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Preface

Good governance, accountability and transparency are essential to Internal
Drainage Boards and a cornerstone of the government’s approach to
modernising public services.

Those who are responsible for the conduct of public business and for spending
public money are accountable for ensuring both that public business is conducted
in accordance with the law and proper standards, and that public money is
safeguarded and properly accounted for, and used economically, efficiently and
effectively.

In discharging this accountability, public bodies and their management (both
members and officers) are responsible for putting in place proper arrangements
for the governance of their affairs and the stewardship of the resources at their
disposal. They are also required to report on their arrangements in their annual
published Statement on Internal Control.

As a safeguard to ensure the proper discharge of this accountability, external
auditors in the public sector give an independent opinion on public bodies’
financial statements. They may also review, and report on, aspects of public
bodies' arrangements to ensure the proper conduct of their financial affairs and to
manage their performance and use of resources.

This publication has been prepared in response to the need for a clear statement
on ‘proper practices’ for both day-to-day practitioners - users and trainers alike -
and auditors, internal and external. It is a guide to the accounting practices to be
followed by Internal Drainage Boards and sets out the appropriate standard of
financial reporting to be followed. It is intended to represent ‘proper practice’ as
referred to in the Accounts and Audit Regulations.

We are committed towards making this guidance as useful, complete and ‘user
friendly’ as possible, but there will always be scope to improve. As it is our
intention to issue updated versions of this guidance from time to time, there is a
continuing opportunity to keep it up to date, identify and share good practice and
respond to the needs of Internal Drainage Boards. If you have comments or
suggestions as to how to improve this guidance, please send these to
‘Practitioners’ Guide’ at The Association of Drainage Authorities, 12 Cranes
Drive, Surbiton, Surrey, KT5 8AL or to the Flood Management Division (FM),
Department for Environment, Food and Rural Affairs, 3B, Ergon House (LER),
Horseferry Road, London SW1P 2AL .




Introduction

1.

The purpose of this guidance is to help practitioners to understand
regulatory requirements faced by Internal Drainage Boards. It provides
a guide to the accountability and audit framework being introduced in
2006 and looks at how risk management, principles of good internal
control and the roles of the internal and external auditors apply to
Internal Drainage Boards. The aim is to provide a source of information
about accounting and audit matters as they affect Internal Drainage
Boards, and is intended to be used not only by practitioners, but also by
elected members and officers, accountants, internal auditors and
trainers.

From 1 April 2006, the public accountability and financial reporting
requirements set by Defra for the majority of Internal Drainage Boards
may be met by completing a single document. The Audit Commission
and Defra have made this possible by designing a return that combines
the statutory statements of accounts and internal controls with the
statutory annual report. This innovation will significantly reduce the
regulatory burden on Internal Drainage Boards but requires co-
operation by Boards in bringing forward their financial year-end
timetable.

The accountability and audit framework applies to all Internal Drainage
Boards. There are, however, different formal reporting requirements for
those with annual expenditure or annual income below and above a
threshold set by law". The majority of Internal Drainage Boards will
complete an annual return. The largest Internal Drainage Boards will
continue to prepare a statement of income and expenditure and a
balance sheet as well as completing a separate annual report to Defra.

The guidance is structured as follows:

introduction and background to the new arrangements;

part one covers the legal framework within which Internal Drainage
Boards and their auditors must work. This is supported by Appendix 1,
which summarises the legislation applicable to Internal Drainage
Boards;

part two provides guidance on the annual return and corporate
governance. This takes practitioners through each of the sections of the
new annual return and provides guidance on good practice;

part three focuses on accounting guidance aimed at promoting good
practice when preparing the statement of accounts. It also provides

! The value of the threshold amount may be found in the Accounts and Audit Regulations. At the
time of writing the threshold stands at £1,000,000
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guidance on the management accounts and records that support good
accounting, including in relation to accounting for specialist assets; and
part four provides guidance to the largest Internal Drainage Boards

A glossary of words and phrases commonly used is included at the end
of this guidance.

This document is intended to be a working tool for Internal Drainage
Boards. It is not a comprehensive guide to all aspects of the law
applicable to Internal Drainage Boards. Nor can the guidance cover all
queries about the application of the accountability and audit framework
as this develops over time. Arrangements have, therefore, been put in
place to provide a technical support network through the Association of
Drainage Authorities (ADA) who are themselves supported by regular
meetings of a Joint Advisory Group made up of practitioners and
representatives from the Chartered Institute of Public Finance and
Accountancy (CIPFA), the Audit Commission, the Department for
Communities and Local Government (DCLG, formerly ODPM), the
Department of the Environment, Food and Regional Affairs (Defra) and
the audit suppliers. These arrangements are intended to provide
sources of further support and guidance, and, from time to time, the
guidance in this document will be updated and revised as appropriate.

This guidance is intended to cover the annual return for Internal
Drainage Boards. The form and content of the annual report to Defra
may change from year to year. Guidance on completing this section is
not included here but will be issued to IDBs together with the annual
return.




Background

1. Since 2004, the Audit Commission working with the national representative
body for Internal Drainage Boards, the Association of Drainage Authorities
(ADA) and the sponsoring Government Department, Defra, has examined
whether a limited assurance approach to the external audit, drawing on
their experience of developing such arrangements for local councils, may
be suitable for Internal Drainage Boards. The steering group referred to in
the acknowledgements, carried out sufficient work to gain assurance for
those responsible for determining the shape and scope of the formal
accounting and audit approach for public bodies to approve the application
of such an approach for the majority of IDBs.

2. This guidance states in a practical way, the current requirements of
legislation and the responsibilities of the various parties involved. It
explains the processes and decisions that need to be carried out to comply
with statutory requirements, provides examples of how this may be
achieved, and builds on the good practices currently being employed. It
comes into effect for the audit of accounts for years ending on or after 31
March 2006.

3. This approach relies to a significant extent on self-certification by Boards
that their internal arrangements are being maintained at a level consistent
with good practice. This requires the active participation of elected and
appointed members in the process of providing positive public assurance
that their stewardship of the publicly owned assets with which they have
been entrusted has been properly managed. Although Boards have
always provided some assurance through approving the annual accounts,
members need to provide a written statement of assurance. Board
members, working as a corporate body, will need to be able to provide
assurance with confidence, based on adequate information about the
operation of internal controls within their Boards.

4. The accountability and audit framework is ‘risk-based’. It must be
proportionate to risk, to the amounts of public money involved and to
stakeholders’ need for assurance. Whilst the limited assurance external
audit approach provides a lower level of assurance than that which
preceded it, it remains responsive to the need to safeguard the proper
conduct of public business. External audit remains an essential element in
accounting for public money and makes an important contribution to the
stewardship of public resources and to the corporate governance of public
services. It also supports local democracy by helping to ensure that the
members and officers are accountable to the communities they serve and
by providing assurance that public money has been properly spent.







Part 1

The legal framework for Internal Drainage Boards in England
and Wales

This part of the guidance describes the nature of Internal Drainage
Boards and the legal framework within which they operate. It also
covers the development of the new audit approach and the annual
return approach to statutory reporting.

What are Internal Drainage Boards?

1.1 ‘Internal Drainage Boards are independent bodies created under
land drainage statutes, which can trace their ancestry in some cases
back to the 13" century. There are around 200 such Boards in
England concentrated in the lowland areas of East Anglia, Somerset,
Yorkshire and Lincolnshire where there are special drainage needs.
Many of the Boards operate as consortia of which there are 65. They
have permissive powers to undertake flood defence works, other
than on main rivers, in a defined geographical area. Each Board
includes those elected by and representing the occupiers of land in
the area and members nominated by the local authorities in that
area. Internal drainage Boards secure income mainly from drainage
levies on farmers and other occupiers and from special levies on
local authorities. They must also pay levies to the [Environment]
Agency to fund works on main rivers that protect internal drainage
Board areas.’ (taken from ‘Inland Flood Defence’ - NAO HC299 15
March 2001)

1.2 The constitution of Internal Drainage Districts and membership of
most Internal Drainage Boards is governed by Section 1 of the Land
Drainage Act 1991 (the Act) which consolidated all previous
enactments relating to such Boards and of local authorities in relation
to land drainage.

1.3 Internal drainage authorities are of several kinds. The majority are
Boards for internal drainage districts constituted by order of the
Environment Agency or its predecessors. Others may be bodies that
existed before 1930 and were either:

a) Commissioners of Sewers constituted by Commission issued
under Statute of Henry VIII or the Land Drainage Act 1861;

b) Elective drainage Boards constituted by Provisional Order
under the Land Drainage Act 1861, or
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1.4

1.5

1.6

1.7

1.8

1.9

c) Bodies created by local or private Acts of Parliament. These
bodies were not governed by the general statutes affecting
sewers and land drainage enacted before 1930. They have
various titles, frequently ‘Drainage Commission’ Of these old
bodies, such as had drainage districts constituted under earlier
enactments were deemed for the purposes of the Land Drainage
Act 1930 to have been constituted thereunder. Other bodies fell
within the definition ‘drainage authorities’.

The role of all these bodies is, however, similar and it is appropriate
that a common accounting and audit framework applies to them all.

The abolition of domestic rates in 1990 necessitated changes in the
basis of assessing non agricultural drainage rates and this was
achieved through various Acts and Instruments. In summary, the
expenses of non-agricultural land drainage are met by special levies
issued in accordance with regulations made under s75 of the Act to
billing authorities’ areas wholly or partly included in the Board’s
district. In practice, the term ‘billing authorities’ refers to District,
Borough, Metropolitan and Unitary councils in England.

Other changes brought about by the abolition of domestic rates, and
of the distinction between owners and occupiers, required a new
approach for assessing agricultural drainage rates. From 1993 an
Internal Drainage Board may make a drainage rate in respect only of
agricultural land and agricultural buildings which is levied on the
occupiers of non-urban property (referred to as a hereditament) in
the district. If the property is unoccupied, the owner shall be deemed
to be the occupier.

The proportion of expenses raised by rates and special levies is
regulated; the powers of, and conditions attached to, issuing and
collecting special levies are set out in section 37 of the Act and
governed by Section 75 of the Local Government Finance Act 1988
and the Internal Drainage Boards (Finance) Regulations 1992.

The national sum of Special Levies raised by Boards is a feature of
the calculations made by the Treasury each year in determining the
amount of Regional Support Grant Paid to billing authorities. Making
arrangements for the accurate and timely reporting of special levies
to Defra is therefore an important responsibility for each Internal
Drainage Board.

Internal Drainage Boards are bodies corporate formed by statute and
therefore may only do that which they are empowered to do by law.




1.10

Anything else, no matter how apparently justifiable or useful, will be
beyond the powers of the Board (‘ultra vires’).

Although there is considerable interaction between Boards and local
authorities, it is not correct for Internal Drainage Boards to be
described as Local Government Bodies as, with a few notable
exceptions, local government legislation does not apply to them.
Boards are, however, subject to the requirements of the Audit
Commission Act 1998 and the Accounts and Audit Regulations
issued from time to time under that Act.

Roles and responsibilities within Internal Drainage Boards

1.11

1.12

1.13

1.14

1.15

Apart from the first members of an internal drainage Board, members
are either elected or appointed by charging authorities.

Elections are held triennially in accordance with rules made by the
Minister. The electors comprise those persons who at the date of the
election occupy land in the Board’s district on which a drainage rate
has been levied in the year immediately preceding.

Each elector has a number of votes according to the assessable
value of the property occupied and may not be eligible to vote if at
the date of the election his drainage rates are unpaid. Similarly there
are property qualifications for election as a member and a person
may not be qualified if his drainage rates have remained unpaid for
more than one month at the date of the election. Undischarged
Bankrupts must cease to be members.

The Council Tax billing authority for any area wholly or partly
included in an internal drainage district may appoint a member or
members of the Board having powers to issue special levies to it.
The number of appointed members to the Board shall not exceed by
more than one the number of other (i.e. elected) members of the
Board. Otherwise, the number of appointed members must bear the
same ratio to the maximum number of members as the expenses to
be raised from special levies bears to the total expenses of the
Board.

It is the responsibility of the Internal Drainage Board to ensure that
arrangements are in place such that its business is conducted in
accordance with the law and proper standards, and that public
money is safeguarded and properly accounted for, and used
economically efficiently and effectively, but certain individuals have
specific responsibilities.
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1.16

1.17

1.18

1.19

1.20

Officers may be appointed and paid, and there is usually nothing to
prevent the appointment of a member as a paid officer. Such
practice is, however, generally discouraged as it may create an
inappropriate lack of proper separation of responsibilities, particularly
if a member is charged with responsibility for the finance
management function. Employees of drainage Boards may be made
superannuable by a resolution of the Board and become eligible to
join the Local Government Pension Scheme.

Most Internal Drainage Boards will employ a clerk to oversee the
administration of their affairs, including managing the Board’s
finances. There is no parallel requirement in the Act which is
equivalent to section 151 of the Local Government Act 1972 which
requires local authorities to appoint a responsible financial officer
(RFO) to manage their financial affairs. Boards should, however,
make such an appointment in order to avoid any confusion about
who is responsible for setting out accounting arrangements and
preparing the Board’s accounts in accordance with proper practices,
particularly as the Accounts and Audit Regulations contain a number
of references to the responsibilities of such an officer or person.

As an employer, the Board has the same duties and responsibilities,
including the operation of PAYE, as any other employer.

It is the Board as a whole, however, that is responsible in law for
ensuring that corporate financial management is adequate and
effective and that the Board has a sound system of internal control
which facilitates the effective exercise of their functions, which
includes arrangements for the management of risk. All Internal
Drainage Boards are required to conduct a review at least once a
year in accordance with proper practices of the effectiveness of their
system of internal control, and publish a report on the outcome of the
review. The internal audit function will be helpful in this respect by
reporting to the Board on the state of their internal controls.

Practitioners may wish to refer to a helpful booklet produced by the
Audit Commission entitled Statement of responsibilities of audited
bodies and their auditors which describes the relationship between
Internal Drainage Boards and their external auditors. It seeks to
clarify where the different responsibilities of the local Board and its
auditor begin and end. This booklet is reproduced at Appendix 2.
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The role of the Environment Agency

1.21

1.22

The Environment Agency has flood defence powers in relation to
main rivers and the sea. It carries out its flood defence function
through its Regional Flood Defence Committees (RFDC). The
Environment Agency also has a duty to exercise a general
supervision over all matters relating to flood defence in England and
Wales. The Environment Agency receives the majority of its funding
direct from Defra in England and WAG in Wales, in the form of Flood
Defence Grant-in-Aid. It also raises a precept on IDBs and local
levies on local authorities.

In the Anglian, Southern and Environment Agency Wales regions the
RFDCs are also the IDB for a part of their flood defence district. IDB
business is carried out at meetings convened for that purpose not at
RFDC meetings.

The Audit Commission and the development of the limited assurance audit
approach and the annual return

1.23

1.24

1.25

A key feature of the audit approach which comes into effect for
financial years commencing on or after 1 April 2006, is that it seeks
to recognise the differing circumstances of Boards of different size.
This is described in the flowchart at Appendix 3.

This guidance is targeted towards meeting the needs of practitioners
within Internal Drainage Boards. However, the following paragraphs
may be helpful as background to the development of the audit
approach. Extracts from the Audit Commission’s Code of Audit
Practice can be found at Appendix 4 and ‘key elements of the
Commission’s guidance to external auditors’ is reproduced at
Appendix 5.

The Audit Commission is an independent body with statutory
responsibilities to regulate the audit of local government in England
and Wales. The Commission’s Code of Audit Practice (the Code)
sets the required standards for its appointed auditors. The Code,
when talking about how auditors should discharge their statutory
annual audit duties at Internal Drainage Boards, states:

“Internal Drainage Boards demonstrate the proper discharge
of their responsibilities by preparing, and providing the auditor
with, the accounts prepared for the financial year, together

12



1.26

1.27

1.28

1.29

with such additional information and explanation as is
necessary to provide sufficient evidence that they have
maintained adequate systems of internal control and internal
audit throughout the financial year”.

Working with the Commission, the representative bodies for Internal
Drainage Boards and their clerks, responsible government
departments in both England and Wales and the public sector
accounting professional body, CIPFA, undertook to develop a simple
approach to meeting this legal responsibility which could be:

e easy to prepare and be easily understood by readers;

e subjected to an appropriate level of external audit without the
need for lengthy preparation and inconvenience; and

e cost efficient.

The outcome was the annual return, a copy of which is attached as
Appendix 6. For accounting years ending 31 March 2006 and
thereafter, completion of the annual return by Internal Drainage
Boards where annual income or expenditure is £1,000,000 or less is
a requirement under Section 9 (3) of the Accounts and Audit
Regulations 2003 as amended.

Part 2 of this guidance considers the annual return in more detail, but
some general points about this approach should be noted.

The external audit approach described above relies heavily on the
co-operation of the Board with the external auditor and a significant
amount of self certification by the Board. The corporate governance
arrangements within the Board must be demonstrably sound and the
annual return is expected to be accurate and complete when
presented to the auditor.

‘Proper practices’

1.30

The Accounts and Audit Regulations 2003 as amended refer in a
number of places to the need for Internal Drainage Boards, in
fulfilling the requirements of the Regulations, to follow ‘proper
practices’. In the guidance which accompanies the 2003 Regulations
(reproduced here as an annex to Appendix 7), DCLG (formerly
ODPM) explains the source of the term proper practices, its legal
standing and where they may be found. In the case of Internal
Drainage Boards it is this publication, Governance and Accountability
in Internal Drainage Boards in England and Wales — a Practitioners’
Guide, in which may be found the proper practices referred to in the
Regulations.
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Part 2

The annual return and corporate governance

This part looks at the annual return in more depth to provide
practitioners with guidance on completing the return and submitting
it to annual audit.

During the development of the new approach, the Audit Commission
identified a need to provide Internal Drainage Boards with more
guidance on risk management, internal controls and the role of the
internal auditor. Understanding these, and their interrelationship, is
key to good governance and the proper completion of the annual
return, and thus to the success of the new approach. They are
covered in this part of the guidance.

Part 2 of the guidance is structured as follows:

what is the annual return?

the accounts;

explaining significant variances and analytical review;
bank reconciliation in support of the annual return
the statement of assurance;

the external auditor’s certificate and opinion;

the internal auditor’s annual report; and

risk management.

What is the annual return?
2.1 The annual return (see Appendix 6) is a document with several
purposes:
e to report the annual accounts as approved by the Board;

e to certify that the Board has discharged its statutory duties in
relation to its financial affairs;

e to record that the external auditor has fulfilled his/her statutory
responsibility;

e to inform the local taxpayer and elector about what and how their
Board has been doing during the last financial year; and

e to be a source of information for Government and other
stakeholders about the activity of Internal Drainage Boards.

14



2.2

2.3

The annual return is in four sections:

1. the accounts;

2 the statement of assurance;

3. the external auditor’s certificate and opinion; and
4 internal audit’s report.

The first three of these sections are intended to be made publicly
available and the return itself has been designed as one clearly
integrated document to make display as simple as possible.

The accounts (section 1 of the annual return)

2.4

2.5

2.6

2.7

The annual return, which is the Board’s statutory statement of
account, must be signed by the person identified by the Board as the
person responsible for the financial management of the Board
(referred to in this guidance and in Regulations as ‘the RFO’). This
person will certify that it presents fairly the financial position of the
Board at the end of the year to which it relates and its income and
expenditure, or that it properly presents receipts and payments, as
the case may be (see paragraph 2.6 below), and that it is consistent
with the Board’s underlying financial records.

This means that, by signing the certificate, the Board's RFO is
satisfied, and can if requested demonstrate, that the accounting
procedures, which have been determined by the RFO, have been
observed throughout the year and that the supporting financial
records of the Board are maintained in accordance with proper
practices and kept up to date.

Current rules require Internal Drainage Boards where the gross
income or expenditure (whichever is the higher) for the year has
exceeded the threshold of £200,000 for a period of three continuous
years, to report their financial details on an income and expenditure
basis, from the third year onwards. In part 3, detailed guidance is
given, together with examples, of the methodology to be employed at
year-end to convert a receipts and payments account into an income
and expenditure account.

Internal Drainage Boards operating below the £200,000 threshold
may choose to report either on an income and expenditure basis or
on a receipts and payments basis. However, Boards which change
the basis on which their accounts are presented should ensure that
the two years’ comparative accounts in the annual return are shown
on a consistent basis and any change in the way that the accounts
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2.8

2.9

2.10

2.11

2.12

are presented, i.e. from income and expenditure to receipts and
payments (or vice versa) is noted on Section 1 of the return and has
been explained by means of a note to the auditor.

The Board itself is also asked to give a public assurance (see next
section) that in approving the annual statement of accounts it is
satisfied that this has been prepared in accordance with the
requirements of the Accounts and Audit Regulations 2003 as
amended and that proper practices have been complied with. As with
all other decisions made by the Board, all of which have a legal
implication, members have a duty to make themselves familiar with
the requirements contained in the Regulations.

Alongside the RFQ’s certification, the person presiding at the
committee or meeting at which approval to the statement of accounts
is given, is required to confirm, by signing the accounts page of the
annual return, that the accounts have been approved by the Board in
accordance with the Regulations. Currently these require the
accounts to be approved “as soon as reasonably practical and in any
event within three months after the end of the period” to which the
statement of account relates. The intention behind the requirement
for the chair of the committee or meeting to sign and date the
statement of accounts is that the chair’s signature should formally
represent the completion of the Board’s approval process of the
accounts.

In practical terms, as the financial year-end for Internal Drainage
Boards is 31 March in any year, the accounts have to be approved
by the following 30 June. However, the further the distance between
the year end and the accounts approval and publication date, the
less useful the accounts are to the reader. The statutory approval
date of 30 June should be considered, therefore, the latest date by
which this can be given. It is good practice to complete the accounts,
and have them approved by the Board and published as close to the
financial year end as possible.

Section 1 of the annual return standardises the presentation of
accounts by Internal Drainage Boards into a simple, easy to read
format. For the benefit of both the compiler and the reader, each of
the ten line items carries a note of explanation of the intended source
of the information and an explanation of how the figure is calculated.

All sections of the annual return should be completed, including
writing ‘nil” or ‘0’ in any section that does not appear to apply.
Leaving blank spaces leads to questions by readers who may not be
sure if the compiler intended a nil balance or whether an omission or

16



2.13

2.14

error has occurred. For auditors, such uncertainty must be
eliminated, and so any omissions will lead to additional, avoidable,
correspondence with the Board for which additional fees may be
incurred,

All figures in the annual return should agree to the primary financial
records of the Board. The RFO must be able to show how the
figures in the annual return reconcile to those in the cashbook and
other primary records of accounts. Members should expect to see
this reconciliation when they are asked to approve the accounts in
the annual return.

More detailed accounting guidance to help support completion of the
annual return is contained in Part 3.

Explaining significant variances and analytical review

2.15

2.16

2.17

2.18

One of the documents called for to accompany the annual return
when it is sent by the Board to the external auditor, is an explanation
of significant variances in levels of expenditure and balances. This
requirement may prompt a number of questions by practitioners who
are not used to reviewing financial information in this way.

The purpose of showing comparative annual receipts and payments
or income and expenditure in financial statements is so that the
reader can observe and note any changes in levels of activity from
one year to the next. The absence of significant variances from one
year to the next implies that the Board has continued to provide
expected services at the same level and approximately at the same
cost as previously. Readers are therefore drawn to any items which
are significantly different or unusual, as representing a possible
change in the scope or level or cost of services they have come to
expect.

The external auditor, acting as the public watchdog, asks the
question about significant or unexpected changes in the accounts on
behalf of local taxpayers and is looking for a sufficiently detailed and
meaningful analysis and explanation from the Board to help answer
this question

It is also good practice for Internal Drainage Boards to incorporate an
analytical review into their regular budget monitoring procedures to
probe the underlying reasons for variations in expected income or
expenditure. This helps to ensure that members of the Board
understand fully the pattern of income and expenditure flows during
the year and informs decision making.

17



2.19

2.20

2.21

2.22

2.23

2.24

Analytical review can be carried out in a number of ways and leads
to an understanding of:

e variations in income or expenditure (or receipts and payments)
from year to year;

¢ variations between actual figures and budgeted income and
expenditure (or receipts and payments);

¢ the relationships between various figures or line items in the same
set of accounts.

For example, an unexplained increase in rates of say 20% which is
not matched by a corresponding increase in expenditure requires an
explanation. Conversely, a 50% rise in the rates with a
corresponding increase in balances that is explained as being, say,
the first of a number of budgeted annual contributions to an
earmarked reserve for the planned rebuilding of a pumping station
some time in the future, may well be accepted by the auditor as
being reasonable and requiring no further action.

Similarly, an increase in borrowing without an equivalent increase in
capital spending and in the value of fixed assets would raise a
guestion. The answer may well be that the timing of the borrowing
and the expenditure fell in different financial years, but an
explanation is required nonetheless.

The question “what is ‘significant’?” is often asked. Any change (or
even the absence of change when one might be expected — as in the
above example of a rates increase not matched by expenditure) can
be significant and the RFO should be prepared to explain any figure
presented in the accounts. However, as a general ‘rule of thumb’ and
given that the figures in Section 1 of the annual return are
aggregates rather than specific expenditure line items, changes
(either up or down) of 10%-15% and greater will almost certainly
require a formal explanation.

Balances that move to or from zero will generally require an
explanation. As most expenditure by Internal Drainage Boards
comes from the provision of statutory (rather than voluntary)
services, the sudden absence or appearance of an expenditure
category implies a change in service provision.

Where the value in Box 7 does not equal Box 8, this difference must
be explained. This difference should only occur in cases where the
Board’s accounts are presented on an income and expenditure
basis, and the explanation is most commonly the effect of debtors
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2.25

2.26

and creditors in the Board’s balance sheet. It should be possible to
provide the auditor with details of the year-end debtors and creditors
showing how the net difference between them is equal to the
difference between Boxes 7 and 8.

As Boards have no legal powers to hold reserves other than those
for reasonable working capital needs or for specifically earmarked
purposes, whenever a Board’s year-end reserves are significantly
higher than the Board’s annual rates, an explanation of their make
up should be provided.

From the figures provided in the statement of accounts, the external
auditor is able to carry his or her own analytical review in order to
improve his or her knowledge of the Board, gain some assurance
about consistency and so plan the audit work accordingly.

Bank reconciliation in support of the annual return

2.27

2.28

The submission of the annual return must also be accompanied by a
copy of the Board’s year-end bank reconciliation. The bank
reconciliation, which must cover all bank accounts held by the local
Board, is a key tool for management’s assurance that the Board’s
finances are being properly managed by those responsible. The lack
of such a basic internal control would indicate an unacceptable
control weakness and would probably lead to the Board incurring
additional audit work and cost which could otherwise be avoided.
Further information on performing bank reconciliations is in Part 3.

In cases where a Board holds investments in institutions that are not
banks or in securities, these should be noted on the bank
reconciliation presented so that the auditor may confirm the balances
shown in line 8 of the statement of accounts section of the annual
return - total cash and investments.

The statement of assurance (Section 2 of the annual return)

2.29

2.30

Those who are responsible for the conduct of public business and for
spending public money are accountable for ensuring both that public
business is conducted in accordance with the law and proper
standards, and that public money is safeguarded and properly
accounted for, and used economically efficiently and effectively.

In discharging this accountability, public bodies and their
management (both members and officers) are responsible for putting
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2.31

in place proper arrangements for the governance of their affairs and
the stewardship of the resources at their disposal.

Boards are expected to make eight representations or assertions,
which together comprise a statement of assurance about the
accountability of the Board. These are covered in the following
paragraphs. Each of the representations to be made is quoted in
italics before a brief explanatory note.

“we have approved the accounts which have been prepared in
accordance with the requirements of the Accounts and Audit
Regulations and proper accounting practice”

2.32

This first assurance statement covers the published accounts of the
Board. Through the act of formally approving the accounts the Board
asserts that it has prepared those accounts in the way prescribed by
law.

“we have maintained an adequate system of internal control,
including measures designed to prevent and detect fraud and
corruption, and reviewed its effectiveness”

2.33

2.34

2.35

This second representation covers the local Board’s responsibility to
ensure that its affairs are managed in accordance with proper
standards of financial conduct and arrangements exist to prevent
and detect fraud and corruption.

It is the Board'’s responsibility to define, introduce and maintain
internal controls to protect the asset stewardship and service delivery
responsibilities it must deliver. These controls are critical to the
Board'’s functions and should be periodically reviewed, at least once
a year.

A more detailed discussion of internal controls, which auditors may
wish to test, can be found in the section on risk management which
starts at paragraph 2.63 below.

“we have taken all reasonable steps to assure ourselves that there
are no matters of actual or potential non-compliance with laws,
regulations and codes of practice which could have a significant
financial effect on the ability of the Board to conduct its business or
on its finances”
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4

“we have provided proper opportunity for the exercise of electors’
rights in accordance with the requirements of the Accounts and
Audit Regulations”

2.36

The third and fourth representations cover the local Board’s
responsibility to act within the law and to put in place proper
arrangements to ensure that its financial affairs are conducted in
accordance with the law and relevant regulations. These
arrangements include providing the opportunity for electors to
exercise their rights to inspect the financial records and ask
guestions of the auditor in relation to them. The representations
confirm that the Board has only done things that it has the legal
power to do, has allowed all persons who may be interested the
opportunity to exercise their rights and has conformed to the codes
of practice which it has endorsed and adopted to regulate the way in
which it carries out its business.

“we have carried out an assessment of the risks facing the Board
and taken appropriate steps to manage those risks, including the
introduction of internal controls and/or external insurance cover
where required”

“we have maintained an adequate and effective system of internal
audit of the Boards accounting records and control systems”

“we have taken what we consider to be appropriate action on all
matters raised in previous reports from the internal and external
auditors”

2.37

These fifth, sixth and seventh representations cover a local Board’s
responsibility to develop and implement systems of internal control
(see risk management section below), including systems of internal
financial control, and to put in place proper arrangements to monitor
their adequacy and effectiveness in practice, covering:

the overall control environment, including internal audit

the identification, evaluation and management of operational and
financial risks;

budgetary control and monitoring arrangements; and

the documentation of control procedures.

“we are not aware of any litigation, liabilities or commitments,
events or transactions, occurring either during or after the end of
the financial year being reported, other than those included in the
accounts”
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2.38 The eighth and last representation covers the local Board’s
responsibility to conduct its financial affairs properly and to put in
place proper arrangements to ensure that its financial standing is
soundly based. This representation provides assurance that the local
Board has considered and disclosed all matters relevant to its
business, including any relevant events which have taken place in
the period between the end of the financial year being reported and
the date of the annual return, which could have an impact on its
ability to continue its work.

The external auditor’s certificate and opinion (Section 3 of the annual
return)

2.39 The external audit is ‘opened’ by the auditor appointing a date for the
exercise of rights of electors (see Accounts & Audit Regulations
2003, regulations 13-16 in Appendix 7). The issue of a certificate of
completion by the external auditor effectively concludes and ‘closes’
the audit process for any given year.

2.40 A local Board is responsible for displaying a notice in a conspicuous
place for a period of at least 14 days stating that the audit has been
completed and that the accounts are available for inspection by local
electors. It is a common practice for the accounts and the external
auditor’s certificate to be displayed alongside this notice. The annual
return is designed to make the display easy.

241 The auditor’s formal report recognises the relative statutory
responsibilities of the Board and its auditors and spells these out
clearly in the annual return for all readers. It is important that
members and external auditors alike recognise these different
responsibilities and manage their affairs accordingly. Because of the
different roles involved and the need to demonstrate independence,
it is not possible, for example, for the external auditor to prepare the
annual return for the Board and then give his/her opinion on it.

2.42 The auditor’s report contains an opinion on the accounts. It must
state the basis on which the opinion was reached and note any
exceptions to the opinion. The opinion in the auditor’s report within
the annual return represents a limited level of assurance which is
appropriate to the circumstances of Internal Drainage Boards
operating at or below the £1,000,000 threshold. The internal controls
and other governance arrangements which are expected to be
maintained by Internal Drainage Boards means that the amount of
work required from external auditors to fulfil their statutory duty can
be correspondingly reduced to a proportionate level.
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2.43

2.44

2.45

Whilst in most cases the auditor will not need to qualify his or her
opinion in any way, this situation may arise. If the auditor has not
been presented with the evidence required in relation to the accounts
or the statement of assurance, or the information presented means
that the auditor cannot give an unqualified opinion, then the auditor
will report this as an exception to the opinion within the audit report.
Assurance statement 7 by the Board should include consideration of
actions taken in response to any auditor opinion qualifications that
may have been raised in previous years.

Auditors may also draw the Board’s attention to matters without
gualifying the opinion. Such events are recorded in a separate
section of the auditors report.

If internal controls within Internal Drainage Boards are inadequate,
there is an increased risk of error, mistake and fraud. Internal
Drainage Boards should consider this as part of risk management
arrangements (see below).

Internal audit’s annual report (Section 4 of the annual return)

2.46

2.47

2.48

The purpose and role of internal audit has the potential to be the one
most misunderstood by practitioners. We have, therefore, addressed
this function in some detail in this section of the Practitioners’ Guide
in order to assist practitioners and members in determining how best
they may approach the subject in order to meet their statutory
obligations.

Regulation 6 of the Accounts and Audit Regulations 2003 as
amended imposes a duty on Internal Drainage Boards to ‘maintain
an adequate and effective system of internal audit of its accounting
records and of its system of internal control in accordance with
proper internal audit practices’. Proper practices in relation to
internal audit for Internal Drainage Boards may be found in this
Practitioners’ Guide.

The purpose of internal audit is to review whether the systems of
financial and other control are effective. It is essential that the
internal audit function is sufficiently independent of the financial
controls and procedures of the Board which are the subject of
review. The person or persons carrying out the internal audit must
also be competent to carry out the role in a way that will meet the
business needs of each local Board.
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2.49

2.50

2.51

2.52

Having established what internal audit is and what its relationship
with the Board should be, it is important for Boards to consider
whether the internal audit is proportionate to the needs, the size and
the circumstances of the Board.

Each Board sets out its control objectives, usually in the form of
standing orders and/or financial regulations. The smaller the Board,
the less onerous these need to be. Similarly, the scope of internal
audit at smaller Boards will be correspondingly less than at larger
ones. The more complex the Board is or becomes, in terms of its
organisation and range of activities, number of employees, etc. the
wider ranging the scope of internal audit should be.

It is a matter for the Board to determine the necessary scope and
extent of its internal audit, and when securing an internal audit
service, to make sure that it is fit for the purpose for which it is
required at that particular Board. There is now considerable practical
experience among other bodies in securing internal audit services
which is summarised in the following paragraphs. More up to date
information about locally available sources of internal audit can be
obtained by contacting the secretary of the ADA branch in your area.

Internal Drainage Boards may secure internal audit in various ways
and a range of options is given below [see box]. As stated above, it
is for each local Board to determine how best to meet the legal
requirement for an internal audit having regard to its own business
needs and circumstances.

Internal Drainage Boards may secure an internal audit in
various ways including:

o appointing a local individual or a member of a panel of
individuals administered by a local branch of the ADA. An
individual will need to demonstrate adequate independence
and competence to meet the needs of the local Board;

o engaging an officer or member from a neighbouring Board or
local government body

o employing a competent internal auditor with sufficient
organisational independence and status to undertake the
role;

o purchasing an internal audit service from one of the principal
local authorities in the Drainage Area,;

o purchasing an internal audit service from a local firm or

specialist internal audit practice. The firm needs to have an
understanding of the local government framework and a
number of professional firms offer a service to public bodies,

24




2.53

2.54

2.55

2.56

2.57

authorities and commercial companies. For the largest of
Internal Drainage Boards a specialist contractor appointment
may be appropriate.

J For practical examples of how Internal Drainage Boards may
secure internal audit see paragraph 2.58 below

Internal Drainage Boards will take into account their size and
complexity when determining the way in which they will ensure that
adequate internal audit arrangements are in place to meet legal
requirements. There are two key principles, which all Internal
Drainage Boards must ensure are met by their internal audit function,
regardless of how procured. These principles are independence and
competence.

Independence means that whoever carries out the internal audit role
must not have any involvement in the financial decision making,
management or control of the Board, i.e. the Boards financial
controls and procedures. It follows, for example, that the
circumstances in which a member of a Board can demonstrate that
they are sufficiently independent of the financial decision making and
procedures of the Board are difficult to envisage, since such a
member would need to exclude themselves from key financial
decisions by the Board in order to maintain their independence.

Similarly, it would not be appropriate for any individual or firm
appointed by the Board to assist them with their accounting,
preparation of financial statements or the annual return to be also
appointed as the internal auditor. Particular care should be taken to
avoid conflicts of interest in cases where an external provider of
accounting software is engaged who also offers internal audit
services through an associate company, firm or individual.

Those charged with carrying out internal audit should not be asked to
offer consultancy or advice on the Board’s financial controls and
procedures. For them to do so would prejudice their ability to give an
objective and independent view on whether these meet the needs of
the Board.

There is no requirement for a person providing the internal audit role
to be professionally qualified, but essential competencies to be
sought in any internal auditor are an:

e understanding of basic accounting processes;

e understanding of the role of internal audit in reviewing systems
rather than undertaking detailed checks that are more
appropriately the responsibility of management;

e awareness of risk management issues; and

25




2.58

¢ understanding of the accounting requirements within the legal
framework and powers of Internal Drainage Boards.

There are a number of practical examples of how Internal Drainage
Boards may source their internal audit service learning from the local
councils’ case study below. This section of the guidance will be
updated when IDBs and ADA have added to these solutions.

Local councils in England have benefited over recent years
from a number of innovative and creative solutions that have
been developed by NALC County Associations, SLCC branches
and local councils themselves for sourcing internal auditors at
reasonable cost:

. local panels of members who are no longer able to carry out
the internal audit function at their individual councils;

J local panels of officers (usually clerks) providing internal audit
services to each other and sometimes wider afield*

° local residents who are retired accountants

° local residents who are former members or clerks of the local
council

o local bank managers (some high street banks operate

community development policies which encourage their
officers to take part in community activities — they are not
permitted to charge for this service)

o local business owners and managers — a number of larger
corporations have policies similar to the banks with regard to
community action

o independent examiners for local charities

o specialist internal audit service providers operating on a fixed
fee or on an hourly rate

o consortia organised by the local NALC or SLCC branch (or
sometimes in partnership) providing affordable internal audit

J individuals identified by NALC or SLCC acting under their
quality controls to provide internal audit services to local
councils

Additionally, in a very positive and welcome development, a number
of district councils have offered, under their community development
budgets, to provide training and support for potential internal auditors
for local councils and may be willing to do so for local Internal
Drainage Boards.

' Subject to the guidance that one to one reciprocal arrangements between Boards are unlikely
to be seen as being sufficiently independent to satisfy this requirement
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2.59

The duties of internal audit relate to reporting to the Board on the
adequacy of its systems of control. The internal auditor’'s annual
report is section 4 of the annual return but the guidance given within
the annual return is necessarily brief. Boards and internal audit may,
therefore, find the following more detailed guidance on each of the
ten key areas of the report helpful:

Subject

Guidance

A Proper book- | The basic record of receipts and payments is always
keeping: the starting point of any accounting system, the

majority of internal controls will work back to that
original record. It is essential that the system requires
that the basic cash book is kept up to date and
balances are regularly verified against a bank
statement or the actual cash in the petty cash tin. This
record will also agree with the supporting vouchers,
invoices or receipts. Even though the arithmetic may
be automatic on a computer based system it is
necessary to check that the additions and balancing
are correct. The level of checking will depend on who
does what and at what frequency. Where there is a
computer based system, the reliability of information
reported by the system depends on the quality and
accuracy of data input, and how it is then processed,
and so tests of the integrity of data input and
processing should be considered. A designated Board
member or member of staff may do the checking or
verification; the internal auditor is trying to check that
the verification within the system has been

undertaken.
B Financial The first step in establishing a financial system is to
Regulations: identify the general rules applicable at Board or
committee meetings and in carrying out the Board’s
a) Standing business. The Standing Orders, Financial Regulations
Orders and other internal instructions do this. Model versions
b) Payment of Standing Orders and Financial Regulations may be
Controls available from the national office of ADA. The internal

auditor needs to have a copy of the current Standing
Orders, Financial Regulations and any internal
instructions. The internal auditor’s annual report to the
Board will include any recommendations for
improvement in these documents arising as a result of
his or her work during the year. The level of checking
will depend on the content of the Standing Orders and
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Financial Regulations.

The amount of work may well vary, and more
extensive testing of compliance may be needed from
time to time, but as a minimum the internal auditor will
test:

(a) Purchase order procedures:
¢ that the correct number of estimates, quotes or
full tenders depending on estimated value of
contract have been obtained (Standing Orders
will state the value at which tenders are required;
Financial Regulations or Standing Orders will
show the value where estimates or quotes are
required);
¢ that proper purchase authority by Board, a
committee or officers (under clear delegated
powers) is in place; and
e that a proper legal power has been identified for
the expenditure.
(b) Purchase payments:
¢ that the supporting paperwork confirms that there
is a fully approved invoice and authorisation for
payment; and
o that VAT is identified appropriately for reclaim.

In most Boards these checks can be limited to a
sample of transactions selected at random plus those
which are large or unusual, such as each payment for
a value in excess of £1000, or some other figure
appropriate to the level of activity of the Board. The
aim is for the internal auditor to check that the systems
put in place by management are working and are
appropriate.

Internal audit should also check separately that
payment of interest and principal in respect of loans
(and in respect of investments if any are held) is in
accordance with an agreed schedule.

C Risk
management

The greatest risk facing an IDB is not being able to
deliver the activity or services expected of the Board.

The Board is likely to be managing many of those risks
when it reviews its insurance and its systems. The
minutes are an essential record of such reviews.
Budget setting and insurance review are annual
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activities; the review of systems may be less frequent.
It is suggested that systems should be reviewed in
some detail, unless triggered by external or internal
audit reports, or change in risk, at least every four
years or on the change of Clerk/RFO. This might be
more appropriate for larger Boards on a cyclical basis.

Minutes should be checked by the internal auditor for
any suggestion of unusual activity and evidence that
risks are being identified and managed.

More guidance regarding risk management can be
found in this section at paragraph 2.63 below.

D Budgetary
controls

It is not the role of Internal audit to check or comment
on the appropriateness of the budget. But it will seek
to verify that a budget has been properly prepared and
adopted in setting the rates and special levies. The
regular reporting of expenditure, and variances from
budget, is an important part of the proper control of
public money. The internal auditor will expect to see
the regular reports to Board and the variance analysis.
That variance analysis and the decisions of Board or
committee taken as a result may suggest areas for
additional analysis by the internal auditor. Part of
budgetary control is to ensure adequate but not
excessive reserves or balances. Progress against
budgets should be regularly monitored. It is particularly
helpful when determining the likely rates that will be
required for the following year. Internal audit will be
keen to establish that this has taken place.

More guidance on the budgetary process can be found
in part 3, paragraph 3.29 onwards.

E Income
controls

The internal auditor will look for evidence that the rates
and any grant income is properly and promptly
received. In value this is usually the largest item of
income. The internal auditor is more likely to focus on
other income particularly where it is unusual or cash-
based.

Cash income brings higher risks, in turn requiring
greater control by receipt issues, segregation of duties
of the cashier and the invoice-raising clerk. The need
for greater control implies a need for the internal
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auditor to verify the operation of all checks and
balances. If the Board has let property or holds
investments, then the Board should have established a
system to ensure regular income collection; a diary of
expected dates of income etc. The internal auditor will
look for evidence of such activity and any necessary
progress or invoice chasing. If the income is from
guoted investments these is a clear risk to be
addressed in terms of identifying the investment policy
to be followed, controls over who can initiate a change
of investment and an awareness of the investment
risks being accepted.

F Petty cash
procedure

The internal auditor will be looking to see that there is
an established system in place rather than ad hoc
reimbursement. If officers and members are
reimbursed for all small cost expenses or there is a
separate cash float, a regular payment must be made
to keep up to date. The internal auditor would be
looking to see that reimbursement is regular and that
on occasions an independent person physically counts
the cash balance and checked to be in agreement with
the up-to-date record. The Board should have a
system for the regular approval of petty cash
expenditure.

G Payroll
controls

The internal auditor will be seeking reassurance that
the system is delivering the correct payments for
wages and salaries and that PAYE/NIC is correctly
deducted from the gross pay and paid to HM Revenue
& Customs. One of the key areas of risk for Internal
Drainage Boards is the improper payment of wages
and salaries, together with the lack of proper deduction
of income tax and national insurance contributions.
There are some simple tests to establish whether a
person is employed by the Board or can be regarded
as a contractor. The clerk is always regarded as an
employee. If a deduction for tax or national insurance
is not made by the employer the government has the
right to seek the lost tax and contributions from the
employer as if the payments made were after
deduction of the appropriate amounts (i.e. the amount
sought is “grossed up”). There may also be a liability
for interest and penalties that can increase the sum
significantly.
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The clerk, even at the smallest of Boards will need to
be able to produce evidence that the correct tax
treatment of salary has been arranged with the

HM Revenue & Customs (formerly known as Inland
Revenue). The HM Revenue & Customs seeks to
avoid setting up a PAYE scheme for a single
employee whenever possible, so will seek to “code
out” any parish Board salary through other income,
pension scheme or by direct assessment. The Board
needs to have a letter from the Revenue confirming
that arrangements to their satisfaction have been
made for the particular employee. The internal auditor
will be required to verify that evidence each year as
part of the annual statement forming part of the annual
return.

Changes to contracts of employment (whether annual
salary change, or other) would normally require formal
agreement by Board, committee or less frequently the
RFO. The Board should record evidence of such
agreement. The internal auditor should check that this
evidence is in place and would agree sums paid to
those shown as payable.

The purpose of specifically investigating the PAYE/NIC
system recognises the risks inherent in these items,
either through fraud or error, and the risk of significant
management time and penalties in making corrections
if errors arise.

H Asset
management
and control

The asset management and control responsibilities
falling on IDBs cover the Board’s largest key business
risk. To meet this responsibility for the stewardship of
specialist assets, the Board is required to maintain an
accurate and up to date register recording all critical
information regarding each asset. The internal auditor
will therefore be most interested in seeing that there is
evidence that the continuing existence of these assets
is checked on a regular basis and that the information
in the register is accurate and up to date. In a larger
Board the register may be hand written, typed or
computer produced: the essence is the same in that
the system should require verification on a regular
basis. This verification should include confirmation
that insurance cover is sufficient for the asset to be
replaced should it be damaged or lost.
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If financial investments are held then the asset register
will be a more active record; it should include details of
cost, values, and expected income that will be
checked against the actual income. Dates and
references to minutes of the members’ review of the
investments against the investment policy might also
be included.

| Bank
reconciliation

In most Boards, the bulk of the financial records will be
concerned with a current account and a form of
deposit account at a bank or building society.

A regular feature of the financial system will be the
reconciliation of the balances shown on the statements
with those calculated in the Board’s financial records.
It is strongly recommended that on receipt of a bank
statement, there should be a reconciliation of the
appropriate cash book record. The internal auditor will
wish to see that this has been done, but should not
undertake the reconciliation each month. It may be
appropriate for the year end balances and their
reconciliation to be checked in detail.

The basic cash book record must not be written up
from the bank statements. That does not provide any
form of control. The cash book record is written up
from the cheque counterfoils and the paying-in books,
together with the known direct payments and credits. It
is the cash book record that is checked regularly
against the bank statements to provide control.

The bank reconciliation should include a note of the
current level of investments held by the Board, if any,
so that this can also be monitored to ensure that these
funds are performing in the way planned by the Board
and also so that the Board can have, each time this is
reviewed, as complete a picture as possible of its
liquidity and available funds.

J Year - end
procedures

It is the duty of the Board and the RFO to produce the
year-end financial statements. The internal auditor will
be looking to see that the appropriate accounting basis
is used, that the figures can be followed through on
working papers and that adjustments, transfers,
contras etc are fully explained or justified. Internal
audit would not be expected to check all figures but
would probably verify a small sample and the totals. In
producing year-end financial statements there is a
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need to consider proper valuation of assets and
liabilities. A system will be in place for identifying
outstanding amounts (receivable and payable) and
then for deciding on their materiality for inclusion in the
income and expenditure accounts. Internal audit will
scrutinise the lists of creditors and other balances to
ensure that the system is working adequately and that
the RFO has identified transactions in the one year
that may relate to another.

2.60

2.61

2.62

It is not possible to draw up a standard internal audit programme for
Boards in view of the need for each programme to assist the needs
of each Board. What should be clear from the above expansion of
the guidance given on the annual return is that the internal auditor is
trying to observe and report whether the system of financial control
put in place by management is adequate and working satisfactorily.
It is not for the external auditor, nor the internal auditor, to be actively
seeking evidence of fraud, corruption, error or mistakes. Their roles
are to assist the Board in fulfilling its responsibility for the prevention
and detection of fraud, error or mistakes.

Internal audit reports to the Board and its work is to a certain extent
capable of constraint and direction by the Board. The external
auditor reports to the Board and is only assisted by guidance and
instructions issued by the Audit Commission, which appoints them,
and the legislation under which they work.

It is proper for the internal auditor to carry out other tests on the
systems of the Board. Such tests may be suggested by the external
auditor or by the Board’s own risk management process. All such
work is to be reported to Board. Any report by the internal auditor is
addressed to the Board, may suggest actions by the Board, and
should be treated as a document open to view by external interested
parties such as local government electors. A possible approach to
testing by internal auditors is contained in Appendix 8 to this
guidance. This is not a checklist requiring completion, but a
suggested method of approach should the relevant areas be
identified in any year for testing by internal audit.

Risk management

2.63

In all types of undertaking, there is the potential for events and
consequences that may either be opportunities for benefit or threats
to success. Internal Drainage Boards are no different and risk
management is increasingly recognised as being central to their
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2.64

2.65

2.66

2.67

2.68

2.69

strategic management. It is a process whereby Internal Drainage
Boards methodically address the risks associated with what they do
and the services which they provide. The focus of good risk
management is to identify what can go wrong and take steps to
avoid this or successfully manage the consequences.

Risk management is not just about financial management; it is about
achieving the objectives of the organisation to deliver high quality
public services. The failure to manage risks effectively can be
expensive in terms of litigation and reputation, the ability to achieve
desired targets, and, eventually, the local community’s rate and
council tax bills.

The external audit approach seeks to encourage Internal Drainage
Boards to address these issues by placing emphasis on the need to
keep under review and, if need be, strengthen their own corporate
governance arrangements, thereby improving their stewardship of
public funds and providing positive and continuing assurance to
taxpayers.

It is unlikely that Boards will need to start risk management from
scratch, as many features will already be in place. But there may be
a need to adapt, improve and document existing processes.

The importance of looking afresh at risk comes in the wake of a more
demanding society, bold initiatives and more challenge when things
go wrong. It also arises because of the significant changes taking
place as a result of the Government’s modernising agenda. Internal
Drainage Boards currently face pressures that potentially give rise to
a range of new and complex risks and which suggest that risk
management is more important now than at any other time.

Members are ultimately responsible for risk management because

risks threaten the achievement of policy objectives. As a minimum,

members should, at least once each year,:

o take steps to identify and update key risks facing the Board;

e evaluate the potential consequences to the Board if an event
identified as a risk takes place; and

e decide upon appropriate measures to avoid, reduce or control the
risk or its consequences.

It is impossible, and potentially dangerous, to attempt to present a
suggested list of the risks which Internal Drainage Boards face, and
this guidance does not do this. The complexity and scale of the
business of Boards vary. Similarly the priorities and service delivery
objectives of one Board will differ from those of others. For this
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2.70

2.71

2.72

2.73

2.74

reason each Board must identify, for itself, the key risks to achieving
successfully its priorities and service objectives. ldentifying risks can
be a daunting task and so Internal Drainage Boards may find it
helpful to use, as a starting point, the examples of risk set out in the
three tables at the end of this section of the guidance.

Support for Boards wishing to improve their risk management
arrangements, over and above that provided by this guidance, may
be available through consulting the national office of ADA, and/or the
Board’s insurance provider.

One reason why risk identification can be daunting is that, without
doing anything else, it could lead to a long list of potential threats
with no sense of their relative importance. For this reason the Board
should also evaluate the potential consequences of a risk occurring
and consider how likely this is. The consequences may include
immediate financial loss but even if the immediate impact is non-
financial (such as an adverse impact on the Board’s reputation) this
can have financial consequences in the longer term if, for example,
this impedes the Board’s ability to bid for funds in future.

The assessment of potential impact need not be any more complex
than classifying each impact as high, medium or low. At the same
time it is a good idea to assess how likely a risk is to occur and this
too can be done using high, medium and low categories. These
assessments enable the Board to decide which risks it should pay
most attention to when considering what measures to take to
manage the risks.

After identifying and evaluating risks Boards need to decide upon
appropriate measures to take in order to avoid, reduce or control the
risks or their consequences. Examples of control measures relevant
to some of the risk areas which Boards can face are given in the
three tables at the end of this section of the guidance. The Board’s
internal auditor will have a role in reviewing the effectiveness of
control measures that the Board decides to put in place. Examples
of internal audit tests to confirm how effective are the measures and
controls designed by the Board in respect of identified risks are also
set out in the three tables at the end of this section.

The tables are, for ease of reference, grouped into the three main
types of decisions that Boards take in relation to managing risk,
having considered the controls which they need to have in place.
These are:

e take out insurance [table 1];

e work with a third party to manage the risk [table 2]; or
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¢ self-manage the risk [table 3].

2.75 The tables are not intended to be exhaustive and they cover topics
which are not relevant to all Boards. They are intended to create a
starting point for the development of a bespoke system of risk
management for each local Board.

Table 1

Areas where there may be scope to use insurance to help manage risk

Risk identification

Insurance cover for risk is the most common approach to certain types of
inherent risks:

v

<
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The protection of physical assets owned by the Board — specialist assets
including watercourses and pumping stations, other buildings, machinery,
equipment, furniture, etc (loss or damage)

The risk of damage to third party property or individuals as a
consequence of the Board providing services (public liability)

The risk of consequential loss of income or the need to provide essential
services following critical damage, loss