13 Mar 25

All Board Members — FS, FE and FR Boards

Copy to: Head Internal Audit (1A), NAO for Damien Brewitt, EY for Ben Lazarus

FC ARAC CHAIR REPORT TO BOARDS — ARAC MEETING 13 MAR 25

1. Issue. Areport to Boards from the ARAC’s quarterly meeting on 13 Mar 25.

2. Executive Summary. Please note:

The key dates for Board comment and review of the 2024/25 ARAs — para 4
A “limited” assurance report into Data Protection — para 7b.

The lower level of 1A audit assurance next year — para 7c.

The weakness in “futures thinking” within current FC processes — para 8.
The summary of FR risks, issues and opportunities — para 11.

MATTERS ARISING

3. We discussed with executives the role that ARAC could usefully play in assuring H&S
processes, and agreed initially on an annual review of statistics and trends, starting in June.
We also asked for reflection on what constitutes a “major incident”, which our TsOR state
would be reported to ARAC outside this annual cycle.! Executives were invited to discuss
how they interpret this guidance, and the ARAC will consider separately what it wants to
know, and why, to inform a further discussion on this subject at the June meeting.

AUDIT AND ACCOUNTS

4. 2023/24 Annual Report and Accounts (ARAs). Executives confirmed that all
recommendations from the 23/24 Audit Completion Reports are being actioned.

5. 2024/25 ARA Timetable. This will be the first year in which the ARA timetables for
FC/FR and FE are de-linked. Draft ARAs for FC and FR will be issued on 23 May to ARAC,
FS and FR Boards, for comment by 3 Jun: this will be Boards’ sole opportunity to comment.
Draft ARAs for FE will be issued to ARAC and the FE Board on 18 July for comment by 6
August. ARAC will review the FE ARAs on 23 Sep. A summary of the key dates is below.

ARA Timetable 24/25 FC FR FE
Draft ARAs circulated to ARAC & Boards 23 May 25 | 23 May 25 | 18 Jul 25
Comments received from ARAC & Boards 3 Jun 25 3 Jun 25 6 Aug 25
Final ARAs circulated to ARAC & Boards 17 Jun 25 | 17 Jun 25 | 16 Sep 25
Final ARAs presented to ARAC 24 Jun 25 | 24 Jun 25 | 23 Sep 25
Respective Boards meet to consider ARAs 27 Jun 25 | 27 Jun 25 | 26 Sep 25
Accounting Officers sign ARAs after Boards 27 Jun 25 | 27 Jun 25 | 26 Sep 25
Sign off by C& AG (HMG Chief Auditor) 4 Jul 25 4 Jul 25 3 Oct 25
Laying before Parliament 11 Jul 25 11 Jul 25 9 Oct 25

Auditors were content and emphasised the importance of a shared commitment to meet all

key milestones — the ARAC agrees.

1 ARAC TsOR, para 15.




6. External Audit (EA) — Audit Plans for 2024/25 ARAs. We discussed and approved the
EA plan to audit the FE 24/25 ARAs (the plans for FC/ FR were cleared in November). EA
highlighted the difference between the high figure for materiality (E86M), and the lower figure
for what they will report to the ARAC (E300K) - they will apply professional judgement.
Interestingly for the first time EA are specifically mentioning the perceived risk that, due to
increased pressure on funding streams, there might be some manipulation of income
recognition. Consequently, they will be looking more closely at cost of sales, including the
allocation of cost of sales against timber revenue. ARAC has no issue with this approach
and see it as a positive approach to assurance. EA will aim to deliver the audit completion
reports for FC and FR some two weeks prior to the 24 June ARAC, noting that this will
require all parties to meet their own milestones.

7. Internal Audit (1A).

a. Progress Report. Sally presented the IA progress report, covering one follow-
up consulting engagement and 5 assurance reports:

Ser Subject Assurance Comments
106 | People Strategy (follow-up)
113 | Data Protection Limited? One high priority action, six medium
116 | FE Accounts receivable (fol up) | Moderate®
119 | Payroll and Pensions (FR) Moderate
121 | Time Recording (FR) Moderate
123 | Business Entertainment Moderate
b Data Protection. The “limited” assurance over Data Protection is a concern.

To quote the IA summary: “ whilst governance arrangements are in place, they are
not operating effectively or sufficiently; policies and procedures need reviewing;
Information Asset Registers (IARs) are not up to date; checks on compliance with
data protection requirements are not undertaken;, mandatory training requirements
are not consistent with civil service expectations; and there is a lack of FC-wide
management information on requests for access to data, data breaches and near
misses to inform compliance, improvement and oversight, risking breaches to UK
GDPR requirements. We understand that such issues are found elsewhere in the
DEFRA Group, but this represents a clear risk. The report is still being processed
and executives have not yet had time to formulate a view on the recommendations,
or an implementation plan. We therefore agreed to review the full report in June.

C. Draft 1A Plan for 2025/26. A summary of the |A plan for 25/26 is attached.
Boards should note that it offers a lower level of audit assurance this year (10
engagements versus 12 in 24/25), reflecting a significant rise in GIAA charges (some
20%), set against a much lower rise in the available budget (some 3%).

d. IA Charter and Memorandum of Understanding (MoU). The IA Charter and
MOU for 2025/26 were agreed and signed by the ARAC Chair and FC FD
respectively. The FC CEO highlighted the increasing load of regulatory compliance,
which must now be met by a reducing number of staff.

2 Limited assurance = “there are significant weaknesses in the framework of governance, risk management and control, such
that it could be or could become inadequate and ineffective.”

8 Moderate assurance = “some improvements are required to enhance the adequacy and effectiveness of the framework of
governance, risk management and control.”



RISK MANAGEMENT

8. Horizon Scan / Futures Thinking. The ARAC senses a weakness in current horizon
scanning / futures thinking within the FC. In some other organizations this function may be
discharged by ARAC, but a single FC ARAC covering three entities has neither the time or
the skill-set to do this, and we would in any case rather assure the processes of others. So
we invite Boards to consider how best to incorporate futures thinking into their programmes,
noting the decision of the FR Board to devote one Board meeting per year for this purpose.
This may be a model for others, but there will still be a need to address the cross-cutting
issues which affect all parts of the FC: the Board of Commissioners may have a part to play.

9. Near Misses. The ARAC was reassured by the work on near misses, and will review
it at the June awayday, along with H&S.

10. FC Risk Register. Richard highlighted two evolving risks: first regarding staff (which
is exacerbated by the pressures of the Spending Review) and secondly enabling policies —
specifically the risk that EWCO might be prematurely incorporated into ELM. He also
highlighted opportunities regarding renewable energy and regulatory reform, though neither
is mature enough to be added to the formal register.

1. FR Risk Register. We conducted our annual “deep dive” into the risk register of FR.
Main risks concern funding, recruitment and retention, and a lack of control over how some
research priority areas are commissioned. FR salary ranges are uncompetitive, other actors
have greater flexibility, and fixed term appointments (FTAs) are unattractive to those seeking
more permanent employment. As part of its response, FR will explore individual merit
promotions or similar for exceptional scientists, as elsewhere in DEFRA. FR issues include
resilience work on Holt 1, planning for Holt 2, and the legacy Forester IT system, which
needs a complete overhaul. The lack of clarity on NCF successor funding is also an issue.
FR is conscious of some commercial opportunities but is struggling to exploit them because
of the pressures of existing work. In response to questions, James assured the ARAC of
FR’s ability to respond to short-notice challenges from Government (given some goodwill
from existing clients), and of its capacity to manage complex capital projects, like Holt 2.

GOVERNANCE

12. We took updates on data protection (a nil return), counter-fraud and whistleblowing.
We noted a welcome upturn in the numbers of staff completing training in these areas. One
fraud investigation is ongoing.

13. Functional Standards. The internal review of government mandatory functional
standards is now complete, and there is medium to high compliance across the board. We
asked executives to advise us on how much more can realistically be achieved, in line with
the risk appetites of Boards, and will review in autumn.

14. ARAC Chair Annual Report. We approved the draft ARAC Chair annual report for
24/25, which has now been circulated for the Board of Commissioners on 18 March.

15. Forward Look. ARAC will next meet on 24 June, which will be our second F2F
meeting of the year. The morning programme will potentially include a small-group
discussion with the FC CEO and FD (tbc), a “deep-dive” into H&S and near misses, and a
further session on cyber security (in addition to the training conducted today). The main
meeting in the afternoon will focus on the ARAs for FR and FC (consolidated).



AOB

16. We discussed how to improve the linkages between the ARAC and the other FC
Boards, and the optimal sequencing of meetings, (the ARAC should ideally precede those
Boards) accepting that this may not always be achievable for diary reasons.

(Signed electronically)

Sandy Storrie
Chair, FC ARAC

Attachments:

1. IA plan for 25/26 - “Plan on a Page”.
2. ARAC Forward Planner as at 13 March 25.



