Audit Committee - Tuesday, 11 December 2018
At: Committee Room 5 - Guildhall, Swansea
Time: 2.00 pm
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Report of the Section 151 Officer / Wales Audit Office

Audit Committee — 11 December 2018

Urgent Report

Annual Audit Letter

Pursuant to paragraph 100B (4)(b) of the Local Government Act 1972, the Chair
of the Audit Committee, considers the following report as an urgent matter for
the reasons outlined below.

Reason for Urgency:

The Wales Audit Office Annual Audit Letter, whilst dated 29 November, was
received on the 7 December, past the usual deadline for inclusion and
publication as a normal item on this agenda.

The matters raised in the letter could have a material bearing on actions to
address the current year budgetary performance, issues affecting the future
year budgets proposed for 2019-20 and beyond, and the affordability of the
future capital ambition, including the City Deal, which has itself now been
subject to an independent review.

Delaying the report to the next Audit Committee cycle in the new year would
mean that wider decision takers on the budget and capital programme will not
be fully cognizant of the commentary, that the Wales Audit Office have made, in
a period of time they are now currently taking those decisions.

The Chair has conferred with the section 151 Officer who concurs the matter
contains items of urgency to be considered.

It is considered in the public interest for the letter to be published immediately

and considered by all decision takers and all those charged with scrutiny,
oversight and audit.

Page 1



Purpose:

Policy Framework:

Consultation:

Report Author:
Finance Officer:
Legal Officer:

Access to Services
Officer:

Recommendation(s):

To allow the Audit Committee to fulfil its role in
considering all reports and letters received from
the Wales Audit Office, this report attaches the
independent Wales Audit Office Annual Audit
Letter.

None

Legal, Finance, Access to Services

It is recommended that Committee review and
discuss the Wales Audit Office Annual Audit
Letter received on 7 December 2018.

Ben Smith

Ben Smith

Tracey Meredith

Rhian Millar

. Background

1.1 Attached at Appendix 1 is a Wales Audit Office letter addressed to the
Chief Executive dated 29 November but received on 7 December 2018.

1.2  The Audit Committee note for discussion the commentary around current
and future financial sustainability and affordability.

2. Financial Implications

There are no further financial implications other than those referred to in the

WADO letter.

3. Legal Implications

There are no legal implications associated with the report.

4. Equality and Engagement Implications

There are no equality and engagement implications associated with the report.

Background Papers: None.

Appendices: Appendix 1 — Wales Audit Office letter.
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WALES AUDIT OFFICE

Wales Audit Office / Swyddfa Archwilio Cymru

SWYDDFA ARCHWILIO CYMRU

Mr Phil Roberts

Chief Executive

City and County of Swansea Council
Guildhall

Swansea

SA14PE

Reference: 956A2018-19
Date issued: 29 November 2018

Dear Phil

24 Cathedral Road / 24 Heol y Gadeirlan
Cardiff / Caerdydd

CF119LJ

Tel / Ffén: 029 2032 0500

Fax / Ffacs: 029 2032 0600

Textphone / Ffon testun: 029 2032 0660

info@audit.wales / post@archwilio.cymru
www.audit.wales / www.archwilio.cymru

Please contact us in Welsh or English.
Cysylltwch & ni'n Gymraeg neu’n Saesneg.

Annual Audit Letter — City and County of Swansea, City and County of

Swansea Group and City

This letter summarises the key messages arising from my statutory responsibilities under the
Public Audit (Wales) Act 2004 and my reporting responsibilities under the Code of Audit Practice.

The Council complied with its responsibilities relating to financial reporting

It is City and County of Swansea (the Council’s) and City and County of Swansea Group’s (the

Group’s) responsibility to:

o put systems of internal control in place to ensure the regularity and lawfulness of
transactions and to ensure that its assets are secure;

. maintain proper accounting records;

. prepare a Statement of Accounts in accordance with relevant requirements; and

° establish and keep under review appropriate arrangements to secure economy,

efficiency and effectiveness in its use of resources.
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The Public Audit (Wales) Act 2004 requires me to:
. provide an audit opinion on the accounting statements;

. review the Council’s and the Group’s arrangements to secure economy, efficiency and
effectiveness in their use of resources; and

o issue a certificate confirming that | have completed the audit of the accounts.

Local authorities in Wales prepare their accounting statements in accordance with the
requirements of the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United
Kingdom. This code is based on International Financial Reporting Standards. On 25 September
2018, | issued an unqualified audit opinion on the financial statements confirming that they present
a true and fair view of the Council’s and Group’s financial position and transactions. On

6 November 2018 | issued an unqualified opinion on the financial statements of the Pension Fund
confirming that they present a true and fair view of the Pension Fund’s financial position and
transactions. The key matters arising from the audit of both sets of financial statements were
reported to Members at the Council meeting on 20 September 2018, in my Audit of Financial
Statements reports.

Overall, the financial statements and associated working papers provided for audit were of a good
standard. Your officers were helpful and supplied us with all the information we requested.

The Council has made good progress in bringing forward the production of the financial
statements. This year the financial statements were made available for audit on 4 June. The
Council is therefore making good progress towards achieving the 31 May deadline in 2020-21.

We are continuing to work with management to implement learning from each year’s accounts
preparation and audit processes.

| am satisfied that the Council and the Group have appropriate arrangements in
place to secure economy, efficiency and effectiveness in their use of resources,
but the Council continues to face significant financial challenges

My consideration of the Council’s and Group’s arrangements to secure economy, efficiency and
effectiveness has been based on the audit work undertaken on the accounts as well as placing
reliance on the work completed under the Local Government (Wales) Measure 2009. The Auditor
General has highlighted areas where the effectiveness of these arrangements could be improved
in his published Annual Improvement Report. The Annual Improvement Report was published in
August 2018 and can be accessed via the following link Annual Improvement Report

Austerity remains the most significant challenge facing all local government bodies in Wales and
these financial pressures are likely to continue for the medium term. The recent provisional local
government funding settlement for 2019-20 will see no funding increase for the Council. The wide
range of service and demographic pressures will therefore continue to impact on the finances of
the Council.

These pressures were evident in 2017-18. The revenue out-turn position reported that the
Council’s direct revenue expenditure was £4.7 million greater than the revised budget with the
Council needing to utilise general fund reserves. For 2018-19, the quarter two budget position
shows a forecast revenue budget overspend of £8.5 million. After utilising funds from its earmarked
reserves, the Council predicts a forecast overspend of £2.8 million for the financial year.
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As a result of the above, the Council needed to utilise £3.1 million of its general fund reserve in
2017-18 to manage overspends in service directorates and it is likely that at least a further

£2 million will be needed to balance the predicted 2018-19 overspend. This will potentially mean
that just over 40% of the Council’s general fund balance will have been used to cover overspends
in both 2017-18 and 2018-19 and could leave the general fund reserve in the region of £7 million
as at 31 March 2019. Careful consideration of the general fund reserve (and other reserves) and
how they might be used to support financial plans is particularly important, as it is not sustainable
for the Council to rely on reserves to support ongoing expenditure.

With regards to the recent overspends, it is evident that the Council has had difficulty in delivering
its planned levels of efficiency savings in a number of service areas. The Council needs to review
the reasons for the non-delivery and develop more robust arrangements going forward.

The 2019-20 financial budget is currently predicting a shortfall in excess of £20 million. In order to
deliver a balanced budget, careful consideration will need to be given to planned efficiency targets,
additional sources of income and current levels of service provision. We are pleased to note that
management have and will continue to undertake a risk assessment of the current departmental
efficiency plans.

The predictions identified in the Council’s Medium Term Financial Strategy identify a cumulative
budget shortfall of £24 million in 2019-20, £48 million in 2020-21 and £69 million in 2021-22. In
addition, the Council is planning to undertake a significant capital investment programme including
the 21st Century Schools programme and major capital schemes flowing from the Swansea Bay
City Deal including the digital village (£30 million) and the Swansea Arena and Swansea City
Centre development (£130 million). Significant unsupported funding will be required to finance
these developments. By 2025-26, this additional unsupported borrowing is estimated to cost the
Council £14 million in additional finance costs.

The financial position outlined above is undoubtedly challenging. It is therefore critical that the
Council:

. continues to review and update its medium term financial strategy; and

. carefully monitors its level of reserves.

To achieve a balanced budget for 2019-20, the Council must continue to risk assess its efficiency

savings plans and implement robust arrangements to secure their delivery. This is even more
important against the backdrop of the Council’s planned capital investment programme.

In 2019, we will undertake a more detailed review of the Council’s financial position.

My work to date on certification of grant claims and returns has not identified
significant issues that would impact on the 2017-18 accounts or key financial
systems

My ongoing work to date on certification of grant claims and returns has not identified significant
issues that would impact on the financial statements or key financial systems. A more detailed
report on my grant certification work will follow in 2019 once this year’s programme of certification
work is complete.
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The financial audit fees for 2017-18 are currently expected to be marginally lower than those set
out in the Annual Audit Plans. We will formally report our out-turn position to the Council in our
2018-19 Audit Plan.

Yours sincerely
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Jane Holownia — Engagement Director
For and on behalf of the Auditor General for Wales

cc Councillor Rob Stewart- Leader
Ben Smith — Head of Financial Services and Service Centre and S151 Officer
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