AUDIT COMMITTEE

MONDAY, 17 JULY 2006 at 10.00am
PRESENT:


Councillor Mallinson (Chairman); Councillors Hendry, Lishman, Parsons, Stockdale, Stothard and Tweedie.

ALSO PRESENT:
Councillor Jefferson, Finance and Performance Management Portfolio Holder;

Councillor Mrs Fisher, substitute Member of the Audit Committee;

Mrs Fiona Daley and Ms Tina Meyer – Audit Commission.

AUC.19/06
APOLOGY FOR ABSENCE

An apology for absence was submitted on behalf of the Town Clerk and Chief Executive.

AUC.20/06
DECLARATIONS OF INTEREST

Councillor Mallinson declared a personal interest in accordance with the Council’s Code of Conduct on the matters under discussion as she was a Peer Member for the CPA.

AUC.21/06
MINUTES

The Minutes of the meetings of the Audit Committee held on 12 and 21 June 2006 were agreed and signed by the Chairman with the following replacement wording for the last sentence in the last Paragraph under 1. in Minute AUC.7/06 of the Minutes on 12 June 2006 – 

“Mrs Daley had advised the Council that the systems bank reconciliation remained unbalanced and that consideration should be given to producing reconciliations in the traditional format.”

AUC.22/06
AUDIT COMMITTEE – RULES OF GOVERNANCE

The Director of Legal and Democratic Services submitted Report LDS.11/06 (amended) which had been submitted to the City Council meeting on 2 May 2006 enclosing details of the Audit Committee’s Rules of Governance.

The City Council had passed the following resolutions – 

“(1) That the City Council approves the Draft Audit Committee Rules of Governance (as amended) with a view to the Audit Committee being established as part of the Council’s governance arrangements as from the Annual Council Meeting on 22 May 2006.

(2) That the Audit Committee comprise 7 Members.”

The Chairman reported on discussions with the Director of Corporate Services regarding a training session for Members of the Audit Committee to be held on 2 August 2006.

The Director of Corporate Services reported that representatives of IPF, which was an arm of CIPFA, would be undertaking training with Members concentrating on –

· the role of the Committee;

· the terms of reference;

· the time input required of Members;

· an overview of Council activities;

· the financial and risk environment;

· governance issues;

In addition, it would be useful if the Audit Commission could provide training on the role of external Audit.  Mrs Daley advised that she had not previously been consulted on this but undertook to see whether a member of staff could be made available on 2 August to provide this training.

The Chairman further reported that the Director of Legal and Democratic Services was seeking information on the terms of reference for Audit Committees operating in other Local Authorities and discussion on any emerging best practice could be included as part of the training session.

A Member asked for a Glossary to be produced for Members to retain when dealing with the work of this Committee.

The Director of Corporate Services reported that a Glossary had been produced.  She was asked to e-mail a copy to all Members of this Committee and circulate a hard copy with the papers for the training session on 2 August.

RESOLVED – 1.  That the Report and Rules of Governance be noted.

2.  That the arrangements for the training session on 2 August 2006 be agreed.

AUC.23/06
AUDIT COMMISSION ‘USE OF RESOURCES’ ASSESSMENT 2005/06

The Director of Corporate Services submitted Report RB.03/06 enclosing a report from the Audit Commission “Use of Resources Audit Score Feedback” in relation to the 2005/06 Audit.  This was an annual use of resources assessment which evaluated how well Councils manage and use their financial resources.

The assessment focused on the importance of having sound and strategic financial management to ensure that resources are available to support the Council’s priorities and improve services, covering five themes.

Each theme was scored based on the following scale:-

1 Below minimum requirements – inadequate performance;

2 At minimum requirements – adequate performance;

3 Consistently above minimum requirements – performing well;

4 Well above minimum requirements – performing strongly;

The summary scores for the City Council against each of the themes was as follows:-

- Financial Reporting
1

- Financial Management
2

- Financial Standing

2

- Internal Control

2

- Value for Money

2

The Director of Corporate Services reported that, overall, the level 2 score indicating adequate performance was accepted as a fair reflection of the Council’s 2005/06 assessment against ‘use of resources’ criteria.

However, the Council might have questioned some of the findings had it not been satisfied with its overall assessment.  For example, the assessment suggests that Housing Benefits administration was high cost with weak performance when every other external assessment over the last three years indicated good performance improving to excellent in 2005/06.

With regard to the assessment’s findings on Housing Benefit administration, Mrs Daley indicated that the City Council had been given plenty of opportunities to challenge the findings.  The Best Value Performance Indicators had identified the Authority’s Housing Benefit administration as high cost and the service had also generally been in the bottom two quartiles for quality.  Whilst it was fair to say that performance in Housing Benefit administration was improving, the assessment had been accurate at the time.

The City Council had been given the same overall assessment as the majority of Councils nationally and would take steps to benchmark against Councils performing well and strongly in order to improve the assessment score.

The Council’s current Comprehensive Performance Assessment (CPA) rating was good.  In promoting ‘continuous improvement’ i.e. the Council must improve to maintain its ‘good’ assessment, tests for the 2007/08 assessment would be more stringent.

The 2007/08 CPA assessment criteria for Districts was still at consultation stage and the Council does not know yet the ‘use of resources’ assessment required to maintain a good score.  The next assessment was due to be submitted in September 2006.  Current indications are that the Council must obtain a level 3 assessment in the Value For Money KLOE (Key Lines of Enquiry) irrespective of its other KLOE assessments to get a ‘performing well’ overall assessment.

This would be a big challenge for the City Council as well as a majority of District Councils as the bulk do not currently meet this use of resources criteria.

For Carlisle to achieve a level 3 assessment for Value for Money (under the September 2006 assessment) it must make significant improvements in the following areas:-

- Better linking of budgets/performance to priorities;

- Business planning processes particularly integrating strategic planning and budgeting;

- Making better use of benchmarking data (cost information, qualitative and resident satisfaction, etc) in relating costs to the quality of services over time;

- Developing a consistent and strategic approach to procurement.

Senior Management Team (SMT) has set Directorates a very challenging target of meeting Level 3 criteria overall by 31 March 2007 and an even more challenging short term target of achieving a Level 3 assessment in Value For Money by September 2006.

As a result, a report was being submitted to the Executive on 31 July 2006 with a very ambitious action plan covering:

- Agreeing/progressing a robust Statement of Accounts Action Plan agreed with the Audit Commission (well documented in recent reports to Audit Committee);

- Setting up of a Value For Money project team to co-ordinate Value For Money corporately and provide internal challenge and support for service reviews;

- 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 is a delay in undertaking this exercise (critical to providing base data for improvement planning) whilst the Council awaits the delayed Audit Commission ‘tool kit’ of base comparative data;

- Specifying improvement and service reviews of high cost or under performing services to be undertaken (and completed in 2006/07);

- Commissioning an external challenge of the Council’s financial management which will 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 are still awaited;

- Collating robust evidence of achievement (electronically) in meeting Use Of Resources standards (KLOE).

Scrutiny of, and progress against, the action plan will be the responsibility of Corporate Resources Overview and Scrutiny Committee.

A Member considered that the role of this Committee and the Corporate Resources Overview and Scrutiny Committee with regard to financial monitoring needed to be clarified.  It would also be useful to clarify how the ongoing financial monitoring work of the Corporate Resources Overview and Scrutiny Committee could be reported back to the Audit Committee for information.

The Director of Corporate Services considered that the role of the Audit Committee was to act as a watchdog to ensure proper monitoring was being undertaken but not to undertake the monitoring itself.

It was agreed that this was an important issue and should be further discussed as part of the training for Members on 2 August 2006.

It was also agreed that the Executive and the relevant Portfolio Holder be requested to confirm that the necessary procedures and protocols are in place to ensure that improving Value for Money to Level 3 could be achieved throughout the Authority within the timescale agreed and that the Corporate Resources Overview and Scrutiny Committee would be requested to monitor this process.

The Committee also asked for a standard item on future Audit Committee Agendas to receive the Minutes of Corporate Resources Overview and Scrutiny Committee meetings.

Mrs Daley reported on the Audit Commission ‘Use of Resources’ Assessment for 2005/06 which will feed into the conclusion of the Audit and determine whether the Audit Commission considered the Authority a ‘Value for Money’ Authority.

She indicated that Value for Money was measured against three criteria, Economy, Efficiency and Effectiveness, with Equality also being important.

She had met with senior managers and the senior management team over a self assessment exercise on Value for Money.  She drew attention to the mention in Report RB.3/06 of the delay in the Audit Commission providing a ‘tool kit’ of base comparative data needed to carry out a re-evaluation of the Council’s planned spending and performance of services to identify high cost and low performance.  Mrs Daley advised that the Audit Commission was collating all Authorities Value for Money performance information but that the City Council should not wait until the year end when this information was available before taking steps to evaluate its own position.  It was important that the City Council reviewed Value for Money issues before the year end.  Mrs Daley also considered that the role of this Committee and the Corporate Resources Overview and Scrutiny Committee over monitoring progress in this area required clarifying.

The Finance and Performance Management Portfolio Holder expressed concern that the criteria Local Authorities should follow when reviewing Value for Money issues had not been set out by the Audit Commission and that Authorities needed some guidelines in order to ensure that they were working along the right lines.

Mrs Daley reiterated that Value for Money was defined as Economy, Efficiency and Effectiveness but that it was up to individual Authorities to decide the emphasis to put on each.  For instance, some Authorities looked to provide services as economically as possible whilst others looked more towards quality in which case efficiency would be of prime importance.  The City Council needed to decide how it wished to approach Value for Money issues and then design a process to proceed.

The Head of Revenues and Benefits confirmed that a template for Value for Money had been drawn up for use by Officers and that work to improve performance was ongoing.

A Member asked whether performance indicator information was available on an ongoing basis.  The Director of Corporate Services reported that a performance management framework was in place in the Authority and that regular monitoring reports were considered by the Corporate Resources Overview and Scrutiny Committee.  Arrangements could be made for the Minutes of the Overview and Scrutiny Committee meetings to be submitted to this Committee to demonstrate that performance was being monitored.

RESOLVED – 1.  That this Committee notes – 

(a) the Council’s 2005/06 Use of Resources assessment of level 2 ‘adequate performance;’

(b) initiatives directed by Senior Management Team to achieve a level 3 (‘performing well’) Use of Resources Assessment by 31 March 2007 (Value for Money by September 2006);

2.  That the Executive and the relevant Portfolio Holder be requested to confirm that the necessary procedures and protocols are in place to ensure that improving Value for Money to Level 3 could be achieved throughout the Authority within the timescale agreed and that the Corporate Resources Overview and Scrutiny Committee would be requested to monitor this process.

AUC.24/06
INTERNAL AUDIT SERVICES – PROGRESS REPORT

The Head of Audit Services submitted Financial Memo FS.30/06 summarising the work carried out by Audit Services for the period 1 April to 30 June 2006 in accordance with the requirements of the CIPFA Code of Practice for Internal Audit in Local Government in the United Kingdom.

The Management Summary and the Summary of Recommendations and Action Plan for each audit completed and final reports issued during the reporting period were submitted.  These related to – 

Payroll Services;

Treasury Management;

Sundry Debtors and Miscellaneous Income;

Cash Collection and Income Management;

Main Accounting System and Budgetary Control;

Council Tax;

Creditors;

Housing and Council Tax Benefit;

National Non-Domestic Ratepayers;

Carlisle Leisure (Client) Systems Review;

Performance Indicators.

The outcome of the above audits were generally satisfactory with only minor recommendations made to improve systems.  The exception was the Main Accounting System and Budgetary Control where issues concerning the Bank Reconciliation System, previously reported in 2004/05, had not yet been fully resolved.

An updated action plan relating to the Statement on Internal Control was reported separately each quarter.  No further issues had arisen during the current reporting period which the Head of Audit Services needed to draw to the Committee’s attention.

With regard to a comparison of actual to planned work, the Head of Audit Services reported that, as the Audit Plan was agreed on an annual basis, the actual work undertaken in any given period depended on staff availability, duration of individual reviews, etc.  As such, there was no set target for each quarter.  An annual summary would be presented to Members in due course and work was progressing on the ‘high risk’ areas for review, all of which would be undertaken during the year.

There were currently no standard indicators against which to judge performance on Audit Services.  The Institute of Public Finance Benchmarking Club was seeking to address this issue and the outcome of a benchmarking exercise, expected to be completed in October 2006, would be reported to the Committee in due course.

The City Council was fully compliant with the current Code of Practice except for the question of Audit’s independence which had still to be resolved nationally.  The Code, issued in 2003, was currently being revised to reflect current thinking and the changes resulting from new Regulations.  A full review of the City Council’s compliance with any revised Code would be undertaken when issued.

With regard to introducing a “quality assurance programme,” the Head of Audit Services did not consider that there was a need for any such formal programme within the Audit Team given its size.  All audit work was scrutinised by himself or the Principal Auditor in order to ensure that the work is maintained to a consistently high standard.

There were no further issues which the Head of Audit Services wished to draw to the Committee’s attention at this time.

In considering the report Members discussed the following:-

(a) Members commended the clarity of the information in the report.

(b) Members asked how it was ensured that the Action Plans arising from the individual review reports were completed.

The Head of Audit Services reported that reviews were followed up after six months to confirm that all necessary actions had been completed.

He would, as a matter of course, draw the Committee’s attention to –

· emerging issues arising from the recommendations;

· any areas where it had proved impossible to reach agreement on recommendations;

· significant recommendations not actioned within the set timescale;

(c) A Member asked whether six months was an appropriate timescale in which to ascertain whether recommendations in a review had been actioned.

The Head of Internal Audit reported that it could be done sooner but that there were resource issues to achieving this.

(d) There was some discussion on whether future reports should be by way of exception reporting only.  Mrs Daley considered that the way in which the report was structured provided the Committee with detailed information and clearly demonstrated compliance with the Statement of Internal Control.  It was agreed that this issue could be discussed at the training session on 2 August 2006.

(e) A Member asked that the date in which a recommendation had been actioned be included in future reports.

(f) A Member referred to the impact of the floods and asked if an overview of the Council’s Disaster Recovery and Business Continuity Plans could be the subject of a report to the next meeting of the Audit Committee.

RESOLVED – 1. That the progress report be noted.

2.  That the Director of Corporate Services be requested to submit a report on the impact of the floods and an overview of the Council’s Disaster Recovery and Business Continuity Plans to the next meeting of the Audit Committee.

(The meeting ended at 11.02 am)

