AUDIT COMMITTEE

WEDNESDAY 18 APRIL 2007 AT 10.00 AM

PRESENT:
Councillors Dodd (as substitute for Councillor Mrs Mallinson),  Lishman, Mrs Parsons, Stockdale, Stothard and Tweedie 

ALSO

PRESENT:
Mr Richard McGahon – Audit Manager

In the absence of the Chairman, Councillor Mrs Parsons (Vice-Chairman) took the Chair.

AUC.16/07
APOLOGIES FOR ABSENCE

Apologies for absence were submitted on behalf of Councillor Mrs Mallinson (Chairman), Councillor Hendry, Councillor Jefferson (Finance and Performance Management Portfolio Holder), Mr Heap (District Auditor and Relationship Manager), the Deputy Chief Executive, and the Director of Legal and Democratic Services.

AUC.17/07
DECLARATIONS OF INTEREST

There were no declarations of interest affecting the business to be transacted.

AUC.18/07
MINUTES

The Audit Manager (Mr McGahon) indicated that he would, as requested, report back on issues raised at the last meeting of the Committee on 23 January 2007 as follows –

(i) A Member had raised the issue of deposits on long-term leases and questioned what would happen should a problem arise with the leasing arrangements.  (Minute AUC.11/07 referred)


Mr McGahon advised that there was ‘no one size fits all’ answer and each lease would require to be viewed on its particular merits.  For example, if a company made a non‑refundable deposit and failed to complete upon the lease the Council may treat that sum as a revenue receipt.  Alternatively, in other circumstances, if the Council failed to complete it may require to return any deposit and pay compensation.


Presently the Council held such sums as an income advance which was acceptable.

(ii)
In response to discussions during the Committee’s consideration of a Toolkit for Local Authority Audit Committees and the Self-Assessment Checklist (Minute AUC.15/07 referred), Mr McGahon tabled a sample Audit Committee Evaluation Form which comprised a simple format to assist the Committee in looking at the effectiveness of its meetings.  The form was used by the Probation Service and Members may wish to consider whether and how they used it.

RESOLVED – (1) That the Minutes of the meeting of the Audit Committee held on 23  January 2007 be agreed as a true record of the meeting and signed by the Chairman.

(2) That the responses provided by the Audit Manager be noted.

AUC.19/07
MINUTES OF CORPORATE RESOURCES OVERVIEW AND SCRUTINY COMMITTEE
RESOLVED – That the Minutes of the meetings of the Corporate Resources Overview and Scrutiny Committee held on 11 January, 22 February and 12 April 2007 be noted and received.

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.

AUC.21/07
ANNUAL AUDIT AND INSPECTION LETTER 2006/07

The Director of Corporate Services (Mrs Brown) submitted Report CORP.12/07 attaching the final Annual Audit and Inspection Letter for 2006/07 received on 4 April 2007.

Mr McGahon outlined the contents of the Annual Audit and Inspection Letter providing an overall summary of the Audit Commission’s Assessment and highlighting main messages for the Council in relation to:

(a)
Council performance;

(b)
Accounts;

(c)
Use of Resources; and

(d)
Actions needed by the Council.

He added that there had been a number of positive aspects, developments and areas of challenges for the Council.

Mrs Brown outlined the response of the Senior Management Team to the following key actions required by the Council :

(1)
Ensuring that the 2006/07 Accounts submitted for Audit are presented fairly and contain only minimal errors.

(2)
Ensuring that policies and services respond to varying levels of need or access to services for particular groups or localities.

(3)
Evaluating the capacity of the Council and its partners to deliver against key strategies over the medium and longer term.

(4)
Maximising the best use of available resources by challenging areas of continual underspending and assessing the impact of slippage on the capital programme on the delivery of corporate objectives.

RESOLVED – That the Annual Audit and Inspection Letter and the actions being taken to address the improvements required be noted.

AUC.22/07
AUDIT COMMISSION WORK PROGRAMME 2007/08
The Audit Manager advised that the Audit Commission’s Work Programme for 2007/08 was not yet available, but would be reported to the June 2007 meeting of the Committee.

RESOLVED – That the position be noted.

AUC.23/07
AUDIT COMMITTEE – DRAFT PROGRAMME OF WORK 2007/08

The Director of Corporate Services (Mrs Brown) submitted report CORP.3/07 providing Members of the Audit Committee with a proposed timetable of meetings and issues to be considered at each meeting.

Details of training/presentations provided to the Committee during 2006/07 were also provided.  The training requirement for 2007/08 had been referred to the Member Learning and Development Group and recommendations would be made in due course.

A Member noted that in the past the Agenda for the Committee consisted mainly of issues raised by Officers.   He had a number of issues which may be appropriate for discussion at future meetings and suggested that Members may wish to undertake a ‘brainstorming’ session to identify potential issues. Another Member said that the composition of the Committee may well change following the Elections and it would therefore be prudent to consider the matter at the first meeting of the new Municipal Year.

Mrs Brown added that the information contained within her report was based on best practice but clearly Members could also raise issues.  The report would be submitted to the Committee again should its membership change.

RESOLVED – (1) That the content of report CORP.3/07 be noted. 

(2) That Members would give consideration to the programme of work for the Committee during 2007/08 at the first meeting of the new Municipal Year.

AUC.24/07
STRATEGIC AUDIT PLAN AND AUDIT PLAN FOR 2007/08

The Head of Audit Services (Mr Beckett) submitted report CORP.4/07 providing details of the updated Strategic Audit Plan and the proposed Audit Plan for 2007/08.

Mr Beckett referred Members to the Risk Assessment Model (entitled ‘Audit Risk Assessment – Strategic Risk Based Plan’) which had been updated based on known changes to procedures, findings arising from Audit Reviews, etc.  

The revised Risk Assessment Model was also attached for Members’ information.   Whilst still in effect an Audit Plan, that approach did not envisage coverage of all audit areas over any pre‑determined period.  Instead, the model was dynamic by identifying the risk areas which could be addressed on any given time‑scale, depending on the number of Audit staff available, ad‑hoc demands, etc.  Where possible, Audit Reviews had been grouped together to develop a ‘theme-based’ approach.  

Mr Beckett added that, although the ‘material reviews’ had been included in the model for the sake of completeness, those reviews would be undertaken regardless of their ‘risk-score’ as they were required by the Audit Commission on an annual basis.

In response to a Member’s question Mr Beckett confirmed that, based upon staff availability, he was satisfied that sufficient staff resources were in place to enable the material reviews and high risk areas to be undertaken. 

RESOLVED – (1) That the revised Audit Risk Assessment (Strategic Risk Based Plan) attached at Appendix A to report CORP.4/07 be endorsed and submitted to the City Council for approval.

(2) That the Internal Audit Plan for 2007/08 attached at Appendix B to the report be approved.

(3) That the revised Risk-Assessment Model attached at Appendix C to the report be noted.

AUC.25/07
ACTION PLANS – STATEMENT ON INTERNAL CONTROL AND CODE OF CORPORATE GOVERNANCE

The Head of Audit Services (Mr Beckett) presented report CORP.5/07 appraising Members of the requirement for the authority to produce Action Plans relating to the Statement on 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.

RESOLVED –  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.

AUC.26/07
AUDIT SERVICES PROGRESS REPORT

The Head of Audit Services (Mr Beckett) presented report CORP.6/07 summarising the work carried out by Audit Services since the previous report to Committee on 23 January 2007.

Appended to the report were the Final Reports on the Audits of Community Safety; Creditors; Main Accounting System and Budgetary Control; Planning Services Income; Housing and Council Tax Benefits; Cash Collection and Income Management; Council Tax; Debtors; Fixed Assets; External Grant Funding; National Non-Domestic Rates; Payroll; and Treasury Management.  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.

RESOLVED – That report CORP.6/07 be accepted and received.

AUC.27/07
YOUR BUSINESS AT RISK – AUDIT COMMISSION REPORT
The Head of IT Services (Mr Nutley) submitted report CORP.13/07 containing an assessment carried out by the Audit Commission on the Council’s awareness of and preparedness to respond to the risk posed to its information and business computer systems.

It was pleasing to note that the arrangements the ICT Unit had put in place around the Council’s ICT facilities and services had scored ‘above average’.  There was, however, no room for complacency since some areas for improvement had been identified.

Mr Nutley drew attention to an Action Plan which had been developed to address those areas (Appendix 2 refers), commenting that the actions proposed would be agreed with the Audit Commission in follow up meetings.

The Audit Manager (Mr McGahon) noted that certain of the recommendations contained within the Action Plan had not yet been agreed e.g. around the ICT Security Policy, Anti Fraud Strategy and password control.

In response, Mr Nutley advised that certain of those issues were not within his remit and were the subject of ongoing discussions with HR which was why they had not yet been agreed.  The Council’s ICT Security Policy required updating and a Project Team was working on the Policy with a view to addressing any new risks, the process in respect of which would be lengthy.

An assessment of the appropriateness of the implementation of forced password changes would be carried out during the formulation of the new Council ICT Security Policy.

Mr McGahon felt that a monthly or quarterly prompt to change passwords would give added security.  Mr Nutley considered that a balance was required between ensuring security and usability since, for example, staff who used multiple systems would require multiple passwords.  The matter would be discussed with the Audit Commission.

RESOLVED – That the report be received.

AUC.28/07
CORPORATE RISK REGISTER

The Director of Corporate Services (Mrs Brown) presented report CE.21/07 containing the latest quarterly update of the Corporate Risk Register submitted to the Corporate Resources Overview and Scrutiny Committee on 12 April 2007.

Changes in the scored status of risk were shown by a symbol in the movement column and, during the last quarter, the current action status/control strategy sections had been addressed and the scoring of certain risks amended accordingly.

Details of the feedback received from the Peer Review and Use of Resources Review undertaken recently were provided, both of which were fairly positive.

In response to a question concerning risk no. 4 – potential loss of VAT reclaimed, Mrs Brown said that the matter had been raised as a new risk because the Council was approaching the 5% limit.  The situation was being fully analysed and a number of mitigation measures could be taken if a problem arose.  A full analysis of the current situation would be available shortly.

RESOLVED – (1) That the feedback from the Use of Resources and Peer Reviews and the actions taken to address any concerns raised be noted.

(2) That the updated Corporate Risk Register be noted.

AUC.29/07
REVIEW OF ANNUAL ACCOUNTS PROGRESS 2006/07 FINAL ACCOUNTS
The Director of Corporate Services introduced report CORP.11/07 informing Members of progress to date on the production of the 2006/07 Final Accounts.

A Closure of Accounts Checklist which set out the key issues and how/by whom those would be tackled within the Financial Services Team was appended thereto.

Workshops aimed at providing training and information about the requirements of the closedown process and the evidence needed to support the entries in the financial statements had taken place.  

As previously reported, significant changes had been made to the Statement of Accounts as a result of the 2006 SORP and the Chief Accountant (Miss Taylor) was in attendance to explain the practical implications of the 2006 SORP.

Miss Taylor then gave a presentation to Members on the Final Accounts 2006/07 including an overview of the process and the new accounting requirements.  

In conclusion, Miss Taylor stated that significant presentational changes were required, especially in relation to the surplus/deficit shown on the Income and Expenditure Account and associated statements.  There would, however, be no overall change in the level of Council reserves.  Other significant changes anticipated for 2007/08 related in the main to fixed assets.

The Audit Manager (Mr McGahon) welcomed the report which alerted Members to the fact that major changes and a great deal of work was required.  There had been a drive nationally to bring the accounts of public sector bodies into line with the private sector.

The Director of Corporate Services expressed concern that the new accounting requirements were fairly high risk in terms of audit and asked whether any national guidelines existed and whether there was any leeway for error.

Mr McGahon replied that comments had been fed back to the Council and he hoped Officers would identify any problems as they worked through the process.

In response to a Member’s question, Mrs Brown said that she could see no direct benefit to the Council from the major changes to the Accounts format as it was debateable whether it aided understanding of the Accounts, but it was necessary for the authority to comply with the new accounting requirements.

RESOLVED – (1) That the report and presentation be noted.

(2) That the Committee wished to place on record its thanks and congratulations to Financial Services staff for the considerable work undertaken and improvements achieved over the past year.

[The meeting ended at 12.10 pm]

