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As an independent watchdog, we provide important information on the quality
of public services. As a driving force for improvement in those services, we
provide practical recommendations and spread best practice. As an
independent auditor, we monitor spending to ensure public services are guad
value for money.
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Summary Report

Introduction

1 This report summarises our work on your core financial systems. We have also
included issues arising from our early final accounts work.

2 Our Audit Plan for the year 2004/05 explained the work we would be carrying out
to meet our Code of Audit Practice responsibilities. This repgl ot wes the results of
our work. -

Background

3 Our interim visit was carried out during April
work was carried out in June 2005, and findih@"
ighlight common themes. Due to the flo
necessarily delayed and officers concentratgy
Our report has therefore been finalised after 1
the audit plan.

Audit approach

rcomplete full systems documentation of the new system,
y important in 2005/06 when international standards of
all material systems are adequately documented. Our audit

with internal audit and finance staff across Cumbria and we have issued an
internal audit protocol summarising the results of this workshop. We understand
that arrangements are still being considered but would stress this is an area that
needs to be resolved in good time before the 2005/06 audit in order for us to
resource any work not intended to be performed by internal audit and to assess
the subsequent impact on our audit fee.

6 Internal audit working papers reviewed as part of our work were of good quality.
The file included an internal audit working paper detailing the core process testing
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undertaken, however further improvements could be made by clearly referencing
work performed to the list of relevant tests to be carried out. Not all tests on this
list had been addressed, for example, opening balances had not been tested (our
testing subsequently noted that there was an error in opening balances as
described below). )

! Recommendation

| R1 Arrangements to be finalised regarding compliance with the new
| international standards of auditing requiring full dacumentarron of all
material systems. e

R2 The authority should formally agree the internal aud‘
; this by signature of the Head of Finance

Core process review

Main accounting system

We note that a number of recommendati
following their work on the new system, relaf
manual being established to fully document ke
responsibilities. Management apg
reviewed to ensure that it refleclss
arrangements, and the Financia S dutie £5

be brought up to date to reflect revise wichdiges brought about by the new
ledger system, staff ch. am sir SSEh

T

ba Srevealed that the audit adjustments identified in our
Qs memo as requiring adjustment have been included in the

cetints memo also noted further matters to be adjusted in the
mportant that these adjustments are made before our

nts audit begins to ensure that there are no errors or areas of

confusion whegrtesting 2004/05 balances.

Review of opening balances also identified that the pensions liability and reserve
had both been understated as £7,567 instead of £7,567,459. As both sides of the
entry had been misstated this error was not picked up. There was a similar error
in last year's final accounts which also was not identified before being presented
for audit. It is important that an effective internal quality review is implemented
and evidenced, particularly before working papers are presented for the final
accounts audit, to eliminate these errors, and also to ensure that senior finance

Carlisle City Council
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staff are assured that the evidence presented for audit fully substantiates all
material figures without the need for further enquiry.

Recommendations

R4 All audit adjustments identified in the 2003/04 final accounts memo to be
i corrected in the ledger before the start of the 2004/05 final accounts audit.

R5 A senior member of the finance team, unconnected with the preparation of
final accounts working papers should undertake and evidence a quality
review before the information is presented for audit. Th' review should
also be undeﬁaken for other ﬁnancraf mf-:rnna.!ron fo easgre errors such as

10
area as at present no reliance can be place N system bank
reconciliation reports. It is a matter of conce e bank reconciliation system
is not operational. Thisis a key@gg[ for the autQ@sity and its absence is a
serious matter. We accept that WS doingits. best to work on this
Fmblem however this must be ad@fesse

1

e general ledger, such as
¢, have not yet been implemented.
o-be undertaken on a quarterly basis.

12 We have raised concerns over the quality of supporting documentation and
review for journal entries in past reports. Our interim testing work has identified
that these matters have not been resolved. Internal audit testing found that, whilst
the new system had improved journal controls, there were several areas in which
improvements were required. These included ensuring adequate authorisation
was in place and improving the quality of supporting documentation. As noted by
internal audit, authorisation procedures should also be strengthened.
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e P — R e ——————— e

Recommendation

R8 Joumal authorisation, documentation and ewdence of review needs fo be
improved.

Amendment controls -

There is no formalised process for the running of exception reports detailing
unusual access such as out of hours or multiple password attempts. We
understand that it is intended, when resources allow, that the weekly spot check
from the cheque listing will recommence, and that a number@fmitigating controls
are in place and should identify unusual or large transactiens, however exception

T

have requested Section 35 work on Ethical Ha
prepared.

Recommendation 3

R9 Exception reports should be run detaili LUALS uaf arremprs to access IT i
systems. : !

Suspense accounts

Our work on suspensg jat all accounts were being reviewed and

cleared regularly
Budgetary co
¥ has a history of underspending against

Y ts that could be made to budgetary control
i last interim report. As noted in our 2003/04 report
fher develop monitoring procedures. Explanations are often
2fice of follow up and action (including arrangements to
corrective actions) is limited. Evidence of attention given
s from the underlying budget assumptions and the
behind those departures is limited.

As noted in pre

Recommendation

R10 Budget monitoring reports could be improved by including grealer delail of
the reasons behind variances, such as deviations from the underlying
budget assumptions, as well as evidence of follow up and action taken in
response lo variances.

We note that intemnal audit have made a number of recommendations regarding
virements and recommend that these are implemented as soon as possible.

Carlisle City Council
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Recommendation __1

R11 Internal audit recommendations on virements to be implemented as soon !
as possible. !

Budget monitoring reports to the Board do not always show gross income and
expenditure (for example, Business Unit reports show the net position only).

Recommendation

R12 Budget monitoring reports fo the Board should show gross income and

control which have not yet been fully implemented, ig Judi e extension of

budget monitoring reports to cover all revenue E et accounts as

well as forecast outtumn data. e

Recommendation @_ : A

R13 Audit recommendations should be requl ed to ensure that all
areas are addressed.

Closedown arrangement%
e

§5/06 the Authority should
approving the annual statement
o convening SAS 610 meetings and re-
approving the accounts. ‘reduction to the closedown timetable in

" ' its existing arrangements for approving

staff nof Avolved in their preparation and a formal record of this process
filed on the closedown files before their submission for audit.

.

Brought forward deadlines and the impact of the flooding and loss of documents
will make this a challenging year for the authority.

The closedown plan is essentially a list of tasks, target dates and allocation of
tasks to members of the central finance team. Description of the precise
requirements of individual tasks is limited increasing the risk that output from
tasks will not be completed in line with expectations or to the required standard.

Carlisle City Council
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It is however acknowledged that efforts have been made to cross reference tasks
to audit working paper requirements and to insert file reference in an effort to
provide some structure and enable tasks to be sorted in a more structured
manner.

There was an absence of evidence to suggest application of a risk assessment to
identify high risk tasks (those tasks likely to have a significant impact on the
Authority's ability to complete the statements in compliance with statutory
requirements and proper practices by the due date). The plan makes no
reference made to start date for individual tasks, associated lead times or
expected time required to complete the task (in the form of aflindicative time
budget). The plan also does not include provision for a by the Head of
Finance. '

Planned closedown progress meetings had not takeiplaceatithe time of our
interim visit. This is partially mitigated by the si i
involved in the closedown process. Howeve
deadlines for 2004/05 accounts it is essent
adhered to as closely as possible. Proge .
ensuring that potential issues are identified isglissed before they become a
problem. '

The detailed closedown plan shéWis.several ta allocated to ‘all'. These
tasks include technical areas sueE balance sheet events.
Such tasks require a level of te Should be allocated to an
experienced individual. Restrict al sibility for completion of tasks
to one individual.

Recommendatii

e closedown process to include a risk

gsks, and a review of working papers by

Overaﬂ responsibility for each task should be clearly
mber of staff.

eiving information during our interim visit. In future
proved if a basic package of electronic working papers
af the start of our interim visit, including, for example:

)st recent budget monitoring reports & control account

atling any changes to key personnel, controls and systems
« closedown documentation.

Recommendations

R16 Future interim visits should begin with the receipt of the working papers
detailed above.

Carlisle City Council
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We have not currently been allocated permanent audit accommodation in the
Civic Centre. We recognise the difficulties arising from movement of offices
following the flooding. As the date of the final accounts audit is approaching and
the timetable is demanding it is important that delays to the audit are not caused
by either lack of suitable accommodation or the need to supervise
accommodation moves during this time.

Recommendafions

R17 Audit accommodation for the duration of our final accounts audit needs fo
be confirmed to avoid delays and subsequent impact ogfgeadiines.

In order to achieve an efficient audit we have undertake
accounts work. The results of this work are summari
report. These matters were emailed to the authori

e early final
Anpendix 2 of this

R18 Matters arising from our early accounts ummarised in Appendix
2 should be addressed for the start of

work to be undertaken later in the year.

The links be iccounts and working papers and the
judgements nec esources work should be considered by

the author

Resources

During a number of our interim audit tests we have been told that procedures or
additional controls have been delayed due to heavy officer workload. We have
also noted that a number of the items requested, both for our interim work and
early final accounts testing, have not been provided at the start of our visit, and
on several occasions were received a significant amount of time after the original
request. This is an ongoing problem which has been encountered in previous
years. We are aware that both the flooding and problems with the implementation

Carlisle City Council
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of the new ledger system, outside of the authority's control have made this
situation worse, as has lack of success in recruiting another member of staff to
the finance team.

We are aware that officers are working to the best of their ability to provide
information requested to us. However, the problems referred to above of flooding
and operational difficulties in the new financial system will also have a significant
impact on our audit, decreasing the level of reliance we are able to place on

control systems and requiring us to undertake additional work to Gbtain the d
assurance we need.

We therefore recommend that the workload of officers res
the accounts working papers and answering audit queri

1sible for producing
eviewed to enable

[ e

L Recommendation

| R21 Officer workload to be reviewed to e
to be ready in full for the start of the'e
have time to answer and follow up audi

!
|
.
S
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Appendix 1 - Action Plan

no,

Page ]. Recommendation

Priority
1=Low
2 = Med
3 = High

Responsibility

Date

R1 Arrangements to be
finalised regarding
compliance with the
new international
standards of auditing
requiring full
documentation of all
material systems.

| R2 The authority should

formally agree the
internal audit
protocol and
evidence this by
signature of the
Head of Finance .

R3 Full systems 48
documentatiap

| !.::5': s
procedure manuyals

for the new financlaly,

management systerfijiy,

to be prepared.

R4 All audit adjustments
identified in the

Carlisle City Council
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T
r Commenis

s e

Date

Recommendation Priority | Responsibility | Agreed
no. 1=Low
2 = Med
: 3 = High
2003/04 final

accounts memo to
be corrected in the
ledger before the
start of the 2004/05
final accounts audit.

A senior member of
the finance team,
unconnected with
the preparation of
final accounts
working papers
should undertake
and evidence a
quality review before
the information is
presented for audit.
This review should g
also be undertakéf
for other ﬁnau‘
information to Qs
errors such as th
found in opening
balances are
identified and
corrected,

Carlisle City Council
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Page | Recommendation Priority | Responsibility | Agreed | Comments Date
no. 1=Low i

2 = Med
3 = High

R6 All reconciliations
and control accounts
need to be fully
implemented and
reconciled as a
matter of urgency.

| R7 The manual bank
! reconciliation should
be finalised and
reviewed to enable
early final accounts
audit work to
commence in this
area.

R8 Journal
| authorisation,

1
|
emaia e e a !
T
|
|
|
|

evidence of review
needs to be 4
improved.

should be run 2
detailing all unusual
attempts to access
IT systems,

|
S S——

Carlisle City Council
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Recommendation

Responsibility | Agreed ;Comman

R10 Budget monitoring
reports could be
improved by
including greater
detail of the reasons
behind variances,
such as deviations
from the underlying
budget assumptions,
as well as evidence
of follow up and
action taken in
respanse to
variances.

R11 Internal audit
recommendations on
virements to be
implemented as
soon as possiblef®

R12 Budget monifoji
reports to the Bc
‘should show gross
income and
expenditure, as
showing only the net
position can mask

Carlisle City Council
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Priority | Responsibility | Agreed

reviewed to ensure
that all areas are
addressed,

Page | Recommendation Comments Date
no. 1=Low
2 = Med '
3 = High
= _ variances,
R13 Audit ;
recommendations i
should be regularly E

R14 The statements and

working papers
should be formally
reviewed by senior
staff not involved in
their preparation and
a formal record of
this process filed on
the closedown files -
before their

submission for audif™

“|R15 Improvementsf”

should be madeifo
the closedown

process to include a¥ih

risk assessment,
time allocations for
tasks, and a review

Carlisle City Council
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- o i s e s . e

Page | Recommendation Priority | Responsibility | Agreed | Comments Date
no. 1=Low 1"'*!'

2 = Med
3 = High

a i the Head of Finance,
‘ Overall responsibility
for each task should
be clearly allocated
to one member of
| staff.

- R16 Future interim visits
should begin with the
receipt of the
working papers
detailed above.

' R17 Audit
accommodation for
the duration of our
final accounts audit
needs to be
confirmed to avoid g,
delays and o
subsequent imp@ae
on deadlines 45,

R18 Matters arising fraiy
our early accounts "
audit, as
summarised in
Appendix 2, should
be addressed for the

]
i
T Ry

. o i b

Carlisle City Council
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f——

|

Comments

i Page | Recommendation Priority Requnslbility Agreed
no. 1=Low
2 = Med
3 = High
start of the final

accounts audit

' Date

| R19 Officers to confirm
when full working
papers will be
available for the start
of the final accounts
audit.

Carlisle City Council

R20 The authority should
consider the links
between the quality
of the final accounts
and working papers
and our Use of
Resources work later
in the year,

be reviewed to 4"
enable accoyps

to enable officers to

. have time to answer
| and follow up audit

il queries in good time.

start of the audlt '~I'="'..j :
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Appendix 2 — Early final acc n.ts\?:vork

Feedback from Preliminary Final Accounts visit + June 2005

Interests in Companies/Group Accounts

Information relating to the Authority’s classification of interests in corporate
bodies and other non corporate entities (as shown in the schedule of agreed

working papers set out in Appendix B of the agreed final ace ounts pmtoccl copy
attached for information) was not made available to us b RE

interests or on its requirement or otherwise to prepa
Investments (Long Term/Short Term) ﬁ

confirmation of balances from the followi
« Nationwide Building Society
« National Savings (income bo

It is noted that at 31 March inve
than 1 year after the balance shee
whether in light of the requnremen

appropriately ciass-:iﬁ 1 ‘

overstated by an estimated £392,505. This relates to
al WIP balances connected with flood related works

jditure falls within the definition of capital expenditure contained
in 516 of the al Government Act 2003. (i.e. expenditure to be capitalised as a
fixed asset in accordance with proper practices). Where ‘expenditure is
recoverable from the Authority's insurers or from the ODPM under the Bellwin
formula an appropriate debtor account should be raised an-::l accounted for in
accordance with proper practices.

Further analysis by the Authority of the reported internal WIP balances and the
collation of supporting documentation is therefore required. Supporting working
papers should provide a clear link to insurance claims and Bellwin grant claim,

Carlisle City Council
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provide a clear explanation of the nature of the expenditure and have due regard
to the terms and conditions attached to both insurance and grant claims.

All internal WIP balances should be written off to the CRA/Fixed assets and a
debtor account should be raised (net of payments received on account) in respect
of amounts recoverable from the Authority's insurers or ODPM (Bellwin).

External Borrowing and Capital Controls

Documentation relating to the repayment of PWLB borrowings during the year
was not made available during our preliminary visit. This will be reqmred at the
start of the main scheduled final accounts visit.

Written confirmation of balances from the following cou i arties is currently
outstanding

« Liverpool Victoria Friendly Society
« City of Carlisle Secured Loan Stock

Several issues were noted in respect of -,,-"'i."'ﬁ ' ich will-require
€ own of the 2004/2005

statements.

Revised calculations are required.in respect of ad
formula set out in the Capital
includes

stment ‘A’ in line with the
g, Regulations 2003. This

ance regulahuns (Item 8 Determination) will include
palance determined by special determination as well
appropriation of HRA assets to the GF. This

tment will not however affect the housing or non housing
usted credit ceiling (items HA and NHA in the adjustment

Mo working papers were provided in support of the commutation adjustment. If
the Authority wishes to make this discretionary adjustment calculations will need
to be provided in support of this item. Although papers were lost in the flood the
calculations should be re-performed.

An un-reconciled difference of £2,895,462 is noted between the CFR at March
2004 (£16,395,904) net of capital creditors carried forward un-financed at 31
March 2004 (£1,231,421) and the adjusted credit ceiling total of £14,731,863.
This discrepancy implies a potentially significant cumulative overstatement of
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MRP along with a corresponding error in reported balances. The size of any
cumulative error will of course depend on the nature of this difference and the
point in time at which this difference arose. If this is fraced back to the
establishment of the CC in 1990/1991 then at 4% pa would translate into a
potential error of approximately £1.7m.

The need for the Authority to reconcile the CFR and CC balances as part of the
2004/2005 closedown process was highlighted during our final accounts technical
update session held in March 2005. This reconciliation is a key tool for checking
the accuracy of the CFR and CC calculations and for identifying those items
requiring ‘special’ consideration under both the part IV and pfdential financing
arrangements It is therefore important that the Authority such steps as are
necessary to establish the source(s) of the reported v e and to reconcile the
CFR at 31 March 2004 with the adjusted credit ceilipgs 3

leases commitments was not m:
provide you with any feedback oridl
time. '
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