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Audit and Corporate Governance Committee
Tuesday 21 January 2010
Committee Room at 2.30pm

Members of the public are welcome to attend this meeting.

= Aperiod of 15 minutes has been provided to allow members of the public to raise questions.

* In addition, after a report has been introduced by the relevant Portfolio Holder and/or officer, the
Chairman of the Committee will ask if any member of the public would like to speak in respect of
the matter and/or ask questions.

* Allindividual contributions will be limited to a period of 3 minutes — where there is an interested
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
PART A Pagels
1 Public question time — standard agenda item (15 minutes)

Members of the public are invited to put questions to the Committee through the
Chairman.

* Each individual questioner exercising the right to speak during this public question
time is restricted to speaking for a total of 3 minutes.

= 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.

The Chairman has the right and discretion to contro! question time to avoid disruption,
repetition, and to make best use of the meeting time

2 To confirm the minutes of the meeting of the Audit & Governance Committee held on 4-8
3 December 2009.

3 To receive any apologies for absence.

Chief Executive: Mark Williams
Corporate Directors: Denise Lyon (Deputy Chief Execulive) - Peter Jeffs - Diccon Pearse - Karime Hassan



Pagels
4 To receive any declarations of interests relating to items on the agenda.

5 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).

6 To agree any items to be dealt with after the public (including the press) have been
excluded. There is one item which Officers recommend should be dealt with in this way.

7 Grants report 2008-09 Grant Thornton 9-22
Financial Statements Plan 2009-10 Grant Thornton 23-34
Audit and Governance TaFF — progress in delivering action Diccon Pearse, 35-40
plan Corporate Director

Members please note:

You must declare any personal or prejudicial interests in an item whenever it becomes apparent that

you have an interest in the business being considered.

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

= 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) aliows 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
meeting room once you have made your representation.

= 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, Otterton and
Newton Poppleford — 157

The following buses all terminate at the
Triangle in Sidmouth. From the Triangle,
walk up Station Road until you reach the
Council Offices (approximately ¥ mile).
From Exeter — 52A, 52B

From Honiton - 52B

From Seaton — 52A

From Ottery St Mary — 379, 387

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 leve! and easily accessible: there is also a toilet for
disabled users. The doors to the civic suite (meeting rooms) will be opened % hour before the start time
of the meeting. Councillors are reminded to bring their key fobs if they wish to access the area prior to
that time. A hearing loop system will be in operation in the Council Chamber.

For a copy of this agenda in large print, please contact the Democratic
Services Team on 01395 517546
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EAST DEVON DISTRICT COUNCIL

Minutes of a Meeting of the
Audit and Corporate Governance Committee
held at the Council Chamber, Knowle, Sidmouth,
on Thursday 3 December 2009

Present: Councillors:

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

David Atkins
Peter Bowden
Bob Buxton
Chris Gibbings
Stephanie Jones

Also Present: Councillors:

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

External Auditors: Simon Jones, Grant Thornton

Officers: Tanith Cox, Internal Audit and Governance Manager
Steve Cross, Health and Safety Manager
Bob Darbourne, Communications and Improvement Manager
Simon Davey, Head of Finance
Christopher Holland, Democratic Services Officer
Diccon Pearse, Corporate Director
Chris Powell, Head of ICT
Mark Williams, Chief Executive

Apologies: Councillors:
Derek Button
The meeting started at 2.30 pm and ended at 4.24 pm

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

Minutes
The minutes of the meeting of the Audit and Governance Committee held on 29 September
2008 were confirmed and signed as a true record.

Exclusion of the Public

RESOLVED: that the classification given to the documents to be submitted to the
Committee, be confirmed, and that the reports relating to exempt
information, be dealt with under Part B.

Annual Audit Letter 2008-09

Members considered the Annual Audit Letter 2008-09 which had been received from Grant
Thornton, the Council's external auditors. Presenting the letter, Simon Jones commented that
the Annual Audit Letter summarised the key issues arising from the work undertaken by Grant
Thornton during the 2008/09 audit of the authority. The annual audit had included work
undertaken regarding the audit of the 2008/09 accounts, assessing the Council's arrangements
for securing economy, efficiency and effectiveness in the use of resources.
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Annual Audit Letter 2008-09 (cont'd)

Members noted that the Council had made good progress to improve the accuracy of its
accounts. Members also highlighted areas of concern including risk management and internal
control which had been commented on in the report. Members felt that recently introduced
measures and procedures which would be reported in the 2009/10 audit would tackle any areas
of concern.

RESOLVED: that the report be noted.

Use of Resources Action Plan 2009

Members considered the report received from Grant Thornton, the Council's external auditors
regarding the Council’s Use of Resources and associated action plan. Presenting the report,
Simon Jones commented that 2009 was the first full year of the new Use of Resources regime
and consequently authorities had needed to adjust the methods of data collection and
presentation. Members noted that in most areas the Counci! had scored 2 which was
comparable with other local authorities although disappointing from many of the previous year's
scores. Members were pleased that the authority scored on comparable levels to other
authorities in the key areas of Managing Finances, Governing the business and Managing
Resources.

RESOLVED: that the report be noted.

Implementation of International Financial Reporting Standards (IFRS)
Members considered the report of the Head of Finance concerning the International Financial
Reporting Standards which were being adopted by the Council.

Members noted that International Financial Reporting Standards (IFRS) would be applicable for
the 2010/2011 Statement of Accounts. 2009/2010 figures will needed to be restated to comply
with IFRS, making it necessary to collect data from 1 April 2009. It was noted that in order to
successfully convert to IFRS support would be required from several areas of the Council and
would have a significant impact on the Finance team. The report highlighted the key issues, the
risks involved and the possible resource implications. Members commented that although the
exercise was costly and time consuming it was a statutory requirement.

RESOLVED: that the requirement to implementation IFRS and the potential
resource implication issues involved be noted.

Health & Safety responsibilities of Elected Members
Members considered the report of the Health and Safety Manager which detailed the Health
and safety responsibilities of Councillors.

It was noted that Members had a responsibility for ensuring the Council's health and safety
arrangements were adequate. Members also needed to consider health and safety implications
when making decisions on behalf of the Council or their electorate. It was noted that the
Council's insurers, AIG, had been asked to provide a half-day course “Health and Safety
briefing for Elected Members” which would take place at the Council free of charge.

RESOLVED: 1) that the report be noted.

2) that all members of the Council be invited to attend the Health and
Safety briefing for Elected Members to be run by the Council’s
insurers, AlG.
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Response to ICT Action Plan - ICT Services

Members considered the report of the Audit & Governance Manager relating to the audit the ICT
service. Members noted that the audit into the Council's ICT arrangements during 2008/09 had
culminated in a report and action plan being presented to the Committee in January 2009.
Following this, Internal Audit's Annual Report presented to the Committee in June 2009 had
highlighted the weaknesses found in this area and the fact that there was currently no ICT audit
expertise to conduct the follow up to the review to ensure that the recommendations made and
agreed were being implemented. At that meeting the Chief Executive confirmed that it was
appropriate to seek an interim report from the Head of ICT on the progress being made in
implementing recommendations.

Members were particularly concerned regarding the Noveli-Microsoft migration which had a cost
estimate of £47,000 (business case), an agreed Budget of £50,000 but the total cost at the date
of the audit was £157,509 (October 2008). The Head of ICT, reporting to Members, explained
that a major factor was that a large number of items had been miscoded against other projects.
There was still an overspend but after correction had been made to the coding the level of the
overspend was much less. The Head of ICT stated that although there had been overspends,
the total budget provision for the service and portfolio had been within budget. Members
requested that a more detailed financial report showing expected and actual expenses for ICT
be presented to the next meeting of the Commiittee.

Members were disappointed that the Portfolio Holder, Communications was again not present
for the ICT related item.

RESOLVED: 1) that the report and action plan be noted.

2) thatthe Head of ICT provide a detailed financial report showing ICT
expected and actual expenses for 2008 and 2009 at the next
meeting of the Committee.

3) that that the Portfolio Holder, Communications be asked to attend
the next meeting of the Committee when discussing the report
agreed in (2) above.

Internal Audit activity report for the period:

1 October to 31 December 2009

Members considered the report of the Audit & Governance Manager which highiighted Internal
Audit activity for the third quarter, indicating where audits were progressing well and identified
those that had slipped against the internal audit plan.

Members noted the progress made and were also informed of the audits that remained
outstanding. The report also gave a brief details on the staffing situation within the Council's
Audit and Governance section.

After reviewing the attached Audit Report Executive Summaries, Members were concerned at
the use of the Constructionline system within Housing Services. It was noted that the use of
Constuctionline and the associated procedures within the service had aiready been discussed
with the relevant Officers. Members requested however, that the matter be drawn to the
attention of the Portfolio Hoider, Communities.

Members expressed concemn regarding the issue of counterfeit £1 coins collected from car
parking ticket machines. It was noted that the Royal Mint did not provide the Car Parks
Contractors with receipts for coins returned and therefore no appropriate monitoring was in
place. Members noted that internal Audit would write a follow up report for the next meeting of
the Committee after additional enquiries.



*28  Internal Audit activity report for the period:
1 October to 31 December 2009 (cont’d)

RESOLVED: 1) that the report be noted.

2) that the Portfolio Holder, Communities be made aware of the Audit
report on the use of Contructionline lists and tendering processes
within the Housing Service.

3) that Internal Audit produce a follow-up report on the leve! of
counterfeit coins received from Car Parks.

*29  Corporate Governance activity for the period:

1 October to 31 December 2009

Members considered the report of the Audit & Governance Manager which outlined the work
undertaken to ensure the council’s corporate governance arrangements were effective and in
compliance with its local Code of Corporate Governance.

The Member Champion for Risk Management noted reported that new Corporate Risk Register
had been placed online on the Members Home Page for viewing and would be updated weekly.
He also made reference to an instruction document which would guide members when using
the online CRR on the Members' webpage.

The issue of anti fraud and security checks for new employees, particularly agency workers was
highlighted by Members who felt that there should be a low level of checking when employees
started with the authority.

Progress was reported on the National Fraud Initiative work being completed in the Council and
the complementary work now being undertaken relating to the Council’s counter-fraud
arrangements. Members were made aware of some improvements that could be made,
primarily within Housing Services and a summary report detailing these improvements has been
submitted to the Council's Chief Executive. Final reports detailing both the outcome of the NF!
exercise for 2008/09 and the complementary counter-fraud arrangements report would be
submitted to the Audit & Governance Committee in March 2010.

RESOLVED: 1) thatthe report be noted.

2) that the establishment of the new Corporate Risk Register be
supported.

3) that the Chief Executive ensures minimal antifraud/security checks
are carried out by Human Resources when new employees
commence a contract with East Devon District Council.

4) That a report detailing the outcome of the NF| exercise be presented
to the Committee in March 2010.

5) That a report detailing the improvements the Council should make to
its counter-fraud arrangements be presented to the Committee in
March 2010.

*30 Exclusion of the Public
RESOLVED: that under Section 100(A) (4) of the Local Government Act 1972 the
public (including the press) be excluded from the meeting as exempt
information is likely to be disclosed and on balance the public
interest is in discussing the items in private session (Part B).



*31 Results of Computer Audit and Internal Audit Tender Exercise

Members of the Committee considered the report of Internal Audit and Governance Manager
regarding the award of the Computer Audit Tender and an internal Audit Tender.

RESOLVED: that the appointment of the successful Computer Audit and Internal
Audit providers be approved.
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Arrangements for
cefification:
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and assessment of
contral environment.
Where full reliance
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detailed testing.
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East Devon District Council
Grants Report 2008-09

1 Executive summary

Introduction

The Council received six grant claims and returns from government departments and other
bodies requiring extemnal audit certification in 2008-09, representing income in excess of
£57 million.

Grant Thornton, as the Council’s external auditors and acting as agents of the Audit
Commission, is required to certify the claims submitted by the Council. This certification
typically takes place some 6-9 months after the clim period and represents a final but
important part of the process to confirm the Council's entitlernent to funding,

This report summarises our overall assessment of the Council’s management arrangements
in respect of the certification process and draws attention to significant matters in relation to
individual claims.

Approach and context to certification

We provide a certificate on the accuracy of grant claims and teturns to various government
departments and other agencies. Artangements for certification are prescribed by the Audit
Commission, who agrec the scope of the work with each relevant government department
or agency and issues auditors with a Certification Instruction (CT) for each specific claim or
return.

Appendix A sets out an overview of the approach to certification work, the roles and
responsibilities of the various parties involved and the scope of the work we perform.

Key messages

A summary of all claims and returns subject to certification is provided at Appendix B,
together with the certification fee and outcome of our review.

The key messages from our review are summarised in Exhibit one below, and set out in
detail in the next section of the report.

Exhibit one: Key messages

Aspect of certification arrangements Action

The Council can further improve this
petformance through implementing
the recommendations included at
Appendix C.

Compazred to 2007-08, the Council's has
successfully reduced the number of claims
subject to amendment and qualification, and
has submitted a higher percentage of claims
within the required deadline. We commend
the Council for the significant progress that
has been made.

© 2010 Grant Thornton UK LLP. All rights reserved
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Grants Report 2008-09

Aspect of certification arrangements Action

Opportunities for improvement have been The Council can further improve the
identified in the Council's working papers and | accuracy of claims and returns by
overall management arrangements, which can introducing a formal working paper
help the Coundil further reduce the claims - structure and management review
subject to amendment or qualification. | process.

The Council has made significant progtessin  The following evidence should be
the accuracy of its housing revenue account | provided to support entries in the
base data return, addressing the full clairn form:

qualification in 2007-08. However there
temain two points where qualification remains
extant.

. construction dates for the
Council's dwellings; and

& rent caps and limyts for-each
dwelling, as required by the 'Caps
- and Limits Model provided by
|/ Communities and Local
' Government.

The way forward

We have made a number of recommendations to address the key messages above and other
findings arising from our certfication work at Appendix C.

Implementation of the agreed recommendations will further assist the council in compiling
accurate and timely clatms for certification. This will reduce the possible risk of penalties
for late submission, potential repayment of grant and additdonal certification fees, in the
event of any amendments or qualifications.

1.10 The new use of resoutces assessment in 2009 required auditors to consider the results of

certification work when undertaking the use of resources assessment, including, in
particular, the impact of housing and council tax benefit testing on data quality. The 2010
assessment will be further integrated with grant certification work, including consideration
of the outcome of a wider range of grant claims.

Acknowledgements

1.11 We would like to take this opportunity to thank Council officers for their assistance and co-

operation during the course of the certification process.

Grant Thornton UK LLP

January 2010

© 2010 Grant Thornten UK LLP. All rights reserved
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2 Detailed findings

Introduction

This section of the report summarises our detailed findings ansing from the certification of
grants and returns in 2008-09. Further details of the individual grants that have been
certified are provided at Appendix B and the Action Plan at Appendix C sets out our
recommendations and improvement opportunities arising from the certification of
individual grants,

Performance against targets

Exhibit two summarises the Council's performance against key cerdfication performance
targets for the six claims and returns submitted for certification in 2008-09 compared to the
nine claims and returns in 2007-08.

Exhibit two: Performance against key certification targets

Performance measure Target  Achievementin  Achievement Direction

2008-09 in 2007-08 of travel
No. Yo No, %

Number of claims 100% FESTE N est g T ey 1

submitted on time :

Number of claims 100% b6 100% 9 100% o

certified on time * ; : :

Number of claims 0%  EEE nosol B aoe T T

amended by the auditor

Number of claims % e e T

qualified by the auditor

* The certification deadline is that prescribed by the grant paying body as advised by the
Audit Commission, or if a claim is received after the submission deadline, within three
months of receipt. For 2008-09 this includes the HOUO2 claim certified within the
extended deadline as agreed with Communities and Local Government.

This analysis of performance against targets shows that:

*  the Council has significantly reduced the number of claims subject to amendment or
qualification, reflecting improved accuracy in completing the claim forms and,
adherence to the terms and conditions of each scheme;

© 2010 Grant Thorntan UK LLP. All rights reserved
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» the nature and value of amendments made were not significant and have no ongoing
impact and, therefore are not expected to reoccur in 2009-10;

e thete was commendable improvement in the quality of the one remaining claim subject
to qualification, as a large number of cells were qualified in 2007-08 compared to two
remaining points in 2008-09;

e the percentage of original signed claims received by Grant Thotnton by the Council's
deadline has improved, however one claim was submitted late in 2008-09. An origmnal
signed claim form should be received by Grant Thomton's Bristol office by the
deadline specified by the relevant Government department; and

»  all claims were certified by the deadlines agreed with the Government department, as
in 2007-08, including the processing of amendmenis.

We charged a total fee of £31,275 against a budget of £26,000 for the certification of claims
and returns in 2008-09, this budget was estimated prior to our 2007-08 certification work.
The figure charged is consistent with the fee of £30,221 charged in 2007-08 and reflects
additional work performed to ensure:

o that an unqualified opinion was issued for the housing and council tax benefit scheme;
and

e that the number of cells qualified on the housing revenue account subsidy base data
return was minimised.

Details of fees charged for specific claims are included within Appendix B.
Management arrangements

Good arrangements are required for successful management of the certification of grant
claims and returns. The results of our review of aspects of the management arrangements
in place ae set out below. Associated recommendations for improvement are included at

Appendix C,
Grants co-ordination
The majority of the Council's clams and returns are prepared by finance, however there is

no overall grants co-ordinator in place. Without a central contact managing the submission
of claims, thete is an increased risk that the Council will not meet the required deadlines.

Following our recommendation to nominate a gtants co-ordinator in 2007-08, the Council
decided to introduce a central register of claims and returns to be updated by the officer
responsible for submitting each claim.

Submission procedutes
In order to meet the Council's submission deadline an original, signed, version of the clam
form must be received by external audit by the deadline specified by the relevant

department. Missed deadlines can cause in delays to certification and may result in penalties
being imposed by the awarding body.

i© 2010 Grant Thornton UK LLP. All rights reserved
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The Council should ensure that original, signed, version of each claim form is received in
Grant Thornton's Bristol office before the specified deadline.

Compilation procedures

An adjustment was required to the disabled Facilities grant as a result of changes to the terms
and conditions of the scheme not being noted. If guidance is not monitored for changes to
the terms and conditions associated with each grant, amendments ot qualification may be
requited and, adjustments may be made to the funding awarded to the Council.

Quality of working papers

Working papers have been provided for all claims subject to certification and, whilst the
required information is initially provided for most claims, the overall standard of
documentation varies and is not consistently of a high standard. Incomplete working papers
result in increased auditor time and, require additional officer time to address queries raised,

Working papers should be provided in a standard file format, including evidence to support
each cell subject to certification, dated and referenced to the claim and, should include the
preparer's name.

Independent review

There is limited evidence of independent review for the majority of claims submitted for
certification. Independent review can identify errors that may otherwise result in adjustment
or qualification as a result of our work. We also consider the extent of review when
determining the amount of detailed testing to perform.

Each claim form and its associated working papers should be subject to independent review
by another officer priot to submission for certification.

Significant findings in relation to individual claims and returns

A summary of all claims and returns we have certified is attached at Appendix B, together
with the certification fee and outcome of our review.

Of the claims and returns submitted for certification the most significant findings were in
zelation to the following claims:

*  housing revenue account subsidy base data return; and
*  housing and council tax benefits scheme,

Specific details on these schemes follow and recommendations for improvement are
included at Appendix C.

Housing revenue account subsidy base data return

This claim was qualified in 2007-08 2s the Council was not able to support the classification
of its dwelling stock between the categories required on the claim. The Council has invested
significant time to carry out a stock survey, resulting in improvements in the accuracy of the
data held relating to the Council's housing stock, however eight cells remain qualified in
2008-09.

© 2010 Grant Thornton UK LLP. All rights resarved
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The key issue relates to the date of construction of each dwelling, The Council has been
unable to support the split of the total number of dwellings by date of construction on the
claim form. Without further review of the Council's housing stock to determine the
construction date of each property, these cells will continue to be qualified in future years.

In addition, a spreadsheet is provided by CLG to calculate the figure for the average weekly
constrained transitional rent, however the Council does not have the data required for the
calculation of this cell. Without this data, this cell will to continue to be qualified in future
years.

Housing and council tax benefits scheme

The Council requires benefits assessors to process all changes in circumstances on
Academy, the benefits system, however our testing identified a small number of changes
that do not affect claimants' entitlement that were not processed. If a furthet change in
circumstances occurs, those previous changes that were not processed may affect the
claimant's entitlement and therefore subsidy paid. We support the Council's policy to
process all changes and recommend that staff continue to be reminded of the requirement
to process such changes.

& 2010 Grant Thornton UK LLP. All rights reserved
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A Approach and context to certification

Introduction

In addition to our responsibilities under the Code of Audit Practice, we also act as agents for the Audit
Commission in reviewing and providing a certificate on the accuracy of grant claims and returns to
vatious government departments and other agencies,

The Audit Commission agrees with the relevant grant paying body the work and level of testing which
should be completed for each grant claim and retum, and set this out in a grant Certification
Instruction (CI). Each programme of work is split into two parts, firstly an assessment of the control
environment relating to the claim or remun and secondly, a series of detailed tests.

In summary the arrangements are:

. for amounts claimed below £100,000 - no cerufication required;

*  foramounts claimed above £100,000 but below £500,000 - work is limited to certifying that the
claim agrees to underlying records of the Council; and

*  foramounts claimed aver £500,000 - certifying that the claim agrees to underlying records of the
Council and an assessment of the control environment. Where reliance is not placed on the
control environment, detailed testing is performed.

Roles and responsibilities

The following table sets out the roles and responsibilities of the parties involved in the certification of
claims and returns.

Party Role and responsibility

Grant paying body Sets: grant :_;.'gx_z_i_:]_iiibqs andﬂu‘: dcnd]mes for submission of the pre-
cestificated and certificdiclaim’

Audit Commission . Issucsccfﬂﬁcatxmmstmcﬁons : : _

Council : Submﬁa claim I' d.remms;othc Appointed Ai.ldit_or within grant
| pavingbody:submissionideadlines.
} ‘Ensures xadgqqﬁ'l’;g.dgi’:;_litﬁ&:htgﬁbn 15 maintained to support
- compilation of claims and returns,

Appointed Auditor Ccrtlﬁcscla.trium ach‘r’dﬁ'ncg-iviﬂi Audit Commission instructions

and within certification deadlines.
Scope

We assess the Council's arrangements for submission of grant claims for certification. We do not
teview the Council's wider arrangements for managing external funding or maximising its entitlement
to external funding.

© 2010 Granl Thornton UK LLP. Al rights reserved
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Agenda Item 9

Audit and Corporate Governance Committee

21 January 2009

DP District Council

Audit and Governance TaFF - progress in delivering action
plan

Summary

Members received the final report of the Audit and Governance Taff at its meeting on 25
September 2008. Attached to this report is a commentary on the actions taken in respect of the
recommendations adopted by the Committee.

Recommendation

That the progress made to action the recommendations of the Audit and Governance TaFF
be noted.

a) Reasons for Recommendation

Having adopted a number of recommendation it is important for Members of the committee to
be satisfied with the actions taken to date and the proposed timetable for implementing those
still to be addressed.

b) Alternative Options
None considered

¢) Risk Considerations

Grant Thornton, in their Use of Resources (UoR) judgement, advised the Council of the need
to implement the recommendations contained within the TaFF report. Failure to follow advice
of this nature will reflect in the UoR score achieved by the Council.

d) Policy and Budgetary Considerations
None identified

e) Date for Review of Decision
N/A

1 Main Body of the Report

1.1 Atits meeting on 25 September 2008 the Committee gave consideration to the report of Diccon
Pearse, Corporate Director, regarding the recommendations arising from the Audit and Corporate
Governance Task and Finish Forum.

1.2 The TaFF had been established to review the structure and conditions of the Internal Audit and

Governance team and to address the matters (real or perceived) listed in a report to the
committee on 27 March, together with corporate governance and risk management issues.

a5



1.3 Members agreed that the recommendations of the Audit and Corporate Govemance Task and
Finish Forum be adopted by the Council. They further agreed that 4 members be appointed to the
Corporate Risk Management Group.

1.4 The attachment lists the recommendation adopted by the Committee together with a commentary
of the actions taken against those where it was appropriate to do so.

1.5 Ofthe matters raised perhaps the most pressing concern for Members was the ability of the
Council to deliver the Annual Audit plan. The TaFF were advised the JE exercise had resulted in
lower grades in a number of support services, including Internal Audit, and that the market
supplement policy had been applied in order to help in the recruitment and retention of staff to
hard to fill posts. The service also had difficulty in attracting and at times retaining suitabiy
qualified contract auditors.

1.6  The decision to recruit 2 trainee auditors and retain the services of a contract auditor was only
partially successful. To address the position the Committee resolved to reduce the number of
audits undertaken, restricting activity to higher risk areas, and to supplement internal resources
by contracting out a range of audits. The results of that exercise are reported elsewhere on this
agenda.

1.7 Of those recommendations adopted 2 remain unactioned at the time of reporting.

Legal Implications
There are no legal implications highlighted within the report.

Financial Implications
There are no financial impiications identified.

Consultation on Reports to the Executive
N/A
Background Papers

Q Report to the Audit and Corporate Governance Committee 25 September 2008
o Appendix A — Recommendations of the Audit and Governance TaFF.

Diccon Pearse Audit and Corporate Governance Committee
Corporate Director 3 December 2009
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Urgent Agenda Item

Audit and Governance Committee

21st January 2010 @ .

TC

Loss of Income due to Counterfeit Coins

In December 2009 the Committee was made aware of the issue surrounding counterfeit £1 coins, in
that after collection from our car park machines, the contractor returns ‘counterfeit coins’ to the
Royal Mint and the Council is not re-imbursed. Members expressed concern with the amount of lost
income (at the time this was £6,064, this figure has now risen to approximately £7,300). Members
asked Internal Audit to investigate this further and produce a follow up report for the next Audit &
Governance Meeting.

The Council's car park income is collected by “Contract Security Services Ltd” who have a depot for
cash processing in Andover. A meeting was arranged with Mr James Horton, the managing director
of this company to ascertain the system surrounding the collection and processing of our income
and the process they use to identify counterfeit coins and to discuss what measures, if any, could be
put in place to reduce the Council's losses.

Recommendations

That the Car Parks Manager obtains a quotation from our cash machine
suppliers for further validation equipment to help reduce the number of
counterfeit coins.

That a letter is written to Royal Mint asking for their confirmation that our
monijes will be separately receipted

That the CRR is updated with the risk relating to loss of income from
counterfeit coins.

a) Reasons for Recommendation
To ensure that members are fully appraised of the issue.

b) Alternative Options
None.

¢) Risk Considerations

The Council has lost income due to counterfeit coins in the region of approximately £7,300. The
internal audit surrounding this identified that there is no evidence to verify that the coins
collected by the contractor are counterfeit or that have been sent to the Royal Mint.

The Operational (Service) Risks are:

FIN-RK-0058 — Failure to collect all income due to the Council (although nothing specifically
about car park income)

U1



d) Policy and Budgetary Considerations
Budgetary considerations are yet to be determined.

e) Date for Review of Decision
N/a

Main Body of the Report

Background

In December 2009 Members expressed concern with the amount of lost income (at the time this was
£6,064, this figure has now risen to approximately £7,300). Members asked Internal Audit to
investigate this further and produce a follow up report for the next Audit & Governance Meeting.

A meeting was arranged with Mr James Horton, the managing director of “Contract Security
Services Ltd" to ascertain the system surrounding the collection and processing of our income and
the process they use to identify counterfeit coins and to discuss what measures, if any, could be put
in place to reduce the Council's losses.

The Royal Mint, SOCA' and HM Treasury

Counterfeit coins have been a long-standing problem for many years; there is a common consensus
that there are around £30 - £40 million £1 coins currently in circulation in the UK. For this reason,
the various central government bodies have required all financial institutions and specialist service
providers (such as money processing/cash collection companies), to calibrate their counting
machines to reject counterfeit coins.

The Royal Mint require all coins to be returned to their Cardiff plant for destroying.

Contract Security Services Ltd’ Procedures

Contract Security Services use equipment supplied by Scan Coin Ltd to identify counterfeit coins.
Scan Coin Ltd is well known for its world-leading sensor technology to identify foreign, damaged or
counterfeit coins.

After calibrating Scan Coin will identify and reject between 18 — 35% of counterfeit coins. Those that
remain undetected may be bagged up and supplied to the bank, where a further loss may be
incurred.

Contract Security Services' will scan all coins twice to remove counterfeit coins, any identified coins
must be returned to the Royal Mint in multiples of £1,000.

During 2009 Contract Security Services had an agreement with the Royal Mint that our monies
submitted to them (as counterfeit) would be ring-fenced to their respective clients, ie they would
issue Contract Security Services with a receipt detailing the amount they had received and from
which organisation. It was confirmed at that meeting that Contract Security Services had received
these receipts, but that they had failed to pass them on to the Council. The Audit & Governance
Manager asked that they be forwarded.

Refunded Monies

As mentioned in our original report to Members the Council has been re-imbursed some monies
during 2009. One payment from Contract Security of £160 on 6th April 2009, and another two
payments from the Royal Mint of £1,003 on 29th July 2009 and £578 on 30th July 2009. Making the
total losses £6,064 as previously reported.

The future

Unfortunately, this situation is unlikely to improve because the Royal Mint have now decided that
they will not use their resources to verify coins sent in by specialist collection agencies. They have
made it clear that all coins returned will be destroyed, irrespective of whether or not the coinage is
actually counterfeit.

! Serious Organised Crime Agency
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Mr Horton from Contract Security Services Ltd was also unsure as to whether his original agreement
with them; to ring-fence individual clients’ monies will be honoured and he is awaiting a response
from a letter sent to them in December 2009.

What action can we take?

The Car Park Manager asked our car park ticket supplier to supply additional validation equipment
for our car park ticket machines in early 2009, in an attempt to minimise the Council’s losses,
however he was told that they were not able to do this as counterfeit coins must be collected and
destroyed in order to prevent their continued circulation in the UK.

Mr Horton was surprised at this response and did confirm that most clients have calibrated their car
park ticket machines very tightly in order to reduce their losses. The Car Park Manager has been
asked to research this again and to report back.

We agreed to write to the Royal Mint to clarify their procedures and to ask them to consider
honouring their previous agreement to ring-fence Contract Security Services’ clients in order that we
can verify the amount sent to them for destruction.

The Corporate Risk Register does not contain any risks relating to the car park service, this should
either be completed by the Head of Street Scene who manage the service or by the Head of
Finance who administers the income.

Legal Implications
tbe

Financial Implications

There is likely to be some financial implications if the recommendation to supply additional validation
equipment for our car park ticket machines is accepted.

Consuitation on Reports to the Executive
None
Background Papers

a Internal Audit Report — Car Parks 2009
o Audit & Governance Minutes — December 2009

Tanith Cox - 2687 Audit & Governance Committee
Internal Audit and Governance January 2010
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