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Audit and Corporate Governance Committee

Thursday 17 March 2011
Council Chamber at 2.30pm

Members of the public are welcome to attend this meeting.

A period of 15 minutes has been provided at the beginning of the meeting to allow
members of the public to raise questions.

In addition, the public may speak on items listed on the agenda. After a report has been
introduced, the Chairman of the Commiittee will ask if any member of the public would
like to speak in respect of the matter and/or ask questions.

All individual contributions will be limited to a period of 3 minutes — where there is an
interest group of objectors or supporters, a spokesperson should be appointed to speak

on behalf of the group.
The public is advised that the Chairman has the right and discretion to control questions
to avoid disruption, repetition and to make best use of the meeting time.

AGENDA
Page/s
Public question time — standard agenda item (15 minutes)
Members of the public are invited to put questions to the Committee through the
Chairman. Councillors also have the opportunity to ask questions of the Leader and/or
Portfolio Holders during this time slot whilst giving priority at this part of the agenda to
members of the public.

To confirm the minutes of the meeting of the Audit & Governance Committee held on 3-6
20 January 2011.

To receive any apologies for absence.
To receive any declarations of interests relating to items on the agenda.

To consider any items which in the opinion of the Chairman, should be dealt with as
matters of urgency because of special circumstances.

(Note: Such circumstances need to be specified in the minutes; any Member wishing to
raise a matter under this item is requested to notify the Chief Executive in advance of the

meeting).

To agree any items to be dealt with after the public (including the press) have been
excluded. There are no items which Officers recommend should be dealt with in this way.

Chief Executive: Mark Williams
Corporale Directors: Denise Lyon {Depuly Chief Executive) - Peter Jeffs - Diccon Pearse -



Page/s

7 Transformation Reserve Simon Davey 7-8
8 Review of internal Audit Charter Internal Audit, Chris Gunn, SWAP 9-13
Draft Accounts and Audit Regulations (England) 2011 Diccon Pearse 14-16
10  Internal Audit Activity Report Intemal Audit, Chris Gunn, SWAP 17 - 27
11 Internal Audit Plan 2011/12 Simon Davey 28 - 33
12 Accounting Policies Simon Davey 34-35
13  Audit Fee Letter 2011/12 External Auditors, Grant Thornton 36 — 38
14  Review on [FRS Progress External Auditors, Grant Thornton  verbal
report

Members remember!

a You must declare the nature of any personal or prejudicial interests in an item whenever it becomes
apparent that you have an interest in the business being considered.

a Where you have a personal interest because the business relates to or is likely to affect a body of
which you are a member or manager as an EDDC nominee or appointee, then you need only
disclose that interest when (and if ) you speak on the item. The same rule applies if you have a
personal interest in relation to a body exercising functions of a public nature.

0 Make sure you say the reason for your interest as this has to be included in the minutes.

a If your interest is prejudicial you must leave the room unless you have obtained a dispensation from
the Council’'s Standards Committee or where Para 12(2) of the Code can be applied. Para 12(2)
allows a Member with a prejudicial interest to stay for the purpose of making representations,
answering questions or giving evidence relating to the business but only at meetings where the
public are also allowed to make representations. If you do remain, you must not exercise decision-
making functions or seek to improperly influence the decision; you must leave the meeling room
once you have made your representation.

o You also need to declare when you are subject to the party whip before the matter is discussed.

Getting to the Meeting - for the benefit of visitors

The entrance to the Council Offices is located on Station Road,
Sidmouth. Parking is limited during normal working hours but
normally easily available for evening meetings.

=, The following bus service stops outside the Council Offices on
= Station Road: From Exmouth, Budleigh, Ofterton and Newton
i Poppleford — 157

:w..' L
oy P i The following buses all terminate at the Triangle in Sidmouth.
|'. g el From the Triangle, walk up Station Road until you reach the
"N ™ Council Offices (approximately % mile).

_ 4 ™ From Exeter — 52A, 528; From Honiton — 52B;
< .4 - W-m .' M-} = From Seaton — 52A; From Ottery St Mary - 379, 387

SIDMOUTH
@ Crawn Copyright. All Rights Reserved 100023746 2010

Please check your local timetable for times.

The Committee Suite has a separate entrance to the main building, located at the end of the visitor and
Councillor car park. The rooms are at ground level and easily accessible; there is also a toilet for
disabled users.

For a copy of this agenda in large print, please contact the Democratic
Services Team on 013958 517546
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EAST DEVON DISTRICT COUNCIL

Minutes of a Meeting of the
Audit and Corporate Governance Committee

held at Knowle, Sidmouth, on Thursday 20 January 2011

Present: Councillors:

Ken Potter (Chairman)
Tim Wood (Vice-Chairman)

David Atkins
Derek Button
Bob Buxton
Stephanie Jones

Officers: Simon Davey, Head of Finance
Christopher Holland, Democratic Services Officer
Chris Powell, Head of ICT
Sulina Tallack, Section 106 Officer
Mark Williams, Chief Executive

Internal Auditors: Fiona Casey, South West Audit Partnership
Chris Gunn, South West Audit Partnership

External Auditors: Jenny Dwyer, Grant Thornton

Barrie Morris, Grant Thornton

Councillor:

Peter Bowden

Chris Gibbings

Andrew Moulding Portfolio Holder, Resources
Graham Troman, Member Champion for Data Quality

Apologies:

The meeting started at 2.30 pm and ended at 4.14 pm.

Public Questions
No questions were raised by members of the public or Councillors.

Minutes
The minutes of the meeting of the Audit and Corporate Governance Committee held on
11 November 2010 were confirmed and signed as a true record.

Electoral Staffing and Payment Principles

Consideration was given to the report of the Returning Officer on the draft electoral staffing
and payment principles report. The document set out the basic principles and guidelines
that the Returning Officer would use when appointing and paying employees undertaking
election duties. The Returning Officer explained that there was a high degree of regulation
around all elections and that the fee level set for nationally run elections was a good basis
for lacally run polls.

Members supported the use of such a document as it would ensure transparency of
decision making and setting fees at election time.

RECOMMENDED: that the Electoral Staffing and Payment Principles document
be approved for future elections.
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AudIL ana Lorporale Governance Gommittee 20 January 2011

Audit Plan 2010-11

Consideration was given to the report of the Council's external auditors, Grant Thornton
regarding the Audit Plan 2010-11 document. The report set out the work that the external
auditors would carry out in order to fulfit their responsibilities to give an opinion on the
Councif's financial statements and a conclusion on the authority’s arrangements for
achieving value for money. Presenting the report, Barrie Morris commented that the audit
environment was ever changing with the abolition of the Audit Commission and new
reporting Standards. He would continue to work with Officers to meet the new reporting
criteria.

Members noted that the Council was making progress towards preparing its statement of
accounts under the International Financial Reporting Standards (IFRS) based on an IFRS
Code of Practice on Local Authority Accounting prepared by CIPFA though there was much
work still to do. Grant Thomton offered to provide training for Members on the new
International Financial Reporting Standards. It was suggested that this should take place
after the Local Elections on May 5 2011.

Members raised the issue of asset valuation and supported the acceleration of the Asset
Register project to create an up to date data base of Council assets which Members could
view themselves. Members asked that the appropriate level of resources be made available
to complete the project as soon as possible.

RESOLVED: 1) that the report be noted.

2) that Grant Thornton provide training for Members after the
forthcoming elections on the new International Financial
Reporting Standards.

RECOMMENDED: that the Council provides adequate resources to the
completion of the Asset Register project in order that the
register be completed as soon as possible.

Certification work report 2009-10

Members noted the report of the Council's external auditors, Grant Thornton regarding the
certification work report 2009-10. The report was required for claims for grant or subsidy
and returns of financial information. For the financial year 2009-10 six claims had been
certified which amounted to £70 million. The report outlined the Council's performance in
applying, claiming and the preparation of information used in claims.

RESOLVED: that the report be noted.

Progress report on Data Breach Actions

Members considered the report of Chris Powell, Head of ICT which provided an update on
the progress of agreed actions connected with the Data Breach report to the Committee
held on 2 October 2010.

Members were supportive of the actions taken so far and the proposals put forward to help
prevent data loss in the future.
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Progress report on Data Breach Actions (cont'd)

RECOMMENDED: 1) that the committee supports the proposal to purchase Data
Loss Prevention software and that provision for its acquisition
be made in the 2011-12 capital budget subject to funding
being available.

2) that the actions taken and proposed to be taken outlined in
the report to remedy identified deficiencies, be supported

RESOLVED: that a further report be presented to the Committee on a
suitable alternative to webmail.

Section 106 Developer Contributions

Mernbers noted the report of the Sulina Tallack, Section 106 Officer who had been asked
by the Committee to report to the Committee on work since her appointment as Section 106
Officer.

Members noted that the new post of Section 106 Monitoring Officer was established in
2008 within the Development Management Team. The post was created to negotiate with
and monitor developments that generated Section 106 contributions, to develop and
maintain a new Section 106 database, to invoice developers and to support the community
in identifying their priority needs and to facilitate the participative budgeting spend process.

it was noted that between April 2009 and March 2010, a total of 167 new planning
applications were subject to formal Section 106 Legal Agreements or Unilateral
Undertakings. During that time, the Council has received financial and in-kind obligations in
respect of a number of previously outstanding planning agreements, including interest
payments where applicable. At the end of the 2009/10 financial year the Council's Section
106 account held a balance of £1,976,663.20. At the start of the financial year it held
£2,146,529.77, it had received an additional £215,001.10 during the year, whilst
£384,867.67 had been spent.

Members thanked Sulina Tallack for her work to date and asked that all Members receive a
regular update of S106 monies available within their ward.

RESOLVED: 1) that the report to be noted.

2) that all Members receive a regular update of S106 monies
available within their ward.

Corporate Governance Action Plan

Members considered the report of Diccon Pearse, Corporate Director. Members noted that
at its meeting on 24 June 2010 the Committee received a Corporate Governance report
which contained an action plan on matters to be addressed. Presenting the report, Simon
Davey, Head of Finance stated that the report reflected on progress made since June 2010.

it was noted that the only remaining area remaining was the Disaster Recovery Plan. In
relation to this, Members highlighted their concern on the issue of reducing the flood
prevention budget by £40,000 as proposed by the Service Planning and Budget Task and
Finish Forum on 17 January 2011. They felt that any savings would be lost if a flood
occurred due to increased costs and maintenance and/for compensation.
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43 Corporate Governance Action Plan (cont'd)

RESOLVED: that the report to be noted.

RECOMMENDED: that the Audit and Govemnance Committee is seriously
concerned at the reduction of the flood prevention budget by
£40,000 as proposed by the Service Planning and Budget
Task and Finish Forum on 17 January 2011 as any savings
may be lost in potential costs and maintenance arising from
flooding.

*44  Internal Audit Activity Report

Members considered the report of the Council's Internal Auditors which outlined the wark of
the audit team and the work undertaken in 2010/2011 as part of the Internal Audit Work
Programme. Members were advised that at the next meeting of the Committee an Audit
plan would be submitted highlighting planned audits for 2011/12.

During discussion, it was suggested that Members be updated on how the Transformation
Reservet had been used.

RESOLVED: 1) that the Audit Activity Report and progress on significant
items be noted.

2) that a report outlining the expenditure of the Transformation
Reserve be submitted to the next meeting of the Committee.

Chalrman susosammasemis s asianralre s Date:ssiaiippeimemminsrassagas
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Transformation Reserve

Summary

The Committee at it last meeting requested that a report be presented outlining the
expenditure incurred from the Transformation Reserve.

Recommendation

That the Committee consider if any further details or actions are required.

a) Reasons for Recommendation

As requested by the Committee information has been provided on the use of the
Transformation Reserve.

b) Alternative Options
Not applicable.

¢} Risk Considerations

The report presents information to the Committee as requested, no actions are being
proposed.

d) Policy and Budgetary Considerations

The report presents information to the Committee as requested, no actions are being
proposed.

e) Date for Review of Decision
Not Applicable.

1. The Transformation Reserve

1.1 From a review of the Council's Reserves and Balances at the end of 2008/09 the
Council established the Transformation Reserve (although technically an allocation
within the General Fund Balance). The sum allocated to this Reserve was
£2.517m. '



1.2 The agreed purpose of the Reserve was to assist the Council’s transformation
programme by meeting upfront costs necessarily incurred in order to produce
savings in future years. This would include; redundancy and pension strain costs
associated with staffing restructures, ICT investment to produce future savings and
other schemes and projects to facilitate a more efficient running of the business.

1.3 The schedule of expenditure to date is as follows:;

£'000 Payback
oSt = - - Period
Opening Balance 1/4/2009 (2,517)
| Costs of entering into shared Chief Executive 166 29 months
_arrangement with SSDC o _ gl =y}
Closing Balance 31/3/2010 (2,351)
Cost of redundancy (12 officers) to date in 2010/11; 191 Less than 12
| Revenues & Benefits, Human Resources, ICT, months
| Legal and Audit - as reported to Executive Board
2/3/2011 budget monitoring report
Balance as at 31 January 2011 (2,160)

1.4 Additional costs are expected to be met from the reserve in the next few months
with further redundancies being made as a consequence of decisions taken through
the budget process. These costs will be reported through to the Executive Board as
part of the budget monitoring reporting.

Legal Implications
There are no legal implications requiring comment

Financial Implications
Details are contained within the report

Consuitation on Reports to the Executive
N/A

Background Papers

N/A
Simon Davey Audit & Governance
Head of Finance 17 March 2011
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Iinternal Audit Charter

Summary

This report sets out to seek member approval for the existing terms of reference in the
shape of the Intemal Audit Charter governing the work of the South West Audit
Partnership at East Devon District Council.

Recommendation

| That members review and formally approve the Interna! Audit Charter as stated in |
. this report. ‘

a) Reasons for Recommendation
The regular SWAP update and review of the Internal Audit Charter will allow this
Committee to monitor the work of the Internal Audit Service provided by the South
West Audit Partnership.

b} Alternative Options
Members are invited to comment on the detail provided within the Charter.

¢) Risk Considerations
No new risks identified.

d) Policy and Budgetary Considerations
None considered.

e) Date for Review of Decision
Annually.

1 Main Body of the Report
Background

The internal audit service, provided by the South West Audit Partnership (SWAP), works to
a Charter that defines its roles and responsibilities and the roles and responsibilities of the
District Council’s managers. Best practice in corporate governance requires that the Head
of Internal Audit (at East Devon District Council the Group Audit Manager — South West
Audit Partnership) should develop and maintain terms of reference for delivering the
Internal Audit Service. The Charter should be reviewed and approved annually by the
Audit & Corporate Governance Committee. The Charter was last reviewed by this



Committee at their meeting in September 2010. This year the Charter has been updated
to reflect the move away from an historic 4 year strategic audit plan;

“The annual plan will be developed with reference to the risks the organisation will be
facing in the forthcoming year, whilst providing a balance of current and on-going risks,
reviewed on a cyclical basis. The plan will be reviewed on a quarterly basis to ensure it
remains current and addresses new and emerging risks.”

The Intermal Audit Charter at Appendix A sets out those proposed terms of reference.

Legal implications
There are no legal issues arising from this report.

Financial implications
None considered.

Consultation on Reports to the Executive
None

Background Papers
Appendix A - Intermnal Audit Charter

Diccon Pearse Audit and Governance Committee
Corporate Director 17 March 2011
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APPENDIX A
EAST DEVON DISTRICT COUNCIL - INTERNAL AUDIT CHARTER

Purpose

The purpose of this Charter is to set out the nature, role, responsibiiity, status and
authority of internai auditing within East Devon District Council, and to outline the scope of
internal audit work.

Approval

This Charter was approved by the Audit & Corporate Governance Committee on
23 September, 2010 and is reviewed each year to confirm it remains accurate and up to
date. it was last reviewed by this Committee on 23 September, 2010.

Provision of Internal Audit Services

The internal audit service is provided by the South West Audit Partnership (SWAP)on a 5
year contract expiring on 31 March, 2015. This charter should be read in conjunction with
the Trading Agreement, which forms part of the legal agreement between the SWAP
partners.

The budget for the provision of the internal audit service is determined by the Council, in
conjunction with the SWAP Partnership Board. The general financial provisions are laid
down in the legal agreement, inciuding the level of financial contribution by the Council,
and may only be amended by unanimous agreement of the Partnership Board. The
budget is based on an audit needs assessment that was carried out when determining the
Council's level of contribution to SWAP. This is reviewed each year by the Section 151
Officer in consultation with the Head of internal Audit Partnership.

1.1  Role of Internal Audit
Internal audit is an independent, objective assurance and consulting activity designed to
add value and improve an organisation's operations. It helps an organisation accomplish
its objectives by bringing a systematic disciplined approach to evaluate and improve the
effectiveness of risk management, control and governance processes.

1.2 Responsibilities of Management and of internal Audit

1.2.1 Management

Management is responsible for determining the scope, except where specified by statute,
of internal audit work and for deciding the action to be taken on the outcome of, or findings
from, their work. Management is responsible for ensuring SWAP has:

» the support of management and the Council: and
o direct access and freedom to report to senior management, including the Chief
Executive and the Audit & Corporate Governance.

Management is responsible for maintaining internal controls, including proper accounting
records and other management information suitabie for running the Authority.
Management is also responsible for the appropriate and effective management of risk.

1.2.2 Internal Audit
internal audit is responsible for operating under the palicies established by management in
line with best practice.



Internal audit is responsible for conducting its work in accordance with the Code of Ethics
and Standards for the Professional Practice of Internal Auditing as set by the institute of
Internal Auditors. Internal Audit also complies with the CIPFA Code of Practice for Internal
Audit in Local Government in the United Kingdom.

Internal audit is not responsible for any of the activities which it audits. Members of SWAP
will not assume responsibility for the design, installation, operation or control of any
procedures. Members of SWAP who have transferred in to the department from other
areas of East Devon District Council will not be asked to review any aspects of their
previous department's work until one year has passed since they left that area.

1.2.3 Relationship with the External Auditors/Other Regulatory Bodies
Internal Audit will co-ordinate its work with others wherever this is beneficial to the
organisation.

1.3 Status of Internal Audit in the Organisation

The Head of the Internal Audit Partnership is responsible to the SWAP Management
Board and the Partnership Board. The Head of Internal Audit Partnership and the Group
Audit Manager also report to the Section 151 Officer, and report to the Audit & Corporate
Governance Committee as set out below.

Appointment or removal of the Head of Internal Audit Partnership is the sole responsibility
of the Partnership Board.

1.4 Scope and Authority of Internal Audit work

There are no restrictions placed upon the scope of internal audit's work. Members of
SWAP engaged on internal audit work are entitled to receive and have access to whatever
information or explanations they consider necessary to fulfil their responsibilities to senior
management. In this regard, internal audit may have access to any records, personnel or
physical property of East Devon District Council.

Internal audit work will normally include, but is not restricted to:

o reviewing the reliability and integrity of financial and operating information and the
means used to identify, measure, classify and report such information:;

e evaluating and appraising the risks associated with areas under review and make
proposals for improving the management of risks;

o appraising the effectiveness and reliability of the enterprise risk management framework
and recommending improvements where necessary;

o assisting management and Members to identify risks and controls with regard to the
objectives of the Council and its services;

e reviewing the systems established by management to ensure compliance with those
policies, plans, procedures, laws and regulations which could have a significant impact
on operations and reports, and determining whether East Devon District Council is in
compliance;

e reviewing the means of safeguarding assets and, as appropriate, verifying the existence
of assets;

e appraising the economy, efficiency and effectiveness with which resources are
employed,;

12



* reviewing operations or programmes to ascertain whether results are consistent with
estabiished objectives and goals and whether the operations or programmes are being
carried out as planned.

e reviewing the operations of the Council in support of the Council's anti-fraud and
corruption policy.

* at the specific request of management, internal audit may provide consultancy services,
provided:

» the internal auditor's independence is not compromised

> the internal audit service has the necessary skills to carry out the assignment, or
can obtain such skills without undue cost or delay

> the scope of the consultancy assignment is clearly defined and management have
made proper provision for resources within the annual audit plan

> management understand that the work being undertaken is not internal audit work.

Planning and Reporting

SWAP will submit to the Audit & Corporate Governance Committee, for information, an
annual internal audit plan, setting out the recommended scope of their work in the period.

The annual plan will be developed with reference to the risks the organisation will be
facing in the forthcoming year, whilst providing a balance of current and on-going risks,
reviewed on a cyclical basis. The plan will be reviewed on a quarterly basis to ensure it
remains current and addresses new and emerging risks.

SWAP will carry out the work as agreed, report the outcome and findings, and will make
recommendations on the action to be taken as a resuit to the appropriate Manager and
Group Manager. SWAP wiii report at least two times a year to the Audit & Corporate
Governance Committee. SWAP will also report a summary of their findings, including any
persistent and outstanding issues, to the Audit & Corporate Governance Committee on a
regular basis.

Internal audit reports will normailly be by means of a brief presentation to the relevant
manager accompanied by a detailed report in writing. The detailed report will be copied to
the relevant line management, who wili already have been made fully aware of the detaii
and whose co-operation in preparing the summary report will have been sought. The
detailed report will also be copied to the Section 151 Officer and to other relevant line
management.

The Group Audit Manager will submit an annuai report to the Audit & Corporate
Governance Committee providing an overall opinion of the status of risk and internal
control within the Council, based on the internal audit work conducted during the previous
year.

In addition to the reporting lines outiined above, the Head of Internal Audit Partnership and
the Group Audit Manager have the unreserved right to report directly to the Leader of the
Council, The Chairman of the Audit & Corporate Governance Committee, the Chief
Executive Officer or the External Audit Manager.

March 2011
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Draft Accounts and Audit Regulations (England) 2011

Summary

The Accounts and Audit Regulations contain important provisions on financial
management, annual accounts and audit procedures affecting ail local authorities. As
changes proposed to the current regulations would add further difficulties for authorities
working with them the opportunity has been to rewrite and publish the draft for comment.
The consultation period ran for 6 weeks from 24 January to 4 March 2011.

Recommendation

That the schedule of committee meetings makes provision for an Audit and
Governance in late September in accordance with the revised publication of annual
| accounts timetable.

a) Reasons for Recommendation
To comply with the publication timetable contained within the Regulations

b) Alternative Options
None considered

¢} Risk Considerations

Inadequate resources or lack of skills required to produce the annual accounts by the
required date.

d) Policy and Budgetary Considerations
None considered

e) Date for Review of Decision
The meeting timetable is reviewed annually

1 Main Body of the Report

The Accounts and Audit Regulations contain important provisions on financial
management, annual accounts and audit procedures affecting all local authorities and
a number of other local public bodies (“relevant bodies”). The 2003 Regulations have
been substantially amended, in particular by an amending instrument made in 2006
and two made in 2009. The amendments presently being proposed would add further
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been substantially amended, in particular by an amending instrument made in 2006
and two made in 2008. The amendments presently being proposed would add further
difficulties to working with the 2003 regulations. Consolidation is therefore highly
desirable so that there is a clear statement of these important provisions for the benefit
of those they affect.

The aim of the consolidation has been to make the regulations easier to understand.
They have been restructured to separate out provisions on the annual accounts
applying to smaller and larger relevant bodies.

The opportunity has also been taken to simplify parts of the text of the regulations
which the numerous amendments have made difficult to follow. Spent provisions have
been removed, and references to statutory bodies updated. The draft regulations are
attached to this report.

Although not affecting East Devon DG the proposal to raise the threshold defining
smailer ‘relevant bodies’ would benefit the farger parish councils and many internai
drainage boards, joint boards and joint committees.

Smalier relevant bodies are permitted by the reguiations to prepare simpler published
accounts than the larger bodies, and are aiso subject to less demanding procedural
requirements. In addition, under arrangements made by the Audit Commission, such
bodies are subject to a limited assurance audit regime. As part of the general move to
reduce administrative burdens on public authorities, consideration has been given to
raising the threshold for placing a body in the smaller category.

Currently, to be classed as a smaller relevant body, a body must have gross income or
expenditure (whichever is higher) of less than £1m in the year of account or in either of
the two preceding years. For the future it is proposed that the limit shouid be based on
the thresholds iaid down by companies’ legislation in the definition of small companies.

Based on the current requirements the limit would be £6.5m. We propose that a body
would be classed as smaller if it's gross income or expenditure (whichever was the
higher) was no more than that figure in the year of account or either of the two
preceding years.

A second proposed change relates to the publication of annual accounts, a matter
pertinent to the business of this Committee.

The current regulations require members to approve the annual accounts before they
have been reviewed by the external auditor, This is out of step with requirements in
the private sector and elsewhere in the public sector, where directors or board
members will be aware of the findings of the audit before they approve the accounts. it
is considered more appropriate for bodies covered by the regulations to follow the
general practice of other bodies, so that members give their approval in the knowledge
of the audit findings.

To facilitate this it is proposed that, for the larger relevant bodies, the regulations
should include the following provisions on the procedure for approval and publication
of the annual accounts:

s no later than 30 June following the financial year end the responsible financial

officer must certify the presentation of the annual accounts in accordance with
the current requirements of regulation 10(2)

15



« the annual accounts must be published with the audit opinion and certificate,
and before that must have been approved by members. The body must use its
best endeavours to secure approval and publication by no later than 30
September

e the responsible financial officer must re-certify the presentation of the annual
accounts before member approval is given.

The draft regulations, which have been published in order that relevant bodies might
comment, are available at
httm:.-’/www.communities.ggv.uk/pubiication_s/localqovemment/revisionaccountsregs2003co
nsult.

Legal Implications
The statutory framework, as amended by the new regulations, is set out in the report.

Financial Implications
None considered.

Consultation on Reports to the Executive
N/A

Background Papers

The draft Accounts and Audit Regulations (England) 2011.

Diccon Pearse Audit and Governance Committee
Corporate Director 17 March 2011
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Summary

Role of internal Audit

>
&=
=
=
o
<L
=
=
o]
=8
i)
=
T
o
o
5
e
o
s
a
>
S
2
-
o

19

SWAP work is complated to comply with the International Professional Practices Framework of the lnstitute of Iaternal Auditors and the CIPFA Code of Practice for Internal Audit In England and Wales.
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Operational Audits
Managed Audits
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SWAP work is completed to comply with the International Professional Practices Framework of the Institute of Internal Auditors and the CIPFA Code of Practice for Internal Audit in England and Wales,
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]Agen_da item 12 | |

Audit & GoveEance

17 March 2011 ' J
SD

| _ . .
[Adoption of new accounting policies (IFRS) J

Summary

There is a need to obtain Member approval for the adoption of new IFRS (International
Financial Reporting Standards) based accounting policies to be used in the Council's
accounts for the year ending 31 March 2011.

As the Audit and Governance Committee do not meet again until the end of June it is
recommended that a small working party of the Committee meet towards the end of March
to approve the new policies.

i . . =

[ Recommendation

That the Committee agree to small working party being formed from Members of the
LAudit and Governance Committee to review and agree new accounting policies.

a) Reasons for Recommendation

New policies are being drafted and will be completed shortly; unfortunately they are
not available to meet this agenda deadline. Members may also find it more useful and
appropriate to review such work in a smaller group.

b) Alternative Options

Members couid wait until the June meeting to review the policies but in terms of
accounts preparation an earlier review date would be more appropriate.

¢) Risk Considerations

A significant amount of work is required in order to comply with the new standards, this
work is currently in progress and budget provision does exists if additional assistance
is required or staff overtime is necessary.

d) Policy and Budgetary Considerations

Budget provision is in place for the Accountancy Team and additional sums were set
aside to deal with additional assistance if required.

g) Date for Review of Decision

If the Committee agree it is intended that the Working Party recommendations will be
—presented to the next meeting of Audit & Governance Committee.
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1.1

1.2

1.3

1.4

Changes to accounting policies - IFRS (international Financial
Reporting Standards)

There is a need to obtain Member approval for the adoption of new IFRS
(International Financial Reporting Standards) based accounting policies to be used
in the Council's accounts for the year ending 31 March 2011.

As the Audit and Governance Committee do not meet again until the end of June it
is recommended that a small working party of the Committee meet towards the end
of March to approve the new policies.

In summary the main changes from the existing policies will impact;

e Property, Plant &Equipment
Changes in asset categories mainly in relation to definition of investment
properties, assets held for sale and component accounting (separate
elements of assets).

e Government Grants and other contributions
Different treatment through the accounts.

o Leases & Lease type arrangements
e Employee Benefits

o Operating Segments
How the Council’s services/activity financial information is presented.

» Cash and cash equivalents

Members will also see on this agenda details of proposed changes to the adoption
of the accounts by this Committee; in that accounts will signed off by the Chief
Finance Officer the end of June and then presented to Committee by the end of
September once the audit opinion has been received.

Legal implications
There are no legal implications set out within the report.

Financial implications
Details are contained in the report

Consultation on Reports to the Executive

None

Background Papers

N/A

Simon Davey Audit & Governance
Head of Finance 17 March 2011
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Grant Thornton

Our Ref BM/JD - EDDC1112

Mark Williams
Chief Executive
East Devon District Council
Councd Ofﬁccs Grant Thornten UK LLP
Kn ) Hartwzll House
owle §5-61 Victoria Sireet

Sidmouth Brisiol BS1 6FT
Devon T+44 {0117 205 7600

r F +44 {0}117 305 7784
EX10 8HL DX 78112 Bristol

www. grank-thornton,co.uk

25 February 2011
Dear Mark

ANNUAL AUDIT FEE 2011-12

I am writing to confirm the audit work that we propose to undertake for the 2011-12
financial year at East Devon District Council (the Council) and the associated fee. This is
based on the Audit Commission’s work programme and scale of fees for 2011-12 published
in February 2011.

As in previous years, the Audit Commission publishes its work programme and scale of fees
on a nauonal basis. However, for 2011-12, instead of providing a scale fee with fixed and
vatiable clements, it has published the scale fee for each local government organisation. The
published fees are based on the proposed 2010-11 fee adjusted to provide a reduction in scale
fees of 5% for district councils to reflect:

¢ no inflationaty increase in 2011-12 for audit and inspection scales of fees and the hourly
rate for certifying claims and returns;

® a reduction in scale fees resulting from the new approach to local value for money andit
work; and

® a reduction in scale audit fees of 3% for local authorities teflecting lower ongoing costs
after implementing IFRS.

However, in the case of the Council, the Audit Commission has calculated the fee as being a
5% reduction on the original fee of £126,300 for 2010-11. As you know we reduced the fee
for that year by £9,000 to £117,300 as a result of deferring work we planned to undertake in
relation to shared service arrangements We therefore propose to reduce this fee by 5% to
£111,435 (exclusive of VAT). We shall need to scek the Audic Commission's approval for
this further variation.

Audit fee summary

Audit area ' Proposed fee | Agreed fee | Actual fee
2011-12 2010-11 2009-10

Financial statements and value for money L111,435 £117,300 | £109,500

conclusion

Certification of claims and returns {estimate) £30,000 /30,000 £35,199

Chartered Accountants

Membor fium within Grant Themian Iaternatanal Lad

Grant Thomce UK LLP 13 2 kmits 6abity pacniership registazedin England and Walas: No QC307742, Rlegissered alfice: Grant Thomion Housa, Melton Sireat, Euston Square, Landon NW1 2EP
A& of members s avaitable from ow registered aifica,

Grant Tharmtan UK LLP it autharised and ragutated by ha Finandal Sarvices Autharily lur Investmant businass,
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As we have not yet completed our audit for 2010-11, the audit planning process for 2011-12
will continue as the yeat progresses and fees will be reviewed and updated as necessary, with
the approval of the Audit Commission. A separate plan for the audit of the financial
statements will be issued in late 2011, once the outcomes of the 2010-11 audit are known.

Our value for money work will be based upon two reporting criteria specified by the Audit
Commission:
o whether the Council has proper atrangements in place for securing financial resilience; and

e whether the Council has proper arrangements for challenging how it secutes economy,
efficiency and effectiveness.

This work will be underpinned by a robust risk assessment to ensure that we focus on those
areas where we need specific assurance in order to give our value for money conclusion or
where arrangements at the Council need to be strengthened.

The quoted fec for certification of grant claims and returns is an estimate based upon our
previous experience and knowledge of forthcoming developments or changes in
requirements. The fee charged is based on the prescribed rates set out in the Audit
Commission proposed work programme and scales of fees 2011-12. These rates have not
increased over the level prescribed for 2010-11. If we need to make any significant
amendments to the audit fee during the course of the audit, we will first discuss this with the
Head of Finance and then prepare a report outlining the reasons why the fee has changed for
discussion with the Audit Committee.

We will issue a numbet of reports relating to our work over the course of the audit. These are
listed at Appendix 1.

The proposed fee excludes any work that may be requested by you that we agree to undertake
using our advice and assistance powers. Each piece of work will be separately negotiated and
a detailed project specification agreed with you.

The contact details for key members of the audit team for 2011-12 are:

Engagement Lead Barrie Morris 0117 305 7708
Audit Manager Jeany Dwyer 0117 305 7647

We are committed to providing you with a high quality service. If you ate in any way
dissatisfied, or would like to discuss how we can improve our scrvice, please contact me in
the first instance. Alternatively, you may wish to contact the Head of Government Audit,

Sarah Howard at sarah.howard@uk.gt.com,

Yours sincerely

Barrie Morris
Director and Engagement Lead
For Grant Thorton UK LLP

T0117 3057708
F 0117 305 7784
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Appendix 1: Planned outputs

Qur reports will be discussed and agreed with the appropriate officers before being issued to
the Audit and Corporate Governance Committee.

Table 1

Planned output Indicative date
Audit plan December 2011
Audit approach memorandum Aprl 2012
ISA260 report to those charged with governance September2012
Auditor's report giving the opinion on the financial September 2012

statements and value for money conclusion

Value for money conclusion report September 2012
Annual audit letter November 2012
Certification work report o December 2012
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Audit Framework Definitions

Control Assurance Definitions

* ek . .
1 am able to offer comprehensive assurance as the areas reviewed were found to be

Comprehensive adequately controlled. Internal controls are in place and operating effectively and risks
against the achievement of objectives are well managed.
* % .
I am able to offer reasonable assurance as most of the areas reviewed were found to be
Reasonable adequately controlled. Generally risks are well managed but some systems require the
introduction or improvement of internal controls to ensure the achievement of objectives.

I am able to offer Partial assurance in relation to the areas reviewed and the cantrols
Partial found to be in place. Some key risks are not well managed and systems require the
introduction or improvement of internal controls to ensure the achievernent of objectives.
4% %% ] am not able to offer any assurance. The areas reviewed were found to be inadequately
None controlled. Risks are not well managed and systems require the introduction or
improvement of intemnal contrals to ensure the achievement of objectives.

Categorisation Of Recommendations

When making recommendations to Management it is impartant that they know how important the recommendation is to
their service. There should be a clear distinction between how we evaluate the risks identified for the service but scored at a
corporate level and the priority assigned to the recommendation. No timeframes have been applied to each Priority as

implementation will depend on several factors, however, the definitions imply the importance.

Priority 5: Findings that are fundamental to the integrity of the unit’s business processes and require the immediate
attention of management.

Priority 4: Important findings that need to be resolvad by management.
Priority 3: The accuracy of records is at risk and requires attention.
Priority 2: Minor control issues have been identified which nevertheless need to be addressed.

Priority 1: Administrative errors identified that should be corrected. Simple, no-cost measures would serve to enhance an
existing control.

Deflinitlons of Risk
Risk : Reporting Implications
Low Issues of a minor nature or best practice where some improvement can be made.

Medium lIssues which should be addressed by management in their areas of responsibility,

Issues that we consider need to be brought to the attention of senior

High management,

Issues that we consider need to be brought to the attention of both senior

Very High
v He imanagement and the Audit Committee.
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Agenda Item 11

Audit & Governance
17 March 2011

internal Audit Plan 2011/12

Summary

There is a requirement that authorities make arrangements for the proper administration of
their financial affairs and are specifically required to maintain an adequate and effective
internal audit of their accounting records and contro! systems. The internal audit service
provided through the South West Audit Partnership gives the Council assurance over
these matters.

An effective internal audit is a key element of a council's corporate governance and
internal control framework. The audit plan assists the Council's Section 151 Officer in
discharging his statutory responsibilities in respect of the proper administration of the
Council's financial affairs.

In line with good practice a programme of work or audit plan has been prepared which
outlines the likely areas of activity for the coming year. This report presents the Internal
Audit programme of work for 2010/1 as detailed in appendix A.

Recommendation

That members consider the Audit Plan presented and make any necessary
amendments as considered appropriate.

a) Reasons for Recommendation

It is good practice to prepare an Audit Plan for the forthcoming year and members of
the Audit & Governance Committee need to consider its appropriateness and once
agreed monitor progress against it.

b) Alternative Options
Members may consider amendments to the Plan.

¢) Risk Considerations

The development and agreement of an Internal Audit Plan is an essential element of
the council's corporate governance and internal control framework. The plan has been
prepared with reference to the Council's corporate risk register.

d} Policy and Budgetary Considerations
Provision is included in 2011/12 budget for 422 days of SWAP time.
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e) Date for Review of Decision

The Plan will be monitored on regular basis through the Audit & Governance
Committee.

1. Formulation of 2011/12 Plan

1.1 The 2011/12 annual plan has been compiled with the advice and assistance from
SWAP (South West Audit Partnership). The programme of work has been compiled
following an assessment of the Councils systems and consultation with the Strategic
Management Team (Chief Executive, Directors and Heads of Service), internal audit
officers, the Policy Manager (consideration of the Risk Register) and Grant Thornton
our external auditors.

1.2 The Plan is divided into key areas of work and a summary of the days allocated is as

follows;
* Managed Audits (key financial systems) = 79 days
o Governance Audits = 41 days
o T Audits = 30days
o Operational Audits = 229 days
» General advice, contingency etc = 43 days

The Detailed Plan is contained in Appendix A.

1.3 SWAP will be available at the meeting to discuss details of the Plan and wil present
future reports on progress against the Plan during the year. Where considered
necessary the Plan maybe amended during the year to reflect current issues but this
will require approval from this Committee.

Legal Implications

The strategic objective the Council's Audit service should provide is:

o To provide a professional and effective audit service that contributes to the
economic, efficient and effective use of Council resources.

o To support the Council's 151 officer in the discharge of statutory responsibilities.

o To provide an independent appraisal function for reviewing the internal controls of
the Council.

« Promote the application of sound governance arrangements and minimise exposure
to fraud and misuse of resources.
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« Provide an opinion on the Council's overall systems of control which will be
incorporated into the Annual Governance Statement.

At an operational level, the objectives, scope and responsibilities of the Audit Service are
based on, and should comply with;

» Professional standards

« Cade of Practice for Internal Audit

« The Council's Constitution

« Local Government Act 1972 and the Accounts and Audit Regulations 2004.

The professional standards are derived from the Auditing Practices Board, and the
Chartered Institute of Public Finance and Accountancy and the Institute of Internal
Auditors,

Financial Implications
The 2011/12 Revenue Budget allows for 422 days of SWAP time

Consultation on Reports to the Executive
Strategic Management Team

Background Papers

N/A
Simon Davey Audit & Governance
Head of Finance 17 March 2011
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o Grant Thornton

Our Ref BM/JD - EDDC1112

Mark Williams

Chief Executive

FEast Devon District Council

Council Offices Grant Thomton UK LLP

Knowle T

Sidmouth Bristol BS1 6FT

Devon ;m(gm? 305 7600

117 305 7784

EX10 8HL DX 185 1)2 Bristel
www.grenl-lhornton.co.uk

4 March 2011

Dear Mark

ANNUAL AUDIT FEE 2011-12

I am writing to confirm the audit work that we propose to undertake for the 2011-12
financial year at East Devon District Council {the Council) and the associated fee. This 1s
based on the Audit Commission's work programme and scale of fees for 2011-12 published
in February 2011.

As in previous years, the Audit Commission publishes its work programme and scale of fees
on a national basis. However, for 2011-12, instead of providing a scale fee with fixed and
variable clements, it has published the scale fee for each local government organisation. The
fee for the Council has been determined as £111,435 (exclusive of VAT). This is based on
the proposed 2010-11 fee adjusted to provide a reduction in scale fees of 5% for district
councils to reflect:

¢ no inflationary increase in 2011-12 for audit and inspection scales of fees and the hourly
rate for certifying claims and returns;

* a reduction in scale fees resulting from the new approach to local value for money audit

work; and
o areduction in scale audit fees of 3% for local authorities reflecting lower ongoing costs
after implementing IFRS.
Audit fee summary
Audit area Proposed fee | Agreed fee | Actual fee
2011-12 2010-11 2009-10
Financial statements and value for money £111,435 £117,300 |  £109,500
conclusion
Certification of claims and returns (estimate) £30,000 £30,000 £35,199

In its communication to audited bodies on 25 February 2011, the Audit Commission
indicated that additional rebates will be made in 2011-12, leading to a further fee reduction
compared to 2010-11. It is expected that the Counal will be notified of the amount due to

them in the summer.

Chirtarsd Azcountents

Member & witiin: Grant Trzarion internasional Lk

Grard Tharrdon UK LLP |s & imled 326y partrarsh regissrad in Enpland and Wakex: No OCX07742, Regesred cicn. Grant Thomion Houss, Maehon Street Euson Square, Lonaon MY | 2EP
Alst of members I8 sralatis Bomour regiztared D'ice.

Grard Thorricn UK LLP is authoriesd and reguizied by Te Franclal Serviees Auhonty for ivvesmant bueness,



As we have not yet completed our audir for 2010-11, the audit planning process for 2011-12
will continue as the year progresses and fees will be reviewed and updatcd as necessary, with
the approval of the Audit Commission. A separate plan for the audit of the financial
statements will be 1ssued in late 2011, once the outcomes of the 2010-11 audit are known.

Our value for money work will be based upon two reporting criteria specified by the Audit
Commission:
* whether the Council has proper arrangements in place for securing (inancial resilience; and

* whether the Council has proper arrangements for challenging how it secures economy,
efficiency and effectiveness.

This work wll be underpinned by a robust risk assessment to ensure that we focus on those
areas where we need specific assurance in order to give our value for money conclusion or
where arrangements at the Council need to be strengthened.

The quoted fee for certification of grant claims and retumns is an estimate based upon our
previous experience and knowledge of forthcoming developments or changes in
requirements. The fee charged is based on the prescribed rates set out in the Audit
Commission proposed work programme and scales of fees 2011-12. These rates have not
mnereased over the level prescribed for 2010-11. If we need to make any significant
amendments to the audit fee during the course of the audit, we will first discuss this with the
Iead of Finance and then prepare a report outlining the reasons why the fee has changed for
discussion with the Audit Committee,

We will issue a number of reports relating to our work over the course of the audit. These are
listed at Appendix 1.

The proposed fee excludes any work that may be requested by you that we agree to undertake
using our advice and assistance powers. Each piece of work will be separately negotiated and
a detailed project specification agreed with you.

The contact detals for key members of the audit team for 2011-12 are:

Engagement Lead Barrie Morris 0117 305 7708
Audit Manager Jenny Dwyer 0117 305 7647

We are committed to providing you with a high quality service. If you are in any way
dissatisfied, or would like to discuss how we can improve our setvice, please contact me in
the first instance. Altematively, you may wish to contact the Head of Government Audit,
Sarah Howard at sarah, howard@uk.pr.com.

Youts sincerely

‘O MX .

Barrie Mortis
Director and Engagement Lead
Fer Grant Thomton UK LLP

T 0117 305 7708
F 0117 305 7784



Appendix 1: Planned outputs

Our reports will be discussed and agreed with the approprate officers before being issued to
the Audit and Corporate Governance Committee.

Table 1

Planned output Indicative date
Audit plan December 2011
Audit approach memorandum April 2012
ISA260 report to those charged with governance September2012
Auditor's report giving the opinion on the financial September 2012

statements and value for money conclusion

Value for money conclusion report September 2012

Annual audit letter November 2012

Certification work report December 2012
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