BOROUGH OF BARROW-IN-FURNESS

AUDIT COMMITTEE







Meeting Thursday 26th September, 2013






at 2.00 p.m.

PRESENT:- Councillors Burns (Chairman), Barlow, Murray, Sweeney and Thurlow.
Also present were Gina Martlew, Jackie Bellard and Len Cross from Grant Thornton and Keith Jackson from Internal Audit.
16 – Declarations of Interest
Councillor Burns declared an other interest in all items relating to Cumbria County Council as she was a Member of Cumbria County Council.

17 – Minutes

The Minutes of the meeting held on 27th June, 2013 were taken as read and confirmed.
18 – Apologies for Absence/Attendance of Substitute Members
Apologies for absence had been received from Councillors Pointer (Vice-Chairman) and Doughty.

Councillors Barlow and Sweeney had attended as substitutes for Councillors Doughty and Pointer respectively.

19 – Chairman’s Announcement
The Chairman advised the Committee that Gina Martlew of Grant Thornton was retiring and would be replaced by Jackie Bellard.  On behalf of the Committee she wished her a happy retirement and thanked her for all the work that she had done in Cumbria over the years.

20 – Review of the Council’s Arrangements for Securing Financial Resilience, for the year ended 31st March, 2013
The Borough Treasurer reported that the review of the Council’s Arrangements for Securing Financial Resilience for the year ended 31st March, 2013 had been produced by the External Auditors.  

Three key points for consideration had been highlighted in the report and Management had provided a response and agreed a timescale to action those as detailed in the table overleaf.
	Area of Review and Key Points for Consideration
	Management Response

	Key Indicators of Performance – Management should keep under review the extent to which the Council had been successful in achieving a reduction in the number of days lost due to sickness.
	From 2013-14 quarterly reports had been presented to Management Board which indicated the number of days lost for sickness, showing short term and long term sickness along with other relevant information.  The Council’s Occupational Health Service would be delivered by a new provider from October 2013.

	Strategic Financial Planning – The Medium Term Financial Plan required updating to take account of the receipt of the Efficiency Grant from DCLG and the recently approved Workforce Strategy.
	The Medium Term Financial Plan would be fully updated as part of the 2014-2015 budget setting process.  The Efficiency Support Grant and the Workforce Strategy would be incorporated into that update.  The impact on the current Medium Term Financial Plan would be reported to Members as part of the Council Finances reports during 2013-2014.

	Financial Control – The Borough Treasurer and her staff were encouraged to complete the planned review of budget monitoring arrangements to ensure Officers and Members had the information they needed to monitor the Council’s financial performance and financial position.
	The review would identify a meaningful level of Management to report against, in addition to the current overall General Fund position.  Direct costs would be reported against this level as part of the Council Finances reports.


It was noted that progress on the above-mentioned issues would be reported to this Committee in due course.
Gina Martlew of External Audit attended the meeting to present their report to the Committee.  A copy of which had been appended to the Borough Treasurer’s report.

It was noted that the External Auditor’s work supporting their Value for Money (VfM) conclusion, as part of the statutory external audit, included a review to determine if the Council had proper arrangements in place for securing financial resilience.

In doing so, they had considered whether the Council had robust financial systems and processes in place to manage its financial risks and opportunities, and to secure a stable financial position that enabled it to continue to operate for the foreseeable future.  They had carried out their work in discussion and agreement with Officers and completed it in such a way as to minimise disruption to them.

The definition of foreseeable future for the purposes of the financial resilience review was 12 months from the date of the report.  They had reviewed the financial resilience of the Council by looking at:

· Key indicators of financial performance;

· Its approach to strategic financial planning;

· Its approach to financial governance; and

· Its approach to financial control.

Full details on each of those areas had been provided in detail within the report and had been summarised as follows:-

Key Indicators – Overview of Performance

Area of Focus






Assessment
Liquidity







    Green

Borrowing







    Green

Workforce







    Amber

Performance against Budgets: Revenue and Capital

    Green

Reserve Balances






    Green

Cost of Housing Benefit/Council Tax Benefit


    Amber

Strategic Financial Planning – Medium Term Financial Strategy
Area of Focus






Assessment

Focus of the Medium Term
 Financial Plan


    Green

Adequacy of Planning Assumptions



    Green

Review Processes






    Green

Responsiveness of the Plan




    Amber

Financial Governance – Understanding and Engagement

Area of Focus






Assessment

Understanding the Financial Environment


    Green

Executive and Member Engagement



    Green

Budget Reporting: Revenue and Capital



    Green

Adequacy of Other Committee/Cabinet Reporting

    Green

Financial Control – Internal Arrangements
Area of Focus






Assessment

Budget Setting and Monitoring – Revenue and Capital

    Amber

Performance against Savings Plans



    Green

Key Financial Accounting Systems



    Green

Financial Control – Internal and External Assurances
Area of Focus






Assessment

Finance Department Resourcing




    Green

Internal Audit Arrangements




    Green

External Audit Arrangements




    Green

Assurance Framework/Risk Management


    Green

It was noted that to assess the level of performance the External Auditors had used a Red/Amber/Green rating with the following definitions:-
Red    – 
High Risk.  The Council’s arrangements were generally inadequate or may have a risk of not succeeding.

Amber – Potential Risks and/or Weakness.  Adequate arrangements and characteristics were in place in some respects, but not all.  Evidence that the Council was taking forward areas where arrangements needed to be strengthened.

Green – Arrangements met or exceeded adequate standards.  Adequate arrangements identified and key characteristics of good practice appeared to be in place.

The overall conclusion was that the Council had proper arrangements to secure financial resilience.

RESOLVED:- (i) To receive the External Auditor’s report; and

(ii) To agree the Management responses outlined in the table above.

21 – Statement of Accounts 2012-2013

The Borough Treasurer reported that the Accounts and Audit Regulations required the draft Statement of Accounts to be made available to the External Auditors by 30th of June each year.  This date had been met and the Statement had been placed on the Council’s website by that date.  The Statement of Accounts for 2012 to 2013 must be approved by this Committee before 30th September, 2012.  The Statement of Accounts had been appended to the report.  The report also contained the Annual Governance Statement for separate consideration along with the Letter of Representation for approval.

It was noted that the External Auditor was required to report to this Committee on the conclusions of the audit, noting any adjustments made to the draft accounts as published.  This was the Audit Findings report which had also been appended to the report.  Subject to Members agreeing the recommendations in the Action Plan (see 1 and 2 below) and the Letter of Representation, the External Auditor would give an unqualified audit opinion.

1. Reviewing the approach to preparing the Cash Flow Statement to ensure that all amounts reported were derived from the correct source; and

2. Consider the content and the structure of the Explanatory Foreword, as part of the 2013-14 closedown process, to ensure that the foreword provided a ‘concise and understandable guide for the reader of the most significant aspects of an authority’s financial performance’ as per CIPFA guidance.
It was noted that the External Auditor’s overall conclusion was that the Council was responding well to the challenges of the Local Government Finance Settlement, delivering savings and targeting its resources effectively.  On the basis of the Auditor’s work, and having regard to the guidance on the specified criteria published by the Audit Commission, they were satisfied that in all significant respects the Council had put in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources for the year ending 31st March, 2013.
The Borough Treasurer reported that the External Auditor had identified four misstatements in the Statement of Accounts for 2012-2013 that had been corrected and incorporated into the Statement presented for approval.  There was a further misstatement that had not been corrected which is set out in more detail in the ‘Changes to the Accounts” section below.

There were two recommendations made by the External Auditor, relating to the Cash Flow Statement and the Explanatory Foreword.  The Borough Treasurer had provided a response with an agreed timescale to those actions.

Members had been advised that none of the misstatements materially impacted on the net revenue position, or the net worth of the Council.

The External Auditor’s team had undertaken the audit in a professional and consultative manner.  The Borough Treasurer reported that she was happy with the service provided and her staff had worked constructively with the External Auditor and her team.

The Statement of Accounts

The audited Statement of Accounts had been appended to the report.

The Borough Treasurer reported that the Statement of Accounts was complex and not easy for the layman to follow.  A specific session for Members had been held on 23rd September, 2013, to go through the Accounts, explain the key points and provide Members with the opportunity to raise queries.  In approving the Statement of Accounts, Members had been asked to undertake a review using their knowledge of the Council together with the External Auditor’s report and raise any questions.

The key areas to review in the Statement of Accounts were:-
Explanatory Foreword – this explained the key issues in the accounting statements and explained their purpose.

Comprehensive Income and Expenditure Statement – this showed a net deficit of £9,124k.  Excluding the actuarial loss on the pension assets/liabilities of £4,581k and an increase in the value of property, plant and equipment of (£779k), the net deficit of £5,322k was the combined result for the General Fund and the Housing Revenue Account [(Surplus)/Deficit on the Provision of Services].

The separated result for General Fund was a deficit of £7,927k and for the Housing Revenue Account a surplus of (£2,605k).

The real General Fund deficit was £289k and the reasons for this difference of (£7,638k) were the statutory adjustments to the accounts which reduced the deficit by (£7,328k), combined with the use of reserves of (£310k).  The statutory adjustments primarily related to capital and asset charges of (£8,605k), the transfer of asset sale proceeds of £341k net of their carrying value, and the provision for the repayment of external debt of £935k.

For the Housing Revenue Account the real surplus was (£469k), the difference of £2,136k being the statutory adjustments relating primarily to the provision for the repayment of external debt of £1,740k and the transfer of asset sale proceeds of £327k net of their carrying value.

Balance Sheet – the Council’s net worth had decreased from £92,988k to £83,864k.  This was largely explained by the actuarial loss on the pension assets/liabilities of (£4,581k), a decrease in the carrying value of property, plant and equipment of (£9,878k), the increase in provisions of (£800k) and these are offset by the increase in short term investments of £6,506k.

A summary of the variances against the original budgets for the General Fund and the Housing Revenue Account had been set out in the Explanatory Foreword, Section j on page 3 of the Statement of Accounts.
Changes to the Accounts

Adjusted misstatements

The main changes to the draft accounts agreed with the External Auditors were:-
Cash Flow Statement – the cash flows relating to operating, investing and financing activities were not attributed correctly.

Explanatory Foreword – the presentation and content was reviewed to provide a clear and concise summary of the Council’s financial performance and position.

Lease Disclosure Note – Waterside House lease income was accidently omitted in the compilation of the figures for the disclosure note.

Segmental Reporting – the income relating to the Forum was shown net of the expenditure instead of gross in error.

These had all been corrected and do not have any impact on the net revenue position, or the net worth of the Council.

Unadjusted misstatements

The provision relating to the Municipal Mutual Insurance Scheme of Arrangement (MMI) had been over-estimated.

A provision had been made when an event had taken place that gave the Council a legal or constructive obligation that probably required settlement and a reliable estimate could be made of the amount of the obligation.  In the case of the MMI provision, the Scheme of Arrangement was triggered in 2012-2013 and the amount of the obligation was £414k based on the information available from the Scheme Administrator.  This position had been reported to the Executive Committee in January, 2013, and resources had been identified to cover the potential impact of the Scheme being triggered and the subsequent claims that may be lodged against the Council should the Scheme be wound up.

The Borough Treasurer advised that she had revisited the provision following a review by the External Auditor and she agreed that the provision should be limited to the levy indicated by the Scheme Administrator and that the balance of funds should have remained in reserves, £604k.  This over-estimation did not materially affect the Council’s financial position and she intends to adjust this in 2013-2014, taking into account the latest information from the Scheme Administrator.  Members had been asked to agree with the Borough Treasurer’s proposal and to approve the Letter of Representation which included this item.  Members had also been asked to agree that the Borough Treasurer and the Chairman of this Committee be authorised to sign the Letter of Representation on behalf of the Council.  A copy of which had been appended to the report.

Letter of Representation

The purpose of this letter was to provide assurance to the External Auditors on relevant and significant matters relating to the financial year.  The Letter of Representation was issued to disclose the material facts affecting the 2012-2013 transactions of the Council.

Annual Governance Statement

The Annual Governance Statement (AGS) needed to be published alongside the Statement of Accounts, although it did not form part of it.  The AGS had been presented to this Committee on the 27th June, 2013 and there had been no major changes to report.  A copy of the AGS had been appended to the report for Members to approve and authorise the Chairman of this Committee to sign on behalf of the Council.

RESOLVED:- (i) To receive the External Auditor’s Audit Findings report;
(ii) To agree the Management responses included in the Audit Findings report;

(iii) To approve the Letter of Representation and authorise the Chairman of this Committee and the Borough Treasurer to sign on behalf of the Council;

(iv) To receive the Annual Governance Statement;

(v) To approve the Annual Governance Statement and authorise the Chairman of this Committee to sign on behalf of the Council; and

(vi) To approve the audited accounts and authorise the Chairman of this Committee to sign on behalf of the Council.

22 – Annual Review of Audit Committee Effectiveness

The Borough Treasurer reported that it had been agreed at the Audit Committee meeting on 27th June, 2013 that the Chairman and Vice-Chairman of this Committee be delegated to undertake a review of the effectiveness of the Audit Committee with herself.
It was noted that CIPFA had recommended that an assessment be undertaken by the Audit Committee to ensure that its effectiveness was regularly reviewed.  They had recommended that this could be achieved by using an evaluation checklist such as CIPFA’s Toolkit for Local Authority Audit Committees.

The Borough Treasurer reported that the review had been completed and the completed checklist had been appended to her report.  It was noted that the review had demonstrated that the purpose and independence of the Audit Committee had been established.  Members were aware of the remit and responsibilities that the Committee was charged with.  The main area of discussion was the need for on-going training, to continue to build on the knowledge and experience of the Committee Members.  It was expected that Audit Committee external training would be run again in 2014 and some areas, such as Welfare Reform would be addressed through the training led by Members’ Personal Development Plans.

A Member had suggested that this time next year it may be appropriate to consider training implications required from potential changes to the Council following the Elections in May 2015.

RESOLVED:- To approve the review.

23 – Fraud and Corruption Survey 2012-2013
The Borough Treasurer reported that the Council takes part in the national fraud and corruption survey each year run by the Audit Commission.  

The Audit Commission publishes an annual report on fraud and corruption in Local Government called ‘Protecting the Public Purse’ (PPP).  PPP provides details on amounts of detected fraud, warns of emerging fraud risks and promotes best practice.  Much of the information for PPP comes from the fraud and corruption survey of Local Government.  The results of the survey also informed the National Fraud Authority’s annual assessment of the total value of fraud in the UK.  Submission of the information was required under Section 48 of the Audit Commission Act 1998.

The survey completed covered all areas where fraud may occur.  For 2012-2013, the following statistics had been returned:-
Housing Benefit and Council Tax Benefit Fraud
· Number of cases: 23;
· Value: £47,412.09 (no individual case was over £10,000);
· Number of cases that went to court: 11; and
· Number of cases resulting in prosecution: 11.
It was noted that there was no fraud or corruption to report in relation to any other Council service.

RESOLVED:- To note the report and agree that a further progress report be submitted at a later date.
24 – Internal Audit Final Reports
The Borough Treasurer reported that Internal Audit had completed a number of audits in accordance with the approved Annual Plan.  On completion, the final reports were presented to this Committee for consideration.

The Council’s Internal Audit Manager attended the meeting to present the reports to Members.

There had been five final reports appended for consideration.  The reports included and their assurance levels were as follows:-

1. Housing and Council Tax Benefits – Substantial Assurance;
2. Income Collection – Substantial Assurance;
3. Car Park Meter Income – Substantial Assurance;
4. Housing Maintenance – Responsive Repairs – Substantial Assurance; and
5. 102 Abbey Road Phase 2 – Substantial Assurance.
Members considered the reports and raised questions with the Head of Internal Audit.

RESOLVED:- To note the Internal Audit Final Reports.

25 – Internal Audit Progress Report
The Borough Treasurer reported that the Internal Audit Progress Report for the period 1st April, 2013 to 11th September, 2013 had been produced by the Head of Internal Audit.
The Head of Internal Audit attended the meeting to present the report to Members.

No Priority 1 recommendations had been made within the reporting period.

The report contained a statistical summary of the number of audit recommendations (14).  It was noted that all 14 recommendations had been fully accepted.  Each of the recommendations had been assigned a priority graded 1-3, 1 being major issues and 3 being minor issues.  10 had been rated priority 2 and 4 had been assigned priority 3.

A new section had been included in the report this time detailing the number of calls to the Fraud Hotline.  It had been suggested that further columns be included in this section of the report to include details of the number of prosecutions etc.  The Head of Internal Audit agreed to provide more information in the next report.

It was noted that the Document Retention audit report was still in a draft form as it had been referred to Management Board for their consideration.

RESOLVED:- That the report be received.

26 – Local Government Ombudsman Annual letter 2012/2013
The Policy Review Officer reported that the Ombudsman issued an annual letter to Councils reviewing complaints against the Authority.
During 2012/2013, a total of eight complaints had been received which was below the average for Borough Councils.  He advised that this year the Ombudsman had not provided the detailed breakdown of complaints that it had provided in previous years.  The reason for that was that they had changed their business processes during the course of 2012/2013 and therefore would not be able to provide a consistent set of data for the entire year.

A copy of the letter and annual statistics had been appended to the report.

RESOLVED:- To note the report.

27 – Risk Management
The Policy Review Officer attached as an appendix to his report, the Risk Register for 2013-2014.  He reported that the register continued to focus on those business critical risks which were under the control of the Council.  It was noted that Management had agreed a number of Operational Risks and these would be used to inform the development of the Council’s Business Continuity Plan.
Full details of the Business Critical Risks and Operational Risks, including their potential impact and mitigating actions had been included in the appendices attached to the report.

The Policy Review Officer advised the Committee that the Risk Register would be presented to Management Board the week commencing 30th September, 2013 and that some risks were now less likely which would result in some changes to the Register.
RESOLVED:- To note the information and that updates would be provided on a quarterly basis.

28 – Monitoring Priority 1 Recommendations

The Policy Review Officer reported that Internal Audit undertook reviews of the Council’s systems as defined in the Annual Audit Plan.  The audit conclusion may include Priority 1 Recommendations which related to major issues that needed to be brought to the attention of Senior Management.  Senior Managers would consider the recommendations and determine whether to accept or reject them.  If the recommendations were accepted, the Managers were agreeing to implement the recommendations.

To ensure that all agreed Internal Audit Priority 1 Recommendations were implemented in a timely manner they were now tracked by Management Board.  Progress against the implementation of Priority 1 Recommendations that had been agreed in 2011-2013 had been included within the Policy Review Officer’s report.

At the last meeting of this Committee there had been two outstanding Priority 1 risks, namely:-
1. Risk Management – Business Continuity (11-08); and

2. Catering Contract – The Forum (10-24).
The Priority 1 risk related to the Catering Contract had now been implemented and the Priority 1 risk related to the Business Continuity Plan was still outstanding.  A draft Business Continuity Plan had been submitted to Management Board in June and the infrastructure was currently being worked on to support the Information and Communication Technology (ICT) Disaster Recovery Plan and a location was trying to be sourced for replica computer servers and telephone systems.

The Policy Review Officer advised the Committee that the Business Continuity Plan had moved on significantly and the only outstanding item was in respect of the ICT Disaster Recovery Plan.

RESOLVED:- To note the information.
The meeting closed at 3.25 p.m.

