
EXCERPT FROM THE MINUTES OF THE

AUDIT COMMITTEE

HELD ON  18 APRIL 2007 

                                                                                                                                                                                                       

AUC.20/07
USE OF RESOURCES 2006/07
The Director of Corporate Services (Mrs Brown) submitted Report CORP.02/07 providing details of the draft results/feedback of Carlisle’s 2006/07 Use of Resources Assessment, together with actions required to address the Audit Commission feedback and future reporting arrangements.

The Audit Manager – Audit Commission (Mr McGahon) outlined the contents of the Audit Commission’s Use of Resources (UOR) assessment which gave the Council an overall score of level 2. The assessment recognised the improvements made in the last year and, in particular, noted improvement in respect of the Council’s financial standing.

Mr McGahon advised that the scale for assessments and inspections was graded from 1 to 4.  Although the overall score for Use of Resources was 2 (Only at minimum requirements – adequate performance), there were elements within Financial Standing theme which had been assessed at Level 3 (Consistently above minimum requirements – performing well).  He stated that there may be individual elements which are moving towards a level 3, but because all the criteria had not been met these have been assessed this year as level 2.  He provided a comparison of scores for each of the theme and sub themes with scores for 2005.  

A Member suggested that the use of “+” and “-“, .i.e scores of 2+ plus or 3- minus may be helpful in establishing if improvements had been made since last year.  Mr McGahon responded that the only scores used by the Audit Commission are 1, 2, 3 and 4 and all criteria within a level have to be met before that score is achieved.

Mr McGahon then set out the key findings and conclusions and the Key Lines of Enquiry (KLOE) improvement opportunities for each of the following themes:

(a) Financial Reporting

(b) Financial Management

(c) Financial Standing

(d) Internal Control

(e) Value for Money.

Mr McGahon then commented on the new criteria which will be used by the Audit Commission in 2006/07 assessment.  He highlighted the criteria which will have “must have” status for the next assessment and stated that all these criteria must be met by the next assessment.

In considering and scrutinising the Audit Commission’s Use of Resources Report Members made the following comments and observations:

(a) The overall Level 2 score for 2006/07 was the same as the score for 2005, but Members recognised that there had been improvement as the criteria against which the assessment was made were more challenging. Mr McGahon agreed that the criteria had been more challenging and also recognised that although only the financial standing had shown an improvement, individual elements within these themes had improved.

(b) KLOE 2.2  - The Council manages Performance Against Budgets - A Member commented that bank reconciliation is now conducted on a monthly basis and queried how this could have been further improved.  

Mr McGahon responded that traditional format bank reconciliation arrangements were now in place on a monthly basis but that for much of the previous year this had been done retrospectively.  In order to show an improvement for the next assessment the Council would have to demonstrate that arrangements for a traditional format bank reconciliation on a monthly basis were embedded into the organisation and were conducted as soon after the month end as possible.

(c) KLOE 4.3 – The Council has arrangements in place that are designed to promote and insure probity and propriety in the conduct of its business - A Member queried whether the Audit Commission was saying that the Council was deficient in terms of combating fraud and asked for any specific improvements the Council could take on board.  

Mr McGahon responded that the City Council was undertaking a variety of different pieces of work in relation to combating fraud.  An improvement would be to pull all these pieces of work together to clarity how the Council was addressing a range of different frauds.  This would allow the Council to identify and address any gaps.

The Head of Revenues and Benefits Services (Mr Mason) advised that Officers were working on a Counter-fraud Strategy which would pull together all the current policies covering fraud.  This would help Officers to identify any gaps and address these as necessary.  In addition to developing this specific Policy/Strategy there would also be a need to look at the culture of the Authority in relation to the recognition and addressing of fraud.

(d) Paragraph 4 of the Use of Resources Report – A Member referred to the requirement for arrangements to be “embedded” and he queried the time scale for judging that an arrangement was embedded in the Council.

Mr McGahon advised that there were no set timescales for embedding.  The Audit Commission assess whether arrangements had been operating consistently with clear outputs and were having an impact.

Mr McGahon advised that the Audit Commission’s assessments reported to date used information up to January 2007, but this arrangement was now changing so that information in future assessments would only be assessed up until the end of March in the previous year (i.e. 10 months less).  The Council was in the process of introducing a number of improvements which would take some time to become embedded.  He warned Members that because of the change in the assessment timetable next year’s 2007 assessment and score may not reflect these improvements.  These improvements should be reflected in the assessment for the following year (2008). 

(e) New Criteria for 2006/07 Assessment – KLOE 2.2 – The financial performance of significant partnerships is reviewed.

In response to a Member’s question about whether Committee Members could have a list of the Partnerships in which the Council is involved, Mrs Brown undertook to provide Members with a copy of the new Partnership Policy which set out what the Council does in terms of partnership arrangements.

Mr Mason added that the Partnership Policy had been re-vamped, training was being undertaken and documentation was provided on risks, business cases and agreements for each individual partnership arrangement.  Targets would be set and performance would be assessed against the targets.  It was anticipated that this would be monitored by the Corporate Resources Overview and Scrutiny Committee and reported on an exceptions basis.  A Member commented that the Overview and Scrutiny Committee should have the opportunity to monitor all partnerships, not just on an exceptions basis.

(f) New Criteria for 2006/07 Assessment – KLOE 2.3 – “A Member has been allocated portfolio responsibility for asset management and local performance measures in relation to assets have been developed.”  A Member queried whether this arrangement was in place.  Ms Brown responded that it was part of the Finance and Performance Management Portfolio and had been so since May 2006.

(g)
A Member emphasised the importance of having a comprehensive and adequate training programme for Members of the Audit Committee given the number, variety and complexity of the reports considered by the Committee.  Mrs Brown responded that it was important for Members to be adequately trained to provide enough understanding to carry out the work of the Audit Committee, but that the problem would be establishing the appropriate level of training.  Mr McGahon commented that this was further complicated by the complexity of accounts and the changes in accounting requirements.  

The Town Clerk and Chief Executive (Ms Mooney) advised that the Member Learning and Development Group were currently looking at this issue and she emphasised the importance of Members making Officers aware of their training needs.  Officers were looking at best practice in other Local Authorities and other organisations in trying to assess the best way of meeting Members’ training needs.

(h) 
Financial Reporting 

A Member referred to the “non trivial errors” and sought clarification of this phrase.  Mr McGahon responded that the Audit Commission uses three categorisations of various errors namely:

· Material errors  - which are so fundamental that unless they are adjusted the accounts would be qualified;

· Trivial errors which are small in value and have no real impact; and

· Non-trivial errors which are in between these other categories.

He advised that there were no set values for categorising errors and there were a number of reasons for errors which are taken into account when assessment and determination is made.

Mrs Brown added that it would be helpful for the Council if the Audit Commission when identifying errors could provide a categorisation for each error.  As categorisation of errors is not based on value it is a matter of judgement by the Audit Commission.

Members referred to discussions in previous years on an “error” in relation to the Millennium Scheme and queried why it seemed to have taken a number of years for this to have been identified.  Mr McGahon responded that he understood that this had been in relation definitions of revenue and capital and it may have been an ongoing issue which had a cumulative affect which was identified after two to three years.  Mrs Brown added that the Millennium Scheme issue had been resolved and it had been established that no error had been made in the accounts.

(i) The criteria for 2006/07 Assessment KLOE 1.1 – “Requests for Information from Audit are dealt with promptly”.

In response to a query about the definition of “promptly”,  Mr McGahon responded that the response time would depend on the complexity of the issue or the information being requested.  He anticipated that when requests for information were made by Audit, clear timescales would be set.  In addition, fortnightly meetings had been arranged between City Council Officers and the Audit Commission in relation to the final accounts and this should assist in the dealing with requests for information.

Mr Mason then drew Members’ attention to an updated Action Plan detailing areas for further improvement as required to move to a level 3 UOR assessment and setting out the actions Officers would undertake to achieve these improvements.  The Action Plan had been based on the Audit Commission’s UOR feedback 2006/07 and new more challenging tests to be introduced in 2007/08.

Mr Mason outlined the main areas of risk of not achieving a level 3 assessment, stating that providing current progress was maintained, the Council was well placed to move to level 3 “performing well” in respect of financial reporting, financial management and internal control by 31 March 2008.  However, because of the new Audit Commission deadline for measuring improvements of 1 April 2007, such progress would be unlikely to be recognised until the 2008/09 UOR Assessment.

The Corporate Resources Overview and Scrutiny Committee on 12 April 2007 (CORS.41/07) had noted the report and a minute excerpt was submitted.

RESOLVED – That the Level 2 2006/07 Use of Resources Report and feedback and the resulting Action Plan be noted.







