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Key messages

e The 2018-19 financial statements were certified
without qualification as noted in my audit report.

Audit of Financial However the audit report did contain an emphasis
Statements of matter paragraph associated with the going

concern of the airport. Key statistics from the
accounts are outlined.

Work on economy, e The Council has in place proper arrangements to
ef‘ficiency o] secure economy, efficiency and effectiveness in the

: use of ifs resources.
effectiveness

e The governance statement reflects compliance with
Governance relevant guidance standards.

* Absenteeism figures for 2018-19.
Other areas Of e The latest National Fraud Initiative.

audit interest * The Local Government Auditor's Report for the year
to 31 March 2019 was published in June 2019.

e Brexit considerations.

e |FRS 16 leases.

Outlook City Deals.
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Introduction

1. As Local Government Auditor, | have a statutory responsibility to provide an opinion on the
Council's financial statements. The results of my audit of the 2018-19 Statement of Accounts
and my work on proper arrangements for 2018-19 are summarised in this report.

2. The legislative role for the Local Government Auditor is contained in the local Government
(Northern Ireland) Order 2005 and the Local Government (Northern Ireland) Act 2014. In
addition, the Code of Audit Practice, published in March 2016, prescribes the ways in which
statutory audit functions are fo be carried out. The Code of Audit Practice is supported further
by a Statement of Responsibilities of Local Government Auditors and Local Government Bodies.
Both of these documents are published on the NIAO website.

3. Management have specific responsibilities regarding the production of financial statements
and are expected to have effective governance arrangements in place fo deliver the Council's
corporate objectives. The publication of the financial statements is an essential means to
account for the stewardship and use of public money each year.

4. As external auditor, it is my responsibility to form an opinion on whether:

* the financial statements give a frue and fair view of the financial position of the Council and
its group and its income and expenditure for the year then ended;

e the financial statements have been prepared in accordance with the relevant accounting
and reporting framework as sef out in legislation, applicable accounting standards or other
directions thereunder:

* the parts of the remuneration report fo be audited have been properly prepared in
accordance with the Department for Communities’ directions; and

* the information given in the Narrafive Report is consistent with the financial statements.

5. There is a range of various other matters which can be reported by exception and they are
outlined in the Code of Audit Practice. One of these items relates to the information published
with the audited financial statements, such as the governance statement. | report if the
governance statement is not consistent with the information gathered during the audit including
that gained from carrying out work on the Council's arrangements for securing economy,
efficiency and effectiveness of resources, and our work on performance improvement.

6. This report is solely based upon those matters that have come to my attention as a result
of normal audit procedures. Consequently, our comments should not be regarded as a
comprehensive record of all deficiencies that may exist or all improvements that could be made.
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Audit of Financial Statements

Statement of Accounts

1. The accounts should be prepared in accordance with International Financial Accounting
Standards as interpreted for Local Government in the, *Code of Practice on Local Authority
Accounting in the United Kingdom'.

2. The financial statements were signed by the Chief Financial Officer and submitted for
audit before the statutory deadline of 30 June 2019. Following the audit, the Statement of
Accounts were approved by the Council and certified by me within the statutory deadline of
30 September 2019. The Statement of Accounts are published on the Council's website.

3. On conclusion of the audit, the 2005 Order requires me fo issue a cerfificate stating the audit
is complefe and to give an opinion on the statement of the accounts. The audit cerfificate and
opinion are contained within the Statement of Accounts.

Audit Certificate and Opinion

4, For the year ended 31 March 2019, | gave the following unqualified opinion on the
financial statements. My report included an emphasis of matter paragraph drawing attention
fo disclosures in the Council and Group Financial Statements in respect of current funding
issues at the City of Derry Airport. | highlighted the potential impact on the accounts including
the carrying value of assets associated with CODA should Council not approve the additional
funding to meet the predicted funding shortfall over the next two years.

In my opinion:

e the financial statements give a frue and fair view, in accordance with relevant legal and
statutory requirements and the Code of Practice on Llocal Authority Accounting in the
United Kingdom 2018-19, of the financial position of the Council and its group as at 31
March 2019, and ifs income and expenditure for the year then ended; and

e the financial statements have been properly prepared in accordance with the Local
Government (Accounts and Audit] Regulations (Northern Ireland) 2015 and the
Department for Communities” directions issued thereunder.

5. At the end of the audit | issue a Report to those charged with Governance, addressed to the
Chief Executive of the Council, on the results of the audit, noting the most significant issues,
making recommendations and seeking comments. That report is presented separately to the
Assurance, Audit and Risk Committee.
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Audit of Financial Statements

6. While my report to those charged with Governance had no priority one
recommendations, it did highlight the going concern issues of City of Derry Airport, as
documented in the financial statements, with the key concern being the predicted funding
shortfall over the next two financial years. The quantum of the additional funding required
is still being considered and it is my understanding that all possible steps are being taken
fo mitigate any additional financial requirement. The accounts have been prepared on
a going concem basis on the assumption that any additional funding required will be
approved by the Council. The financial implications to Council should this funding not
be secured are a potential write down of both airport assets, with a current value of
approximately £45m and the associated revaluation reserve element of approximately
£28m and also it is likely that Council would have to meet these associated costs.

Council’s Group Structure

7. The Council's group accounts include:

- 100% owned subsidiary City of Derry Airport - £3,17%k net loss for the year ended
31 March 2019 and nef assefs of £69,871 as at 31 March 2019. The positive net

assefs at year end being due fo an increase in share capital of £2.88 million.
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Key Statistics

2018-19 2017-18 Variance
Population (figures used by DfC for rates purposes) 150,142 149,473 | A 669

Per Person  Per person

2018-19 2017-18

Income/Expenditure 2018-19 2017-18 Variance
£ £

/assets/liabilities £ £ £
Total Income 86,800,437 81,305,646 | A 5,494,791 578 544

Costs for rates purposes
(adjusted for accounting

entries) -65,207,359 -58,082,244 | A 7,125,115 434 -389
| Capital Expenditure in year | 7,051,495  -13,756,965| ¥ 6,705,470 | | 47 -92
Capital/Reserves/Staff Costs 2018-19 2017-18 Variance
Useable Reserves 36,417,701 29,338,537 | 7,079,164
Long Term Assets 199,118,392 194,515,743 | A 4,602,649
Loans Outstanding -50,234,150 -53,670,322 | V¥ 3,436,172
Staff 2018-19 2017-18 Variance
Staff numbers 1,011 997 | A 14
| Staff Costs | -34063157|  -30,894784 |4 3,268,373
Staff Absence Total 12.30 days 14.00days (¥ 1.70 days
— short term 3.20 days 2.70days | A 0.50 days
— long term Q.10 days 12.93 days | ¥ 3.83  days
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Work on economy, efficiency and effectiveness

Proper Arrangements

1.

The Local Government (Northern Ireland) Order 2005 requires me to be satisfied that the
Council has in place proper arrangements for securing economy, efficiency and effectiveness in
the use of its resources.

Councils are required to maintain an effective system of infernal control that supports the
achievement of their policies, aims and objectives, while sofeguarding and securing value for
money from the public funds and other resources af their disposal.

My review of the Council's arrangements for securing value for money covered a wide range of
areas including:

e Strategic priorities, financial strategies and policies;
e Financial reporting systems and sound financial internal controls;
* Procurement sfrategies and policies to deliver sustainable outcomes and value for money;

® Promoting a good governance environment including managing risks and systems of infernal
control:

e Asset management strategies and policies to safeguard assets, deliver objectives and
generate value for money; and

e A framework to manage the workforce fo effectively support the achievement of strategic
priorities.

On the basis of my review this year, | am satisfied the Council has in place proper
arrangements to secure economy, efficiency and effectiveness in the use of ifs resources.
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Governance

Key Principles

1.

The "Delivering Good Governance in Local Government: Framework,” issued by CIPFA includes
seven key principles, as follows:

® Behaving with integrity, demonstrating strong commitment fo ethical values and respecting
the rule of law;

® Ensuring openness and comprehensive stakeholder engagement;
* Defining outcomes in terms of sustainable economic, social and environmental benefits;

® Defermining the inferventions necessary fo optimise the achievement of the infended
outcomes;

* Developing the entity’s capacity, including the capacity of its leadership and the individuals
within it;

*  Managing risks and performance through robust internal control and strong public financial
management; and

* Implementing good practices in transparency, reporting and audit to deliver effective
accountability.

Annual Governance Statement

2.

The Local Government (Accounts and Audit] Regulations (Northern Ireland) 2015 requires

the Council to conduct a review, at least once in a financial year, of the effectiveness of its
governance framework (including its system of infernal control] and to then approve an Annual
Covernance Statement.

| am required to report if the Annual Governance Statement:

® does not reflect compliance with the Code of Practice on Local Authority Accounting in the
United Kingdom 2018-19;

® does not comply with proper practices specified by the Department for Communities; or
 is misleading or inconsistent with other information | am aware of from my audit.

My review did not highlight any inconsistencies.
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Internal Audit
5.

The 2015 Regulations also require councils to underfake an adequate and effective internal
audit of its accounting records and of its systems of risk management, infernal controls and
governance processes using current infernal auditing standards. The Council has an in-house
Infernal Audit funcfion that conducted a review on the effectiveness of the systems of internal
confrols in place during 2018-19. The findings of this work were presented to the Council's
Assurance, Audit and Risk Committee for review and considered by me as part of the audit
process.

Assurance, Audit and Risk Committee

.

It is essential that Members exercise effective scrutiny of the internal controls processes and
procedures in place within the Council. One way that Members carry out this function is
through the Assurance, Audit and Risk Committee.

The Assurance, Audit and Risk Committee is also invited to review my audit reports and my staff
affend meetings fo present audit findings.

10
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Other areas of audit interest

Absenteeism

1. For the twelve months fo the end of March 2019, the average number of day’s sick absence
in the Council was 12.3 days per full time employee as compared to 14 days in 2017-
18. The Council has told me that the decrease of 1.7 days was mainly due to the Councll
confinually monitoring absenteeism levels and the impact of a new Attendance Policy which

was infroduced in 2017/18.

Local Government Auditor’s Report - 2019

2. The annual Local Government Auditor's Report was published in June 2019 and is available on
the NIAO website. The report summarises my perspective on financial audits and performance
improvement work in the financial year to 31 March 2019.

3. The Report highlights areas of strength and areas for improvement within local councils. It also
considers important issues that may affect council’s in the medium term. The Council and its
members should consider this report in the context of its own activities for any improvements that
could be made.

Improvement audit and assessment

4. Under the Local Government (Northern Ireland) Act 2014 the Council has a statutory duty to
make arrangements fo secure confinuous improvement in the exercise of its functions and fo sef
improvement objectives for each financial year.

5. With the phased introduction of the performance improvement framework, 2017-18 was the
first time the Council was required to publish a selfassessment of its prior year improvement
performance. The improvement audit and assessment work included a review of 2018-19
Annual Improvement Plan and selfassessment report for 2017-18. The Local Government
Auditor issued the Audit and Assessment Report resulting from this work on 30 November
2018. The Local Government Auditor did not undertake any special inspections or recommend
any formal intervention by the Department.

6. My Annual Improvement Report summarising the review of the 2019-20 Annual Improvement
Plan and self-assessment report for 2018-19 will be published in early 2020.

WGA

7. Whole of Government Accounts (VWWGA) are consolidated financial statements for the whole
of the UK public sector. The National Audit Office audits these accounts and sets the overall
audit approach. As such the Council is within the band of organisations in 2018-19 where
additional audit procedures were not required.

11
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8. The Whole of Government Accounts annual return has been submitted for HM Treasury's
consolidation process.

NFI

9. The Council participates in the National Fraud Initiative, a UK wide data matching exercise
undertaken every two years that is designed to highlight savings for the public sector as @
whole.

10. The report on the results of NFI data matches for 2016-17 was published in June 2018. The
amount of fraud and error defected, plus forward savings where appropriafe, was almost
£1.9m. The maijority of cases related to fraud and error in rafes, pensions, trade creditors and
private supported care home residents.

1. The 2018-19 data matching exercise is currently under way and the results are due to be
published in June 2020.

Audit Fee

12. The estimated audit fee is disclosed in note 5 of the financial statements. The final audit cost is

in line with the estimate.

12
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Outlook

Brexit considerations

1. Northern Ireland may be particularly impacted by the outworkings of Brexit. Issues may include
funding of Council programmes, cross border frade, tourism, imports and exports, employment,
local supplies and local business. This is particularly relevant to this Council given its association
with Donegal County Council in the North VWest Region Development Group. As we approach
the deadline for the UK leaving the EU, considerable uncertainty still remains. It is vital the
Council continues to prepare for possible impacts as far as possible.

IFRS 16 Leases Adoption

2. In preparation for the implementation of IFRS 16, the Council are advised to commence
work on assessing the impact of this new standard on the financial statements. The new
leasing standard removes the current distinction between operating and finance leases. IFRS
16 essentially requires leases with a term of over 12 months to be capitalised rather than
expensed, unless the underlying asset is of low value. This means that lease costs will be funded
from a capital budget and included in the Minimum Revenue Provision and Capital Financing
Requirement calculations. The Council should work closely with the Department to ensure a
smooth fransition towards the implementation of this new accounting standard.

City Deals

3. The Derry City and Strabane District Council City Deal is a co-investment from the UK
government, local government, the universities and the private sector that is designed to
deliver a step change in the region’s economic fortunes, help achieve a programme of
inclusive growth, and create thousands of new and better jobs, accessible to people from all
communities.

4. Funding for the Derry City and Strabane District Council City Deal was approved by the
Secretary of State in May 2019. The investment package announced comprises a £50m
'City Deal’ and a £55m ‘Inclusive Future Fund’ and is the culmination of a long period of
engagement with Government in relation to advancing priority projects and initiatives within the
City and District’s Inclusive Strategic Growth Plan and City Deal proposals.

5. Reflecting the model recently announced by Government for the Belfast Region City Deal, it is
anticipated that the UK Government investment package of £105m for Derry City and Strabane
District Council will be at least matched by a similar commitment from the NI Executive and
lever further investment from project partners and other third party sources.

And Finally.....

6. | would like to thank the Council for its continued co-operation during the audit. My staff and |
look forward to working with Council during the year in preparation for next year's audit.
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