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Required
Mgmt Summary
Applicable Section(s) of Matters Arising
Appendix B to note

Head of Economic Development, Tourism and Property
Note actions in Appendix B (I)  


Full Summary
1,2,3.4 and part of section 5
B (i) for action

 

Property Services Manager
Note actions in Appendix B (i)


Full Summary
1,2,3.4 and part of section 5
B (i) for action

 

Asset Development Surveyor
Note actions in Appendix B (i)
Full Summary
1,2,3.4 and part of section 5
B (i) for action

Director of Development Services
Final report – for info only
Full Summary
1,2,3.4 and part of section 5
B (i) for action

Head of Financial Services
Note actions in Appendix B (ii)
Full Summary
1,2,3,4 and 5 
B (i) for info

B (ii) for action

Chief Accountant
Note actions in Appendix B (ii)


Full Summary
1,2,3,4 and 5
B (i) for info

B (ii) for action

Principal Accountant
Note actions in Appendix B (ii)


Full Summary
1,2,3,4 and 5
B (i) for info

B (ii) for action 

Director of Corporate Services
Final report – for info only 
Full Summary
All Sections
All

Deputy Chief Executive


Final report – for info only
Full Summary
All Sections
All

Audit Committee


Final report – for info only
Full Summary
None
All 

1. Reason for the Audit
1.1. Fixed Assets is an audit area which has not previously been examined in its entirety.  

1.2. From 2006/07, it has been agreed with the Audit Commission that the audit of Fixed Assets should be incorporated into the annual schedule of mandatory core audit reviews.   

2. Background Information / Summary of the Audit Area
2.1. Land and property forms the majority of the Council’s asset base, but other assets held in the form of equipment such as vehicles and plant, furniture and IT hardware and software come into the equation too. 

2.2. Land and property assets are the main focus of this audit.  

Land and Property Portfolio

2.3. Property Services, located in the Development Services Directorate, is responsible for guiding the Council on how to manage its land and property assets and how they can assist the Council achieve its aims through managing the Council’s property portfolio.   They also deal with business enquiries regarding property.

2.4. The Council’s asset base is one of its key financial resources with an income of over £5million per annum and an open market value of £123 million. 

The Asset Review

2.5. The Asset Review was started in 2004, the purpose being to formulate clear policies for the future management of the Council’s portfolio of land and premises in order to improve the economic advantage of Carlisle for the future and to retain, improve and make sustainable the income that is generated by the portfolio.

2.6. To date, the Review has examined all Council’s properties held for Economic Development purposes such as industrial estates, shops, workshop premises and City Centre commercial lettings (i.e. all non-operational property holdings)  and made recommendations regarding their use and future.    The idea of establishing a Local Asset Vehicle (LAV) as a mechanism for delivering the objectives of the Asset Review is being pursued in conjunction with Carlisle Renaissance.    The end of the Review aims to draw up Business and Management Plans for the Council’s property service that will guide decision making for the next 10-20 years. 

Capital Accounting of Fixed Assets

2.7. The procedure to be followed in relation to capital accounting is defined by the Statement of Recommended Practice (SORP – section 5) and is based on carrying most categories of fixed assets at their current value to Council’s operations (i.e. revenue) and then charging depreciation to the revenue account which make use of the assets.  

2.8. Financial Services and Property Services must work closely together with one another throughout the year and particularly in the run up to year end in order to comply with these standards.   

2.9. The mandatory professional standards for surveyors are set down in the Royal Institution of Chartered Surveyors (RICS) Appraisal and Valuation Standards (commonly known as the Red Book).   There are several senior officers in Property Services who are professionally qualified members of RICS.   The SORP requires that valuations are obtained for a local authority’s land and property and the valuations are included in Council’s Balance Sheet.   Both SORP and the standards laid down in the Red Book are transparent.
2.10. All expenditure on the acquisition or enhancement of fixed assets is capitalised.   For the purpose of capital accounting, de – minimis levels have been set by the Council:

· Expenditure on vehicles, plant and equipment, although not examined as part of this review, is set at £5,000 for individual items.

· Expenditure on land and buildings is set at £20,000.

2.11. When considering land and property related assets, the roles of Property Services and Financial Services and the processes in place to satisfy capital accounting requirements can be summarised into three main areas, which have been outlined below:

(A) Maintenance of an Asset Register

The purpose being to:

· Record key information about individual assets of the Council

· Identify changes

· Determine the accounting information needed about assets for capital accounting and asset management purposes

(B) Valuation of Assets

The purpose being to:

· Revalue assets in the Asset Register at least once every 5 years

· Record values in the balance sheet, broken down into the correct asset categories: 

(1) Intangible Fixed Assets

(2) Tangible Fixed Assets 



Operational assets 

· council dwellings

· other land and buildings

· vehicles, plant, furniture and equipment

· infrastructure assets

· community assets

Non operational assets:

- Investment properties

- Assets under construction

- Surplus assets held for disposal

(C) Accounting for the Use of Assets 

The purpose being to:
· Charge the revenue account with an amount, which represents the benefit they obtain from using the asset (i.e. depreciation or impairment losses).  

· Include depreciation and impairment losses in management information provided to service managers.

· Calculate the cost of depreciation and impairment losses and external interest charges to the Council.

2.12. In preparation for the financial year-end, Financial Services has been proactive by undertaking a fairly substantial amount of investigative work to support the accuracy of the expenditure charged to capital spending in 2006/07.   These working papers have been examined and the findings substantiated as part of this audit review.   Points arising have been reiterated in this report so that the findings may be formally raised through the normal Audit reporting channels, thus ensuring that the necessary improvements are formally recommended and reported to the right officers, so that the necessary corrective action can be taken.

3. Scope of the Audit 

3.1. Audit testing and verification has been carried out to form an opinion over the adequacy of systems and controls in place relating to the risks identified.  Key areas for review are:

Matters Arising – Section of Report
Area Examined

1.
Strategic Management and Planning

2.
The Asset Register 

3.
Acquisitions and Disposals

4.
Valuations

5. 
Accounting for the Use of Fixed Assets

4. Associated Risks of Providing this Service/Function 
4.1. Examination of the Risk Registers noted the following identified risks: 

Strategic Risks - There are no strategic risks concerning asset management and planning identified at present. 

Operational Risks:

Risk Description
Risk Score

Failure to retain key staff and succession planning
8

Failure to maintain the Council’s assets
12

Inability to realise income from assets because of property market failure.
3

Note: Arising from discussions with the Head of Economic Development, Tourism and Property Services, it was agreed that the implications / outcomes from the Asset Review should be incorporated into both the strategic and operational risk registers. 

5. Overall Conclusion of the Audit Review
5.1. A number of recommendations have been made throughout this report which will enhance the current control arrangements surrounding the management of and accounting arrangements surrounding the Council’s asset base.

5.2. In summary, the two key findings are: 

· If Property Services are to take future responsibility for the Asset Register through the use of the MASS Database and supporting manual files, their systems and procedures need to be transparent and accountable.   Findings from this review suggest that improvements are necessary in this area before reliance can be placed on these records for capital accounting purposes. 

· Better control mechanisms to improve the accuracy of cost coding and evidence of capital spending on asset acquisitions and development. 

Property Services, Development Services Directorate 

The Head of Economic Development, Tourism and Property should complete the shaded areas below.   

Please ensure this includes the officer responsible for overseeing the implementation, the perceived level of risk attached to the issue and the target date in order to fully address the recommendation.   For further details on how to respond to audit reports please refer to the guidance notes attached as Appendix A.

Ref
Issue
Recommendation
Grade
Action to be Taken (including responsible officer for overseeing the implementation)
Level of Risk

(H, M or L)
Target

 Date

1a
WORKING RELATIONSHIPS

The relationship between property management and property maintenance can not be carried out independently from one another. 

Whilst there is daily exchange between Property Services and Facilities Management, there is no mechanism for these two services to formally integrate and share information.   This is a weakness as asset maintenance is a fundamental area for address in the AMP.
In order to provide complete and accurate account of assets, the records and work of Property Services and Facilities Management should be developed.

(It is suggested that the development of the MASS database and how it interfaces with other key systems would in part address this issue along with an appropriate forum where officers from both service areas can formally work together). 
B
The Asset Development Surveyor is making improvements in this area by conducting monthly meetings with Facilities Management.  Head of ED, Tourism and Property and/or Property Service Manager are attending too (until process has bedding in).   Initial focus is on the maintenance and repair programme for Industrial Estates, but the plan is to roll the process out so all assets are covered.
M
In progress (the process will be continuously developed over time)

1b
THE ASSET MANAGEMENT OFFICER GROUP (AMOG)

The AMOG has not met for some time.  There are recognised weaknesses in the structure, scope and responsibilities of this Group.  There are no clear Terms of Reference, or actions for address

** Liase with Financial Services regarding this matter
The structure, purpose and scope of AMOG needs to be reviewed.
B
It was agreed at SPG that the Director of Development Services should draft a report to SMT to redefine the role and responsibilities of the AMOG in light of other working groups established and update their Terms of Reference. 

In meantime, a meeting of AMOG as it currently operates has been arranged for 20/04/07.
M
Progression currently being made.  Revised Group to be in place by Sept 07.



1c
The Property Services / Financial Services Action Plan which lists outstanding areas for address needs to be picked up, managed and addressed by an appropriate “asset” forum.   Care will be needed to ensure that the momentum is not lost and those issues which will take time to address are properly managed and pursued over the longer term.

** Liase with Financial Services regarding this matter
The property / finance asset action plan should be pursued through an appropriate forum.
B
As above – action plan will be pursued through the existing AMOG and then in its reconstituted form.  The action Plan will also be progressed through SPG periodically.
M
As above

1d
PERFORMANCE OF ASSETS

The performance indicators relating to the management and use of assets are not sufficient. 
Performance indicators which specifically measure outcomes in relation to how assets assist in the achievement of the Council’s priorities need to be identified / developed.
B
The Head of Economic Development, Tourism and Property Services is to examine the national PIs relating to Asset Management.  Consideration will also be given to developing new local PIs to help monitor asset performance in relation to the Council’s priorities and outcomes of the Asset Review.  These will be developed in conjunction with the AMP and Service Plan.
M
31st May 2007

1e
THE ASSET MANAGEMENT PLAN 

A general review of the AMP’s contents, how it’s applied and its overall usefulness in the current climate raised a number of areas where improvements could be made.
The format, structure and contents of the AMP should be reviewed in 2007.
C
The Head of Economic Development, Tourism and Property Services is to review the structure and content of the AMP.   This will be done to fit with the MTFP.  The first draft will be considered by the SPG in early May. 
H
31st May 2007

1f
Documented Procedures

Complete and up to date operation procedure notes must be in place.
Property Services must adequately document the systems and procedures in place for managing the Council’s assets
B
Accepted that procedures relating to the operations of the section in regards to the management of control of assets need to be documented.    The availability of a process model from RICS which can be tailored to reflect the operations of the Section is to be explored. 
M
To be progressed  – to go into the work-plan for the Section for the next 12 months and resources identified to complete this task.

2a
ASSETS WHICH SHOULD BE INCLUDED IN THE REGISTER

Community and infrastructure assets are not captured on the MASS database, but are, however, required to be reported for capital accounting purposes 
Property Services should ensure that all community assets and infrastructure are captured and managed through the use of the MASS database.
B
Accepted that resources need to be targeted to develop the database to the required standards.  The Head of Economic Development, Tourism and Property Services has identified a budget to fund a project officer post to take on this task.   
H
Matter being progressed.  New post to be agreed and appointed – target date 20th June 07.

2b
There were items below the de-minimis level on the MASS database, which have had to be adjusted for capital accounting purposes 
Property Services should ensure that all assets, which are values as de-minimis, are excluded from management information (i.e. the Asset Register) produced to support capital accounting requirements. 

 
B
As above
H
As above

2c
The bulk of assets under the de-minimis level have not been captured and recorded on the MASS database examples include monuments, small power stations, playgrounds, ad-hoc strips of land etc
The data capture exercise and recording all assets on the MASS database should be completed by Property Services.
B
As above
H
As above

2d
Substantial funds and resources have been spent in purchasing, implementing and upgrading the MASS database to its current status, but there is still much work to be done.
Progressing the full implementation of the MASS database should be a priority for Property Services.
B
As above
H
As above

2e
PRODUCTION OF AN ASSET REGISTER

There are two systems in place for producing a land and property Asset Register.

** Liase with Financial Services regarding this matter
The transition process and date, to place complete reliance on the records maintained by Property Services will need to be made.


B
As above.  

Target date for having the database developed and reliance placed on it is 31st March 2008.  As a contingency, however, Financial Services will run their asset records/register in parallel with the MASS database for to cover the 2007/08 accounts.  Progress on this matter will be managed through the Action Plan (see recommendation 1c)
H
31st March 2008

3a
AQUISITIONS AND DISPOSALS

There appears to be no known fields which adequately record / manage asset disposal (values, dates etc) on the MASS database.   A manual system is being relied upon.  
A reliable method of recording asset disposals on the MASS database needs to be considered.
C
This matter will be examined as part of the project to develop and roll out the MASS database.  
M
31st March 2008

4a
VALUATIONS

There were a couple of omissions from the valuations programme for 2006/07 and it is understood that there may be different versions of the programme in use.
An accuracy check of the valuation programme should be undertaken to ensure that all assets are included.  A system of controlling versions of the programme should be implemented too.
C
Property Assistant to review, reconcile and control the valuation programmes and implement version control.
M
31st May 2007 (and ongoing)

4b
It was noted that not all the assets that have incurred significant capital spend in 2006/07 have been included in the valuation schedule for 2007/08. 


Improved mechanisms to identify and include in the valuation programme for the coming year, any substantial capital spend on improvements and/or acquisitions, are required
B
The capital monitoring report will be made available to the Asset Development Surveyor.  This will be continuously monitored and changes to feed into the valuations programme via the Property Assistant.  
M
To commence April 2007 

4c
To comply with the SORP, it is understood that Property Services should prepare a full valuation report, which should be agreed with Financial Services. 

** Liase with Financial Services regarding this matter
Property Services and Financial Services need to ascertain whether the existing valuation reporting method is adequate and in line with proper professional standards.
C
This matter is to be investigated by the Property Services Manager in liaison with Financial Services.  The matter will be progressed through the Action Plan (see recommendation 1c).  

Note: Financial Services have suggested that an initial draft valuation report is submitted to support the 2007 valuations which are to be reported in mid April 07)
M
From April 2007  

4d
There were a number of simple errors where the officer inputting data into the MASS has been provided with, and/or, has entered the incorrect categories or method of valuation onto the system
Property Services should consider introducing quality checks on the information submitted into the MASS database
B


Property Assistant is to undertake a process of data quality checks in the database.
M
From April 2007  

4e
Valuations are given but there is insufficient supporting documentation to support the decision.
Property Services need to ensure they have robust working papers  / evidence on file to support valuation changes, assumptions made etc.   These points should form part of the over-riding valuation report as recommended at 4c.
B
Agreed – matter to be considered / discussed by the Surveyors and the valuation process and acceptance of working papers agreed, including the impairment process.   
H
From April 2007

4f
Following discussions with surveying staff and testing undertaken, the process of identifying and accurately carry out impairments remains unclear
Property Services need to ensure that they have a clear documented process for when to carry out an impairment rather than a full valuation, including how this should documented, evidence and recorded on the database.  Surveying staff should be conversant with these procedures and when they should be applied.
B
The matter is to be considered by the Asset Development Surveyor with a view to clarifying and formally documenting the impairment process. 
M
June 2007

4g
There is no defined procedure in place to report valuations / impairments etc to service departments
Property Services should consider introducing a system to inform the service areas who use (and pay for the use) of assets, any changes in their value.   
D
Agreed in principle although the process should be widened to cover the costs associated with the management and use of assets in general – PI data, costs associated with running the asset (energy, repairs and maintenance etc), valuation of asset and depreciation charge applied etc).   This is a huge undertaken which may result once the database is fully developed and interfaced with other key systems.
-
-

5e
CATEGORISATION OF ASSETS

There is no record to explain the reasoning behind asset categorisations.   The recording of such decisions would provide a clear explanation in the absence of key staff, for new staff and for audit purposes.  It would also help record the impact of the change this may have on any subsequent valuations.  
The reasoning behind the categorisation of an asset should recorded either on the MASS database or manual file. 


C
Agreed A note will also be retained on file – the Asset Development Surveyor will consider the most appropriate approach.  Once developed, the procedure notes (see recommendation 1F) will also cover this area.
L
From May 2007 

Financial Services, Corporate Services Directorate 

The Head of Financial Services should complete the shaded areas below.   

Please ensure this includes the officer responsible for overseeing the implementation, the perceived level of risk attached to the issue and the target date in order to fully address the recommendation.   For further details on how to respond to audit reports please refer to the guidance notes attached as Appendix A.
Ref
Issue
Recommendation
Grade
Action to be Taken (including responsible officer for overseeing the implementation)
Level of Risk

(H, M or L)
Timescale

1b
THE ASSET MANAGEMENT GROUP (AMG)

The AMOG has not met for some time.  There are recognised weaknesses in the structure, scope and responsibilities of this Group.  There are no clear Terms of Reference, or actions for address.

** Liase with Property Services regarding this matter.
The structure, purpose and scope of AMOG needs to be reviewed.
B
It was agreed at SPG that the Director of Development Services should draft a report to SMT to redefine the role and responsibilities of the AMOG in light of other working groups established and update their Terms of Reference. 

In meantime, a meeting of AMOG as it currently operates has been arranged for 20/04/07.
M
Progression currently being made.  Revised Group to be in place by Sept 07.



1c
The Property Services / Financial Services Action Plan which lists outstanding areas for address needs to be picked up, managed and addressed by an appropriate forum. 

Care will be needed to ensure that the momentum is not lost and those issues which will take time to address are properly managed and pursued over the longer term.

** Liase with Property Services regarding this matter.
The property / finance asset action plan should be pursued through an appropriate forum.
B
As above – action plan will be pursued through the existing AMOG and then in its reconstituted form.  The action Plan will also be progressed through SPG periodically.
M
As above

2e
PRODUCTION OF AN ASSET REGISTER

There are two systems in place for producing a land and property Asset Register.

** Liase with Property Services regarding this matter.
The transition process and date, to place complete reliance on the records maintained by Property Services will need to be made.
B
As above.  

Target date for having the database developed and reliance placed on it is 31st March 2008.  As a contingency, however, Financial Services will run their asset records/register in parallel with the MASS database for to cover the 2007/08 accounts.  Progress on this matter will be managed through the Action Plan (see recommendation 1c)
H
31st March 2008

4c
VALUATIONS

To comply with the SORP, it is understood that Property Services should prepare a full valuation report, which should be agreed with Financial Services. 

** Liase with Property Services regarding this matter
Property Services and Financial Services need to ascertain whether the existing valuation reporting method is adequate and in line with proper professional standards.
C
This matter is to be investigated by the Property Services Manager in liaison with Financial Services.  The matter will be progressed through the Action Plan (see recommendation 1c).  

Note: Financial Services have suggested that an initial draft valuation report is submitted to support the 2007 valuations which are to be reported in mid April 07)
M
From April 2007  

5a
CLASSIFICATION OF SPENDING

In preparation for the financial year-end, Financial Services has been proactive by undertaking a fairly substantial amount of investigation work into spending classifications.    


Further investigations and the necessary corrective action to address the anomalies highlighted by this exercise undertaken by Financial Services still need to be progressed as part of the preparation of the final accounts.
B
Agreed – matters raised from this exercise are to be investigated as part of the final accounts process.  This matter will be inserted into the final accounts timetable – to be scheduled for completion at the start of the process.
H
30th April 2007

5b
It has been recognised that more evidence is needed to support certain costs being charged to capital such as staff time recharges which are able to be proven by formal time recording.
A formal mechanism to ensure that the appliance of such controls should be agreed so information/evidenced is available, in the correct format and retained.  (It is suggested that the responsibility should be delegated to the relevant Project Manager on agreement of capital funding). 
B
Agreed – action as above
H
30th April 2007

5c
It is evident that better control mechanisms to discourage assets / items being incorrectly coded to capital and improving the controls within Financial Services so that capital spending can be tracked continuously are required.
Further educating budget holders to understand the necessity to accurately recognise and code items/assets to capital spending.
B
Agreed – this matter will be progressed through the financial management training programme and initial training workshops
H
30th April 2007

5d
It is evident that better control mechanisms to discourage assets / items being incorrectly coded to capital and improving the controls within Financial Services so that capital spending can be tracked continuously are required.
Enhanced monitoring by Financial Services of individual transactions being charged to capital is required. It may be feasible to consider enhancing the role of the Senior Accountancy Assistants so they have more responsibility to do with capital spending in their allocated accountancy areas.
B
Agreed – the role of the Senior Accountancy Assistant is to be enhanced to cover 
M
By July 2007
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