ACCOUNTS COMMITTEE

WEDNESDAY 15 FEBRUARY 2006 AT 10.00 AM

PRESENT:
Councillors C S Bowman (as substitute for Councillor Mrs Prest), Mrs Bradley, P Farmer, Glover, Joscelyne,  Ms Quilter, Stevenson and Mrs Styth

ALSO

PRESENT:
Councillor Jefferson, Policy and Performance Management Portfolio Holder


Councillor Earp


Mr Mark Heap and Ms Fiona Daley, Audit Commission    

AC.1/06
APPOINTMENT OF CHAIRMAN 
Consideration was given to the appointment of a Chairman of the Accounts Committee.

RESOLVED – That Councillor Stevenson be appointed Chairman of the Accounts Committee.

Councillor Stevenson in the Chair.

AC.2/06
APPOINTMENT OF VICE-CHAIRMAN
RESOLVED – That Councillor P Farmer be appointed Vice-Chairman of the Accounts Committee.


AC.3/06
APOLOGY FOR ABSENCE

An apology for absence was submitted on behalf on Councillor Mrs Prest. 

AC.4/06
DECLARATIONS OF INTEREST

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

AC.5/06
ROLE OF THE ACCOUNTS COMMITTEE
A Member made reference to the establishment of the Accounts Committee (as an ad hoc Committee) by the City Council on 13 September 2005 with the specific remit as set out in Appendix 1 to report FS.19/05.    She believed that approval of the authority’s Statement of Accounts was much too important to be dealt with on an ad hoc basis and suggested that the Committee should be treated in the same way as other Committees in the Council’s Constitution and that at least four meetings per year should be included within the Civic Calendar to enable Members to monitor the position regarding the Statement of Accounts.

In response, the Director of Legal and Democratic Services advised that the specific functions and delegated powers of the Committee had been included within the Council’s Constitution, but meetings had not been diarised because the assumption was that meetings would be called upon receipt of the Audit Commission’s Report on the Council’s Financial Statements.  

The Director said that he would deal with the future role of the Committee and how that might be expanded at the end of the meeting if Members were agreeable.

A Member questioned the robustness of the Committee’s role and indeed whether its membership should comprise the same Members as sat on  the Corporate Resources Overview and Scrutiny Committee.  He stressed the need for the Committee to have a strong role in future and suggested that the Executive/Officers investigate that further.  Another Member understood the current arrangement to be interim in nature which would only remain in place until a more clearly defined arrangement was identified.

RESOLVED - That the role/remit of the Accounts Committee be considered further following transaction of the formal business on the Agenda.

AC.6/06
STATEMENT OF ACCOUNTS 2004/05 – AUDIT ISSUES
Mr Mark Heap and Ms Fiona Daley were in attendance at the meeting.

Mr Heap began by explaining that Ms Daley had taken a period of leave during 2005 and he had therefore acted as caretaker District Auditor during that time.  Ms Daley was also present because there were issues which required to be taken forward as regards the 2005/06 accounts.

Mr Heap then presented in detail his report on the Council’s 2004/05 Financial Statements.  Professional auditing standards required auditors to report certain matters arising from the audit of the financial statements to ‘those charged with governance’, namely –

· Expected modifications to the audit report;

· Unadjusted non-trifling misstatements;

· Material weaknesses in accounting and internal control systems;

· Qualitative aspects of accounting practice and financial reporting;

· Matters required by other auditing standards to be reported to those charged with governance; and

· Other matters that they wished to draw to the Committee’s attention.

Mr Heap had hoped to be in a position to advise whether or not his opinion would be qualified but was not able to do so because work on the bank reconciliation and cash flow statement had yet to be concluded and he was awaiting the receipt of an amended set of financial statements which included adjustments made by the Council in response to the errors identified during the audit.  He could not, therefore, confirm that his opinion would be unqualified.

The audit of the Council’s Financial Statements for 2004/05 had identified matters to be considered by the Committee, categorised under four broad headings, details of which were provided –

· Draft unadjusted misstatements

· Draft adjusted material misstatements

· Material weaknesses in the accounting and systems of internal control

· Qualitative aspects of accounting practice and financial reporting

Mr Heap believed that the problems in the 2004/05 Accounts and Audit had arisen in part due to failures to correct a number of non‑trifling errors in the 2003/04 accounts, despite Officers agreeing that those corrections would be made, where appropriate.   That had led to confusion and if the Council did not wish to adjust those errors it was important that was done properly before the following year’s close down.  

The absence of a robust bank reconciliation represented a serious financial control weakness and, although the Director of Corporate Services’ covering report recorded that the manual version of the reconciliation did not balance by a few pence, it remained possible that it could disguise a far larger error.  Auditors were continuing to work to try to get sufficient assurances in that regard in order to give an unqualified opinion.

Concerns had been raised regarding the standard of working papers in the SAS 610 report for 2003/04.  Whilst it was recognised that the flooding had an adverse effect on the task of preparing the 2004/05 financial statements, Mr Heap was of the opinion that Officers had made little progress in addressing the shortcomings.    He further had concerns that the task of preparing the financial statements and assisting the audit was not given sufficient priority by senior management and that had led to the fourth year in succession in which Auditors had been unable to give their opinion by the due date.  Late audit opinions were the exception and there were no others in Cumbria.

As a result of the additional work required to complete the audit and the additional input required to ensure that the adjustments had been put through the accounts correctly an additional fee would be charged, which would be quantified fully following the completion of the audit.

There was a clear need for the Council to demonstrate proper  stewardship of public funds by ensuring proper compliance with accounting regulations and providing promptly full supporting evidence in support of the financial statements.  The deadlines for adopting the 2005/06 accounts (30 June 2006) and providing the audit opinion  (30 September 2006) were a month earlier than those in place for 2004/05 accounts.  Mr Heap and his colleagues were keen to work with Officers to achieve the improvements required, but the authority needed to ensure that a clear, robust project plan and management arrangements were established in support of the closedown and audit process.

Mr Heap stressed that those were the accounts of the City Council and it was not his job to put entries into the accounts and then audit them.

Should any further matters arise in concluding the audit and which required reporting, those would be raised initially with the Chairman of the Accounts Committee. 

As regards the next steps, Mr Heap advised that the Committee had been provided with the opportunity to amend the financial statements for the unadjusted misstatements/significant qualitative aspects of financial reporting issues identified.   Should it choose not to amend the financial statements, the Auditors were required by SAS 610 to request from the Committee a letter of representation explaining why it was not adjusting the financial statements.  That letter should specifically detail the missstatements and/or qualitative aspects of reporting to which it related, either in the body of the letter or in a document appended to it.

In conclusion, Mr Heap reported that, at present, he was unable to say whether his opinion would be unqualified.  The opinion would be given following formal consultation with Audit Commission technical support staff and review by an independent Auditor (not Ms Daley).

Ms Daley then referred Members to the 2003/04 Annual Audit and Inspection Letter dated December 2004 and, in particular, the accounts and governance issues detailed at page 3 thereof.   Concerns had also been raised in November 2004.

Agreement was required from this meeting on specific actions to address the issues raised, particularly since, in future, weaknesses in financial governance arrangements would feature more prominently in the Council’s CPA assessment.  

Ms Daley said that Members must take control of reports issued during the year on financial statements.  The Auditors’ interim review (July 2005) included 21 recommendations and Members needed to consider how they would take action on those.

Ms Daley reiterated that in November 2004 the Annual Audit Letter referred to the need to ensure that bank reconciliations were in place, and to the standard of working papers and risk assessment.  It would be useful if the Committee went back to that Letter to identify what had not been addressed. 

The Director of Corporate Services then submitted report FS.46/05 on the Statement of Accounts 2004/05 – Audit Issues.  The Director said that the SAS 610 Statement contained some issues of concern to the authority and, whilst those views were extremely disappointing, the audit concerns needed to be addressed in a positive and constructive way to ensure that real improvements were achieved for next year.

In scrutinising the documentation provided, Members raised the following questions and issues –

1. In response to a question on the future procedure, Mr Heap stated that his work was continuing in an attempt to obtain the necessary assurances as regards bank reconciliation.  Members needed to be aware of the material adjustments and also those that management had decided not to adjust (Appendices 2 and 3 refer).  If the Committee chose not to amend the financial statements a letter of representation was required.  Once he had received that letter he would be in a position to forward his files to colleagues for further review.  Following advice, he could write to the Chairman and Vice‑Chairman of the Committee with his views on what his opinion would be.  The way forward was a matter for Members, but he was happy to deal with the Chairman/Vice-Chairman or with the full Committee.

2. A Member expressed considerable disappointment at the situation, commenting that she had no wish to challenge the Auditor’s opinion or remarks.  The ultimate responsibility lay with Members and she wished to know how the Letters dated November 2004 and July 2005, referred to by Ms Daley, had been processed.

3. As requested, Mr Heap undertook to prepare a paper along the lines of his statement if that would be of assistance to Members.

4. In response to a question Mr Heap advised that, historically, local authorities had been given longer to prepare their accounts but, as had been reported above, deadlines had been revised to bring them in line with those applicable to businesses.

5. A Member queried whether the bank reconciliation system now in place would enable the Council to meet Audit requirements.

The Director of Corporate Services advised that the accounting system was working adequately and Officers were working with the supplier of the new ledger system to ensure that the system was ready for next year so that less manual work would be required.  Time was clearly a factor, but processes had been re‑engineered to address problems and Officers would try harder in future.

Mr Heap added that it was not just about the systems, but rather the financial management arrangements and need for greater ownership.   He also wished to make it clear that the requirements referred to were not personal to him, but professional auditing standards requirements.

6. Members stressed the need for a clear and transparent Action Plan to deal with every single point identified and asked whether the Auditors would assist in monitoring such an Action Plan.

In response, Ms Daley indicated that was precisely what Members ought to be doing now as a matter of urgency and she would be happy to explain the processes involved.

Ms Daley added that she had to consider whether to prepare a Public Interest Report which would be very serious for the authority.  If so, Members would get a short time to consider the Report, advertise it, hold a public meeting and come back with a response.

In order to make that decision, and as a minimum, Ms Daley required a response from the Committee within the next 3 weeks on what it intended to do in response to the audit report (i.e. by way of an Action Plan).

7. A Member expressed the view that one aspect of the Committee’s role was to provide peer support to Officers.  He had no wish to see senior Officers going off suffering from stress.

8. In response to a Members’ questions as regards the unadjusted non‑trifling misstatements (detailed at Appendix 2 to his report) Mr Heap advised that it would be good practice to adjust as many as possible since they could become material.

The Director of Corporate Services added that she had taken them not to be adjusted.   The misstatements could be amended if required by Members, but that would involve another weeks work.

9. A Member expressed concern as regards her own and Members’ position and reputation should a Public Interest Report be issued against the Council.

10. A Member asked whether the Auditors could confirm that there had been no fraud or illegal activity.

Mr Heap indicated that he was not confirming that.  Ms Daley added that bank reconciliation was so important because it was one of the main controls to demonstrate that fraud did not exist and that was why auditors were adamant that the statements had to be reconciled.

11. The Chairman sought and received an assurance that the issues identified could be addressed.  The main issue outstanding was therefore the bank reconciliation.

The Director of Corporate Services clarified that the authority had produced a reconciliation for the whole 21 month period 1 April 2004 to 31 December 2005 and it was hoped that now provided the assurances required by the Auditors.  The matter had been ongoing for a period of 18 months and it had been treated as very high priority.

Ms Daley commented that bank reconciliation was a huge task unless it was done regularly (i.e. every month).  That had not been done, as had been flagged up by internal Audit, and Members should take responsibility to ensure it was done on a regular basis.

The Town Clerk and Chief Executive then reported on the actions proposed by Officers to address the concerns identified, which were hugely disappointing, namely –

· Senior Management Team had been restructured.  There would be more resources for the Finance Team to address the strategic and operational management of the Council’s finances.  If necessary resources would be transferred.

· Accounts preparation and control process would now be a standing item on Senior Management Team Agenda throughout the year.

· The role of the Strategic Financial Planning Group was being reviewed and recommendations would go back to the SFPG at its next meeting.

· The future role of the Accounts Committee was key to ensuring monitoring of the whole process.

· The Town Clerk and Chief Executive would meet with Ms Daley on a monthly basis.

· Peer support would also be provided for Managers.

· The Town Clerk and Chief Executive took full responsibility for the situation and was committed to continuing to improve it and get it right.

In response to a question, the Town Clerk and Chief Executive explained that the main focus of the SFPG to date had been the Budget process and it had not had a key look at the accounting process itself.  Officers were now questioning whether it should be doing something different and the Deputy Chief Executive was preparing options in that regard.

12.   The Director of Legal and Democratic Services clarified with the Auditors the position that it would not be possible for the Committee to approve the Statement of Accounts today and sought clarification on the timescales involved should the Committee need to reconvene.

Mr Heap replied that the statutory deadline for completion of the audit had been 31 October 2005 but, in practical terms, it was now likely to be towards the end of March 2006.

Ms Daley commented that the first task was for the Council to amend its accounts and present them to the Auditors.  She stressed that it could not afford to wait for the outcome of the bank reconciliation to prepare fresh statements.  A Letter would be required to accompany those.

13. A Member asked whether it was possible to do a bank reconciliation retrospectively.

Mr Heap stated that he would not have put in the considerable amount of work and effort and delayed giving his opinion if he did not believe it was possible.   Issues still remained and work was ongoing with the authority to determine whether sufficient assurances could be gained from other compensating controls to demonstrate that there were no material errors in the financial statements.  It was, however, far from satisfactory.

Ms Daley further advised that if a qualified opinion was accepted it would not reflect well on the Council and Audit would have to agree what changes were required for future years.  Clearly, although it would not be their preferred approach, it would be possible to draw a line.

A Member believed that drawing a line under the 2004/05 accounts was not the best course of action.  Rather a quick response and robust Action Plan, delivered within 3 weeks that Members could live with, was required. 

14. In response to a question, Ms Daley advised that if the issues identified were not resolved now the Council would again receive a qualified opinion in 2005/06 and in perpetuity.  It was an option, but not one which she would recommend.  The best way forward for the organisation was to make the adjustments and provide a satisfactory bank reconciliation.

The Director of Corporate Services indicated that there was no question of Officers accepting a qualified opinion.  Considerable work had been done and evidence provided to the Auditors.  A decision on the bank reconciliation remained outstanding.

Amended accounts could be produced tomorrow, but if the adjustments identified in previous years were to be incorporated that would require a further week.  It would be possible to adjust next year rather than delay this years any further.

A Member indicated that she would not accept any further assurances and if additional staff support was required she demanded that be provided.

The Chairman asked whether the necessary work could be undertaken within 3 weeks in response to which the Director of Corporate Services considered that to be a reasonable timescale.

15. By way of clarification the Director of Legal and Democratic Services reported that there appeared to be two principal issues, namely -

(i) the Accounts Committee was charged with responsibility for approving the Council’s accounts and taking action to allow those to be signed off on an unqualified basis and that was the immediate task of the Committee and Officers;

(ii) there was the wider question of what the Council did in future to enable Members to undertake an ongoing and pro‑active monitoring role in connection with the Statement of Accounts and related financial governance issues.

The Director then suggested that the Committee may wish to recommend to the City Council that it instruct Officers to immediately look at the establishment of a new Audit Committee with a wider role than the current Accounts Committee and which would include a remit to monitor the Council’s financial and governance arrangements on an ongoing basis and so bring a sharper focus to such matters.  He reminded Members that the possibility of doing that had been flagged up at the time the Accounts Committee was established and, at that time, further guidance from the Audit Commission on Audit Committees was awaited.

Ms Daley added that she believed there were 3 work streams –

(i) finalising the 2004/05 Accounts;

(ii) the Committee to take responsibility for the provision of an Action Plan (within 3 weeks) in response to the reports received by the Council (2003/04 Audit Letter, the interim Report and the Report on the 2004/05 Financial Statements);

(iii) how the organisation fulfilled the objectives of an Audit Committee.


Whilst Ms Daley accepted the constitutional difficulties associated with the establishment of an Audit Committee which the Director of Legal and Democratic Services had outlined it may be a practical way in which the Council could fulfil its governance requirements.

RESOLVED – (1) That the Audit Commission SAS 610 Statement be accepted.

(2) That the Director of Corporate Services revise (within the next 3 weeks) the Council’s accounts to take account of the adjustments identified, including those relating to the 2003/04 accounts.

(3) 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.

(4) 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.

(5) That a further meeting of the Accounts Committee be held on Tuesday 7 March 2006 at 2.00 pm to review progress.

(6) That the City Council be requested to instruct Officers to investigate the manner by which the Council should discharge its 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 back thereon to the Council as soon as possible.
[The meeting ended at 11.45 am]

