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Summary: -

The Annual Audit and Inspection Letter for 2004/05 has now been received from the Audit Commission and is attached.

Section 11 of the Audit Commission Act 1998 enables the District Auditor to make a written recommendation to a Council which must be formally considered in public and responded to within one month of issue.  

The annual Audit and Inspection letter for 2004/05 includes a Section 11 recommendation, which is required to be debated by the Council at a meeting within one month of it being sent.  The Council then has to respond to the District Auditor with decision as soon as practicable after the meeting.

The District Auditor’s recommendation is as follows:

“Carlisle City Council should improve its financial management arrangements and systems of internal controls, in order that it is able to prepare financial statements which are free from material error and demonstrate proper stewardship of public money”.

Recommendation: -

1. The Council notes the recommendation made by the Audit Commission at paragraph 4 of the letter.

2. In order to respond fully to the concerns which have been raised, the Council:

(a) Reiterates commitment to the Action Plan approved by the Accounts Committee on 7th March, annexed to Report FS48/05 submitted with the agenda papers, to address the matters raised by the District Auditor and instructs the Town Clerk and Chief Executive to ensure that all the actions in the plan are implemented fully in accordance with the timetable set out in the Plan.

(b) Supports the action of the Town Clerk and Chief Executive to commission an independent review of the authority's financial management arrangements by the Institute of Public Finance, with a view to identifying where improvements are required to be made and considering the implementation of such improvements as soon as practicable.

(c) Reiterates earlier decision that officers draw up terms of reference for a fully operational Audit Committee for submission to Council for approval on 2nd May so that, subject to the terms of reference being approved, the authority will have in place a functioning Audit Committee from the commencement of the Municipal Year on 22nd May next so as to provide a robust forum for the future consideration by members of issues such as those raised by the District Auditor in her recommendations.

Contact Officer:
Maggie Mooney
Ext:
 7001

Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: 

Audit Commission Report on the 2004/05 Financial Statements to the Accounts Committee 15th February 2006.  

Minutes of the Accounts Committee 15th February 2006.

Reports FS48/05; FS49/05.

Minutes of Accounts Committee 7th March 2006.

To:
The Mayor and Members of





CE08/06

The City Council


27 April 2006

ANNUAL AUDIT AND INSPECTION LETTER 2004/05

1. INTRODUCTION

1.1 The Annual Audit and Inspection Letter for 2004/05 has now been received from the Audit Commission and is attached.

1.2 The Letter includes a Section 11 recommendation, which is required to be debated by the Council at a meeting within one month of it being sent, and the Council then has to respond to the District Auditor with it’s decision as soon as practicable after the meeting. The Director of Legal and Democratic Services has provided more information on this in Section 2 below.

1.3 The issues that have given rise to the Section 11 notice being issued are dealt with in more detail in Section 3 of the report.

2. AUDIT COMMISSION ACT 1998

2.1 The Annual Audit and Inspection Letter for 2004/5 contains a specific recommendation in paragraph 4 referred to as a “Section 11 recommendation”.  This derives from powers in Section 11(3) of the Audit Commission Act 1998 enabling the Audit Commission to make written recommendations to the Council in respect of specific matters which the Council is required to consider and the Auditor has exercised this power in this particular instance.  The recommendation which is being made to the authority is set out in paragraph 4 of the letter and is that:-


“Carlisle City Council should improve its financial management arrangements and systems of internal controls, in order that it is able to prepare financial statements which are free from material error and demonstrate proper stewardship of public money”.

2.2 The full Council has a duty under the Act to consider the Auditor’s recommendation at a meeting, which must be held within one month of the day on which the recommendation was sent by the Auditor to the Council.  At that meeting, the Council must decide whether it accepts the Auditor’s recommendations and what, if any, action to take in respect of the recommendations.  The Auditor may extend the one month deadline and allow more time for the Council to consider the recommendations if the District Auditor is satisfied that it is reasonable to do so.

2.3 The duty to consider the Auditor’s recommendations under Section 11 falls on the full Council and the function cannot be delegated to any other Committee or body.

2.4 There are special provisions under the Audit Commission Act 1998 in relation to the Council meeting at which the Auditor’s recommendations are to be considered and the action to be taken thereafter.  These provide for: -

At least seven clear days before the meeting, a notice must be published in a newspaper circulating in the area setting out the time and place of the meeting, indicating that the meeting is to be held to consider an Auditor’s recommendation and describing the subject matter of the recommendation.

Following the meeting, the authority must as soon as practicable notify the Auditor of decisions and must publish in a newspaper circulating in the area a notice which has been approved by the Auditor containing a summary of the decisions which it has made.

2.5 The Council, therefore, will be required to ensure that the statutory provisions set out above are complied with in respect of the Auditor’s recommendations in her Annual Audit and Inspection Letter.

3. AUDIT OF 2004/05 ACCOUNTS – PROGRESS TO DATE

3.1 The Section 11 notice has arisen from the Audit of the 2004/05 Accounts. The full details of the issues raised by the Audit Commission in relation to the 2004/05 Accounts are set out in their report ‘Report on the 2004/05 Financial Statements to the Accounts Committee’, which the Audit Commission presented to the Accounts Committee on 15th February. The report referred to is included on the agenda as background paper (i). 

3.2 In response to that report, the Accounts Committee resolved:

(i) That the Audit Commission report be accepted.

(ii) That the Director of Corporate Services revises (within the next three weeks) the Councils accounts to take account of the adjustments including those relating to the 2003/04 accounts.

(iii) That the Director of Corporate Services be requested to report further to the Committee on progress with the Bank Reconciliation together with an action plan to address the areas of concern identified by the Audit Commission. 

(iv) That the Auditors initially raise any further matters arising in concluding the audit and which required reporting with the Chairman and Vice Chairman of the Accounts Committee.

(v) That a further meeting of the Accounts Committee be held on Tuesday 7th March 2006 at 2pm to review progress.

(vi) That the City Council be requested to instruct Officers to investigate the manner by which the Council should discharge  future governance responsibilities relative to the financial statements of the Council and whether that could be done through an Audit Committee or similar mechanism, and that the Council agree to delegate to the Accounts Committee the task of drawing up suitable terms of reference for an Audit Committee and report thereon back to the Council as soon as possible

3.3 In response to the above resolution, the following reports of the Director of Corporate Services were considered by the Accounts Committee on 7th March:

· Statement of Accounts 2004/05 – Progress and Action Plan (Report reference FS 48/05). This report is attached as background information paper (ii)

· Bank Reconciliation – Progress Report (Report Reference FS 49/05). This report is attached as background information paper (iii).

3.4 The Minutes from the Accounts Committee on 7th March including the Auditors response to the reports and in particular the Action Plan to address the issues raised are attached as background information number (iv). At that meeting, the Audit Commission stated that they were satisfied with the proposed response to the recommendations made for improving the final accounts reporting procedures and with the proposals that it is monitored by the Management Team. There were a few issues not picked up by the plan, principally the addition of the Internal Audit work programme into the Action Plan, which has now been done. The other issues raised in relation to the monitoring of variances against budget and the action taken in response to correct the position, it was agreed would be dealt with as part of the Use of Resources Action Plan which is currently being prepared in response to the Audit Commission judgement on the Use of Resources. The updated action plan is attached.

3.5 In addition to the Action Plan, the Town Clerk and Chief Executive has commissioned a review by the Institute of Public Finance to undertake an independent review of the Council’s financial management arrangements. The details of this were reported to the Accounts Committee on 7th March, as set out in the Minutes. The review will start in April and the Institute of Public Finance will report in June 2006. 

3.6 The amended Statement of Accounts for 2004/05 (refer to paragraph 3.2 (ii) and FS48/05) was provided to the Audit Commission on 27th February. Further queries have recently been received and responded to and the Audit Commission is currently reviewing these.

3.7 Work to resolve the problems with the ongoing reconciliation of the new bank reconciliation system (refer to paragraph 3.2(iii) and report FS49/05) are still being given top priority. A series of discussions have taken place with the supplier and they have accepted that some additional development work on the system is required to redress the issues raised and the ongoing problems experienced in achieving a balanced position. The suppliers are currently on site to ‘relaunch’ the system from 1st April 2006. 

3.8 In terms of resolution (vi) from the Accounts Committee on 15th February (paragraph 3.2 (vi)), Council on 7th March instructed that terms of reference for a proposed Audit Committee be prepared and submitted to Council on 2nd May for consideration and, if satisfactory, adoption by the authority. This report will be considered by the Accounts Committee on 19th April and Council on 2nd May.

3.9 The estimated additional cost of the Audit Commission work can be met from base budgets in 2005/06, principally from savings within other areas of the audit fee together with staff vacancy savings in Financial Services.

4. RECOMMENDATIONS

4.1 The Council notes the recommendation made by the District Auditor at paragraph 4 of her letter.

4.2 In order to respond fully to the concerns which the District Auditor has raised, the Council:

(a) Reiterates commitment to the Action Plan approved by the Accounts Committee on 7th March, annexed to Report FS48/05 submitted with the agenda papers, to address the matters raised by the District Auditor and instructs the Town Clerk and Chief Executive to ensure that all the actions in the plan are implemented fully in accordance with the timetable set out in the Plan.

(b) Supports the action of the Town Clerk and Chief Executive to commission an independent review of the authority's financial management arrangements by the Institute of Public Finance, with a view to identifying where improvements are required to be made and considering the implementation of such improvements as soon as practicable.

(c) Reiterates earlier decision that officers draw up terms of reference for a fully operational Audit Committee for submission to Council for approval on 2nd May so that, subject to the terms of reference being approved, the authority will have in place a functioning Audit Committee from the commencement of the Municipal Year on 22nd May next so as to provide a robust forum for the future consideration by members of issues such as those raised by the District Auditor in her recommendations.

MAGGIE MOONEY

Town Clerk and Chief Executive
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Maggie Mooney
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7001
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