AUDIT COMMITTEE

WEDNESDAY 2 AUGUST 2006 AT 12 NOON

PRESENT:
Councillors Mrs Mallinson (Chairman), Councillors Hendry, Lishman, Mrs Parsons, Stockdale, Stothard and Tweedie (from 12.45 pm)

ALSO

PRESENT:
Councillor Jefferson - Finance and Performance Management



Portfolio Holder




Mrs Fiona Daley – District Auditor and Relationship Manager


Councillor Mrs Fisher (observer)   

AUC.25/06
APOLOGIES FOR ABSENCE

Apologies for absence were submitted on behalf of Councillor Tweedie, who would arrive late for the meeting, and the Town Clerk and Chief Executive.

AUC.26/06
DECLARATION OF INTEREST

Councillor Mrs Mallinson declared a personal interest in accordance with the Council’s Code of Conduct in respect of any reference to the NHS because was an Executive Member of the Acute Hospital Trust and sat on their Audit Committee.

AUC.27/06
MINUTES

The Minutes of the meeting held on 17 July 2006, copies of which had been circulated, were noted.

AUC.28/06
MINUTES OF CORPORATE RESOURCES OVERVIEW AND SCRUTINY COMMITTEE
The Minutes of the special meeting of the Corporate Resources Overview and Scrutiny Committee held on 29 June 2006 were submitted for information.

The Director of Corporate Services reported that the special meeting had been convened to consider the Budget policy documents and outturn reports and had proved to be very positive and useful.  The documentation had been through the entire Committee process.

The Chairman welcomed the fact that the resolutions had been detailed at the end of each Minute.

RESOLVED – That the Minutes be noted.

AUC.29/06
CODE OF AUDIT PRACTICE 2005 AND REPORTING BY EXTERNAL AUDITORS

Mrs Daley, District Auditor and Relationship Manager, gave a summary presentation to the Committee on the role of the Audit Commission.  

Copies of the following documentation had been circulated to Members prior to the meeting by way of background information -  

· Code of Audit Practice 2005 for local government bodies (dated March 2005), which determined the nature, level and scope of local audit work and, as such, underpinned all of the Commission’s activities; and

· A leaflet entitled “Reporting by auditors” (dated July 2006) providing details about –

· the Code of Audit Practice 2005 and auditors’ responsibilities;

· changes to the way auditors reported; and

· what reports the Committee should expect to receive, their purpose and timing.

The Chairman thanked Mrs Daley for her interesting and informative presentation.

In considering the matter, Members made the following observations –

1. A Member referred to the section entitled “The audit approach” within the Code, paragraph (c), which stated “have regard to the fact that local government bodies operate and deliver their services in a range of partnerships and other forms of joint working or contracts with other public sector, voluntary or private sector bodies.  Auditors should therefore consider whether they need to follow public money into and across such arrangements” and questioned how that would be done and whether information could be demanded.

Mrs Daley replied that it would be dependent upon the nature of the body involved, but Auditors did have powers under Section 49 of the Act to require bodies to provide necessary information.

2. In response to a question, Mrs Daley advised that the Audit Commission did not audit the Crime and Disorder Reduction Partnership because it was not a separate statutory body with its own spending powers.  However, the constituent bodies were audited so one might say that the CDRP was audited indirectly.

3. A Member commented upon the importance of having financial and performance management arrangements in place in joint partnership working.

Mrs Daley confirmed her agreement, commenting that one body would be the accountable body who would be expected to have financial and performance management processes in place.

4. A Member asked when the Council might expect to receive the external Audit Plan 2006/07.

Mrs Daley envisaged that the Audit Plan would be submitted to the Committee at its next meeting in September 2006.

The Chairman asked that an item on the Audit Plan be included on the Agenda for the September 2006 meeting.

5. The Portfolio Holder for Finance and Performance Management referred to financial difficulties faced by authorities such as the Health Service and Probation Service who operated Audit Committees and asked whether Mrs Daley could give examples of bodies where the Audit Committees were working well.

In response, Mrs Daley advised that the vast majority of Audit Committees which she attended did work well, though many had a learning curve to go through.  On occasion financial issues outwith the control of the body affected its financial standing and so the fact that an organisation was facing financial difficulties did not necessarily mean that the Audit Committee was not working.

RESOLVED – (1) That the Committee welcomed the presentation by Mrs Daley on the role of the Audit Commission.

(2) That the Director of Corporate Services include an item on the external Audit Plan 2006/07 on the Agenda for the September 2006 meeting of the Committee.

AUC.30/06
AUDIT COMMISSION ‘USE OF RESOURCES’ ASSESSMENT 2005/06
Further to Minute AUC.23/06, the Chairman drew attention to Minute Excerpt EX.171/06 of the Executive on 31 July 2006 concerning the Audit Commission ‘Use of Resources’ Assessment 2005/06 (copies of which were tabled) and sought Members’ agreement to the matter being dealt with at the meeting although not on the Agenda in order that the Committee could receive an update on the position.

The Committee confirmed its agreement to that course of action.

The Minute Excerpt evidenced that the Executive had considered report (RB.04/06) enclosing a report from the Audit Commission ‘Use of Resources Audit Score Feedback’ in relation to the 2005/06 Audit.

At a seminar held on 19 July 2006 the Audit Commission had advised that harder tests were to be introduced in 2006/07 and 2007/08.

As a result, Senior Management Team (SMT) had set Directorates a very challenging target of putting the infrastructure/improvement plans/policies and procedures in place to evidence significant progress towards a Level 3 assessment overall by 30 September 2006.

It was also intended to voluntarily submit a full Use of Resources assessment on the five key themes i.e. financial standing, financial reporting, financial management, internal control and value for money by the 30 September 2006 deadline.  That would enable the Council to get an Audit Commission assessment on the improvements put in place on how Carlisle managed and used its resources.  The Council would look for Audit Commission guidance as part of the assessment feedback as to whether once the improvements set out in the Use of Resources submission were ‘embedded’ the Council was likely to improve to a Level 3 ‘performing well’ assessment.  Also further improvements that may be necessary to achieve SMT’s objectives.

The Executive had been advised that it would now be difficult for the Council to obtain a Level 3 Value for Money assessment based on the September 2006 voluntary submission (and therefore difficult to obtain an overall Level 3 assessment).  That was due to the fact that, whilst improvements to attempt to achieve a Level 3 Value for Money assessment could be set in motion by 30 September 2006, such improvements could not be delivered in such a short timescale (and the Audit Commission was introducing a new ‘bedded in’ test from 1 April 2007).

To achieve the objectives of putting infrastructure, etc in place to evidence significant progress towards a Level 3 Use of Resources assessment by 30 September 2006, SMT had sanctioned a very ambitious Action Plan covering –

(i) Agreeing/progressing a robust Statement of Account Action Plan agreed with the Audit Commission;

(ii)  Setting up of a Use of Resources project team to co-ordinate Use of Resources corporately and provide internal challenge and support for service reviews;

(iii) Re-evaluation of the Council’s planned spending and performance of services to identify high cost and low performance, particularly in non-priority services (when compared with Historic City and near neighbour Groups).  Currently there was a delay in undertaking that exercise (critical to providing base data for improvement planning) whilst the Council awaited the delayed Audit Commission ‘tool kit’ of base comparative data;

(iv) Specifying a timetable of improvement and service reviews of high cost or under performing services to be undertaken;

(v) Commissioning an external challenge of the Council’s financial management, which would feed into the Council’s Use of Resources improvement planning arrangements undertaken by the Institute of Public Finance (IPF).  The results of the IPF review were awaited.

(vi) Collating robust evidence of achievement (electronically) in meeting Use of Resources standards.

Scrutiny of, and progress against, the Action Plan would be the responsibility of the Corporate Resources Overview and Scrutiny Committee.

The decision of the Executive was –

“1.  That the Executive notes the City Council’s 2005/06 Use of Resources assessment of Level 2 ‘adequate performance’.

2.  That the Executive supports the challenging initiatives directed by Senior Management Team to achieve and evidence significant progress towards a Level 3 Use of Resources assessment by 30 September 2006.

3.  That progress to date on these initiatives be noted and the Executive supports the intention to submit a voluntary Use of Resources assessment to the Audit Commission by 30 September 2006.

4.  That it be agreed that reporting arrangements should include scrutiny of progress by Corporate Resources Overview and Scrutiny Committee.

5.  That the Audit Committee be assured that the necessary protocols and procedures are being put in place in order for the City Council to demonstrate to the Audit Commission its commitment to improve its Use of Resources rating.”

The Chairman reported that she had been present at the Executive and had outlined the Committee’s discussions into the matter.  She referred to the final paragraph on page three of Minute Excerpt EX.171/06 commenting that she had stated that achieving Level 3 assessments for Value for Money by 30 September 2006 and Use of Resources assessment by 31 March 2007 was now going to be more difficult. Accordingly she asked that the word “impossible” be replaced by the words “more difficult” in that paragraph.

RESOLVED – That Minute Excerpt EX.171/06 be noted, subject to the amendment to the wording thereof, as detailed above.

AUC.31/06
STATEMENT OF ACCOUNTS 2005/06 – PROGRESS AND ACTION PLAN

The Director of Corporate Services presented report FS.39/06 concerning the Statement of Accounts 2005/06 progress and action plan.  

The Director reminded Members of the background to the matter, drawing attention to the Statement of Accounts Action Plan attached at Appendix A to the report.  Of the 25 recommendations, 23 were now complete in so far as the 2004/05 Accounts were concerned as the Accounts had now been formally concluded.  Details of the two outstanding items, which did not directly affect the Statement of Accounts, were provided.

Some of the recommendations would have an ongoing impact into 2005/06 and those would be addressed during the current financial year as part of the 2005/06 audit process, with others being dealt with as part of the longer term Improvement Plan to be prepared following the receipt of the IPF review into the financial management arrangements of the authority.

The main outstanding issues for 2005/06 were around the property database, training programme and financial resources (reference nos. 5, 7 and 10 referred).

The statutory completion date for the audit was 30 September 2006 and the Committee would require to meet in late September to consider any issues arising from the audit and from the Audit Commission ISA+260 report (previously known as the SAS610 Statement).  An item on suggested dates for future meetings was included later on the Agenda.

The Director outlined progress made to date on the 2005/06 audit process, and updated Members on the position on the bank reconciliation which was considered to be the main risk thereto.

The Audit Commission had been consulted and had nothing to bring to Members’ attention on the 2005/06 audit progress at that time.

The Director further reported that Mrs Daley was leaving for a new post and that Mr Mark Heap would be taking over as District Auditor and Relationship Manager.

Mrs Daley added that Mr Heap had been responsible for undertaking the 2004/05 Audit and therefore knew the authority.  She did not, therefore, anticipate any impact on the 2005/06 Audit.

Members then raised the following questions and observations –

1. A Member noted that one of the main outstanding issues for 2005/06 was the Property database.  It was his understanding that the Council’s property assets were very considerable, particularly on the industrial estates, and he questioned the impact which the property database would have on asset related decisions.

The Chairman added that the County Council was taking the lead on a joint property review and questioned how that would tie into the property database.

The Director of Corporate Services replied that the database was working for property purposes, the issue being the extent to which it could be widened corporately.  She did not believe that it would impact upon the Asset Review nor the Review of Shared Services, but could report back on that issue.

2. In response to a question on the 2005/06 bank reconciliation, the Director advised that a full file and supporting evidence had been produced.  Mrs Daley had reviewed it and raised a number of questions which the authority was currently working through.  The Director would report further to Members at their September 2006 meeting.

RESOLVED – (1) That progress against the Statement of Accounts Action Plan and that any remaining actions would be dealt with as part of the 2005/06 audit process and longer term Improvement Plan be noted.

(2) That progress against the 2005/06 Statement of Accounts audit be noted.

(3) That the Director of Corporate Services be requested to submit a report updating the Committee on progress with the Property Database and Bank Reconciliation to the September 2006 meeting.

AUC.32/06
INTERNAL AUDIT SERVICES TERMS OF REFERENCE

The Head of Audit Services presented report FS.38/06 concerning the Internal Audit Services Terms of Reference which formally defined the purpose, authority and responsibility of Internal Audit as required by the Code of Practice for Internal Audit in Local Government in the United Kingdom.

The Head of Audit Services reported that an Audit Services “Charter” had been prepared, submitted to and agreed by the Corporate Resources Overview and Scrutiny Committee in December 2001.  

The Charter had now been revised and re-titled as "Terms of Reference” in order to reflect the requirements of the current version of the Code, the Authority’s recent reorganisation and the setting up of the Audit Committee. 

Members were requested to review and agree the revised and updated Terms of Reference appended to the report.

A Member referred to the Terms of Reference (page 5 of the report refers) which stated that “When required, the Head of Audit Services has direct access to the Town Clerk and Chief Executive and the Chair of the Audit Committee.”  He questioned whether that should be widened to protect the individuals involved.

It was agreed that the sentence be amended to also include the Council’s Monitoring Officer.

RESOLVED – That the revised and updated Internal Audit Services Terms of Reference, as appended to report FS.38/06, be agreed subject to the amendment detailed above.

AUC.33/06
INTERNAL AUDIT SERVICES PROGRESS REPORT

The Head of Audit Services presented report FS.37/06 summarising the work carried out by Audit Services since the previous report to Committee.

The Management Summary, Summary of Recommendations and Action Plan in respect of the Audit of Communications was appended to the report, with the Disaster Recovery and Business Continuity Plan being the subject of a separate report to the Committee.

At the previous meeting (Minute AUC.6/06(e) refers), Members had asked that the date on which a recommendation was actioned be included in future reports.  Accordingly the covering memo and the schedule itself had been amended to ensure the availability of that information for all future follow‑up reviews, copies of which were as attached at Appendix C.

The Head of Audit Services reported that no further issues relevant to the Statement on Internal Control had arisen during the period covered by the report, nor were there any emerging issues which he wished to draw to Members’ attention at that time.

RESOLVED – That report FS.37/06 be received and endorsed.

AUC.34/06
DISASTER RECOVERY AND BUSINESS CONTINUITY

The Director of Corporate Services presented report FS.36/06 updating Members on business continuity arrangements within Financial Services following the impact of the loss of paper based records in the January 2005 floods.

A full Internal Audit Review had recently been carried out into the Council’s Business Continuity arrangements and a summary thereof and recommendations were appended for information.

The Director reported that, generally speaking, the vast majority of financial records were now kept in an electronic format and recovery of those records following the flood was for the most part extremely quick and efficient.  That had been particularly important because the disaster happened in the middle of the budget cycle.  Although there was an inevitable short delay in the meetings process, due to the need to concentrate on disaster recovery, on the whole the immediate inconvenience caused by the flood had been relatively small in that respect.

However, as Members were aware, the loss of paper based records going back seven or more years had caused some significant problems to the service, the impact of which would be felt for some time to come.

Following the flood Officers had been instructed to ensure that wherever possible all records were kept and filed in electronic format.  In particular, the Document Image Processing review would in future ensure that all creditor invoices were scanned into the system and paper invoices would not need to be retained.  Unfortunately that project had been delayed as a consequence of the impact of the delay on the 2004/05 Audit and problems with the bank reconciliation system, but was intended to commence during the current financial year.

A Member noted that an alternative method had not yet been agreed for replenishing the main IT server in the event of a disaster (Appendix B (ii) reference 3B refers) and questioned what action was being taken.

The Director replied that the main recovery contract had not been used in the January 2005 flood and Officers were therefore reviewing whether that was needed in view of the costs involved.

A Member thanked the Director for what was a very good report.

RESOLVED – (1) That the actions being taken within Financial Services to limit the damage in the unfortunate situation of another loss similar to the January 2005 flood be noted.

(2) That the Internal Audit Review into the Council’s overall Business Continuity arrangements be noted.

AUC.35/06
DATES OF FUTURE MEETINGS

The Chairman reported upon the need for the Committee to agree future meeting dates, thus allowing it to consider issues as set out in its terms of reference timetable.

Suggested dates were 27 September and 22 November 2006, 24 January and 24 April 2007.

Members were also asked to consider whether they wished to schedule a further meeting in early September in addition to the proposed date of 27 September 2006 to cover the eventuality of any significant issues arising during the course of the audit that needed to be brought to Members’ attention.

Discussion arose, following which it was agreed that meetings of the Committee take place as follows –

· Friday 1 September 2006 at 2.00 pm (provisional)

· Monday 25 September 2006 at 10.00 am

· Wednesday 22 November 2006 at 10.00 am

· Tuesday 23 January 2007 at 10.00 am

· Wednesday 18 April 2007 at 10.00 am

A Member suggested that the Chairmen of the Licensing and Standards Committees be advised of those dates.

RESOLVED – That arrangements be made for future meetings of the Committee to take place as follows –

· Friday 1 September 2006 at 2.00 pm (provisional)

· Monday 25 September 2006 at 10.00 am

· Wednesday 22 November 2006 at 10.00 am

· Tuesday 23 January 2007 at 10.00 am

· Wednesday 18 April 2007 at 10.00 am

[The meeting ended at 1.10 pm]

