RYEDALE

DISTRICT

COUNCIL

PART B: RECOMMENDATIONS TO COUNCIL

REPORT TO: POLICY AND RESOURCES COMMITTEE

DATE: 14 NOVEMBER 2019

REPORT OF THE: CHIEF FINANCE OFFICER (s151)
ANTON HODGE

TITLE OF REPORT: READMISSION OF SCARBOROUGH BOROUGH COUNCIL TO
VERITAU NORTH YORKSHIRE

WARDS AFFECTED: ALL

EXECUTIVE SUMMARY

1.0

11

2.0

2.1

3.0

3.1

4.0

4.1

5.0

5.1

PURPOSE OF REPORT

This report seeks shareholder approval for the re-admittance of Scarborough Borough
Council into Veritau North Yorkshire Ltd. Veritau North Yorkshire supplies Assurance
Services to Ryedale District Council including Internal Audit, Fraud and General Data
Protection Regulation services.

RECOMMENDATIONS

To approve and recommend to Council the re-admittance of Scarborough Borough Council
into Veritau North Yorkshire Ltd subject to satisfying the Director of Finance and
Commercial (s151 Officer) that all the necessary shareholder approvals from other Councils
and the satisfactory conclusion of due diligence checks have been obtained.

REASON FOR RECOMMENDATIONS

To ensure that members are aware of the changes being proposed by Veritau in discussion
with other councils in North Yorkshire and to achieve the benefits to all parties as set out in
6.13 — 6.15 below

SIGNIFICANT RISKS

There are no major risks associated with this report.

POLICY CONTEXT AND CONSULTATION

The work of internal audit supports the council’s overall aims and priorities by
promoting probity, integrity and honesty and by helping support the council to become a more
effective organisation.
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REPORT DETAILS

Veritau North Yorkshire Ltd was established in 2012, as a subsidiary of Veritau Ltd. Veritau
is wholly owned by North Yorkshire County Council and City of York Council. Veritau North
Yorkshire was established with Veritau holding 50% shareholding and five North Yorkshire
district councils equally sharing the remaining 50%.

On 29 September 2011, RDC’s Policy and Resources Committee recommended this
arrangement (see Appendix A) and this was formally approved by Full Council on Thursday
3 November 2011.

In 2014, one of the original five councils, Scarborough Borough Council opted to leave the
shared service and to instead establish its own in-house team for internal audit and fraud
services. The council therefore ceased to be a member of Veritau North Yorkshire Ltd, with
the remaining four districts again equally sharing 50% of the company shares.

The council has recognised that the current arrangements are no longer sustainable and has
therefore asked to be re-admitted to Veritau North Yorkshire Ltd.

Given the original company structure, it is therefore proposed that Scarborough Borough
Council is re-admitted as a member to Veritau North Yorkshire.

The re-admittance of Scarborough Borough Council will impact on the current company share
holdings. Subject to the agreement of the existing shareholders a share reorganisation would
be undertaken to facilitate this. The new shareholding would be:

Hambleton District Council — 10%
Richmondshire District Council — 10%
Ryedale District Council — 10%
Scarborough Borough Council — 10%
Selby District Council — 10%

Veritau Limited — 50%

This is the same shareholding that existed when Veritau North Yorkshire Ltd was first
established.

Scarborough Borough Council will be asked to make a capital contribution to the company of
approximately £10k. This is to reflect the current value of the business. Part of this
contribution will be used to repay a historic debt due from the other district councils. This debt
(E2,080) arose as a result of the share reorganisation which took place in 2014 when
Scarborough Borough Council originally ceased to be a member.

As a shareholder in the company, Scarborough Borough Council will be able to appoint a
director to the board. In addition the existing company articles and shareholders’ agreement
will be reviewed and updated, if necessary, as part of the integration process.

Subject to approval, Scarborough Borough Council will transfer responsibility for internal
audit and counter fraud services to VNY on 1 April 2020. Interim management support will
be provided to the council during the transition period.

Those members of staff currently undertaking these services will transfer to the company on
1 April 2020. The transfer will be completed in accordance with the Transfer of Undertakings
(Protection of Employment) Regulations 2006 (TUPE) and the Collective Redundancies and
Transfer of Undertakings (Protection of Employment) (Amendment) Regulations 2013.
Veritau North Yorkshire Ltd will complete a consultation exercise with those members of staff
identified as being in scope and the relevant unions.
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Scarborough Borough Council will be expected to enter into a long-term service contract with
Veritau North Yorkshire Ltd. It is also expected that any existing contracts held by
Scarborough Borough Council for the supply of audit or fraud services to third parties will be
novated to Veritau North Yorkshire Ltd.

Due diligence will also be undertaken although the information received to date does not
indicate any potential problems.

In addition, for Members information - another two councils, Middlesbrough Council and
Redcar & Cleveland Borough Council are also in the process of joining Veritau. To facilitate
this second subsidiary company is being created, Veritau Tees Valley Limited. It is expected
that the new company will take over the delivery of internal audit services to the two councils
from 1 January 2020. Once established the new company will operate in a similar manner
to VNY as part of the wider Veritau group. This is for information only and does not impact
directly on Veritau North Yorkshire Ltd.

Benefits and Risks

There are a number of advantages for Veritau North Yorkshire and its shareholders in
accepting additional council members, including:
o greater efficiencies and cost savings through economies of scale;
¢ the ability to retain skilled and experienced staff by creating greater critical mass
and providing more opportunities for career development and specialism;
e animproved Teckal position (which in turn increases the company’s ability to sell
services to other external clients);
e an increased profile — being seen as the supplier of choice for assurance services in
the region;
o the ability for our partners to sell other traded services to the new councils;
¢ the reduced risk that these councils and others might collaborate and create a
potential rival service or join up with another existing partnership resulting in
increased competition.

An alternative approach would be for Veritau to offer to supply services to Scarborough
Borough Council on a contractual basis. However, any service is likely to be more limited in
nature (for example the provision of management support or the completion of discrete
packages of work). Any contract might also be relatively short providing less certainty to all
parties. The ‘Teckal’ implications would also not be favourable and therefore this approach
is not recommended.

The Teckal exemption allows participating authorities to award contracts to jointly owned
companies without the need for a procurement exercise subject to a number of conditions
being satisfied. One of these conditions is that the value of external work should not exceed
20% of total activities. Providing services to Scarborough Borough Council on a contractual
basis would add to the value of external work undertaken by Veritau and hence increase the
risk that this limit was exceeded. The participating authorities would then be unable to rely
on the Teckal exemption. It is therefore beneficial for Scarborough Borough Council being
accepted as a member.
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7.0 IMPLICATIONS

7.1  The following implications have been identified:
a) Financial
Financial implications are explained throughout this report

b) Legal
There are no legal implications regarding this report.

c) Other
None to report.

Anton Hodge
Chief Finance Officer (s151)

Author: Anton Hodge
Telephone No: 01653 600666 ext: 43385
E-Mail Address: anton.hodge@ryedale.gov.uk

Background Papers:

Report to P&R 29 September 2011
Report to Full Council 3 November 2011
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APPENDIX A

Recommendation by Policy and Resources Committee 29 September 2011, formally
approved by full Council on 3 November 2011

PART 'B' ITEMS - MATTERS REFERRED TO COUNCIL

16 Provision of Internal Audit Services

That Council be recommended:

That the following be approved:

(i) The Business Case for the provision of an Internal Audit Service from the 1 April 2012;
(ii) Delegated authority to the Council Solicitor to conclude the legal contract for the Council
to be stakeholders in Veritau (North Yorkshire) Ltd a subsidiary of Veritau Ltd. The

subsidiary company will be a regulated company under the terms of the Local Authorities
(Companies) Order 1995;

(i) Noting that the Corporate Director (s151) will agree a service level agreement with
Veritau (North Yorkshire) Ltd for the provision of Internal Audit Services for the financial
year commencing April 2012;

and

(iv) Appointment of the Council’'s Corporate Director (s151) as the Council’s Director to the
Board of Veritau (North Yorkshire) Ltd.

POLICY AND RESOURCES COMMITTEE Page 5 14 NOVEMBER 2019



