audit Committee.

Public



Opinion on the financial statements and

use of auditor's powers

We bring the following matters to your attention:

Opinion on the financial statements

Auditors are required to express an opinion on the financial statements that states whether they : (i) present a true and fair
view of the Council’s financial position, and (ii) have been prepared in accordance with the CIPFA/LASAAC Code of practice
on local authority accounting in the United Kingdom 2021/22

We have yet to complete the audit of your financial
statements for 2021/22. We will provide an updated
Auditors Annual Report once our financial statements
audit has been concluded.

Statutory recommendations

Under Schedule 7 of the Local Audit and Accountability Act 2014, auditors can make written recommendations to the audited
body which need to be considered by the body and responded to publicly

We have not issued a statutory recommendation to
date and, based on the audit work completed so far,
do not anticipate doing so.

gjblic Interest Report

%nder Schedule 7 of the Local Audit and Accountability Act 2014, auditors have the power to make a report if they consider a

atter is sufficiently important to be brought to the attention of the audited body or the public as a matter of urgency,

Mcluding matters which may already be known to the public, but where it is in the public interest for the auditor to publish
eir independent view.

We have not issued a public interest report to date
and, based on the audit work completed so far, do not
anticipate doing so.

Application to the Court

Under Section 28 of the Local Audit and Accountability Act 2014, if auditors think that an item of account is contrary to law,
they may apply to the court for a declaration to that effect.

We have not applied for an application to the court to
date and, based on the audit work completed so far,
do not anticipate doing so.

Advisory notice

Under Section 29 of the Local Audit and Accountability Act 2014, auditors may issue an advisory notice if the auditor thinks
that the authority or an officer of the authority:

is about to make or has made a decision which involves or would involve the authority incurring unlawful expenditure,

* is about to take or has begun to take a course of action which, if followed to its conclusion, would be unlawful and likely
to cause a loss or deficiency, or

* is about to enter an item of account, the entry of which is unlawful.

We have not issued an advisory notice to date and,
based on the audit work completed so far, do not
anticipate doing so.

Judicial review

Under Section 31 of the Local Audit and Accountability Act 2014, auditors may make an application for judicial review of a
decision of an authority, or of a failure by an authority to act, which it is reasonable to believe would have an effect on the
accounts of that body.

We have not applied for judicial review to date and,
based on the audit work completed so far, do not
anticipate doing so.
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Securing economy, efficiency and
effectiveness in the Council’s use of
resources

All Councils are responsible for putting in place proper arrangements to secure economy,
efficiency and effectiveness from their resources. This includes taking properly informed decisions
and managing key operational and financial risks so that they can deliver their objectives and
safeguard public money. The Council’s responsibilities are set out in Appendix A.

Councils report on their arrangements, and the effectiveness of these arrangements as part of their annual governance statement.

Under the Local Audit and Accountability Act 2014, we are required to be satisfied whether the Council has made proper
arrangements for securing economy, efficiency and effectiveness in its use of resources.

-'ﬁe National Audit Office’s Auditor Guidance Note (AGN) 03, requires us to assess arrangements under three areas:

@
% %
%X

N

ol
Financial Sustainability Governance Improving economy,
Arrangements for ensuring the Arrangements for ensuring that the efficiency and effectiveness
Council can continue to deliver Council makes appropriate Arrangements for improving the way
services. This includes planning decisions in the right way. This the Council delivers its services. This
resources to ensure adequate includes arrangements for budget includes arrangements for
finances and maintain sustainable setting and management, risk understanding costs and delivering
levels of spending over the medium management, and ensuring the efficiencies and improving outcomes
term (3-5 years). Council makes decisions based on for service users.

appropriate information.

Our commentary on the Council’s arrangements in each of these three areas, is set out on pages 7 to 33.

Further detail on how we approached our work is included in Appendix B.
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We considered how the Council:

9¢, abed

monitors and assesses risk and gains assurance over
the effective operation of internal controls, including
arrangements to prevent and detect fraud

approaches and carries out its annual budget
setting process

ensures effective processes and systems are in place
to ensure budgetary control; communicate relevant,
accurate and timely management information
(including non-financial information); supports its
statutory financial reporting; and ensures corrective
action is taken where needed, including in relation to
significant partnerships

ensures it makes properly informed decisions,
supported by appropriate evidence and allowing for
challenge and transparency. This includes
arrangements for effective challenge from those
charged with governance/audit committee

monitors and ensures appropriate standards, such
as meeting legislative/regulatory requirements and
standards in terms of staff and board member
behaviour (such as gifts and hospitality or
declaration/conflicts of interests) and where it
procures and commissions services.
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Statutory recommendation update - settlement agreements with senior officers

As part of our value for money work for 2020/21 we reviewed the basis on which a settlement agreement was reached with a
senior officer. We identified significant governance weaknesses with regard to the process to authorise the settlement agreement.
Weaknesses included a lack of consultation with the Leader or other elected Members, the Financial Regulations and Constitution
were not followed, legal advice was not obtained, and the Monitoring Officer and S151 Officer were not made aware of the
matter. No evidence could be provided that value for money was considered in making this substantial settlement payment.

We raised a statutory recommendation within the Auditor’s Annual Report 2020/21 that in future, when considering making
agreements with, or payments to employees, that the Council complies with Financial Regulations and the Constitution, ensures
appropriate consultation takes place with Members and Statutory Officers, and maintains appropriate evidence for the decision
making process.

Statutory recommendations, under Section 24 of the Local Audit and Accountability Act 2014, require that the Council discusses
the recommendation and responds publicly to the report. Full Council considered the statutory recommendation at their meeting
of 22 September 2022, which was accepted. The supporting report from the Chief Executive, Monitoring Officer and S151 Officer
sets out a revised procedure note to be followed when considering settlement agreements, for adoption with immediate effect.

The procedure note confirms that, when considering settlement agreements, a report must be made that covers the economic
rationale of the decision and its impact on efficiency and effectiveness. If a payment is justified by the evidence, the report must
be authorised by the Senior Leadership Team lead, human resources, the Monitoring Officer and the S151 Officer. Payments
between £20k and £100k must also be authorised by the Chief Executive and Leader, with payments in excess of £100k requiring
Full Council approval.

We consider that the Council has adequately responded to the statutory recommendation and that the approval of the revised
Procedure Note gives assurance to Members and the public that a more robust process will be followed in the future. The
Procedure Note confirms that special severance payments will only be made where there is evidenced justification, policies have
been followed, alternative actions explored, and arrangements provide value for money.

Preparation of the financial statements

Significant weaknesses were identified in the final accounts process and capacity to produce the financial statements for
2020/21. The Auditor’s Annual Report 2020/21 made a key recommendation that the Council should ensure that there is sufficient
capacity within the finance team and other Council staff to enable a complete and accurate version of the financial statements,
supported by appropriate evidence, to be produced by the statutory deadline.




Governance

We have yet to complete the audit of the Council’s financial statements for 2021/22. We will
consider fully the Council’s response to the key recommendation we made in last year’s
Auditor’s Annual Report as part of the financial statements audit.

Commercial strategy - commercial property

The scale of commercial property investment potentially exposes the Council to significant
financial risk and is a departure from the principles of prudent activity reinforced in the
revised CIPFA Prudential Code. We made a key recommendation in the Auditor’s Annuall
Report 2020/21 that the Council should develop a clear plan to address the risks that it is
exposed to as a result of investing in commercial property and its funding of these
investments through short-term borrowing, which could lead to significant fluctuations in
financing costs due to market uncertainty and the current environment on increasing interest

'Gtes.

e have considered how the Council is managing the risks associated with commercial
(property in more detail within the Financial Sustainability section of this report. The Council

hos now completed the commercial property portfolio and has made progress implementing

e actions from the key recommendation. We have therefore concluded that there is no
further significant weakness in arrangements to report for 2021/22. We have made an
improvement recommendation that the Council should continue to support Somerset County
Council in working to address key budget risks for the new unitary authority, which includes
determining the approach for holding, financing and mitigating the risk relating to
commercial property investments.

Risk management

The Council’s Risk Management Policy sets out the risk management process, roles and
responsibilities, and how risks should be recorded and reported. Reporting requirements
include quarterly reviews of the strategic risk register by the Senior Leadership Team and an
annual report to the Audit Committee on the Council’s risk management arrangements and
strategic risk register.

The Audit Committee received a summary risk register in May 2021, with the full risk register
next provided to the Committee in May 2022 as part of the update on risk management
arrangements. These risk registers were provided as public agenda items in contrast to the
October 2020 risk register which was exempt to the public.

The Senior Leadership Team held a risk management workshop with Zurich Risk Management
in December 2021, which informed the risk management reporting to the Audit Committee in
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May 2022. The workshop included a fundamental review of operational and strategic risk
and resulted in the consolidation of some risks and revised risk scores for other risks. The
Senior Leadership Team further reviewed the strategic and corporate risk registers in
February 2022.

Therefore the Council can evidence that risks were reviewed during 2021/22 by both
Members and the Senior Leadership Team.

The May 2022 risk management update recognised there had been some disruption to risk
management arrangements due to changes in officer responsibilities. A refined approach to
risk management was identified that includes the development of a SharePoint risk register
to record and manage risks and the use of Power Bl to provide improved reporting.

An improvement recommendation was identified in the Auditor’s Annual Report 2020/21 that
arrangements for reporting the risk register to the Audit Committee should be strengthened
by reporting quarterly to the Audit Committee as a public agenda item, mapping risks to
corporate priorities, including mitigating actions, and ensuring that reported risks focus on
the most significant risks that the Council faces.

We note that the risk register has been reported as a public agenda item on a quarterly
basis to the Audit Committee for 2022/23. From Quarter Two 2022/23, total Red, Amber,
Green (RAG) rated risks are reported as a risk summary, but only red RAG rated risks are
reported in detail to ensure that the focus is on the key risks facing the Council. While
additional detail is provided on controls and mitigating actions, we note that risks are not
mapped to corporate priorities in the risk register. We have raised a further improvement
recommendation that this should be done to ensure only strategic risks are reported to
Members.

Internal Audit reviewed the Council’s arrangements for managing risk during the year,
reporting a reasonable assurance opinion to the Audit Committee in July 2021.

We have found no risk of significant weakness with regard to the Council’s arrangements for
risk management and recognise that the Council has made progress in implementing the
improvement recommendation made in 2020/21. We have identified a further improvement
recommendation that risks within the risk register should be mapped to corporate priorities.

Internal control

The Council’s internal audit function is undertaken by the South West Audit Partnership
(SWAP). The Audit Committee approves an annual internal audit plan and receive regular

Public
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progress reports detailing any changes to the plan, audits completed, and details of audit
reviews where limited or no assurance is provided. Progress made in implementing high
priority recommendations is reviewed and reported during follow up audits for limited
assurance audits.

We made an improvement recommendation in 2020/21 that the progress made in
implementing previous internal audit recommendations should be routinely reported for all
high priority recommendations as part of the regular SWAP progress reports.

From our discussions with SWAP we understand that a new recommendation tracking tool

has been developed that uses SharePoint and Power Bl to summarise the position on all

internal audit recommendations. Automatic reminders are sent out on key dates for officers

to update recommendations and a position statement on outstanding recommendations is
“Uken quarterly to the Senior Leadership Team.

(e intention is that the recommendation position produced through Power Bl will be
(Presented to the Audit Committee twice a year, with the first report due in early 2023.
Nberefore the Council plans to implement the improvement recommendation.

é?/VAP provided a reasonable assurance internal audit annual opinion for 2021/22, indicating
that there is generally a sound system of governance, risk management and control in place.

From our work we have found no risk of significant weakness with regards to internal control.
There is an effective internal audit function in place, which reports regularly to the Audit
Committee.

Arrangements to prevent and detect fraud and corruption

As part of our review of governance arrangements in 2020/21 we noted that SWAP had
conducted a baseline assessment of the maturity of fraud in March 2021. The review
provided an amber assessment across the key theme areas and an action plan was
developed to secure improvements relating to updating anti-fraud policies, providing
training, and reporting anti-fraud activity to Members.

In April 2021, the Council received a whistleblowing allegation regarding the conduct of
number of Council officers. We noted in the Auditor’s Annual Report 2020/21 that the Council
took prompt and robust action to investigate the allegation, commissioning an internal audit
review and an independent external investigation. Investigations identified weaknesses in
controls and evidence of inappropriate cultural practices within Environmental Services.
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Recognising the public interest in the matter, a detailed public report was considered by the
Audit Committee in May 2022, which includes the progress made implementing the
recommendations made as a result of the investigations.

We made an improvement recommendation in the Auditor’s Annual Report 2020/21 that the
Council should ensure it implements the action plans relating to the baseline maturity of
fraud and whistleblowing investigation.

The Council can demonstrate that progress has been made in improving the arrangements
to prevent and detect fraud and corruption, for example:

* progress implementing the recommendations resulting from the whistleblowing
investigation was reported to the Audit Committee in May 2022, with a further update
planned for early 2023;

* anew management team is in place at the Lufton Depot and new policies have been
approved relating to the use of vehicles and fleet;

* Audit Committee received an annual whistleblowing update for 2021/22 in June 2022,
confirming disclosures received and action taken;

* compulsory counter-fraud training was rolled out to officers during 2021/22;

* anew officer Code of Conduct has been produced and we note that mandatory training
was rolled out to officers during December 2022; and

* all five Somerset councils received a similar baseline assessment for the maturity of
fraud, and actions are now being considered through a local government reorganisation
workstream to ensure adequate arrangements are in place for the new council.

Therefore the Council has addressed the 2020/21 improvement recommendation and can
evidence that it is taking action to strengthen arrangements for preventing and detecting
fraud. The Council can demonstrate that whistleblowing procedures work and that action is
taken to address weaknesses in control where they are identified.

Budgetary control

The Council’s budget monitoring arrangements are robust, with monitoring and outturn
reports containing a detailed narrative explaining the reasons for budget variations, and
providing evidence that variances are identified, trends monitored, and forecasts are made
to the year end.

Public
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As the financial year progressed, and more financial information became available, the
forecast revenue outturn position was adjusted accordingly. The financial position improved
during the financial year, from the £0.1m projected service overspend forecast at quarter
one, to the eventual net underspend of £0.9m at year end.

Resources were also realigned during the year following an in depth review of the 2021/22
budget to ensure that historic budgets reflected actual activity. This resulted in the net
budget being revised from £16.7m to £17.3m as at Quarter Two.

During our 2020/21 value for money we work, we identified that the outturn report incorrectly
disclosed the General Fund balance as at 31 March 2021 as £3.1m, with the correct figure of
.3m being reported in the statement of accounts. We made an improvement
gycommendation that the outturn report should accurately reflect key financial information.

e outturn report for 2021/22 discloses a General Fund balance of £6.6m as at 31 March
2022, with the statement of accounts reporting a balance of £6.6m. The revenue budget
L?onitoring report for Quarter One 2022/23 correctly reports the opening General Fund
alance as £6.6m. Therefore the error noted in the outturn report in 2020/21 has been
repeated in the outturn report for 2021/22.

We have not identified a significant weakness in arrangements or made any further
recommendations on this matter, as the position was correctly reported in the accounts and
subsequent budget monitoring. However, budget outturn reports should be checked to
ensure that key financial information, such as the level of unearmarked General Fund
reserves, is correctly reported to Members.

Judicial review

Following claims that a planning decision made by the Council in January 2022 was
unlawful as it was biased and predetermined, a Judicial Review subsequently quashed the
decision in October 2022. The Council is required to redetermine the application.

The Chair and Vice-Chair of the Planning Committee had both declared personal interests
under the Member Code of Conduct, with the Judicial Review finding that Members took the
view that the interest was not prejudicial on the advice on the Monitoring Officer. The
Judicial Review found that this advice was not correct, but that this outcome does not
adversely reflect on the integrity or professionalism of the Members, and that the advice
provided by the Monitoring Officer resulted from an open and honest application of the
Code of Conduct.
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Although the Judicial Review overturned the planning decision, from our review of the
circumstances of the planning decision and from discussions with officers, we have not
found that this represents a significant weakness in arrangements. This view is in accordance
with the comments made in the Judgement.

Section 26 Local Audit and Accountability Act 2014

The Local audit and Accountability Act provides electors with the rights to inspect the
Council’s accounts and underlying accounting records, books, deeds, vouchers and
receipts. We are aware of two instances relating to the 2020/21 and 2021/22 financial
statements, where electors have expressed difficulty in receiving timely responses from the
Council when information has been requested under the Act. Assessing whether information
requested is commercially sensitive has contributed to delays in providing responses.

We understand that the Monitoring Officer has drafted a procedure note that, subject to
agreement, will provide for a consistent and considered response to electors in accordance
with the requirements of the 2014 Act.

We have made an improvement recommendation that the Council should ensure that it
complies with the requirements of the Local Audit and Accountability Act. Relevant officers
should receive training to ensure:

* they are aware of the rights of electors and other interested parties under the Act;
* they are aware of what constitutes commercially confidential information;

* they understand in which circumstances public interest in disclosure may override
commercial confidentiality;

* consideration is given whether it is possible to redact commercially sensitive elements of
underlying records;

¢ the reasons for decisions on what information can be disclosed to electors and other
interested parties is documented and provided to electors, including a right to have the
decision reviewed; and

* that information requests are responded to in a timely way so that electors are not
disenfranchised from their other statutory rights contained within the Act.
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Local government reorganisation - governance arrangements

We identified in the Audit Plan 2021/22 that there is a risk of significant weakness with regard
to the arrangements in place to support a successful transition to the new Somerset Council
on 1April 20283. In response to this risk we have undertaken additional work to assess the
programme’s governance arrangements.

Governance structures to manage and oversee the LGR programme were established
following the decision of the Secretary of State in July 2021 and have adapted as the LGR
programme has developed. Arrangements are in place to support democratic decision
making and ensure adequate Member oversight. Initially an LGR Joint Committee was
tablished as a collaborative committee to oversee the LGR implementation plan, with
embership including the Leaders of all five sovereign councils in Somerset. Following the
tructural Changes Order, the Joint Committee was replaced by the LGR Implementation
ecutive that maintained the same membership and was created to ensure the efficient and
dijnelg transition to the new council.

GR Somerset County Council (SCC) is the continuing authority, since the May 2022 elections
the SCC Executive became the decision-making Member body responsible for the
implementation of LGR. In order to maintain a collaborative approach and appropriate
Member oversight, the SCC Executive is supported by the Implementation Board made up of
the Leaders or relevant portfolio holders from the four districts and five SCC Members,
including the Leader and Leader of the Opposition. The Implementation Board oversees and
reviews the implementation plan and provides advice and recommendations to Executive as
appropriate. The Implementation Board meets regularly to review programme update
reports, the risk register and assurance reports from PwC.

There are additional layers of governance in place. The LGR Programme Board includes the
Chief Executives from the existing five councils plus the SCC S151 Officer and Monitoring
Officer, and reports to the Implementation Board. The Programme Board makes decisions
relating to the six LGR workstreams, who are supported by a Programme Steering Group and
Programme Management Office (PMO).

There is a detailed Implementation Plan that sets out the strategic objectives and key
deliverables of the programme. There are three phases to the plan, with products essential to
be delivered to achieve a safe and legal vesting day (T1), products that are desirable for
vesting day (T2), and products to be delivered as part of transformation post vesting day
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To ensure delivery of products and milestones are kept on track, the PMO maintains a
detailed Programme Plan which combines all workstream plans. The PMO makes good use of
SharePoint to provide real time monitoring of workstream delivery and to create monthly
progress reports and scorecards for the Programme and Implementation Boards. The PMO
monitors workstream progress on a weekly basis and maintains an 8-week rolling plan to
identify T1 products that are due for delivery. This allows for the early identification of, and
mitigation for, potential delays to the plan.

The reliance on workstreams to deliver LGR products is a decentralised approach, which
encourages collaboration, but which risks inconsistency between workstreams and
inconsistency of reporting. This risk is recognised within the LGR programme and is
mitigated through the weekly workstream monitoring by the PMO, monthly quality
assurance sessions, change control processes, and the assignment of project managers to
each workstream.

The LGR programme has good governance arrangements in place that allow for effective
monitoring, timely reporting and the identification and management of risk to programme
delivery. Arrangements also support a collaborative approach. Our work has identified the
following examples of strong governance arrangements and good practice:

*  Member oversight from all existing councils through the Implementation Board;

* LGR Joint Scrutiny Committee comprising Members from all Somerset councils;

* tiered programme governance structure allowing for escalation of decisions as required;
* county council and district council workstream leads for each of the six workstreams;

* a strong Programme Management Office providing project management and detailed
monitoring for individual workstreams within the programme;

* arrangements are in place to identify, report and mitigate risks through the LGR
programme risk register which is reported to the Implementation and Programme Boards,
LGR Joint Scruting Committee and the SCC Audit Committee;

* change control process to ensure changes to product target dates, scope, cost or benefit
are agreed with the PMO;

* independent assurance provided on implementation progress, through PwC for the LGR
programme and Socitm for MS Dynamics; and
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* review of the governance arrangements to ensure that they remain fit for purpose and
that the resources within the Programme Steering Group are best utilised.

The status of programme delivery as reported in the September 2022 Programme Update is
an overall RAG rating of amber due to some slippage and resource pressures in key areas.

At that point it was reported that out of 277 T1 and T2 products, there were eight deemed at
risk or off track. From discussions with officers we understand that the current position is that
there are only two T1 products currently at risk. These relate to the recruitment protocol and
costed service structures, and would not have a material impact on vesting day.

The greatest risks to the LGR programme identified in the risk register relate to the budget
_ﬁ]p for 2023/2Y4 and the loss of staff deemed essential to programme delivery. The
rangements for setting a balanced budget for 2023/2%4 are considered in the Financial
ustainability section of this report.

Risks relating to availability of officer resources to deliver the programme are managed

ODrough the Recruitment and Mutual Aid Protocols, approved through the Implementation

Fan. These seek to promote collaboration and manage resources to reduce potential
redundancy costs, but also ensure individual councils have the capacity to deliver LGR. Staff
are being supported through the change process through a programme of staff engagement
exercises, frequently asked questions and weekly newsletters. Staff surveys have also been
conducted to determine engagement levels, awareness and commitment to the LGR
programme.

Resources to deliver the programme are likely to remain high risk however due to the scale of
the programme and necessary speed of implementation. With officers fully engaged in
delivering multiple products over different workstreams, resilience is low and there could be a
significant impact on the programme should key officers be absent. The programme clearly
recognises this risk and mitigates it as much as possible through a strong Programme
Management Office alongside staff support and engagement initiatives.

From our discussions with Chief Executives and senior officers across Somerset, it is evident
that there is a strong culture of collaboration within the LGR programme. Officers and
Members from all the Somerset councils are working well together in order to effect a
successful transition to the new council. This is to be commended.
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Local government reorganisation programmes are complex activities that often require rapid
implementation due to the short timescales between Secretary of State decisions and vesting
day. The programme rightly prioritises the delivery of key products that are required for
vesting day to create a safe and legal council.

However, there also needs to be a focus on, and adequate resources allocated to, planning
and delivering the transformation of services that is required after vesting day.
Transformation is required to achieve the business case benefits relating to joining up
services and collaboration, but also to help bridge the significant budget gaps the new
Council will need to address over the medium term.

It is incumbent on all LGR partner authorities in Somerset to ensure that adequate resources
and information are shared so that the new council can make informed decisions on the
services and activities that will transfer on vesting day, and how they will impact on the new
target operating model.

We have made an improvement recommendation that in order to achieve successful
transformation, the Council should work with its LGR partners to ensure adequate resources
are allocated to the planning and delivery of transformation and that business as usual
activities are reviewed as required to create capacity in the run up to vesting day and
beyond.

In preparation for transformation, Somerset County Council will be required to approve key
organisational enablers such as the staff structure, target operating model and the Council
Plan for the new unitary authority. The Target Operating Model should provide the
benchmark against which to assess the current state of services and identify priorities for
service redesign. The Council Plan will determine the priorities for the new authority and how
these will be delivered, again informing the level of service redesign required.

Therefore from our work we have identified that there are good governance arrangements in
place to manage the complex task of local government reorganisation in Somerset. Progress
is closely managed and monitored and at the time of writing no material gaps in delivery of
products for vesting day have been identified. The programme should ensure that sufficient
resources are allocated to planning the transformation stage, which will be critical to
realising the benefits within the business case and in balancing the budget gap identified for
Somerset Council.
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Improvement recommendations
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Recommendation 1 Risks within the risk register reported to the Audit Committee should be mapped to corporate
objectives.

Whg/impact Mapping risks to corporate objectives ensures that only strategic risks are reported to
Members, and provides for a better understanding of how the risk may impact strategic
priorities.

Summary findings An improvement recommendation was identified in the Auditor’s Annual Report 2020/21 that
arrangements for reporting the risk register to the Audit Committee should be strengthened by
reporting quarterly to the Audit Committee as a public agenda item, mapping risks to
corporate priorities, including mitigating actions, and ensuring that reported risks focus on the
most significant risks that the Council faces.

Z¢ obed

The Council has made progress in implementing the improvement recommendation, with the
Audit Committee receiving quarterly risk registers as a public agenda item. Only red RAG
rated risks are reported in detail and additional information is provided on mitigating actions.
However, risks are not mapped to corporate priorities.

Management SSDC accepts the recommendation, and this will be fed through for consideration of
Comments implementation within the new Somerset Council.

SLT Lead: Nicola Hix

The range of recommendations that external auditors can make is explained on Page 11.
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Improvement recommendations
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Recommendation2 The Council should ensure that it complies with the requirements of the Local Audit and Accountability Act.

Relevant officers should receive training to ensure:

* they are aware of the rights of electors and other interested parties under the Act;

* they are aware of what constitutes commercially confidential information;

* they understand in which circumstances public interest in disclosure may override commercial
confidentiality;

* consideration is given whether it is possible to redact commercially sensitive elements of underlying
records;

* the reasons for decisions on what information can be disclosed to electors and other interested parties is
documented and provided to electors, including a right to have the decision reviewed; and

* that information requests are responded to in a timely way so that electors are not disenfranchised from
their other statutory rights contained within the Act.

Whg/impoct The Council should seek to provide information in a timely and transparent manner when electors seek to
exercise their rights under the Local Audit and Accountability Act.

ec afed

Summary findings The Local audit and Accountability Act provides electors with the rights to inspect the Council’s accounts and
underlying accounting records, books, deeds, vouchers and receipts.

We are aware of two instances relating to the 2020/21 and 2021/22 financial statements, where electors have
expressed difficulty in receiving timely responses from the Council when information has been requested
under the 2014 Act. Assessing whether information requested is commercially sensitive has contributed to
delays in providing responses.

We understand that the Monitoring Officer has drafted a procedure note that, subject to agreement, will
provide for a consistent and considered response to electors in accordance with the requirements of the Act.

Management SSDC accepts the recommendation, and this will be shared with the new Somerset Council for their
Comments consideration of implementation.

SLT Lead: Jill Byron / Nicola Hix

The range of recommendations that external auditors can make is explained on Page 11.
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Recommendation 3 The Council should work with its LGR partners to ensure adequate resources are allocated to
the planning and delivery of transformation and that business as usual activities are reviewed
as required to create capacity in the run up to vesting day and beyond.

Whg/impqct Transformation is required to achieve the business case benefits relating to joining up services
and collaboration, but also to help bridge the significant budget gaps the new council will
need to address over the medium term. In preparation for transformation, Somerset County
Council will be required to approve key organisational enablers such as the staff structure,
target operating model and the Council Plan for the new unitary authority.

It is incumbent on all LGR partner authorities in Somerset to ensure that adequate resources
and information are shared so that the new council can make informed decisions on the
services and activities that will transfer on vesting day and how they will impact on the new
target operating model.

7€ obed

Summary findings The LGR programme rightly prioritises the delivery of key products that are required for
vesting day to create a safe and legal council. However, there also needs to be a focus on,
and adequate resources allocated to, planning and delivering the transformation of services
that is required after vesting day.

Management SSDC accepts the recommendation, and this will be fed through for consideration in resource
Comments planning within the new Somerset Council.

SLT Lead: Jane Portman

The range of recommendations that external auditors can make is explained on Page 1.
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We considered how the Council:

. G€ abed

identifies all the significant financial pressures
that are relevant to its short and medium-term
plans and builds them into its plans

plans to bridge its funding gaps and identify
achievable savings

plans its finances to support the sustainable
delivery of services in accordance with strategic
and statutory priorities

ensures its financial plan is consistent with other
plans such as workforce, capital, investment and
other operational planning which may include
working with other local public bodies as part of a
wider system

identifies and manages risk to financial resilience,
such as unplanned changes in demand and
assumptions underlying its plans.
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Outturn 2021/22

The 2021/22 General Fund outturn position was a £0.9m surplus against the £17.3m net budget. Within this net position, the Council
achieved savings across service areas due to staff vacancies (£0.2m), increases in fees and charges income for arts, entertainment
and carparking (0.56m), increased service grants and contributions (£0.6m), and Covid-19 support grant (£0.9m). Savings and
additional income were partially offset by increases in capital financing costs, partly reflecting additional resources set aside as
minimum revenue provision (£1.3m), and premises cost overspends (£0.8m).

The surplus was allocated to unearmarked General Fund reserves in order to increase the Council’s financial resilience which is a
prudent approach as the Council faces cost pressures relating to the pay award, inflation and increased borrowing costs.

The Council incurred capital expenditure of £35.5m against a revised budget of £40.5m. Capital spend supported corporate
priorities, including commercial loans to Opium Power Ltd (£10.3m), commercial property investments (£9.6m) and town centre
regeneration in Chard and Yeovil (£9.7m). Underspent capital budgets were carried forward to 2022/23, including £1.8m relating to
the Yeovil Refresh where delays were caused by the pandemic and a requirement to retender elements of the scheme after the
contractor went into liquidation.

The outturn position for 2021/22 does not identify any risk of significant weakness in the Council’s financial management
arrangements. Arrangements for budgetary control are considered in more detail in the Governance section of this Auditor’s Annuall
Report.

Budget 2022/23

The 2022/23 budget reflects the implications of the annual local government funding settlement, which are clearly set out in the
budget report. The delay in local government funding reforms and roll forward of grant support from 2021/22 benefited the Council's
financial position by £l.4tm for 2022/23. The budget report sets out the income the Council will receive for specific grants such as
rural services and lower tier services grants, and new homes bonus funding.

Funding within the budget also includes a 2.82%, or £5, increase in council tax which is in accordance with referendum principles.

The Council set a net budget of £19.7m for 2022/23, with expenditure balanced from government grant, retained business rates and
council tax income. A small surplus of £0.1m was forecast for the year, to be transferred to reserves to support financial planning.

The budget 2022/23 incudes £1.tm of savings that have been identified through a zero based budgeting approach and in depth
reviews to amend historical budgets where they no longer reflect activity. Due to the favourable finance settlement position and the
identification of savings from zero based budgeting, the budget 2022/23 did not require reductions in services to balance the
position.
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The 2022/23 budget includes £2.5m to support the local government reorganisation process
and ensure that there is sufficient capacity to implement and transition to the new council,
while maintaining business as usual and achieving corporate priorities in the last year of
South Somerset District Council.

Revenue monitoring at Quarter Two 2022/23 identifies budget pressures of £3.2m, which is a

significant increase in the £1.6m pressure identified at Quarter One due to the impact of

inflation, the pay award and rising interest rates. These pressures reflect changing economic

conditions that were not evident when the budget was set in February 2022. In response, Full

Council approved revised estimates in order to balance the budget which include savings in

“Wher areas such as staff turnover and the Somerset Waste Partnership. Increases in income

re being achieved in other areas, for example with pooled fund treasury investments which
re achieving higher interest rates.

O0e have made an improvement recommendation that the Council should continue to

Qentify mitigating actions to manage the forecast overspend for 2022/23 and deliver a
balanced budget. It will be important to continue to manage the 2022/23 budget position
during the remainder of the financial year so that there is no requirement to call on reserves
to balance the budget. This will ensure that the new Somerset Council has sufficient reserves
to mitigate financial risk and fund transformation from 1 April 2023.

We note that the Council does have a good track record of delivering a year-end outturn
position within the approved budget, with underspends reported for 2020/21 and 2021/22.

From our work we have not identified any significant weaknesses with regard to the Council’s
budget setting arrangements. The Council’s annual budget was based on realistic
assumptions when it was created and reflects the annual funding settlement.

Medium term financial plan (MTFP)

Financial planning across local government is made more difficult due to the uncertainty
created from annual finance settlements and the delay to funding reforms such as the fair
funding review and the business rate reset. Despite this uncertainty, our review of the
Council’s financial planning process indicates that it is based on realistic assumptions and
we consider that arrangements are robust. Financial planning assumptions are updated as
the financial year progresses and more information becomes available.
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The District Executive received a Medium Term Financial Plan Refresh 2021/22 - 2023/24 in
October 2021, which included updated information relating to the 2020/21 outturn position
and budget monitoring as at Quarter One 2021/22. A further one year finance settlement and
delay to local government financing reforms for 2022/23 were predicted, resulting in a £0.8m
budget gap identified for 2022/23 and £2.9m for 2023/2\4.

The MTFP forecast was further updated when the 2022/23 budget was set in February 2022.
A full MTFP was not produced as this is the last year that South Somerset District Council will
exist as a sovereign council. A preliminary estimate of the budget position for 2023/24% was
provided in order to inform the budget setting process for the first year that Somerset
Council will deliver services. An indicative budget gap of £4.5m was identified for 2023/24,
largely due to the anticipated introduction of local government finance reforms, cessation of
new homes bonus and business rate baseline reset.

Were South Somerset to continue as a sovereign council then the estimated budget gap of
£4.5m in 2023/24 would be significant and would need to be addressed through the rapid
development of service savings and transformation.

Due to local government reorganisation financial planning seeks to protect funding for
services in order to maintain service delivery and capacity to support the transition to the
new council. Service redesign can be planned on a Somerset-wide basis as part of local
government reorganisation and transformation. We consider this to be appropriate in this
specific context.

Local government reorganisation (LGR) in Somerset, and the creation of Somerset Council on
1 April 2023, is the strategic response to protecting services and providing financial
sustainability in the area over the medium term. The business case for the One Somerset
proposal that was approved by the Secretary of State identified recurring annual savings of
£18.5m that could be delivered, based on one-off implementation costs of £16.5m.

Financial planning has now switched focus from balancing the budget gaps of individual
sovereign councils, to identifying the budget gap for the new unitary council and addressing
this through LGR and transformation savings. This is an appropriate focus.

From our review of the assumptions within the 2022/23 budget and medium term financial
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planning undertaken during the year, we are satisfied that the Council has robust financial
planning processes in place and that planning is based on reasonable assumptions. As LGR
is the primary mechanism for delivering financial sustainability in the medium term, we have
carried out further detailed work on the arrangements and progress for setting the 2023/24
budget for Somerset Council. This is detailed separately in the Budget Setting Arrangements
2023/24 section of this Auditor’s Annual Report.

Commercial strategy

The Council’s Commercial Strategy is a key component to medium term financial planning
and seeks to generate commercial income to offset reductions in government funding and so
Potect services. The Council’s commercial investments include the purchase of commercial

Qroperty and granting commercial loans to the Council’s subsidiary SSDC Opium Power Ltd.

(s at 31 March 2022 the Council had invested £97m in commercial property and £42.2m in
mmercial loans to SSDC Opium Power Limited. During 2021/22 the Council purchased an
~qgiditional three commercial investment properties for £9.6m. The gross budgeted income for
commercial property in 2022/23 is significant at £6.7m, with a net contribution forecast at
£3.0m after associated revenue and borrowing costs.

The budget report clearly sets out the gross commercial property income and commercial
team costs, but does not set out the net contribution that commercial property makes to the
General Fund after associated borrowing costs relating to minimum revenue provision and
interest payable. This information is provided in the Investment Asset Update Reports to
District Executive as exempt information.

We have made an improvement recommendation that the Council’s budget setting and
outturn reports should provide public information on the gross and net contribution that
commercial property makes to the General Fund, clearly identifying associated borrowing
costs. This would ensure that stakeholders have a clear understanding of the net returns that
are being achieved and the extent that the revenue budget is reliant on commercial property
income.

Investments made under the Commercial Strategy are funded from short term debt. The
Council has £128.5m of short term borrowing as at 31 March 2022 and this creates a
refinancing risk for the Council when interest rates are rising.

The Treasury Management Strategy 2022/23 confirms that South Somerset District Council
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will not undertake longer term loan agreements, unless required, in order to give maximum
flexibility to the new Somerset Council from 1 April 2023 in managing the overall debt position
inherited from the five legacy councils.

The Council mitigates the financial risk associated with commercial property by maintaining
a Commercial Investment Risk Reserve. This reserve had a balance of £6.7m as at 31 March
2022, with the 2022/23 budget including a £2m transfer from this reserve to the Generall
Fund Balance. This would still leave a Commercial Investment Risk Reserve balance of £4.7m
as at 31 March 2023, which would equate to 70% of the gross income for commercial
property.

Full Council resolved that there would be no further commercial investments purely for yield
at their meeting in December 2021. This is confirmed in the Council’s Budget Report and
Treasury Management Strategy for 2022/23, in order to comply with the revised CIPFA
Prudential Code that states it is not prudent for authorities to borrow to invest primarily for
financial return.

A key recommendation was made in the Auditor’s Annual Report 2020/21 that the Council
should develop a clear plan to address and mitigate the risks that it is exposed to as a result
of investing in commercial property. We identified that the scale of commercial property
investment exposes the Council to significant financial risk and is a departure from the
principles of prudent activity set out in the revised CIPFA Prudential Code that was
published in December 2021. HM Treasury introduced new lending rules in November 2020 to
curtail commercial property investment by preventing councils from accessing PWLB
borrowing if they were undertaking such activity within their capital programmes.

The Council can demonstrate that it has made progress in implementing this key
recommendation through the following responses:

*  Full Council have determined no further investments purely for yield will be made from
December 2021;

¢ a Commercial Investment Risk Reserve has been maintained, with a forecast balance of
£4.7m at 31 March 2023, equivalent to 70% of gross income;

+ the Budget Report and Treasury Management Strategy 2022/23 confirm the changes
that have been made to the CIPFA Prudential Code and state that the Council has
ceased investing in commercial property purely for yield;
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* the Commercial Strategy has been updated to reflect the completion of the commerciall
property portfolio and focus on ongoing management rather than further property
acquisition;

* alocal government workstream is considering the new unitary council’s approach to
commercial property, including risk appetite, financing, and which investments to retain;
and

* the Member Budget Working Party has been briefed on all district council commercial
investment portfolios.

We recognise that the Council has now completed the commercial property portfolio and has
de progress implementing the actions from the key recommendation. We have therefore
gponcluded that there is no further significant weakness in arrangements to report for 2021/22.

%e good governance arrangements we identified in 2020/21 with regard to the appraisal of
investments and regular reporting to the District Executive through the Investment Asset
date Reports has continued during 2021/22.

However, the borrowing requirement for commercial property is significant and the Council
has opted for a strategy of continuing to fund these acquisitions mainly from short term debt
in order to maintain flexibility for the new unitary council, while their approach to these
investments is developed.

The new unitary council will inherit a significant commercial property portfolio from the four
Somerset district councils, and will thus be exposed to continued significant risk with regard to
commercial property income and financing. We have identified this as a key 2023/24 budget
risk for the new council which is considered further in the Budget Setting Arrangements
2023/24 section of the Auditor’s Annual Report.

SSDC Opium Power Ltd

SSDC Opium Power delivers and manages battery storage schemes, with one site at Taunton
and two at Fareham, funded through commercial loans made by the Council to the company.
South Somerset District Council retains 50% ownership in SSDC Opium Power Ltd, with the
company’s green energy schemes contributing to corporate priorities for net zero carbon.

The 2022/23 revenue budget includes loan interest income of £1.3m, with dividends from the
company not due until it becomes profitable. To date the Council has made £42.2m of
commercial loans to the Company.
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Commercial loans are made to the company through the Commercial Strategy, with the
Asset Investment Group using delegated authority to approve loans following the required
due diligence on investment proposals. Due to the specialised nature of battery storage
investments, we identified an improvement recommendation in the Auditor’s Annual Report
2020/21 that the Council should approve a separate business plan future investments
through SSDC Opium Power. We understand from discussions with Company Directors that
as the original business case has not changed there have not been further business cases
submitted to Council for approval.

We consider that the Council should approve business plans relating to SSDC Opium Power
on an annual basis. This will ensure that the financial impact of the company’s operations on
the Council is understood along with associated financial and delivery risk. Without up to
date business plans the financial and delivery performance of the company cannot be
properly measured and Directors held to account. We note that the Investment Asset Update
Reports to District Executive do include updates on the development of the battery storage
sites and income generated.

Approval of annual business plans would also provide an opportunity to provide assurance
that future investments, potentially outside of the Council area, continue to comply with the
Prudential Code and do not represent investments purely for yield.

Internal Audit carried out a review of SSDC Opium Power Ltd to determine whether it is
achieving the objectives set out in the original business case and is adequately monitored.
The review, issued in December 2022, provided reasonable assurance and concluded that on
face value the Company was delivering on the business case. Some areas were identified
where monitoring and oversight could be strengthened, for example providing analysis of
income and loan repayments against expected payments, providing reports for Council
oversight in accordance with the shareholder agreement, and ensuring the loan agreement is
updated to reflect actual loans drawn down.

Internal Audit did identify some limitations with the scope of their review due to difficulties in
obtaining all the documents requested and a lack of engagement from officers.

We have therefore raised an improvement recommendation, that the Council should seek to
further strengthen governance arrangements for SSDC Opium Power Ltd by:

* approval of an annual business plan by Full Council;
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* implementing the recommendations made by Internal Audit regarding assurance reports
from the Board, implementing a risk register, providing analysis of actual loan repayments
against the plan, and ensuring loan repayment schedules are up to date; and

* providing Internal Audit with all the information they require in order to provide assurance
opinions in a timely manner, in accordance with the Accounts and Audit Regulations 2015.

Capital strategy and treasury management

The Council’s capital programme supports corporate priorities, including commercial

vestment, decarbonisation, town centre regeneration in Yeovil, Chard and Wincanton, and
gdevelopment of the Octagon Theatre.

% February 2022, Full Council approved a total capital programme of £117.9m, funded from
51.7m in specific grants or developer contributions, £18.9m useable capital receipts and
.9m capital reserves. The remaining funding of £44.4m comes from additional borrowing.

The costs of borrowing, in the form of minimum revenue payments (MRP) and interest payable,
are included within the revenue budget and are forecast to increase as additional borrowing is
undertaken to fund the programme and as interest rates rise. MRP costs are forecast to rise
from £1.2m in 2021/22 to £1.7m in 2023/24, with interest payable increasing from £0.2m to
£1.6m over the same period.

As the capital programme requires borrowing to fund schemes, particularly in relation to
regeneration projects and commercial investments, the Council’s capital financing
requirement (CFR) is forecast to increase. The Treasury Management Strategy 2022/23
forecasts increases in the CFR from £133.9m in 2020/21 to £171.5m by 2024/25.

The graph opposite demonstrates the forecast increases in the Council’s CFR and associated
debt, as the capital programme is delivered, using data from the Council’s Prudential
Indicators published in February 2022.

The Council’s borrowing strategy is to borrow internally or short term to fund the capital
programme, as short term debt is historically more cost effective than long term debt. The
Council also wants to ensure that the new Somerset Council has maximum flexibility in
managing its CFR and so is not committing to new long term loans at this point. As at 31 March
2022 the Council has £128.5m of short term borrowing on the balance sheet.
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Capital Financing Requirement and Debt
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The significant short term debt that the Council holds, and the internal borrowing
represented by the difference between the CFR and actual debt in the graph above,
represents a refinancing risk for the new Somerset Council in a period when interest rates are
rising significantly. The capital programme, its financing and the related costs are
recognised as key focus areas in the construction of the budget for the new unitary council,
and are further considered in the Budget Setting Arrangements 2023/2% section of this
Auditor’s Annual Report.
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Reserves and risk mitigation
General fund and non-schools earmarked general fund reserves as a percentage of net

Risks are clearly set out within financial reports. The Revenue Budget and Capital Estimates . . Q
service revenue expenditure (%)

Report 2022/23 contains the Section 1561 Officer’s statement on the robustness of the budget
and the adequacy of reserves. The narrative is comprehensive and describes key areas of 300%
risk and uncertainty within the budget and how these are mitigated.

The 2022/23 budget makes additional provision for emerging risks. This includes increasing

the Treasury Management Reserve by £0.4m to mitigate further potential increases to

interest rates, and the inclusion of a £4m corporate contingency within the capital

programme to mitigate the risk of high rates of inflation on budgets. The revenue budget also
—PJovides for a £1m increase in the LGR reserve to fund any capacity issues arising during the
Q)ear to ensure service delivery and the transition to the new authority are adequately

Qsourced.
D

s part of the budget process 2022/23 the minimum prudent level of General Fund reserves
s confirmed at £2.8m, with an actual balance as at 31 March 2022 of £6.6m. As part of the 1507
budget 2022/23 a further £2m will be transferred to the General Fund balance from the
Commercial Investment Risk Reserve.

The Council also has earmarked reserves which can be used to mitigate financial risk. As at 100%
31 March 2022 earmarked reserves included the following balances for risk mitigation:

«  Commercial Investment Risk Reserve, £6.7m (with £2m to be transferred to the General
Fund balance in 2022/23);

* Treasury Management Reserve £0.8m;
*  Medium Term Financial Plan Support Reserve £8.9m.

We have benchmarked the Council’s General Fund and earmarked reserves as a proportion b 8 % b 6 % 4% 0% b b %
of net service expenditure, to other district councils in the South West region, using data from % 3 b Y
the 2021/22 draft statement of accounts. South Somerset District Council’s reserves 2 03 % o %, A ,
represent 97% of net service expenditure compared to an average of 125%. The graph %
opposite demonstrates that the Council is not an outlier compared to other districts, with the b A
overall average inflated by high levels of reserves held by two district councils in particular. If %
these two councils were removed from the analysis, the average would fall to 109%.
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From our work we have found that the Council has adequate arrangements in place to
mitigate risk, and the Council has significant risk mitigation reserves. It will be important to
protect the reserves position as much as possible during the transition to the new authority in
order to ensure that Somerset Council has sufficient reserves to mitigate financial risk and
fund transformation from 1 April 2023.

Local government reorganisation - budget setting arrangements 2023/24

We identified in the Audit Plan 2021/22 that there is a risk of significant weakness with

regards to the arrangements in place to support a successful transition to the new unitary

council. In response to this risk we have undertaken additional work to assess the progress
ade across key financial LGR workstreams. As Somerset County Council (SCC]) is the
ntinuing authority under the Structural Change Order, they are responsible for approving
e financial strategies and budgets that relate to the new unitary council.

®he LGR risk register recognises the budget gap for Somerset Council in 2023/24 as one of

e highest risks to the LGR programme. The budget gap for the first year of the new

Fsduncil’s existence is forecast at £74.2m in the November 2022 MTFP update to the SCC
Executive. This reduces to a net gap of £38.2m after taking into account £27.8m of identified
savings and an assumption that the cost of social care reform will be fully funded (£8.2m).

There is a robust process in place for delivering a balanced budget for 2023/24. The financial
standing of the new council has been a key focus since the decision from the Secretary of
State to implement LGR in July 2021. As part of the 2022/23 budget process, existing councils
in Somerset agreed a voluntary Finance and Assets Protocol to ensure that legacy council
decisions did not have an adverse impact on Somerset Council and that new financial
commitments over agreed thresholds would not be entered into.

In February 2022 the LGR Joint Committee considered the impact of key elements of the
existing councils’ 2022/23 budget proposals on Somerset Council. Key areas include revenue
and capital budgets, reserves, commercial investments and treasury management.

The SCC Executive approved the Somerset Council MTFP in July 2022. This set out the high
level strategy for delivering a balanced budget, including efficiency savings, reviewing
service levels, alternative service delivery, asset management and income generation.

Work is well underway to refine the budget for 2023/24 through reviewing the staffing

© 2022 Grant Thornton UK LLP. Confidential and information only.

establishment, developing savings proposals, reviewing borrowing costs, and deep dives into
services with significant cost pressures such as Children’s and Adult’s services. SCC
Executive away days are programmed into the budget process to review budget issues and
gain consensus on potential areas to achieve savings. These ensure that Members of the
continuing authority have a good understanding of the financial challenge. A Member
Budget Working Group has been created to consider specific areas of the budget, including
service budgets, the capital programme and office rationalisation.

We have identified the following elements of good practice that support the 2023/2% budget
setting process:

*  Member engagement through SCC Executive away days and the Budget Working Group;
* weekly budget briefings for the SCC Executive and Senior Leadership Team;

* three full SCC Member briefings planned for key stages during the 2023/24 budget
process;

* monitoring and reporting of implementation costs against the business case;

+ template developed to map 2022/23 service budgets from the existing five councils into a
2023/24% base budget for Somerset Council; and

* services have been asked to develop savings plans to achieve 5%, 10% and 20%
efficiency targets.

Somerset County Council will be required to approve a balanced 2023/24 budget for the
new Somerset Council in February 2023. Although robust budget setting arrangements are in
place, the challenge to set a balanced budget for the first year of Somerset Council is
significant. From our work and discussion with key officers, we have identified several key
budget risks that relate to the scale of the commercial property portfolio, the size of the
capital programme, the capital financing requirement, reserves, and the level of savings
required.

Somerset Council will inherit a £280m commercial property portfolio that generates gross
income of £20m from the four district councils. Much of the portfolio is funded from short
term debt which creates a financing risk in the current environment where interest rates are
rising. In developing the 2023/2% budget and associated Treasury Management and
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Investment Strategies, Somerset Council’s appetite for risk should be determined, including budgets previously approved will not be sufficient. Work is underway to review the combined
which commercial assets the Council wishes to retain. The approach to financing capital programme to identify schemes that could be stopped or paused to mitigate
commercial assets and mechanisms for mitigating risk if commercial returns are less than financial risk.

planned should also be determined. The new authority should ensure it complies with the

CIPFA Prudential Code, which confirms that capital investment purely for yield is not Unitary Council Capital Financing Requirement

prudent activity, and requires councils with a capital financing requirement (CFR) to review

. i . 1 2500000
options for exiting commercial investments.

Somerset Council will also inherit a significant CFR from the five predecessor authorities.
Analysis of the CIPFA capital estimate returns for 2021/22 shows that Somerset Council
would have a combined CFR of £1.1bn as at 31 March 2022. This would be the sixth highest il
OFRin England when compared to all other unitary authorities as demonstrated in the graph
pposite. The size of the combined CFR is consistent to the relative size of the new authority
hich would rank sixth highest in terms of revenue expenditure, but this level of CFR i
ﬁpresents a significant financial risk that will require close management. The external debt
Vvels associated with this CFR are approximately £780m, with significant amounts of short |'

term debt that will need refinancing over the next three years. Associated interest costs are
estimated at £31m per annum, with MRP charges of £13m. 1000000

£m

It should be noted that Somerset West and Taunton Council and Sedgemoor District Council
are both housing authorities with a Housing Revenue Account. An element of their CFR
therefore results from investment in housing stock which is not subject to the same
requirement to charge the General Fund with MRP.

Therefore a key element to setting a balanced and sustainable budget for Somerset Council
will be to agree a borrowing strategy that manages the risk of rising interest rates and 0

Northumberiand |

ensures that the cost of borrowing is affordable, while ensuring a prudent MRP policy and SYETRETEISEERLL S R R T HEE
charge. Using data from the draft 2021/22 accounts, the combined impact of amalgamating BEGE ;ggﬁg;_ﬁg §§§?§§§§1é>3335§§355§5“§§ 3B52E TS R2E
. . . . g . tZ2E08EVE0 ¢! S ACROE>3d UBE Lot el Ss8S-03E68TE00
the CFR, borrowing and commercial property portfolio of the five predecessor councils is S5FE0ES £8 ¢ 30288008, RS2 2c20vor002 80 R 0999E% 20
) : 8 62 ¢ g':‘m—n § TEPE83CplcefPS- E50ERE,§ T g2
demonstrated in the graph overleaf. = ¢85 3 3 %5 £ i 59 -sifiégﬁ“fgﬂ g2ty 5
B oA cs ¢ S EYS 5e8Sts tahkll 5
. 4 L . . . 5 B¢ & EER 2 5878° ®zd%x  §
Ensuring the affordability of borrowing is also dependent on the size of the ongoing capital $ € z5" £ 28 2 gz z
. . . . . % %Z 3 ¢ 4 £
programme. The combined capital programme of the five legacy councils is approximately a ¥ §u A £ 55_2 €
£405m and requires £154m of borrowing to fund expenditure, which will further increase - £ N
(4]

Somerset Council’s CFR. Increasing costs on capital works due to supply chain issues,
inflation, increasing demand and rising interest rates creates a financial risk that capital

Bournemoutt
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Somerset Council Capital Financing Requirement and Borrowing
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Total

10

Minimum Revenue Provision £m

Having sufficient levels of useable reserves will be critical to the financial sustainability of
Somerset Council. Reserves may be required to fund ongoing transformation costs in order
to achieve the savings required to balance the budget gap identified in the MTFP. It is
possible that reserves will need to be used to balance annual budgets in the short term while
ongoing savings are delivered. Reserves should only be used to fund short term budget gaps
when there is a robust savings plan supported by a business case to deliver financial
sustainability.

Therefore a reserves strategy should be approved which identifies and earmarks the level of
reserves required for transformation, smoothing budget gaps, while maintaining an
adequate General Fund balance to mitigate budget risk. In order to protect the level of
reserves available to Somerset Council, sovereign councils should ensure any identified
overspends are managed in order to deliver a balanced budget outturn for 2022/23.

Due to the scale of the budget gap identified for 2023/24, the November 2022 MTFP update
acknowledges that additional savings will need to be identified that are not part of the LGR
programme or transformation. Additional actions are identified to balance the budget, which
include the identification of service reductions. Work should be undertaken to identify
potential areas for service efficiency that can be implemented within a short timescale in
order to balance the 2023/24 budget.

In conclusion, we have identified that there is a robust process in place for delivering a
balanced budget for 2023/2l4, but the scale of savings required to achieve a balanced
position for the first year of Somerset Council represents a significant challenge. We have
made an improvement recommendation that as part of the budget process for 2023/2U4, the
following key budget risks should be addressed:

* continue progress in identifying potential service efficiencies that are not part of the LGR
programme;

* determining the approach for holding, financing and mitigating the risk relating to
commercial property investments;

* managing the capital financing requirement and approving a borrowing strategy that
ensures the affordability of borrowing;

* reviewing the future capital programme to manage financial risk with regards to scheme
cost and associated borrowing costs; and

* ensuring the level of reserves is adequate to fund transformation and mitigate risk.
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Improvement recommendations

g Financial sustainability

Recommendation 4 The Council should continue to identify mitigating actions to manage the forecast overspend
for 2022/23 and deliver a balanced budget.

Whg/impact It will be important to continue to manage the 2022/23 budget position during the remainder of
the financial year so that there is no requirement to call on reserves to balance the budget. This
will ensure that the new Somerset Council has sufficient reserves to mitigate financial risk and
fund transformation from 1 April 2023.

Summary findings Revenue monitoring at Quarter Two 2022/23 identifies budget pressures of £3.2m, which is a
significant increase in the £1.6m pressure identified at Quarter One due to the impact of
inflation, the pay award and rising interest rates. In response, Full Council approved revised
estimates in order to seek to balance the budget which include savings in other areas such as
staff turnover and waste, and increased income in areas such as investment income and
commercial property.

v abed

Management SSDC will continue to monitor its budget closely. A revised budget was presented as part of the

Comments quarter 2 monitoring report. This was reflected in the quarter 3 monitoring report which showed
to be on target for a balanced budget at year end. The budgets will continue to be closely
monitored to ensure we deliver a balanced budget for year end.

SLT Lead: Nicola Hix

The range of recommendations that external auditors can make is explained on Page 1.
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Improvement recommendations

g Financial sustainability

Recommendation b The Council’s budget setting and outturn reports should provide public information on the
gross and net contribution that commercial property makes to the General Fund, clearly
identifying associated borrowing costs relating to minimum revenue provision and interest
payable.

Whg/impdct Providing this information in public reports would ensure that stakeholders have a clear
understanding of the net returns that are being achieved for commercial property investments,
and the extent that the revenue budget is reliant on commercial property income.

Summary findings As at 31 March 2022 the Council had invested £97m in commercial property. The gross
budgeted income for commercial property in 2022/23 is significant at £6.7m, with a net
contribution forecast at £3.0m after associated revenue and borrowing costs.

The budget report clearly sets out the gross commercial property income and commercial team
costs, but does not set out the net contribution that commercial property makes to the General
Fund after associated borrowing costs relating to minimum revenue provision and interest
payable. This information is provided in the Investment Asset Update Reports to District
Executive as exempt information.

G obed

Management SSDC includes this information as part of its quarterly Commercial Investment Asset Update
Comments report to Executive. Including the gross and net budget for commercial property in budget
setting and outturn reports will be fed through for consideration by the new Somerset Council.

SLT Lead: Nicola Hix

The range of recommendations that external auditors can make is explained on Page 1.
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Improvement recommendations

&

Financial sustainability

Recommendation 6

The Council should seek to further strengthen governance arrangements for SSDC Opium Power Ltd by:

* approval of an annual business plan by Full Council;

* implementing the recommendations made by Internal Audit regarding assurance reports from the Board,
implementing a risk register, providing analysis of actual loan repayments against the plan, and ensuring
loan repayment schedules are up to date; and

* providing Internal Audit with all the information they require in order to provide assurance opinions in a
timely manner, in accordance with the Accounts and Audit Regulations 2015.

o abed

Why/impact

Approving annual business cases will ensure that the financial impact of the company’s operations on the
Council is understood along with associated financial and delivery risk. Without up to date business plans the
financial and delivery performance of the company cannot be properly measured and Directors held to
account. Approval of annual business plans would also provide an opportunity to provide assurance that
future investments continue to comply with the Prudential Code.

Internal Audit have also identified recommendations that seek to strengthen the oversight that the Council has
over SSDC Opium Power.

Summary findings

Commercial loans are made to the company through the Commercial Strategy, with the Asset Investment
Group using delegated authority to approve loans. Due to the specialised nature of battery storage
investments, we identified an improvement recommendation in the Auditor’s Annual Report 2020/21 that the
Council should approve a separate business plan for future investments through SSDC Opium Power. We
understand from discussions with Company Directors that as the original business case has not changed
there have not been further business cases submitted to Council for approval.

Internal Audit carried out a review of Opium Power to determine whether it is achieving the objectives set out
in the original business case. Reasonable assurance was provided, with areas identified where monitoring and
oversight could be strengthened. Internal Audit did identify some limitations with the scope of their review due
to difficulties in obtaining all the documents requested and a lack of engagement from officers.

Management
Comments

Recommendation accepted. SSDC will endeavor to complete this work before it ceases, and will ensure any
outstanding action is reported to the new Somerset Council for consideration of completing the work.

SLT Lead: Nicola Hix / Jill Byron

The range of recommendations that external auditors can make is explained on Page 1.
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Improvement recommendations

g Financial sustainability

Recommendation 7

As part of the budget process for 2023/24 and through LGR workstreams, South Somerset
District Council should continue to support Somerset County Council in working to address the
following key budget risks:

* continue progress in identifying potential service efficiencies that are not part of the LGR
programme;

* determining the approach for holding, financing and mitigating the risk relating to
commercial property investments;

* managing the capital financing requirement and setting a borrowing strategy that ensures
the affordability of borrowing;

* reviewing the future capital programme to manage financial risk with regards to scheme
cost and associated borrowing costs; and

* ensuring the level of reserves is adequate to fund transformation and mitigate risk.

/v 9bed

Why/impact

Somerset County Council will be required to set a balanced budget for the new authority in
February 2023. The ongoing provision of services will depend on the financial sustainability of
the new council. South Somerset District Council and other district councils have a key role in
supporting the budget process.

Summary findings

The challenge to set a balanced budget for the first year of Somerset Council is significant,
with a savings target of £38.2m identified. We have identified several key budget key risks that
relate to the scale of the commercial property portfolio, the size of the capital programme, the
capital financing requirement, reserves, and the level of savings required.

Management
Comments

SSDC accepts the recommendation to support Somerset County Council. The budget for the
new Somerset Council for 2023/24 has now been agreed.

SLT Lead: Nicola Hix

The range of recommendations that external auditors can make is explained on Page 1.
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Improving economy, efficiency and

effectiveness

{%

We considered how the Council:

* uses financial and performance information to assess
performance to identify areas for improvement

evaluates the services it provides to assess
performance and identify areas for improvement

ensures it delivers its role within significant
partnerships and engages with stakeholders it has
identified, in order to assess whether it is meeting its
objectives

8t abed

where it commissions or procures services assesses
whether it is realising the expected benefits.

© 2022 Grant Thornton UK LLP. Confidential and information only.

Performance management

The District Executive receives quarterly performance reports which include a detailed appendix containing key performance
indicators (KPls) across the five themes of the Council Plan. The themes within the Council Plan relate to: protecting core
services; economy; environment; places where we live [housing]; and healthy, self reliant communities.

The KPIs are ordered according to the Council Plan theme they contribute to and include the elements of best practice that
we would expect to see. The information provided includes a RAG rated KPI summary, with individual KPI performance
measured against the annual target and the previous period in order to identify a direction of travel. Supporting information
is provided for each KPI to give context or explain variations to performance.

The Quarter Four Performance Report also includes a high level summary of achievements within the five focus areas of the
Council Plan and updates for priority projects.

Review of the KPIs reported at Quarter Four 2021/22 does not indicate any risk of significant weakness with regard to the
performance of services. At the year-end 26 KPIS were RAG rated green, 5 amber, and 13 red. Where performance is reported
as below target and red RAG rated, the supporting narrative provides explanations and actions taken to improve
performance.

One example of where the Council has been working to improve performance is in relation to processing new housing benefit
claims. The Council has been working with the Department for Work and Pensions to identify actions to improve processing
times. Performance reported at Quarter Three 2021/22 was 75 days against the 21 day target, with performance in Quarter
Four reported as 60 days. The speed of processing continues to improve, although there have been some monthly
fluctuations in performance, with the Quarter Three 2022/23 position reported as 35 days.

The Council has sound arrangements in place for the monitoring, reporting and management of performance. We have found
no significant weaknesses in the Council’s arrangements and have not identified any improvement recommendations.

Benchmarking and learning from others

Benchmarking is an effective tool that enables an organisation to compare and analyse its performance with peers in order
to identify areas for improvement.

We noted in the Auditor’s Annual Report 2020/21 that the Council does not have a corporate-wide benchmarking approach to
routinely undertake financial or performance benchmarking with other local authorities. We made an improvement
recommendation that this should be carried out. In view of the limited time between the recommendation being made and
vesting day for the new unitary council, management’s view was that this recommendation would not be implemented.
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Improving economy, efficiency and
effectiveness

From discussion with officers working within LGR workstreams, we understand that there is a

Digital, Data and Technology sub-workstream. Work is progressing on developing a Digital Services identified as h|gh and very h|gh
Strategy and Data Strategy for the new unitary council which will promote a digital culture
and define the principles for the effective use of data. A related Business Intelligence u n|t cost

Strategy will promote the use of data for business intelligence purposes to enable the
comparison and benchmarking of services.

We have undertaken benchmarking using the CFO Insights tool to identify services which Homelessness

have high unit costs in comparison to other district councils. These are identified in the chart 100
_Eiposite. It should be noted that the benchmarking is based on unit costs derived from the 80
dgeted service cost divided by the relevant population. This does not take account of local
orporate priority decisions and the associated allocation of resources. . 60
Culture and heritage Open spaces
MVe have discussed these service unit costs with the finance team in order to assess whether 40
Jise very high unit costs are indicators of weaknesses in arrangements to achieve value for
ney. 20
Through the review of benchmarked service cost, it has been identified that apportionments 0
of overheads for support services have not been adjusted to reflect changes in demand or
activity for several years. This is particularly noted for open spaces, culture and heritage,
and homelessness, and has resulted in significant overheads being charged to these Non-distributed costs

H ; ; i i Recyclin
services, thus increasing their unit cost. Y 9 - retirement benefits

While support services can be accounted for differently by councils when completing the

statistical returns on which the data is based, we have made an improvement

recommendation that the Council should ensure that recharges are made using an

appropriate basis for apportionment. This will allow for an accurate assessment of the true Total other services
cost of services to be made in order to inform decision making and facilitate meaningful

benchmarking with peers.

No significant weaknesses with regard to value for money arrangements were noted in the On the spider chart a rank of 50 represents the group median. The group in this
service areas highlighted as high unit cost. We note that efficiencies are being realised within case is all district councils. If a measure is closer to the outside of the chart it
recycling through the roll out of Recycle More across Somerset. Retirement benefit costs would be classed as 'very high cost’, whereas if the line is closer to zero, then it
include deficit recovery payments which are set by the Actuary to balance the pension would be classed as ‘very low cost’ in comparison to the group.

deficit dent period.
etiet over d prudent perio The data is based on the 2021/22 Revenue Account submissions to the government.
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Improving economy, efficiency and

effectiveness

Partnership working

We have reviewed how the Council interacts with key partners to develop meaningful actions
to be delivered, and how the performance of partners is monitored and fed back to Members.
The key partnerships we have considered include:

*  South Somerset Families Project - a partnership including schools, health visitors,
primary health care and community organisations. The partnership provides tailored
support to families to promote a stable environment, improved physical and mentall
health, and increased educational attainment. This partnership contributes to corporate
priorities relating to healthy and self reliant communities;

Heart of the South West Local Enterprise Partnership - a strategic partnership including
local authorities, education and the private sector with the objectives of improving the
economy and maximising economic opportunities within the area;

QG abed

Somerset Safer Somerset Partnership- a statutory partnership that includes the police,
local authorities, the NHS, education and the probation service. The partnership’s
objective is to reduce crime and increase community safety, linking to Council priorities
for healthy, self reliant communities ; and

*  Somerset Waste Partnership - a partnership of local authorities in Somerset to collect
and recycle waste, contributing to corporate priorities relating to the environment and
mitigating the effects of climate change.

The Council has updated its partnership register in preparation for LGR in order to produce a
county-wide register of significant partnerships. The county register includes 355
partnerships, providing information on their purpose, funding, lead Council and supporting
commentary.

The Council can demonstrate that it is working with partners to achieve corporate priorities
and has adequate arrangements in place on an individual partnership basis.

© 2022 Grant Thornton UK LLP. Confidential and information only.

Procurement and regeneration

The Council’s Procurement Strategic Framework was approved in October 2021, and
includes Contract Standing Orders, the Procurement Strategy, Social Value Policy, and the
Contract Management Framework. The associated procurement action plan 2021-2023
seeks to refresh and embed effective procurement and contract management processes
throughout the Council.

We made an improvement recommendation in the Auditor’s Annual Report 2020/21 that the
Council should continue to further strengthen procurement arrangements by ensuring that
the actions within the procurement action plan are progressed as planned and through
reporting procurement waivers quarterly to the Audit Committee.

Progress against the procurement action plan is monitored by the Procurement,
Performance and Change Lead and the Procurement Specialist. Their monitoring
demonstrates that many actions are now complete, including the publication of contract
opportunities and transparency data, increased use of ProContract, and using data to
understand the procurement pipeline. A pragmatic view has been taken as to what can be
achieved before LGR and the creation of the new council on 1 April 2023, and what will be
progressed by LGR workstreams.

Training on the requirements of the Contract Management Framework has been rolled out
during 2021/22 to managers of significant contracts. The new leisure contract with Wealden
Leisure from April 2021 is evidence of improved contract management arrangements in
operation, through formal contract management meetings, contract KPIs, and an annual
performance report produced by the contractor for consideration by the District Executive.

The Council maintains a register of procurement waivers, which provides information on the
reason and contract value of waivers. There were 29 waivers granted in 2021/22, totalling
£3.3m. The largest waivers relate to a direct award for crematorium equipment that was
subject to a voluntary transparency notice, and for a 12 month contract extension for
printing services. From discussion with officers we understand that consideration is being
given as to how best report waivers to the Audit Committee, with the intention to report in
early 2023.
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Improving economy, efficiency and
effectiveness

The delivery of the Council’s regeneration programmes is a focus area within the Council’s
Annual Action Pan 2021/22. The Council incurred capital expenditure of £9.7m in 2021/22 on
town centre regeneration schemes in Chard and Yeovil. The Chard regeneration project
delivered a new leisure centre in November 2021, and the capital programme includes further
investment for Yeovil, Wincanton and the redevelopment of the Octagon Theatre.

We noted in the Auditor’s Annual Report 2020/21 that the anticipated programme funding in

the business case for the Chard regeneration project was not realised, resulting in phase two

of the project being put on hold. Internal audit reported on lessons learned from the project

in February 2022 and identified weaknesses with regard to budget setting and project
nsparency.

(@nprovements have been made to regeneration programme governance arrangements, and
ese were reported to the Audit Committee in May 2022. Improvements include a rigorous
Jteway decision making process, the use of standard documentation to support the stage
Fview process, and ensuring that the project plan is updated to evidence that the business
case objectives are still being met. The Terms of Reference for the Strategic Development
Board and Project Boards for regeneration programmes were redrafted in September 2021.
Governance arrangements have been strengthened to ensure that decisions involving a
change to project scope, quality, timing or budget are approved at District Executive and
Full Council.

Therefore the Council can demonstrate that it has implemented the lessons learned resulting
from the review of regeneration governance arrangements, in accordance with the
improvement recommendation we made in 2020/21.

From our work we have not identified any risk of significant weakness with regard to the
Council’s arrangements for managing procurement and major contracts.
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Improvement recommendations

@* Improving economy, efficiency and effectiveness

Recommendation 8

The Council should ensure that recharges from support services to front line services are made
using an appropriate basis for apportionment when compiling statistical returns.

Why/impact

Using an appropriate basis to apportion support service costs to front line services will allow HHH”H
for an accurate assessment of the true cost of services to be made. Knowing the true cost of ‘
service delivery will better inform decision making and facilitate meaningful benchmarking
with peers.

Summary findings

2S obed

Through the review of benchmarked service cost using data from CFO Insights, it has been
identified that apportionments of overheads for support services have not been adjusted to
reflect changes in demand or activity for several years. This is particularly noted for open
spaces, culture and heritage, and homelessness, and has resulted in significant overheads
being charged to these services, thus increasing their unit cost.

Management
Comments

SSDC accepts the recommendation, but this would need to be considered if applicable in the

new Somerset Council. il

I

SLT Lead: Nicola Hix

The range of recommendations that external auditors can make is explained on Page 1.
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Follow-up of previous recommendations

Public

Recommendation Type of Date raised Progress to date Addressed? Further action?
recommendation

1 When considering making settlement Statutory August 2022 Full Council considered the statutory Yes The Council has adequately responded to
arrangements or payments to recommendation at their meeting of 22 September the statutory recommendation and the
employees, the Council should 2022, which was accepted. The supporting report approval of the revised procedure note
comply with Financial Regulations from the Chief Executive, Monitoring Officer and gives assurance to Members and the
and the Constitution, and ensure $151 Officer sets out a revised procedure note to be public that the correct process will be
appropriate consultation and followed when considering settlement agreements, followed in the future.
approval takes place with statutory for adoption with immediate effect.
officers and Members.

2 Ensure there is sufficient capacity Key August 2022 We have yet to complete the audit of the Council’s  To be We will report on the robustness of
within the finance team and other financial statements for 2021/22. We will consider  confirmed. arrangements the Council has put in place
Council staff that support the fully the Council’s response to the key to support the production and external
production of the financial recommendation we made last year as part of the audit of the financial statements once the

o statements and their external audit. financial statements audit 2021/22. audit is complete.

4553

dQ  The Council should develop aclear  Key August 2022 The Council can demonstrate that it has made Yes The new unitary council will inherit a

@ plan to address and mitigate the progress in implementing this key significant commercial property portfolio

U1 risks that it is exposed to as a result recommendation. For example, Full Council has from all the four Somerset district councils,

W of investing in commercial property. resolved that no further commercial investments and will thus be exposed to continued
will be undertaken and the Commercial Strategy significant risk with regard to commercial
updated to focus on management of the existing property income and financing. We have
portfolio. The Commercial Investment Risk reserve identified this as a key 2023/24 budget
has been maintained and an LGR workstream is risk for the new council.
reviewing the strategy for the new council.

L4 Arrangements for reporting the risk  Improvement August 2022 The Council has made progress in implementing Partly We have made a further improvement
register to the Audit Committee the improvement recommendation, with the Audit recommendation that risks within the risk
should be strengthened, including Committee receiving quarterly risk registers as a register reported to the Audit Committee
increasing the frequency of public agenda item. Only red RAG rated risks are should be mapped to corporate
reporting and including mitigating reported in detail and additional information is objectives.
actions. provided on mitigating actions. However, risks are

not mapped to corporate priorities.
5  The progress made in implementing  Improvement August 2022 A new recommendation tracking tool has been Yes None.

previous internal audit
recommendations should be
routinely reported for all high
priority recommendations.

developed that uses SharePoint and Power Bl. The
intention is that the recommendation position will
be presented to the Audit Committee twice a year,
with the first report due in early 2023.
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Follow-up of previous recommendations

Public

Recommendation Type of Date raised Progress to date Addressed? Further action?
recommendation

6 The Council should ensure that it Improvement August 2022 The Council can demonstrate that progress has Yes None.
implements the actions plans been made in improving the arrangements to
relating to the baseline maturity of prevent and detect fraud and corruption, for
fraud and whistleblowing example through reporting on fraud activity to the
investigation, including formal Audit Committee, the adoption of a new officer
adoption of the new Employee Code Code of Conduct and by undertaking fraud
of Conduct. awareness training.

7 The outturn report should accurately Improvement August 2022 The outturn report for 2021/22 discloses a General  No We have not made any further
reflect key financial information, Fund balance of £5.6m as at 31 March 2022, with recommendations on this matter, as the
such as the General Fund balance. the statement of accounts reporting a balance of position was correctly reported in the

£6.6m. The revenue budget monitoring report for accounts and subsequent budget
Quarter One 2022/23 correctly reports the opening monitoring. However, budget outturn
o General Fund balance as £6.6m. Therefore the reports should be checked to ensure that
Q error noted in the outturn report in 2020/21 has key financial information is correctly
«Q been repeated in the outturn report for 2021/22. reported to Members.
Fan)
81 The Council should ensure that it Improvement August 2022 The 2022/23 budget was balanced through the No No further action.
£ consults with residents and favourable financial settlement and through Not undertaking a budget consultation is
businesses as part of the budget realignment of budgets through a zero based considered reasonable in the context of
process. budget approach. The budget did not include 2022/23 being the last year that the
savings from reductions in services. In this context Council will exist, and where there were no
there was no external budget consultation. savings from service reductions included
within the budget.

9 The Council should consider the Improvement August 2022 We understand from discussions with Company No We have made an improvement
requirement for a separate business Directors that as the original business case has not recommendation that the Council should
plan to be approved for future changed there have not been further business seek to further strengthen governance
investments through SSDC Opium cases submitted to Council for approval. arrangements for SSDC Opium Power Ltd
Power. by approving an annual business plan

Internal Audit have identified some areas where and by implementing the
monitoring and oversight could be strengthened. recommendations made by Internal Audit.
10 The Council should ensure that it Improvement August 2022 We will review the Council’s MRP charge, its No The Council should ensure that it provides

complies with the revised 2003
Regulations when they are published
by providing MRP provision on
capital loans to third parties.

prudence, and compliance with regulations, as
part of the audit of the 2021/22 financial
statements. This work is not yet complete.

a prudent MRP charge to the General
Fund, and complies with the revised 2003
Regulations when they are published, by
providing MRP provision on capital loans
to third parties.
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Follow-up of previous recommendations

Public

Recommendation Type of Date raised Progress to date Addressed? Further action?
recommendation

11 The Council should consider a risk Improvement August 2022 In view of local government restructuring and the  This should We will assess the arrangements for
based calculation for the minimum reality that South Somerset will not undertake now be calculating the minimum prudent GF
prudent General Fund balance and another independent budget setting process, this ~ considered balance for Somerset Council as part of
include this within the annual budget recommendation was noted and highlighted for by Somerset  our 2022/23 value for money work.
report. consideration by the successor unitary council. Council.

12 The Council should introduce o Improvement August 2022 In view of the limited time between the N/A None.
corporate benchmarking approach recommendation being made and vesting day for
to compare performance and cost the new unitary council, management’s view was
with peer organisations. that this recommendation would not be

implemented.
13_0 The Council should ensure that it Improvement August 2022 Discussions with officers confirm that the lessons ~ Yes None.
applies the learning identified from learned report from the transformation programme
g the transformation programme to was not formally shared with the LGR programme.
(p future strategic change However, SWAP did produce a lessons learned
programmes. report from discussions with Dorset Council in
((ﬂ August 2022, as Dorset Council had undertaken
similar LGR work. Key findings and feedback were
identified relating to governance, resourcing,
people and communications.

14 The Council should continue to Improvement August 2022 Many actions from the procurement action plan In progress.  We will review the process for reporting
further strengthen procurement are now complete. A pragmatic view has been waivers to the Audit Committee as part of
arrangements, specifically ensuring taken as to what can be achieved before LGR, and our 2022/23 value for money work.
actions within the procurement what will be progressed by LGR workstreams.
action plan are progressed and . o . .
reporting waivers to the Audit Consideration is being given as to how best report
Committee. waivers to the Audit Committee, with the intention

to report in early 2023.
15 The Council should ensure that it Improvement August 2022 Improvements have been made to regeneration Yes None.

implements the lessons learned from
the review of regeneration
governance arrangements.

programme governance arrangements. These
include a rigorous gateway decision making
process, the use of standard documentation to
support the stage review process, and ensuring
that the project plan is updated to evidence that
the business case objectives are still being met.
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Opinion on the financial statements

Audit opinion on the financial statements Grant Thornton provides an independent opinion

We have yet to complete the audit of your financial on whether the accounts are:

statements for 2021/22. We will provide a further update on e True and fair

our progress to the Audit Committee.
9 * Prepared in accordance with relevant accounting

udit Findings Report standards

e will issue our Interim Audit Findings Report to the * Prepared in accordance with relevant UK legislation
uncil’s Audit Committee in March 2023. We will provide a
g:ther and final iteration of the report once the audit of the
financial statements is complete.

Whole of Government Accounts

To support the audit of the Whole of Government Accounts
(WGA), we are required to review and report on the WGA
return prepared by the Council. This work includes
performing specified procedures under group audit
instructions issued by the National Audit Office. Instructions
for 2021/22 component auditors have now been issued and
on the completion of our audit work we intend to
certification of the closure of the 2021/22 audit of South
Somerset District Council in the audit report.
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Appendix A - Responsibilities of the
Council

Public bodies spending taxpayers’ money are accountable The Chief Financial Officer (or equivalent] is responsible for
for their stewardship of the resources entrusted to them. the preparation of the financial statements and for being
They should account properly for their use of resources and satisfied that they give a true and fair view, and for such
manage themselves well so that the public can be confident. internal control as the Chief Financial Officer (or equivalent)

determines is necessary to enable the preparation of
financial statements that are free from material
misstatement, whether due to fraud or error.

Financial statements are the main way in which local public
bodies account for how they use their resources. Locall
public bodies are required to prepare and publish financial

statements setting out their financial performance for the The Chief Financial Officer (or equivalent) or equivalent is
ear. To do this, bodies need to maintain proper accounting required to prepare the financial statements in accordance
-bcords and ensure they have effective systems of internal with proper practices as set out in the CIPFA/LASAAC code
ontrol. of practice on local authority accounting in the United

Kingdom. In preparing the financial statements, the Chief
Financial Officer (or equivalent) is responsible for assessing
the Council’s ability to continue as a going concern and use
the going concern basis of accounting unless there is an
intention by government that the services provided by the
Council will no longer be provided.

@il local public bodies are responsible for putting in place
(Jroper arrangements to secure economy, efficiency and
fectiveness from their resources. This includes taking
properly informed decisions and managing key operational
and financial risks so that they can deliver their objectives
and safeguard public money. Local public bodies report on

their arrangements, and the effectiveness with which the The Council is responsible for putting in place proper
arrangements are operating, as part of their annual arrangements to secure economy, efficiency and
governance statement effectiveness in its use of resources, to ensure proper

stewardship and governance, and to review regularly the
adequacy and effectiveness of these arrangements.
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Appendix B - Risks of significant
weaknesses, our procedures and findings

As part of our planning and assessment work, we considered whether there were any risks of significant weakness in the Council's
arrangements for securing economy, efficiency and effectiveness in its use of resources that we needed to perform further procedures on. The
risks we identified are detailed in the table below, along with the further procedures we performed, our findings and the final outcome of our

work:

Risk of significant weakness

Procedures undertaken

Findings

Outcome

Governance was identified as a potential
Bgnificant weakness with regard to the
Qrrangements to transition to the new

uthority, see page 11 for more details.

o)
O

We have undertaken additional work to
assess the LGR programme’s governance
arrangements.

There are good governance arrangements in
place to manage the complex task of local
government reorganisation in Somerset.
Progress is closely managed and monitored
and at the time of writing no material gaps in
delivery of products for vesting day have
been identified.

Appropriate arrangements are in place, with
three improvement recommendations raised.

Financial sustainability was identified as a
potential significant weakness with regard to
the arrangements to transition to the new
authority, see page 22 for more details.

We have undertaken additional work to
assess the progress made across key
financial LGR workstreams.

There is a robust process in place for
delivering a balanced budget for 2023/24,
but the scale of savings required to achieve a
balanced position for the first year of
Somerset Council represents a significant
challenge.

Appropriate arrangements are in place, with
four improvement recommendations raised.

Improving economy, efficiency and
effectiveness was not identified as a potential
significant weakness.

No additional procedures undertaken.

Appropriate arrangements are in place to
improve economy, efficiency and
effectiveness.

Appropriate arrangements are in place, with
one improvement recommendation raised.

© 2022 Grant Thornton UK LLP. Confidential and information only.
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Appendix C - An explanatory note on
recommendations

A range of different recommendations can be raised by the Council’s auditors as follows:

Type of recommendation

Background

Raised within this report

Page reference

Statutory

Written recommendations to the Council
under Section 24 (Schedule 7) of the Local
Audit and Accountability Act 2014.

No

Not applicable.

09 abed

The NAO Code of Audit Practice requires that
where auditors identify significant
weaknesses as part of their arrangements to
secure value for money they should make
recommendations setting out the actions that
should be taken by the Council. We have
defined these recommendations as ‘key
recommendations’.

No.

Not applicable.

Improvement

These recommendations, if implemented
should improve the arrangements in place at
the Council, but are not a result of identifying
significant weaknesses in the Council’s
arrangements.

Yes.

Pages 13-15
Pages 25-28
Page 33

© 2022 Grant Thornton UK LLP. Confidential and information only.
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o Grant Thornton

grantthornton.co.uk

© 2022 Grant Thornton UK LLP. Confidential and information only.

‘Grant Thornton’ refers to the brand under which the Grant Thornton member firms provide assurance, tax and advisory services to their clients and/or refers to one or more member firms,
as the context requires. Grant Thornton UK LLP is a member firm of Grant Thornton International Ltd (GTIL). GTIL and the member firms are not a worldwide partnership. GTIL and each
member firm is a separate legal entity. Services are delivered by the member firms. GTIL does not provide services to clients. GTIL and its member firms are not agents of, and do not
obligate, one another and are not liable for one another’s acts or omissions. This proposal is made by Grant Thornton UK LLP and is in all respects subject to the negotiation, agreement and
signing of a specific contract/letter of engagement. The client names quoted within this proposal are disclosed on a confidential basis. All information in this proposal is released strictly for
the purpose of this process and must not be disclosed to any other parties without express consent from Grant Thornton UK LLP.



., South Somerset
4 District Council

Report of Executive Decisions

Executive Portfolio Holder: Val Keitch, Leader of Council, Strategy

Director: Jill Byron, Monitoring Officer
Lead Officer: Angela Cox, Democratic Services Specialist
Contact Details: angela.cox@southsomerset.gov.uk or (01935) 462148

Purpose of the Report

This report is submitted for information and summarises decisions taken by the Chief
Executive, Portfolio Holders and District Executive Committee since the last meeting
of Council in January 2023.

Members are invited to ask any questions of the Portfolio Holders.

Background Papers

All Published
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Appendix A — March 2023

Portfolio

Subject

Decision

Taken By

Date

Area East Portfolio

Wincanton Town Centre
Regeneration - Revisions to
Timetable

That District Executive noted that:-

a. the total amount of the agreed capital budget for
the Wincanton Town Centre Regeneration had
been reprofiled so that the spend anticipated to
be incurred 2023/24 and in following years had
been deferred by a year;

b. future spend would be dependent upon an
updated business case being submitted to the
Somerset Council next year for implementation
in 2024/25 and beyond;

c. the total forecast spend to the end of the current
financial year was £601k (of which £318k capital
and the remainder revenue costs associated with
the project (e.g. events and project management
costs). Of the capital expenditure, £197k related
to 2022/23 and £121k to the period 2018/19 to
2021/22.

District
Executive

02/02/23

Economic
Development
including Commercial
Strategy

SSDC Opium Power Ltd -
distribution of 2022/23 half
year profits

That District Executive members consented to the
request from SSDC Opium Ltd to distribute the half-
year profit generated in 2022/23 by FERL1 of £900k
as a dividend payment to the two shareholders,
SSDC and Opium Power Limited, in the agreed
proportions: 65:35 respectively.

District
Executive

02/02/23

Area South Portfolio
and Yeovil Vision

Yeovil Crematorium -
Revisions to Timetable

That District Executive noted that:-
a. The total amount of the agreed capital budget on
the Yeovil Crematorium Refurbishment and

District
Executive

02/02/23
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Portfolio Subject Decision Taken By | Date
Extension Project had been reprofiled so that the
spend anticipated to be incurred 2023/24 and in
following years has been deferred by a year.
b. Future spend would be dependent upon an
updated business case being submitted to the
Somerset Council next year for implementation
2024/25 and beyond.
c. The total forecast capital spend for this financial
year was £0.700m, spending in 2023/24 was
£0.385m and the remaining £3.367m had been
reprofiled for 2024/25 and beyond.
Strategy Corporate Performance Report | That District Executive agreed to:- District 02/03/23
2022-23: 3rd Quarter Executive
a. note the Corporate Performance Report 2022-
23: 3rd Quarter
b. note the amended Key Performance Indicators
(KPIs)
Economic Sale of commercial This report appears on the Council Agenda District 02/03/23
Development development land at Lufton, Executive
including Commercial | Yeovil (Lufton 2000 joint
Strategy venture)
Finance and Legal 2022/23 Quarter 3 Capital That District Executive agreed to:- District 02/03/23
Services Budget Monitoring Report for a. note the variances being forecast against the | Executive

the Period Ending 31st
December 2022

2022/23 revenue budget as set out in Table
One.

b. note the forecast year-end reserves position of
the revenue budget shown in Appendix A.
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Portfolio Subject Decision Taken By | Date
Finance and Legal 2022/23 Quarter 3 Revenue That District Executive agreed to:- District 02/03/23
Services Budget Monitoring Report for a. note the variances being forecast against the | Executive

the Period Ending 31 2022/23 revenue budget as set out in Table

December 2022 One.

b. note the forecast year-end reserves position
of the revenue budget shown in Appendix A.

Strategy and Housing | Urgent Decision of the Chief That subject to the consent of Somerset County | Chief 02/03/23
Portfolios Executive relating to the Council under the section 24 Direction issued by the | Executive

provision of Hostel
Accommodation

Secretary of State on 10 May 2022, the Chief
Executive has agreed to vire £219,829 from the
Housing & Homelessness Reserve (X8380) to the
revenue housing budget to fund a 10-bed space
hostel with support for single homeless people and
rough sleepers for 2023/24.




., South Somerset
4 District Council

Audit Committee

Committee Chairman: ClIr Mike Hewitson
Lead Officer: Nicola Hix, Section 151 Officer
Contact Details: nicola.hix@southsomerset.qov.uk

This report summarises the items considered by the Audit Committee since the last
report to Council in January 2023. The Audit Committee has met once, on
26 January 2023.

The draft minutes of the January meeting can be viewed on the website at:
https://modgov.southsomerset.gov.uk/ieListMeetings.aspx?Cld=135&Year=0

Below are the items that have been considered.
26 January 2032

e Statement of Accounts 2020/21 (presentation of final documents provided for
information at the conclusion of the 2020/21 audit of accounts)

2021/22 External Audit Plan

SWAP Internal Audit Plan Progress Report 2022-23

Risk Management Update Q3 2022/23

Update on Improving Environmental Services and Corporate Governance

The next meeting is scheduled to take place on Friday 24 March 2023 at 10.00am and
the following items are on the agenda:

Draft Annual Governance Statement 2022-23

Interim Audit Findings Report 2021/22

2021/22 Auditor’'s Annual Report

SWAP Internal Audit Plan Outturn Report 2022-23
SSDC Strategic & Corporate Risk register for Quarter 4
Civil Contingencies Update

Health and Safety Update

Report on Whistleblowing for the Municipal Year 2022-23

Mike Hewitson
Chairman of Audit Committee
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., South Somerset
4 District Council

Scrutiny Committee

This report summarises the work of the Scrutiny Committee since the last report to
Council in January 2023.

Since the last report, the Scrutiny committee have met to consider the reports going
before the District Executive committee on 315t January 2023, and the final Scrutiny
committee meeting was held on 28" February 2023.

The role of scrutinising the work of The Council can be challenging. The Chairman
would like to give thanks to all members and officers past and present, who have
contributed to the Scrutiny and Overview function at South Somerset District Council.
The dedication of all involved ensured that this work was delivered both effectively and
professionally.

As of 18t April 2023, due to Local Government Reorganisation, the South Somerset
District Council ModGov system will be merged into a new ModGov system for
Somerset Council. Archived agendas and minutes of this committee will be available
at www.somerset.qgov.uk.

Gerard Tucker
Scrutiny Committee Chairman
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