AUDIT COMMITTEE

TUESDAY 22 JUNE 2010 AT 10.00 AM 
PRESENT:
Councillors Boaden (as substitute for Councillor Hendry), Mrs Farmer, Layden, Lishman and Mrs Mallinson 
ALSO

PRESENT:
Mrs Karen Murray (District Auditor, Audit Commission)  
AUC.35/10
APPOINTMENT OF CHAIRMAN

The Legal Services Manager welcomed all those present to the first meeting of the Audit Committee in the current municipal year.  She indicated that the first item of business was to appoint a Chairman for the Committee for the 2010/11 Municipal Year and sought nominations in respect thereof.

It was moved, seconded and 
RESOLVED – That Councillor Mrs Mallinson be appointed Chairman of the Audit Committee for the Municipal Year 2010/11.  

Councillor Mrs Mallinson thereupon took the Chair.    

AUC.36/10
APPOINTMENT OF VICE-CHAIRMAN
The Chairman sought nominations with regard to the appointment of a Vice‑Chairman for the Committee.

It was moved, seconded and
RESOLVED – That Councillor Layden be appointed Vice‑Chairman of the Audit Committee for the Municipal Year 2010/11.

AUC.37/10
APOLOGIES FOR ABSENCE
Apologies for absence were submitted on behalf of Councillors Bowditch, Hendry and Ms Patrick; and the Audit Manager, Audit Commission.
AUC.38/10
DECLARATION OF INTEREST
Councillor Mrs Mallinson (Chairman) declared a personal interest in accordance with the Council’s Code of Conduct in respect of Agenda item A8 – Audit Services Outturn Report 2009/10 and Interim Review of the Effectiveness of Audit Services because she is also a Member of Cumbria County Council. 
AUC.39/10
AGENDA
The Chairman moved that Agenda item A.6 (Treasury Management Outturn 2009/10) be taken immediately prior to Agenda item A.5 (Statement of Accounts 2009/10) to enable the Officer concerned to attend another engagement, which course of action was agreed.
AUC.40/10
MINUTES
The Minutes of the meeting of the Audit Committee held on 9 April 2010 were submitted.
RESOLVED – That the Minutes of the meeting of the Audit Committee held on 9 April 2010 be agreed as a correct record and signed by the Chairman.
AUC.41/10
MINUTES OF RESOURCES OVERVIEW AND SCRUTINY PANEL
The Minutes of the meeting of the Resources Overview and Scrutiny Panel held on 1 April 2010 were submitted for information.
RESOLVED – That the Minutes of the meeting of the Resources Overview and Scrutiny Panel on 1 April 2010 be noted and received.

AUC.42/10
RESPONSES FROM THE EXECUTIVE
The following Minute Excerpts were submitted setting out the decisions of the Executive on 4 June 2010 in response to comments raised by this Committee:

(a)  Minute EX.093/10 –  Certification of Claims and Returns
The Executive had received and endorsed the reference from the Audit Committee (AUC.25/10).  
The Head of Financial Services confirmed that Internal Audit would undertake the checks and quality control referred to at recommendation 2.

RESOLVED – That the position be noted.
(b) Minute EX.094/10 – Treasury Transactions
The Executive had received the reference from the Audit Committee (AUC.31/10).

RESOLVED – That the decision of the Executive be noted.

AUC.43/10 
AUDIT OPINION PLAN 2009/10
The District Auditor presented the Audit Opinion Plan for the 2009/10 audit setting out the work the Audit Commission proposed to undertake for the audit of financial statements 2009/10.  The Plan was based on the Audit Commission’s risk‑based approach to audit planning and reflected:

· audit work specified by the Audit Commission for 2009/10;

· current national risks relevant to the Council’s local circumstances; and

· local risks

The District Auditor set out for Members the Commission’s approach to the identification of risks and had considered the risks appropriate to the current opinion audit, together with a number of specific opinion risks.  Details of the key milestones and deadlines for preparation of the financial statements by 30 June 2010 were provided.  She further pointed out that she was required to complete the audit and issue her opinion by 30 September 2010.
A Member referred to the change in Internal Audit arrangements at the City Council and sought clarification on the identification of risk in that regard.

In response the District Auditor explained that Internal Audit was a governance issue and did not form part of her audit opinion.  Any concerns identified in relation to Internal Audit would be reported elsewhere in September 2010. 
RESOLVED
 - That the Committee welcomed the submission of the Audit Opinion Plan 2009/10.

AUC.44/10
AUDIT AND INSPECTION FEES 2010/11 
The District Auditor submitted a letter confirming the audit work which the Audit Commission proposed to undertake for the 2010/11 financial year at the City Council.  She informed Members that, following submission of the letter, Government had abolished Comprehensive Area Assessments and the Audit Commission was currently working on what that meant in terms of its fees.  The letter would therefore be withdrawn and revised. 

In response to a Member’s question regarding certification, the District Auditor explained that work was charged on a daily basis.
RESOLVED – That the Audit Committee noted that the Letter detailing Annual Audit and Inspection Fees for 2010/11 was withdrawn and looked forward to the submission of an amended Letter in due course.
AUC.45/10
TREASURY MANAGEMENT OUTTURN 2009/10
The Treasury and Insurance Manager submitted the Annual Report on Treasury Management (RD.13/10).  He informed Members that the report was required under both the Financial Procedure Rules and CIFPA Code of Practice on Treasury Management.  The regular report on Treasury Transactions for the period 01 January 2010 - 31 March 2010 was also submitted.  
The Treasury and Insurance Manager outlined the various performance statistics included within the report.  He also drew Members’ attention to Recommendation 2 whereby Council would be requested to approve an amendment to the Investment Strategy to raise the counterparty limit with Lloyds/TSB Group and the RSB Group from £4m to £6m.
The Executive and Resources Overview and Scrutiny Panel had considered the matter on 4 and 17 June 2010 respectively and the decisions were set out in Minutes EX.079/10 and ROSP.56/10.

The Chairman informed the meeting that the Treasury and Insurance Manager would be retiring later in the year and, on behalf of the Committee, extended to him best wishes for a long and very happy retirement.
RESOLVED – (1) That the Committee welcomed the submission of the Treasury Management Outturn 2009/10.
(2) That the Audit Committee wished to place on record its appreciation and thanks for the work undertaken by the Treasury and Insurance Manager, which contributed significantly to the financial well being of the authority; and to wish him well in his retirement.
AUC.46/10
STATEMENT OF ACCOUNTS 2009/10
The Chairman drew Members’ attention to an Addendum to Report RD.18/10, copies of which had been tabled at the meeting.

The Chief Accountant reported that the amendments highlighted in the Addendum were contained within the Statement of Accounts which would be considered by the Executive and City Council on 28 and 29 June 2010.

The Chief Accountant then presented in some detail report RD.18/10 enclosing the Council’s Statement of Accounts 2009/10 (subject to Audit).  The Accounts reflected the summarised financial outturn information recently considered by the Executive and Resources Overview and Scrutiny Panel.  There were some minor changes to the figures included in those reports, details of which were provided.

The Statement of Accounts had been based on those final outturn figures.  However, because of the different way in which the Accounts must be produced, Members would not be able to see outturn figures within the Income and Expenditure Account.  A reconciliation between the outturn figures and the net operating expenditure on the Income and Expenditure Account had therefore been prepared and was attached at Appendix 1 for information.  

The Chief Accountant highlighted the main changes arising from the 2009 Statement of Recommended Practice, which would impact primarily on the layout of the balance sheet with corresponding entries required to the Income and Expenditure Account where necessary:  

·  Accounting for local taxes was not covered in detail in previous SORPS, but was now included specifically. There was a change in the way that the SORP viewed the relationship between the Council as a billing Authority and the major preceptors for which the Council collected Council Tax (i.e. Cumbria County Council and Cumbria Police Authority). Previously in relation to Council Tax the billing authority (e.g. Carlisle City) showed all Council tax debtors in the balance sheet, the SORP 2009 included detailed requirements which included showing the appropriate shares in the billing and major preceptors balance sheets. Carlisle City would therefore have to show only a percentage of council tax debtors at year end, with Cumbria County and Cumbria Police Authority amounts shown in their own balance sheets. The changes also had an impact on the Income and Expenditure Account and the Cash Flow Statement. Details could be found in the Statement of Accounts on Pages 17, 21, 50 and 51.
· As with Council Tax, previously the Council as a billing authority showed all National Non-Domestic Rates debtors in the balance sheet at year end. The SORP 2009 now contained detailed requirements for accounting for NNDR which included  the requirement to recognise a creditor or debtor for cash collected from NNDR debtors as agent of the government but not paid to government or overpaid to the government at balance sheet date. The changes in treatment would also have an impact on the Cash Flow Statement on page 21 of the Statements.
· The requirement to disclose information in 5 of the notes to the Income


and Expenditure Account had been removed. Those were: section 137


expenditure; expenditure on publicity;  Business Improvement   District


Schemes; and Income  under  the Local Authority Goods and Services


Act.

· The Accounts  and Audit  Regulations  2003 (amended)  had  required 


further detailed information to be provided with regard to Senior 
Officers’ remuneration. That could be found in Note 5.7 on page 25-27 
of the Statements.
As part of the Council’s training programme, a training session had taken place on 16 June 2010 for Members (and substitutes) of the Audit Committee on the role of the Audit Committee and scrutiny of the Statement of Accounts.  Key issues and the practical implications for scrutinising the Statement of Accounts were provided.
The Annual Governance Statement which formed part of the Annual Statement of Accounts was presented at Appendix 2 to report RD.18/10.  It was a requirement of the 2009 SORP that the Annual Governance Statement be considered and approved separately by the Audit Committee.  

The Chief Accountant then drew Members’ attention to the key issues within the Statement of Accounts, and particularly adjustments made at pages 49, 50 and 51thereof.

RESOLVED – That the Audit Committee had considered the 2009/10 Statement of Accounts, together with the Addendum submitted at the meeting, for recommendation to the City Council, noting that the Statements would then be subject to audit.  
The Chief Accountant submitted the following reports for information:

(a) Provisional General Fund Revenue Outturn 2009/10
The Assistant Director (Resources) presented report RD.09/10 summarising the provisional outturn for the General Fund Revenue Budget and providing reasons for variances.  The outturn showed that the net underspend for Council services as at 31 March 2010 once committed expenditure totalling £1,480,300 was taken into account, was £887,234.  Requests had been made to carry forward £71,700 in respect of new items of expenditure  which, if approved, would result in a final underspend to the Council in 2009/10 of £815,534.

The Executive and Resources Overview and Scrutiny Panel had considered the matter on 4 and 17 June respectively and the decisions were set out in Minutes EX.077/10 and ROSP.54/10.
The Assistant Director (Resources) and Chief Accountant then responded to a Member’s question concerning the underspend on the General Fund.

RESOLVED – That Report RD.09/10 be noted.

(b) Provisional Capital Outturn 2009/10 and Revised Capital Programme 2010/11
The Assistant Director (Resources) presented report RD.10/10 summarising the 2009/10 provisional outturn for the capital budget and providing details of the revised capital programme for 2010/11.  The outturn showed that the net underspend for Council services as at 31 March 2010 once committed expenditure totalling £1,459,100 was taken into account was £73,614.  
The Executive and Resources Overview and Scrutiny Panel had considered the matter on 4 and 17 June respectively and the decisions were set out in Minutes EX.078/10 and ROSP.55/10.
A Member reiterated the comments of the Resources Overview and Scrutiny Panel, stressing the importance of a thorough assessment of the Capital Programme being undertaken to ensure that it was more realistic.  It was also important that the Committee had an oversight of that issue.

In response to a question from the Chairman, the Member advised that the Panel would be undertaking a development session to look at their work for the coming year, which may include a piece of work on capital projects.

The Chairman congratulated the Assistant Director (Resources) and members of staff who had identified the need for a further review of the Capital Programme to ensure that the Council had the capacity to deliver the same.

RESOLVED – (1) That report RD.10/10 be noted.
(2) That the Audit Committee requested that the Resources Overview and Scrutiny Panel consider including work on the Capital Programme as part of their work programme.

(3) That the Committee’s concerns regarding the Capital Programme be conveyed to the Executive; and the Assistant Director (Resources)  requested to report back on the Review of the Capital Programme to a future meeting of the Committee.
AUC.47/10
AUDIT SERVICES PROGRESS REPORT

The Assistant Director (Resources) introduced the Interim Audit Manager to the Committee who, in turn, introduced the Audit Assistant who would be observing the meeting.
The Interim Audit Manager submitted report RD.19/10 summarising the work carried out by Audit Services since the previous report to Committee on 9 April 2010.

The final reports on the Audits of Main Accounting and Budgetary Control Systems; Council Tax; Debtors; Cash Collection and Income; Creditors; NNDR; Treasury Management; Personnel and Development; Housing Benefit Fraud; and Payroll were appended to the report.  

Follow-up reviews had been undertaken where appropriate during the period covered by the report, but there were no new issues arising to which Members’ attention needed to be drawn.  Work was also in progress on a number of other reviews, for which the final reports would be presented to Members in due course.

He drew attention to the Audit of Personnel and Development, attached at Appendix H to the report, reminding Members that they had in April 2010 considered a report outlining the results of an Audit Review which highlighted some deficiencies associated with the engagement of a temporary employee introduced to the Council through an Agency.  A number of weaknesses were identified in the system.  Lessons had been learned however, and work undertaken, involving Procurement and Personnel to tighten control procedures.  A revised protocol had been developed and the Managers responsible for recruitment had been made aware of those protocols and should be conscious of the importance of applying the same in each case.
The Interim Audit Manager added that the 2010-11 Audit Plan was presented to the Committee on 9 April 2010.  At the meeting the District Auditor had observed that the Plan as presented would be difficult for the Audit Committee to monitor as days had not been assigned to planned audits.  It was agreed that would be done and that outturn results would be issued on a regular basis.  The Plan had been enhanced and was presented to the Executive on 4 June 2010 (RD.4/10); it would also be presented to full Council on 13 July 2010.
The revised Audit Plan was attached at Appendix K to report RD.19/10, and specific days had been assigned to audits planned in the quarter ended June 2010.  Progress against that quarterly Plan would be fully reported to the Committee on 16 August 2010.

The Interim Audit Manager further indicated that currently the Committee received full copies of audit reports completed in the quarter, resulting in a significant volume of reports.  He invited Members to consider whether a summary of each report, including recommendations, might represent a viable alternative.  A draft summary report had been prepared as an example and was attached at Appendix L.  It was recommended that the exception to the revised procedure would be that a full report would always be presented if a Grade ‘A’ recommendation was made, or the overall level of assurance was at the ‘restricted’ level.

On that latter suggestion, the District Auditor stated that she would be more comfortable if the audit reports included detailed recommendations.  The challenge for Members was to fully understand the Audit Reports, and she believed Members may struggle without that level of information.
In considering the Audit of Personnel and Development, a Member was concerned to note that certain Managers had conducted interviews without having undertaken Management Recruitment Training.  He was further concerned that the recruitment weaknesses highlighted above could potentially extend to permanent employees and emphasised the need for vigilance.

The Member also noted that the previous Audit of Payroll reported 11 recommendations, 5 and Grade B and 6 at Grade C, of which 5 were found not to be effectively implemented.  He considered that to be unacceptable.
With regard to the Interim Audit Manager’s proposal that summary reports should be submitted in future, the Member said that he welcomed the detailed reports provided commenting that he would find it difficult to make a proper rounded judgement without that level of detail.  The Chairman questioned whether the inclusion of an Executive Summary may be of assistance to the Committee.

The Interim Audit Manager replied that an Executive Summary and recommendations could be included.

By way of progressing the matter, the Chairman suggested that detailed Audit Reports be submitted to the next meeting of the Committee, together with a sample paper including an Executive Summary and recommendations for Members’ consideration.
The District Auditor further suggested that it was important for the Committee to also receive details of any recommendations emanating from previous Action Plans which had not been implemented in order that Members may monitor action to address such issues.

The Chairman was pleased to note that Equality Impact Assessment information was now included in Executive reports, which would constitute important evidence as part of future inspections.
RESOLVED – (1) That report RD.19/10 be received.

(2) That the Interim Audit Manager be requested to submit detailed Audit Reports as part of the Audit Services Progress Report to the next meeting of the Committee; together with a sample paper including an Executive Summary and recommendations for Members’ consideration.

(3) That the Interim Audit Manager report back on progress with implementation of the 5 recommendations contained in the Audit of Payroll which had been found not to be effectively implemented.

(4) That the Committee was pleased to note that Executive reports now included Equality Impact Assessment information, and wished to bring that to the attention of the Policy and Performance Manager as evidence for future inspections.
(5) That the Committee thanked members of staff for their hard work in producing the various Audit Reports submitted.
AUC.48/10
AUDIT SERVICES OUTTURN REPORT 2009-10 AND REVIEW OF THE EFFECTIVENESS OF AUDIT SERVICES
Councillor Mrs Mallinson (Chairman), having declared a personal interest, remained within the meeting room and took part in discussion on the Statement of Accounts 2009/10.  

The Interim Audit Manager submitted report RD.20/10 summarising the work carried out by Audit Services relating to the effectiveness of the service during the period 1 April 2009 to 31 March 2010.  Details of achievement against the Audit Plan for 2009-10 were also provided.
By way of summary, the Interim Audit Manager reported that, as in any financial year, there was a drive to complete and agree all ‘material reviews’ in the year.  Whilst not fully achieved, there were fewer reports carried forward into 2010-11 requiring completion than was the case in 2009-10.  The Unit was therefore largely successful in the clearance of ‘material systems’ audits during the year.  He also outlined other work undertaken during the year, which did not result in formal reports.  

The Interim Audit Manager then gave an overview of the position with regard to the Shared Audit Service, details of which were set out in his report.  The latest shared service draft timetable was attached as Appendix B.  That scheduled legal agreements established by 1 August 2010, the date anticipated for the TUPE transfer of staff to the County Council. 

In terms of the adequacy and effectiveness of internal control during 2009/10, it was not possible to give an opinion on the overall system of control within the Authority, as any such opinion could only be expressed in relation to the audit reviews undertaken during the year, the findings and recommendations made, and the remedial actions taken by management.  The annual ‘Statement on Internal Control’ and the attendant Action Plan did, however, provide further assurance on the overall system of internal control. 

Members would be aware of the Audit of ICT Security Policy which was assigned a ‘restrictive’ level of assurance and reported to the Committee in June 209.  The Committee actively monitored progress and received a follow up report in December 2009, which showed that significant action had been taken to remedy weaknesses.  Based on that, and on the results of the Audit work undertaken as identified in the report, Members could be confident that the Authority’s system of internal control was operating satisfactorily.
The Interim Audit Manager then summarised the background to the review of the effectiveness of Audit Services pointing out that, as demonstrated at Appendix A, the arrangements for audit at Carlisle City were robust.  Moreover, the transition to shared services should further strengthen audit processes.

The City Council, along with other Cumbrian District Councils, no longer belonged to the CIPFA benchmarking club.  However, when comparative data was last obtained the Council was demonstrated to provide an above average service at below average cost.  That was unlikely to have changed in the past three years.  The shared service would result in services being provided by a larger unit for which it was possible to more readily obtain comparative data. 

A Member noted that the latest Shared Service draft timetable scheduled legal agreements established by 1 August 2010, the date anticipated for the TUPE transfer of staff to the County.  He questioned whether that date was achievable.
The Interim Audit Manager replied that 1 August 2010 was the date he was working to at the moment.

In response to a question, the Assistant Director (Resources) and Head of Financial Services outlined the new arrangements for audit at the City Council.
RESOLVED – (1) That Report RD.20/10 be received, and progress made against the Strategic Plan together with information relating to the effectiveness of Audit Services be noted.
(2) That the Committee wished to place on record its appreciation of the work undertaken and support provided by the Principal Auditor and members of staff over recent months.
AUC.49/10
ANNUAL GOVERNANCE STATEMENT ACTION PLAN

The Head of Financial Services submitted report RD.17/10 appraising Members of progress made on the Annual Governance Statement Action Plan.   
An updated Action Plan was attached which, in accordance with established practice, would be monitored and the updated status reported to Members at each meeting of the Committee.  Members’ attention was drawn to items 2 (ensure that the National Officer Code of Conduct was adopted in due course) and 3 (significant weaknesses in areas of implementing the IT Security Policy) which had been identified in the Annual Governance Statement as significant.  

The Head of Financial Services added that there were no new areas of risk arising from the Audit Reviews or from the Risk Registers that needed to be drawn to Members’ attention.
RESOLVED – That the Annual Governance Statement Action Plan and current position relating to each of the areas identified be agreed.  
[The meeting ended at 11.10 am]      
