AUDIT COMMITTEE

TUESDAY 23 JANUARY 2007 AT 10.00 AM

PRESENT:
Councillor Mrs Mallinson (Chairman – until 11.45 am), Councillors S Bowman (as substitute for Councillor Mrs Parsons), Lishman,  Stockdale (from 10.40 am), Stothard and Tweedie

ALSO

PRESENT:
Councillor Jefferson - Finance and Performance Management



Portfolio Holder


Mr Mark Heap – District Auditor and Relationship Manager (until 11.05 am)


Mr Richard McGahon – Audit Manager


Ms Pam Duke – IPF Training Ltd


Councillor Mrs Fisher - observer



Councillor Mrs Bowman - Economic Development and Enterprise Portfolio Holder attended part of the meeting (from 11.47 am)

AUC.1/07
WELCOME
The Chairman welcomed all those present and, in particular, Mr Richard McGahon, Audit Manager for Carlisle City Council, to his first meeting of the Committee.

The Chairman indicated that she and appropriate Officers would meet with Mr McGahon to discuss the way forward on audit issues.

AUC.2/07
APOLOGIES FOR ABSENCE

Apologies for absence were submitted on behalf of Councillor Mrs Parsons and Councillor Stockdale whose arrival at the meeting would be delayed.

AUC.3/07
DECLARATIONS OF INTEREST

Councillor Mrs Mallinson declared personal interests in accordance with the Council’s Code of Conduct in respect of –

· Agenda item A.3 – Corporate Risk Management and, in particular, any reference to the Carlisle Northern Development Route.  The interest related to the fact that Councillor Mrs Mallinson was a Member of Cumbria County Council.

· Agenda item A.9 – 3 Year Financial Management Improvement Plan Progress Report and, in particular, any reference to the Local Government and Public Involvement in Health Bill.  The interest related to the fact that Councillor Mrs Mallinson was a Non-Executive Board Member of the Acute Health Service North Cumbria Trust.

AUC.4/07
AGENDA
The Chairman stated that she would require to leave the meeting at 11.45 am and therefore suggested that Agenda item A.1 – A Toolkit for Local Authority Audit Committees be taken as the last item of business.

RESOLVED – That the above course of action be agreed.

AUC.5/07
MINUTES

RESOLVED – That the Minutes of the meetings of the Audit Committee held on 22 November and 12 December 2006 be agreed as a true record of the meetings and signed by the Chairman.

AUC.6/07
MINUTES OF CORPORATE RESOURCES OVERVIEW AND SCRUTINY COMMITTEE
RESOLVED – That the Minutes of the meeting of the Corporate Resources Overview and Scrutiny Committee held on 7 December 2006 be noted.

AUC.7/07
CORPORATE RISK MANAGEMENT

Councillor Mrs Mallinson (Chairman), having declared a personal interest, remained within the meeting room and took part in discussion on the matter.

The Director of Corporate Services (Mrs Brown) presented report CE.08/07 providing Members with a copy of the latest Corporate Risk Register report submitted to the Corporate Resources Overview and Scrutiny Committee on 11 January 2006 (CE.05/07 refers).

Members were asked to note that sound governance arrangements in respect of Risk Management were in place and continued to be adhered to in accordance with the Council’s Risk Management Policy.  

Members then gave consideration to the Corporate Risk Register, commenting as follows:

(a) Members were appreciative of the fact that changes in the status of risk and current action status/control strategy were highlighted in red which made those aspects easier to understand.

(b) Mrs Brown reported that, following a meeting scheduled for 1 February 2007, feedback on the Use of Resources assessment would be provided.

(c) Members wished to have sight of the Carlisle Renaissance Progress Report submitted to the Corporate Resources Overview and Scrutiny Committee on 11 January 2007 (Report CE.06/07 refers).

(d) In response to a question, Mrs Brown advised that preparation of the Medium Term Financial Plan would commence earlier for the 2007/08 process, with the Plan going through the Committee process in May before submission to Council for approval.  The current three year projections were already set out in the Budget.  She added that the Pay and Workforce Strategy and the Comprehensive Spending Review were the biggest risks at the moment.

(e) Members noted that the shape of Local Government as a result of the White Paper had been identified as a new risk which would be picked up in time for the next report to Committee.

(f) Referring to Risk 17 – Health and Safety Management, the Finance and Performance Management Portfolio Holder considered it sensible to incorporate developing local performance indicators within the Council’s performance management reports to the Corporate Resources Overview and Scrutiny Committee.

(g) Members noted that rising energy/fuel costs had been identified as a new risk and that it had been built into the Budget process.

(h) Members were in agreement with Risks 20 (failure to adopt consistent and effect Project Management procedure); 21 (failure to comply with New Emergency Planning procedures under Civil Contingencies Act) and 24 (Flood restoration works) being removed from the Corporate Risk Register.

(i) A Member stated that there were clear links between Risk 23 (Shared Services) and Risk 11 (Shape of Local Government as a result of the White Paper) and she would like to see that reflected in the Corporate Risk Register.

RESOLVED – (1) That, subject to the issues raised by Members as detailed above, it be noted that sound governance arrangements in respect of Risk Management are in place and continue to be adhered to in accordance with the Council’s Risk Management Policy.

(2) That progress report CE.06/07 on Carlisle Renaissance be circulated to the Committee.

AUC.8/07
AUDIT SERVICES PROGRESS REPORT

The Head of Audit Services (Mr Beckett) presented report CORP.71/06 summarising the work carried out by Audit Services since the previous report to Committee on 25 September 2006.

Appended to the report were the Final Reports on the Audit of Pollution Control and Contaminated Land, and the Audit of the Customer Contact Centre.  In addition, details of the follow‑up Reviews undertaken since the previous meeting were provided.

There were no outstanding issues from any of the follow-up reviews, the Statement of Internal Control, nor were there any other emerging issues which required to be brought to Members’ attention.

Members recognised that a considerable amount of work had gone into the paper and thanked Mr Beckett for submitting what was a very good report.

RESOLVED – That report CORP.71/06 be received.

AUC.9/07
ACTION PLANS – STATEMENT ON INTERNAL CONTROL AND CODE OF CORPORATE GOVERNANCE

The Head of Audit Services (Mr Beckett) presented report CORP.72/06 appraising Members of the requirement for the authority to produce Action Plans relating to the Statement of Internal Control and Code of Corporate Governance.

Action Plans covering those areas were attached at Appendices A and B to the report.

Mr Beckett requested that Members note the Action Plans and the current position relating to each of the areas identified.  Issues arising from the Action Plans would be fed into the Council’s overall Improvement Plan.

Discussion arose, during which Members raised the following questions and observations:

(a) In response to a question, Mr Beckett and the District Auditor and Relationship Manager (Mr Heap) advised that generally people were awaiting receipt of the final version of the “Good Governance in Local Government” document.

(b) Referring to item 2, the Director of Corporate Services reported that Directors were responsible for ensuring that Job Descriptions were addressed and up‑to‑date.   Referring to item 6 (control risk self assessment), the Director said that there may be resource implications and risks associated therewith.

Mr Beckett undertook to report on that aspect to a future meeting of the Committee.
 

(c) The Finance and Performance Management Portfolio Holder stated that he reported any difficulties in respect of Performance Management via his report to Council.  Mr Heap considered that to be a useful course of action.

(d) The Director of Corporate Services informed the Committee that the problems associated with the Bank Reconciliation were now fully resolved and Officers were awaiting sign off by the external Auditors.

Mr Heap said that, although he must reserve judgement until he had looked into the matter, if that was the position then he welcomed it.

Members expressed their thanks to the Director of Corporate Services and her staff, and also to the Auditors for the considerable amount of work undertaken on the Bank Reconciliation.


RESOLVED – (1) That the Statement on Internal Control and Code of Corporate Governance Action Plans be noted, together with the current position relative to each of the areas identified.

(2) That the Director of Corporate Services report on progress in respect of Control Risk Self Assessment to a future meeting of the Committee.

AUC.10/07
REVIEW OF EFFECTIVENESS OF THE SYSTEM OF INTERNAL AUDIT

The Head of Audit Services (Mr Beckett) presented report CORP.73/06 appraising Members of the requirement for the authority to undertake a review of the effectiveness of the system of Internal Audit.

The Accounts and Audit (Amendment)(England) Regulations 2006 did not contain guidance as to who should undertake the review, nor on what basis it should be undertaken.  However, Members may wish to assist their process of understanding of the review by carrying out one (or a combination) of the following:

· An external review;

· Self-assessment of Internal Audit;

· Use of relevant Performance Indicators

Mr Beckett considered that the best approach for the authority was to use a combination of the self-assessment and the performance indicators.  If that approach was agreed by Members the Annual Report for Audit Services would be expanded to include all of that information, thus enabling Members to form their opinion of Audit Services’ effectiveness and to make any recommendation for improvement.

The Audit Manager (Mr McGahon) considered self‑assessment of internal audit to be a good idea, but cautioned against doing that as a ‘one‑off’ exercise.  He suggested rather that the exercise could be undertaken on a six monthly basis, linked in with the monitoring reports.

Mr Beckett responded that he already prepared reports to Committee on a quarterly basis, but could report more fully every six months (including details of any emerging problems for internal Audit).

The Finance and Performance Management Portfolio Holder was happy with the course of action suggested so long as it satisfied external Audit.

RESOLVED – That, in order to meet the requirements of the Accounts and Audit (Amendment)(England) Regulations 2006 relating to the effectiveness of Internal Audit, the course of action identified above be agreed.

AUC.11/07
STATEMENT OF ACCOUNTS 2005/06 – OUTSTANDING UNCERTAINTIES TO BE ADDRESSED IN 2006/07
The Chief Accountant (Miss Taylor) presented report CORP.80/06 providing details of a small number of errors and uncertainties identified by the Audit Commission as part of the audit of the 2005/06 Statement of Accounts.  The errors and uncertainties did not materially affect the financial statements presented and therefore had not been adjusted as part of the 2005/06 audit process.

Members were asked to note and comment on the actions outlined in the report to address the concerns of the Audit Commission in respect of the unadjusted errors and uncertainties identified as part of the 2005/06 Statement of Accounts audit.   The Director of Corporate Services added that it was very useful to have such information available at that early stage of the audit.

Discussion arose, during which the following issues were raised:

(a) The Finance and Performance Management Portfolio Holder sought and received clarification on the issue of classification of capital spending in the balance sheets.

(b) Referring to Section 2.6 – Deposits on Long-term Leases, a Member noted that the amounts received in respect of long-term leases could be classed as capital receipts, but only after legal completion took place.  She questioned what would happen if a problem arose with the leasing arrangements.

Mr Heap, District Auditor and Relationship Manager undertook to investigate the point raised, the response to which could be reported back by the Audit Manager at the meeting to be arranged with the Chairman and Officers.  He further welcomed submission of what was a very useful report.

(c)
Referring to Section 2.3 – Asset Classification, the Finance and Performance Management Portfolio Holder noted that the CIPFA Statement of Recommended Practice (SORP) stated that a community asset must meet two basic requirements
.  He considered that the requirements were difficult to understand and therefore constituted difficult definitions.

RESOLVED – (1) That the actions to address the unadjusted errors and uncertainties raised by the Audit Commission, as set out in paragraph 3 of report CORP.80/06, be noted. 

(2) That the District Auditor and Relationship Manager be requested to respond to the issue identified at point (b) above.

AUC.12/07
SORP 2006 - ACCOUNTING POLICIES AND REVISIONS TO THE 2006/07 STATEMENT OF ACCOUNTS

The Chief Accountant (Miss Taylor) presented report CORP.77/06 the purpose of which was to inform Members of revisions to the format of the 2006/07 Statement of Accounts due to the implementation of the 2006 Statement of Recommended Practice (SORP).

Members were also invited to consider a set of draft Accounting Policies for inclusion within the 2006/07 Statement of Accounts.

The District Auditor and Relationship Manager (Mr Heap) advised that he had not reviewed the Statement of Accounting Policies in detail, but would do so following publication of the new practitioner guidance notes.

Seminars for Accountants and Finance staff had been arranged as follows and it was his hope that City Council staff would be in attendance at one of the events:

· 1 February 2007 – Newcastle

· 22 February 2007 – Lancaster

· 1 March 2007 – Bolton.

The Audit Manager (Mr McGahon) added that it was encouraging to note that the process was being addressed now, rather than being left until the accounts were produced.

The Director of Corporate Services (Mrs Brown) had made representations to CIPFA expressing concern that the final proposals had yet to be issued.  It was, however, hoped that finance staff would attend the Seminar in Lancaster on 22 February 2007 as it was unlikely that the detailed CIPFA guidance would be available for the seminar on 1 February.

In response to a question, Mr Heap said that the impact of the requirement to reflect gains and losses on the sale of assets in the net operating costs of the Council would vary considerably across different local authorities.

Referring to section (b)(i) – Statement of Accounts, a Member queried whether training would be provided to assist the Committee in understanding the effect of the proposals and in undertaking its monitoring role.  Mrs Brown replied that the intention was to provide a further training session for Members in April 2007 when the restated 2005/06 Accounts would be available if required.

In conclusion, Mr Heap welcomed the submission of the report.   The closure process started now and it was his intention to talk in detail with Officers with a view to avoiding difficulties further down the line.

The Chairman then thanked Miss Taylor for her work in providing the report.

RESOLVED – (1) That the changes to the Statement of Accounts required by the Statement of Recommended Practice (SORP) be noted.

(2) That the draft Accounting Policies, as outlined in Appendix 1 to report CORP.77/06, be approved for inclusion within the 2006/07 Statement of Accounts.

AUC.13/07
3 YEAR FINANCIAL MANAGEMENT IMPROVEMENT PLAN – PROGRESS REPORT

Councillor Mrs Mallinson (Chairman), having declared a personal interest, remained within the meeting room, and took part in discussion on the matter.

The Director of Corporate Services (Mrs Brown) presented report CORP.82/06 setting out progress made in delivering the outcomes as set out in the 3 Year Financial Management Improvement Plan since 20 November 2006.

Significant progress had been made in:

1. Preparation work to inform the review of the financial services function;

2. Improved forecasting of likely under/overspends; and

3. Closure of Accounts/Financial Reports.

Responding to the Local Government and Public Involvement in Health Bill  would also absorb significant management (corporate) and finance resources over the next six months, which would hinder progress in meeting the very ambitious Financial Management Improvement Plan timetable.  Some of the longer term improvements noted in the Plan  might be overtaken by events.

Mrs Brown suggested that the next progress report to the Audit Committee be timetabled for 22 June 2007 to reflect the workload involved in both the closure of the 2006/07 Accounts and the Local Government Bill.  At that time the Use of Resources feedback for 2006/07 would be available and incorporated into the Improvement Plan.

Referring to section 2.2 of the Financial Management Improvement Plan, a Member questioned whether the use of temporary resources was an expensive method of obtaining accountancy expertise.

In response Mrs Brown referred to difficulties experienced in the past in recruiting staff who had the necessary level of financial expertise.   The risk to the Council should those temporary resources not be available was high until a more permanent solution could be found.

The District Auditor and Relationship Manager stated that it was important that staff workloads and resources were assessed since that was a risk to the Council given the difficulties with achieving an audit opinion by the due date.

RESOLVED – (1) That progress made in delivering the 3 Year Financial Management Improvement Plan since 22 November 2006 be noted.

(2) That it be noted that the next progress report would be submitted on 22 June 2007 for the reasons outlined.

The meeting adjourned at 11.05 am and reconvened at 11.10 am.

AUC.14/07
CHAIRMAN FOR THE MEETING
The Chairman indicated that she required to leave the meeting at 11.45 am and, in the absence of the Vice-Chairman, sought the nomination of a Member to Chair the remainder of the meeting.

RESOLVED – That Councillor Stockdale be appointed to Chair the meeting following the departure of the Chairman.

AUC.15/07
A TOOLKIT FOR LOCAL AUTHORITY AUDIT COMMITTEES
Ms Pam Duke, Associate, IPF Training Ltd was in attendance at the meeting to facilitate a seminar for elected Members on using CIPFA’s Audit Committee Toolkit.

Copies of the course objectives, A Toolkit for Local Authority Audit Committees and the first draft of the Self-Assessment Checklist had been circulated to Members prior to the meeting.   In addition, copies of Ms Duke’s presentation slides were tabled.

Ms Duke introduced herself to the Committee and outlined her previous professional experience.

She then gave a presentation, including a brief reminder of why the Council had an Audit Committee; an update of the latest corporate governance requirements; an introduction to the CIPFA Audit Committee Toolkit; and an opportunity for the Committee to assess itself against the Toolkit’s checklist and discuss how it would manage areas of weakness.

Ms Duke suggested that Members go through the Self‑assessment Checklist with a view to identifying areas where further work was required.

Discussion arose, during which Members raised the following questions and observations:

(a) The Finance and Performance Management Portfolio Holder felt that lessons could be learnt from the process which Overview and Scrutiny had gone through since its establishment.  The Chairman of the Audit Committee did not report to Council in the same way as the Chairmen of Overview and Scrutiny which may affect the status of the Committee.

In response the Chairman considered that there was cross‑party recognition of the importance of the Audit Committee to the authority.   Both she and the Finance and Performance Management Portfolio Holder had taken ownership of the Committee and benefited from the advice and support of senior Officers.

Ms Duke advised that one issue for the Committee was how it reviewed its effectiveness and the submission of reports to the City Council could be part of that.

The Chairman indicated that she would be happy to report to Council.

(b) Referring to control strategies, a Member asked whether the Committee should be considering the Value for Money judgement, rather than the mechanics thereof, and whether that should be included within the checklist.

The Audit Manager (Mr McGahon) advised that, in his experience, certain bodies e.g. the Probation Service had assessed themselves against each criteria.

Ms Duke said that many local authorities had struggled with boundary management.  Importantly, the Committee had to be satisfied that issues were being addressed effectively within the authority rather than undertaking the detailed work itself.

She suggested that an interesting exercise may be for the Committee to undertake a risk assessment of what prevented it from being effective.  The use of Performance Indictors could assist in measuring effectiveness.

The Chairman left the meeting at 11.45 am.

Councillor Stockdale in the Chair.

The Committee then gave detailed consideration to the Audit Committee Self‑Assessment Checklist raising the following main points:

1. A Member asked how often the Committee should assess its own effectiveness.

Mr McGahon said that the number of Audit Committees established in Local Government had increased greatly over the past 12 months and many were still assessing what they did.   Issues remained around Agenda management and Member/Officer engagement.  He considered an annual assessment to be quite legitimate.

Ms Duke added that the Committee could set performance measures to emphasise how it had performed.  Comparative data could be included over time as Audit Committees developed.

The Director of Corporate Services (Mrs Brown) asked whether other bodies e.g. the Health sector had gone through an assessment process and Mr McGahon undertook to look into that aspect.

Ms Duke indicated that she could also forward performance information from an IPF perspective.

2. The Finance and Performance Management Portfolio Holder was concerned at the level of knowledge which Members required to have in order to undertake their role on the Audit Committee.

In response, Ms Duke said that provided a number of Members had financial knowledge the Committee could undertake its role effectively.   The issue of co‑option could be considered as a way of gaining expertise or, alternatively, one Member could take on that role.

She added that training would be provided so that Members were informed and could challenge effectively.  It was important that Members were honest and asked for explanations where necessary.  A Skills Audit may also be a useful way forward.  

Mrs Brown said that that latter point could be referred to the Member Learning Group.

3. It was noted that action was required on the adoption of a “Managing the Risk of Fraud – Actions to Counter Fraud and Corruption?”.

Mrs Brown indicated that a report could be brought before Members on the matter.

4. Members stressed the need for the Committee to satisfy itself that the system of internal control operated effectively.

In response, Ms Duke advised that the easiest manner by which the Committee could satisfy itself was to have an understanding of and confidence in the process and how it had been managed.

5. A mechanism required to be put in place to keep the Audit Committee aware of topical legal and regulatory issues.

6. Mrs Brown advised that provision existed within the Committee’s Terms of Reference to enable external Auditors to present and discuss their Audit Plans and Strategy with the Committee.

Ms Duke added that some authorities had built that into the Audit Committee’s annual timetable.

Mr McGahon felt that co‑operation between Internal and External Audit was very important in terms of identifying issues and he anticipated discussing those with the Head of Audit Services.

The term “material” audits had appeared over the past 15 years and he would expect Internal and External Audit to be familiar the definition thereof.  ISA notes placed onerous requirements on External Audit.

If the issue was around liaison then that could be addressed.

The Head of Audit Services added that the Carlisle floods had clarified “business critical systems” for the Council.

Ms Duke said that a question for Members was have External Audit commented on the Audit Plan as part of the review process?  Mrs Brown replied that both the External and Internal Audit Plans would be submitted to the April 2007 meeting so that the Committee could satisfy itself that co‑operation had taken place.

7. A Member commented that there should be a formal process for the submission of “any other business”.

The Director of Legal and Democratic Services advised that there was no provision for “any other business”, with all items being disclosed on the Agenda.  The Chairman may, however, admit emergency business in accordance with the provisions of the Local Government Act 1972.

8. Mr McGahon indicated that other Audit Committees produced a one page Action Sheet detailing the actions emanating from particular meetings.

Mrs Brown replied that responsibility for various actions was clearly set out in the Minutes of the meetings.

The Chairman thanked Ms Duke for her interesting and informative presentation.

RESOLVED – That the Director of Corporate Services be requested to take on board the issues identified by Members as detailed above.

[The meeting ended at 12.40 pm]

