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Audit and Corporate Governance Committee
Thursday 26 March 2009,
Council Chamber at 2.30pm

Members of the public are welcome to attend this meeting.

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

= |n 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.

= All individual 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
Page/s
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 control 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 4-7
29 January 2009.

3 To receive any apologies for absence.

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

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.

Annual Audit and Inspection Letter Martin Green 8-23
CAA Lead

Annual Audit Fee 2009-10 Grant Thornton 24 -28

Future of the Corporate Risk Management Arrangements Clir Peter Bowden Verbal

report

Internal Audit and Corporate Governance Work Plans ‘v’ Internal Audit and 29 -57
budget and resources available to complete them Governance Manager

Internal Audit Activity — 1 January to 31 March 2009 Internal Audit and 58-74
Governance Manager

Corporate Governance Activity - 1 January to 31 March 2009 Internal Audit and 75-85
Governance Manager

Corporate Governance arrangements and the Council's Internal Audit and Verbal

Partnership: Governance Manager report

A training event will be arranged for this topic.

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) 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
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

SIDMOUTH

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 ¥z mile).
From Exeter — 52A, 52B

From Honiton - 340 (Railway Station),
387 (Town Centre)

From Seaton — 52A, 899

From Ottery St Mary — 382, 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 level 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






EAST DEVON DISTRICT COUNCIL

Minutes of a Meeting of the Audit and Governance Committee

*30

*31

*32

*33

held at Knowle, Sidmouth on 29 January 2009

Present: Councillors:
Ray Blexham (Chairman)

David Atkins
Bob Buxton

Chris Gibbings
Also Present; Councillors:

Peter Bowden - Member Champion for Risk Management
Graham Troman — Member Champion for Data Quality
Simon Jones — Grant Thornton

Barrie Morris — Grant Thornton

Officers Present: Tanith Cox — Internal Audit and Governance Manager
Christopher Holland — Democratic Services Officer
Diccon Pearse — Corporate Director
Mark Williams — Chief Executive

Councillors:
Roger Boote
Ken Potter
Tim Wood

Apologies:

The meeting started at 2.30 pm and ended at 4.13 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 27 November
2008 were confirmed and signed as a true record subject to the addition of Councillor Bob
Buxton's name as being present.

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.

Use of Resources and Data Quality report 2007-08

The Committee considered the report of Grant Thornton, the Council's external auditors,
which set out their findings regarding the Council's use of resources using the Audit
Commission’s five themes and key lines of enquiry. (KLoE). The report was required under
the Audit Commission’s Code of Audit Practice and related the authority’s ability to put in
place proper arrangements to secure economy, efficiency and effectiveness in its use of
resources. The report also showed the results of an assessment of the Council's data
quality management arrangements using Audit Commission criteria. It was noted that the
Council's overall score had been maintained as a 3.

Grant Thornton made a number of recommendations which were outlined in the report and
had been noted by members and Officers. The Chairman stated that it was encouraging to
see the Council's score maintained even after changes in external auditor and the changes
to the KLoE criteria. It was noted that many of the recommendations made had already
been adopted since the report had been undertaken.
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Audit ana overnance LOMmMINEee, Y January Zuuy
Use of Resources and Data Quality report 2007-08 (cont'd)

RESOLVED: that the report be noted.

Grants Report 2007-08

The Committee considered the report of Grant Thornton, the Council's external auditors,
regarding the accuracy of grant claims and returns to the various Government departments
and other agencies. Overall, the number of claims that were amended or qualified
increased from 2007/08.

Grant Thornton made a number of recommendations regarding grants to improve
performance further. These were outlined in the report and were noted by members and
Officers.

RESOLVED: that the report be noted.

Schedule of responses from Heads of Service to the data quality

checking recommendations

The Committee considered the report of the Internal Audit and Governance Manager, which
outlined responses from Heads of Service to the data quality checking recommendations,
presented to the Audit and Governance Commitiee on 27 November 2008. Members noted
the various improvements which Heads of Service had proposed and in many cases
already implemented to comply with Internal Audit's recommendations.

RESOLVED: that the Heads of Service responses be noted.

The Council’'s work on the National Fraud Initiative and potential savings

identified from the data matching exercise

The Committee considered the report of the Internal Audit and Governance Manager which
detailed the most serious cases and potential savings for the authority as requested by the
Committee at their meeting on 27 November 2008. It was noted that although the report
showed potential savings of over £100,000 , the Internal Audit & Governance Manager did
say that the anomalies would probably have been discovered during cyclical work reviews
(ie ‘single person discount review’)

RESOLVED: that the report be noted.

The Council’s allocation and distribution of mobile phones

The Committee considered the report of the Internal Audit and Governance Manager which
had been undertaken at the request of the Committee at it's meeting on 27 November
2008. The report set out the findings of the Internal Audit section and outlined possible
savings if the recommendations therein were implemented. It was noted that some
recommendations needed to be referred to the Council's Human Resources service and
the report would therefore be considered by the Strategic Management Team (SMT) and
Human Resources in due course.

The Chief Executive stated that SMT would normally assess such a report before it came to
Committee when it was initially highlighted by Internal Audit. He reported that SMT would
look into the recommendations.

RESOLVED: 1) that the report be noted.

2) that the report and recommendations be referred for consideration to
the Council's Strategic Management Team.
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Audit ang vovernance Lommittee, Y January Zuuy

internal Audit Activity for the period 1 November to 31 December 2008
The Committee considered the report of the Internal Audit and Governance Manager
relating to the Internal Audit activity report, which explained audit activity for the third
quarter and indicated where audits were progressing well whilst identifying those that had
slipped against the internal audit plan. The report also outlined the audits which were
deemed unlikely to be completed. Members' expressed their continuing concern at the
shortage of resources in the Audit team.

RESOLVED: that the report be noted.

RECOMMENDED: that the Executive Board support the provision of £60,000 as set out
in next years revenue estimates for external contractor support for
the Internal Audit Service.

Corporate Governance activity report for the period 1 November 2008 to

31 December 2008

Members of the Committee considered the report of the Internal Audit and Governance
Manager regarding the Corporate Governance Activity for the pericd 1 November 2008 to
31 December 2008. This included the Corporate Governance Assurance Statement -
Action Plan and Progress on Corporate Governance Work Plan - 2008/09.

RESOLVED: that the report be noted.

Corporate Governance arrangements and the Council’s Partnerships

The Internal Audit and Governance Manager circulated a booklet to accompany a
presentation on Corporate Governance arrangements and the Council's Partnerships. Due
the large amount of information to read it was agreed to defer this item to the next meeting.

RESOLVED: that the matter be deferred this item to the next meeting of the
Committee.

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).

Audit of ICT Services

The Committee considered the report of the Internal Audit and Governance Manager
related to an audit of ICT Services carried out by the Internal Audit Service from September
to November 2008. The audit focused on management controls, access controls,
operational controls and system development controls.

Members noted that the audit had highlighted a number of issues, which needed
addressing. It was acknowledged that in many of the areas highlighted as problematical,
action had been taken subsequently to remedy the issues. It was noted that had the audit
been carried out at the time of the meeting, the results would have been very more positive.

Members were concerned that the relevant Portfolio Holders had not been aware of sorme
of the issues highlighted by the audit. The Chief Executive stressed that it was for individual
Portfolio Holders to ensure that they were adequately involved in their areas of
responsibility.

RESOLVED: that, in respect of major projects, consideration be given by SMT to
the introduction of arrangements for ‘post project’ reports to
Members.

14
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and Inspection
Letter

East Devon District Council
Audit 2007/08
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Contents

Key messages

Purpose, responsibilities and scope

How is East Devon District Council performing?
The audit of the accounts and value for money
Looking ahead

Closing remarks

Status of our reports

The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit
Commission explains the respective responsibilities of auditors and of the audited body.
Reports prepared by appointed auditors are addressed to non-executive
directors/members or officers. They are prepared for the sole use of the audited body.
Auditors accept no responsibility to:

« any director/member or officer in their individual capacity; or

= any third party.



Key messages

Key messages

1

The Council's delivery of affordable housing in the last 18 months has been limited as
it has focused its efforts on the Cranbrook development. Because of the fundamental

change in the market place the Cranbrook development has been delayed and is now
likely to commence in three years time.

The Council has delivered improvements in a number of its priority service areas
including environment, housing and access to services. It has improved more of its
performance indicators than most district councils and has an above average
proportion of these in the best quartile. The Council achieves good value for money.

Housing benefits and planning services remain comparative weaknesses for the
Council although there have been some recent improvements following systems
reviews.

The Council has retained its overall score of 3 (out of 4) for use of resources. There
will be a revised assessment from spring 2009 which is likely to be more challenging.

The Auditor issued an unqualified audit opinion on the Council's financial statements
and a positive conclusion on its arrangements to secure value for money although he
did make recommendations for improvements in future accounts preparation.

The Council should:

diversify its approach to affordable housing;

focus on securing further improvement in under-performing service areas such as
planning and housing benefits; and

»  ensure that it is well positioned to meet the challenge of the revised use of
resources assessment in 2009.



This report provides an overall summary of the Audit Commission's assessment of the
Council. It draws on the most recent Comprehensive Performance Assessment (CPA),
the findings and conclusions from the audit of the Council for 2007/08 and from any
inspections undertaken since the last Annual Audit and Inspection Letter.

| have addressed this letter to members as it is the responsibility of the Council to
ensure that proper arrangements are in place for the conduct of its business and that it
safeguards and properly accounts for public money. | have made recommendations to
assist the Council in meeting its responsibilities.

This letter also communicates the significant issues to key external stakeholders,
including members of the public. | will publish this letter on the Audit Commission
website at www.audit-commission.gov.uk. {In addition the Council is planning to
publish it on its website).

Your appointed auditor is responsible for planning and carrying out an audit that meets
the requirements of the Audit Commission’s Code of Audit Practice (the Code). Under
the Code, the auditor reviews and reports on:

the Council's accounts;

whether the Council has made proper arrangements for securing economy,
efficiency and effectiveness in its use of resources (value for money conclusion);
and

whether the Council's best value performance plan has been prepared and
published in line with legislation and statutory guidance.

This letter includes the latest assessment on the Council’s performance under the CPA
framework, including my Direction of Travel report, and the results of any inspections
carried out by the Audit Commission under section 10 of the Local Government Act
1999. It summarises the key issues arising from the CPA and any such inspections.
Inspection reports are issued in accordance with the Audit Commission's duty under
section 13 of the 1999 Act.

| have listed the reports issued to the Council relating to 2007/08 audit and inspection
work at the end of this letter.



How is East Devon District Council performing?

How is East Devon District
Council performing?

13

East Devon District Council was assessed as good in the Comprehensive
Performance Assessment carried out in 2003. These assessments have been
completed in all district councils and | are now updating these assessments, through
an updated corporate assessment, in councils where there is evidence of change. The
foliowing chart is the |atest position across all district councils.

Figure 1 Overall performance of district councils in CPA

|  Good |

Performance against other councils
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Good [N '

Farl |
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%

Poor

Source: Audit Commission

The improvement since last year - my Direction of Travel report
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What evidence is there of the Council improving outcomes?

The Council is making good progress in a number of priority areas but with some
notable exceptions. Overall 65 per cent of a basket of performance indicators (Pls)
used by the Audit Commission improved over the year, which is above the average for
all district councils. Forty per cent are in best quartile performance, which is higher
than the 33 per cent average of district councils. However, there are some priority
services where performance is poor, for example, housing benefits and
planning/development control.

East Devon Dsstrict Council



The Council with partners has not delivered any affordable housing since April 2008.
During 2007/08 it delivered 43 affordable housing units but this performance is
amongst the worst nationally. The Cranbrook development is now unlikely to
commence for three years because of the fundamental change in the market place.
However the Council is working hard in partnership with the County Council and Exeter
City Council to get financial backing to deliver the infrastructure needed to support the
development which, if successful, will reduce the extent of the delay. In the meantime
the Council needs also to consider other strategies for providing affordable housing.

Performance in Housing Benefits is poor and amongst the worst naticnally. Processing
times did not improve during 2007/08. The average time to process new claims and
change of circumstances has not improved since last year and remains amongst the
worst performers nationally, the number of cases processed correctly is also amongst
the worst nationally and the amount of Housing Benefit overpayments recovered as a
percentage of all HB overpayments has deteriorated and is also amongst the worst
nationally. The Council reports significantly improved performance in some areas after
a system review of the service and [ will undertake an inspection in April 2009.

The performance in planning applications deteriorated last year across all indicators
and is amongst the worst perfoermers nationally. The Council subsequently undertook a
system review of the service and there has been some recent improvement although it
is not yet clear if this will be sustained.

The Council is making good progress on climate change and associated issues. For
example, the increased emphasis has led to the development of a ‘green team’ to
increase capacity and deliver improvements such as the completion of a pollution
prevention scheme in Exmouth. The Council is also working well with the Community
to address the significant erosion issues in East Devon. Consequently there is clarity
on what the community wants to do, what coastal defences work and what solutions
are affordable and sustainable.

The Council is working hard to deliver improvements in services and the environment.
Some of the Council's key development plans are coming to fruition and, during the
year, work began to build a comprehensive leisure facility on the seafront in Exmouth.
The Council has also bought a twenty acre former marshland site to enhance and
protect the local environment. The Axe Wetlands project will create a large nature
reserve within the estuary. Another example of significant improvement during the year
is the prestigious Quality Coast award won by Exmouth seafront in recognition of the
sustainable high standards achieved.



How is East Devon District Councii performing?
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Recycling

Performance in waste services is currently mixed. The amount of waste collected per
head of population and the cost of waste collection per household are amongst the
best performers nationally but the actual combined recycling and composting rate
remains amongst the worst performers for districts at 22 per cent (average 34 per
cent). The Council has recently piloted a new waste collection service and this has
proven to be very successful achieving high recycling rates but this initiative currently
only operates in one fifth of the District.

Excellent service for our customers

The Council has accomplished a number of improvements in the housing service over
the last year. It has introduced measures to achieve improvement in meeting the
needs of the local community and reducing homelessness. In particular, the
introduction of housing option advice, measures to prevent homelessness such as
home visits for all young people excluded from home, funding a youth worker and
funding an officer to work with the Citizens Advice Bureau. The Council has also
introduced a 'rent in advance scheme' to help people access accommodation in the
private sector who cannot afford the initial outlay. It has achieved level 2 of the Equality
standard for local government.

~ The Council is also improving access in its housing service. It held a tenants and

leaseholder conference during the year and, as a consequence of a housing inspection
carried out by the Audit Commission last year, it is putting in place a number of
improvements that should enhance the relationship between the Council and its
tenants and leaseholders. For example, the new Housing Review Board includes
tenant and independent community representatives. Other improvements include the
new tenant application system, now tenants can find out about available properties on
the website, by telephone, through the local press, local libraries and town and parish
notice boards and can bid for these.

The Council is improving access to services, for example it has increased the service
areas it supports through the Customer Service Centre. Access to the benefits service
has also improved recently with the introduction of a visiting officer and the
environmental health team recently won a 'customer service' award. However, the
recent changes in the waste service put significant pressure on the Customer Services
Centre and managers are learning from this experience to ensure there are proper
contingency arrangements in place to deal with times of significant pressure.
Councillors have also raised concerns that further improvements are needed when
contacting the Council by telephone to ensure callers speak to an individual rather than
voicemail.

The Council communicates well with the community through press releases, the
website and newsletters. A joint council tax and performance booklet is published each
year to inform the public on the Councils achievements and performance. It also
regularly publishes a resident's magazine which highlights achievements during the
preceding three months. Of particular note this year is the introduction of public
speaking at committee which has improved public participation.



The Council is performing well with regards to value for money. The Council compares
well with its benchmark group, with generally good levels of performance and
satisfaction compared to levels of expenditure. However, whilst performance across a
number of services is comparatively good, the Council does not have a system to
demonstrate consistent high performance or value for money across the whole range
of its services. The Council has a good understanding of its locality, its population and
the impact that this has on costs and accessibility of services. Comparatively high
levels of satisfaction are achieved, and there are sound arrangements in place for
communicating with, and seeking input from, the local population. The Council
understands the longer term costs of some of its decisions, particularly in procurement
and in housing investment. Its engagement with Leisure East Devon indicates its
willingness to seek opportunities to improve value for money in partnership with the
private sector.

The Council has good plans in place and these are aligned to the Sustainable
Community Plan. Its corporate plan provides clarity about the Council's long term
vision and how it fits with other strategic plans such as the Local Plan and parish
plans. The themes from the Community Plan have been mapped against the corporate
plan and consequently it is clear that the activities from one set of objectives and
priorities feed into the other. For each of its priorities the Council clearly states the
actions needed to achieve its vision,

The Council has a good financial strategy in place. The strategy identifies budget gaps,
provides ‘what if’ analysis and risk assessments. It also includes predicted costs for the
servicing of the new community at Cranbrook. This means that it can better support
decision making for senior managers and Councillors.

A revised homelessness strategy has been adopted during the last 12 months. The
new Strategy 2008/09 sets out the homelessness problem in the District and how the
Council is to address this in collaboration with its partner organisations and within the
context of the Housing Strategy objectives. The strategy includes a comprehensive
action plan with measurable targets which aim to maintain progress in tackling
homelessness in the district.

The Council monitors and reports performance well, it regularly reports to senior
officers and Councillors. Councillors receive quarterly monitoring reports against
performance indicators and progress against individual service plans. There is good
evidence that Councillors challenge performance and bring officers to account.
Recently the Council also reviewed its Corporate Plan to ensure that it remains fit for
purpose in the current economic climate.

The Council is using system review effectively fo tackle underperforming areas, For
example, planning and housing benefits. It has set up a Housing Review Board to help
drive and monitor progress of improvement in the housing services following an Audit
Commission inspection.



How is East Devon District Council performing?

11 Staff sickness continues to be an issue for the Council and it is taking appropriate
measures to address this. There is continued high focus on sickness absence through
return to work interviews and sickness trigger meetings which highlight to managers
any potential issues. Absence management continues to be part of the core
management development programme. There is also a programme of stress audits to
ensure that any potential causes of absence are minimised and the Council is carrying
out a number of well being initiatives to emphasise its importance.

' The Government's announcement of a review of local government in Devon by the
Boundary Committee throughout much of 2008 has taken up considerable time of
some key officers and slowed efforts to share services with other authorities in the
county. The uncertainty that Local Government re-organisation brings and the difficult
future investment decisions have already contributed to a slow down in the ongoing
improvement of the Council overall and could continue to do so.

1 The Council has been affected this year by the recession which has hampered its
ability to achieve the priorities of developing a thriving economy. Income has fallen in
areas such as investment returns, planning applications, land charges and building
control as a result of the current downturn in the housing market. The downturn in the
economy was also reflected in business rates due to a rise in the number of business
insolvencies.



Your appointed auditor has reported separately to the Audit and Governance
Committee on the issues arising from his 2007/08 audit and has issued:

an audit report, providing an unqualified opinion on your accounts and a conclusion
on your vfm arrangements to say that these arrangements are adequate on
29 September 2008; and

a report on the Best Value Performance Plan confirming that the Plan has been
audited.

Key issue to note are:

the Council processed a number of adjustments to the accounts, increasing net
expenditure by £437,000 and decreasing net assets by £1,195,000; and

the Auditor made a number of recommendations in his ISA260 report to improve
the Council's arrangements to prepare the accounts, particularly with regard to
improving the audit trail and accuracy of the draft accounts, which the Council
agreed to implement for the 2008/09 audit.

The findings of the auditor are an important component of the CPA framework
described above. In particular the Use of Resources score is derived from the
assessments made by the auditor in the following areas.

Financial reporting (including the preparation of the accounts of the Council and
the way these are presented to the public).

Financial management (including how the financial management is integrated with
strategy to support council priorities).

Financial standing (including the strength of the Council's financial position).

Internal control (including how effectively the Council maintains proper stewardship
and control of its finances).

Value for money (including an assessment of how well the Council balances the
costs and quality of its services).

For the purposes of the CPA your auditor has assessed the Council’s arrangements
for use of resources in these five areas as follows.



The audit of the accounts and value for money

Element

Financial reporting
Financial management
Financial standing
Internal control

Value for money

Overall assessment of the Audit Commission

Assessment

2outof 4
3outof4
2outof 4
3outof4
3 out of 4

3outof4

The outcome of the Council's accounts audit resulted in a reduction in its financial
reporting score, The Auditor made a number of recommendations to enhance the
Council's processes to prepare the accounts, which the Council is making progress
towards implementing, for the 2008/09 financial statements.

3 The Auditor found that the Council has sound standards for financial management.
Medium-term financial planning underpins corporate objectives and business planning
processes, and an affordable capital programme has been set. The Executive Board
regularly considers financial and non-financial information. There are satisfactory
arrangements in place for managing the corporate asset base, though the Council
would benefit from updating its capital strategy and asset management plans.

The Council consistently maintains spending within its annual budget, but in recent
years has built up high levels of reserves. The Council's policy is to have a general
fund of at least 7.5 per cent of the net revenue budget. However, at 32 per cent at the
end of 2007/08 the balance was significantly above this, and a further £12m is held in
a capital fund. There was no clear specific plan for its use at the time of the
assessment, although it is understood that the Council is strengthening its
arrangements in this area, with specific proposals being formalised. The Auditor found
that the Council could also improve its management information relating to debt
arrears across all significant categories of income, not just council tax and NNDR.

The Council continues to maintain sound internal control arrangements. It identifies
and manages its significant business risks, including any risks associated with key
partnerships. The Audit and Governance Committee's responsibilities include the
consideration of risk management and ensuring that corporate internal control and
corporate governance arrangements are appropriate. The Council is proactive in
promoting high standards of ethical behaviour amongst members and staff, though
further work is needed to ensure that counter-fraud arrangements are adequately
resourced and that its arrangements for ensuring probity are fully embedded.



The Council generally provides services that are value for money when compared to
similar authorities, and comparatively high levels of consumer satisfaction are
achieved. Overall, there is a reasonable balance between costs and performance.
There are strong internal processes for setting corporate objectives and linking these
to financial and service plans and members and officers actively use this information to
review and challenge value for money.

The Council has adequate arrangements in place to ensure the quality of the data it
uses for corporate decision-making. The Auditor's detailed review of a sample of five
performance indicators identified that they were all fairly stated. However, the Auditor
identified a number of areas where the Council could improve its data quality
management arrangements by:

ensuring that data quality issues are considered by those charged with
governance;

embedding data quality issues within risk management arrangements;

establishing formal protocols for all instances of internal and external data sharing;
and

ensuring that job descriptions adequately reflect responsibilities for data quality.

The Council asked that the Auditor provide training for members of the Audit and
Governance Committee to enhance their understanding of the accounts and improve
their ability robustly to scrutinise them. The Auditor provided this through a workshop in
June before the Committee approved the draft accounts. Members of the Committee
raised a number of pertinent issues and questions before approving the accounts, and
these resulted in a number of presentational changes to improve the clarity of
information.

Following the Boundary Committee's initial consultation on a single unitary authority in
Devon, the Council undertock a publicity campaign to oppose the proposals. This
campaign included direct mailings to local residents, web sites and a range of other
media and publications. As a result of the Council's actions, the Auditor received a
small number of complaints and concerns from local electors within East Devon over
the legitimacy of the approach and the expenditure being incurred. To address these
concerns, the Auditor assessed how the Council has complied with the Code of
Publicity, which provides guidance on how local authorities should use publicity. To
ensure that the response was appropriate and proportionate, he also liaised with the
appointed auditors of other local authorities within Devon.



+ The Auditor concluded that some elements of the Council's publicity did not fully
comply with the Code insofar as it presented a single perspective and was selective in
the key issues identified. The Code requires that publicity on controversial issues
should not be overly simplistic and should consider arguments for and against the
views of the Council. He recognised the Council's assertions that similar material had
been produced by other authorities and concerns raised by the Council over the
legitimacy of the Committee's consultation process. The issue of whether public funds
have been mis-used is more tenuous, as there are specific powers for Councils to
inform local residents, but this should be done in a balanced way. As such, the Auditor
concluded it was not in the public interest to pursue this issue further, but to reinforce
to the Council its statutory responsibilities in this area.

The Council recognises the Auditor's concerns and has assured the Auditor regarding
future publicity arising from the Boundary Committee's proposals.



The public service inspectorates have developed a new performance assessment
framework, the Comprehensive Area Assessment (CAA). CAA will provide the first
holistic independent assessment of the prospects for local areas and the quality of life
for people living there. It will put the experience of citizens, people who use services
and local tax payers at the centre of the new local assessment framework, with a
particular focus on the needs of those whose circumstances make them vulnerable. It
will recognise the importance of effective local partnership working, the enhanced role
of Sustainable Communities Strategies and Local Area Agreements and the
importance of councils in leading and shaping the communities they serve.

CAA will result in reduced levels of inspection and better coordination of inspection
activity. The key components of CAA will be a joint inspectorate area assessment and
reporting performance on the new national indicator set, together with an
organisational assessment which will combine the external auditor's assessment of
value for money in the use of resources with a joint inspectorate assessmenl of service
performance.

The first results of our work on CAA will be published in the autumn of 2009. This will
include the performance data from 2008/09, the first year of the new National Indicator
Set and key aspects of each area's Local Area Agreement.



Closing remarks

Closing remarks

51 This letter has been discussed and agreed with the Chief Executive and Treasurer. A
copy of the letter will be presented at the audit committee on 26 March 2009. Copies
need to be provided to all Council members.

52 Further detailed findings, conclusions and recommendations on the areas covered by
audit and inspection work are included in the reports issued to the Council during the
year.

Report Date of issue
Audit and inspection plan March 2007
Interim audit report June 2008
ISA260 report September 2008
Opinion on financial statements September 2008
Value for money conclusion September 2008
Annual audit and inspection letter March 2009

53 The Council has taken a positive and constructive approach to audit and inspection
work, and | wish to thank the Council's staff for their support and cooperation during
the audit.

This letter will be published on the Audit Commission’s website at
www.audit-commission.gov.uk, and also on the Council's website.

Martin Green
Comprehensive Area Assessment Lead

March 2009



The Audit Commission is an independent watchdog, driving economy, efficiency and
effectiveness in local public services to deliver better outcomes for everyone.

Our work across local government, health, housing, community safety and fire and rescue
services means that we have a unique perspective. We promote value for money for
taxpayers, auditing the £200 billion spent by 11,000 local public bodies.

As a force for improvement, we work in partnership to assess local public services and
make practical recommendations for promoting a better quality of life for local people.

If you require further copies of this report, or a copy in large print, in Braille,
on tape, or in a language other than English, please call 0844 798 7070.

© Audit Commission 2009

For further information on the work of the Commission please contact:

Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ
Tel: 0844 798 1212 Fax: 0844 798 2945 Textphone (minicom): 0844 798 2946

www_audit-commission.gov.uk
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10 March 2009

Dear Mark

ANNUAL AUDIT FEE 2009-10

Further to our discussions, I am writing to confirm the audit work that we propose to
undertake for the 2009-10 financial year at East Devon Disirict Council. The fee:

* is based on the risk-based approach to audit planning as set out in the Code of Audit
Practice and work mandated by the Audit Commission for 2009-10; and

e reflects only the audit clement of work and excluding any inspection and assessment
fees that will be undertaken by the Audit Commission or other regulators. Your
Comprehensive Area Assessment Lead will be writing to you separately on
inspection fees.

As | have not yet completed my audit for 2008-09 the audit planning process for 2009-10,
including the risk assessment, will continue as the year progresses and fees will be reviewed
and updated as necessary.

The Audit Commission has clarified their expectations with regard to the statutory basis of
the audit fee sciting process. If everything else is equal, the fee payable is the scale fee, and
any variation o the scale fee needs to be justified on the grounds of more or less work being
undertaken than is envisaged within the scale fee.

The Audit Commission has published its work programme and scales of fees 2009-10. The
scalc fee for East Devon District Council is £109,500 (excluding VAT). The fee proposed
for 2009-10 is in line with the above scale fee. This compares to the planned fee of £101,900
for 2008-09. A summary of this is shown in the following table.

Chartersd Accountanis

Membar fmn within Grard Thomion intsmabonsl Lid

Grant Thomton UK LLP s & kmuted kabdity parrrshen reqrsiered in England and Wales: No OCI07742. Repiered oifica: Grant Thomton House, Maiton Street. Eusion Squars, London NWT 2EP
A Bt of membery is gvalable friem ous tegistened offics.

Grani Thomton UK LLP &5 authonsad and regulated by the Finanaal Servces Authonty for mwestment business



Audit fee

Audit arca Planned fee | Plaoned fee 2008-

2009-10 09
Financial statements £67,500 £62,500
Use of Resources/VFM Conclusion £40,500 £39,400
WGA £1,500 Included above
Total audit fec £109,500 £101,900
Certification of claims and returns £26,000 £26,000

In setting the fee at this level, | have assumed that the general level of risk in relation to the
audit of the financial statements is not significantly different from that identified to 2008-09.
A scparate plan for the audit of the financial statements will be issued in November 2009,
once the outcomes of the 2008-09 audit are known. This will detail the risks identified,
planned audit procedures and any changes in fee. The quoted fee for grant certification work
is an cstimate only and will be charged at published daily rates. If I need to make any
significant amendments to the audit fee during the course of the audit, I will first discuss this
with the Corporate Director (Economy) and then prepare a report outlining the reasons why
the fee needs to change for discussion with the Audit and Governance Commitice.

My use of resources assessments will be based upon the evidence from three themes:

o managing finances;
* govemning the business; and

®  managing resources.

The key lines of enquiry specified for the asscssment are set out in the Audit Commission's
work programme and scales of fees 2009-10. My work on use of resources informs my 2009-
10 value for money conclusion. However, | have identified a number of potential significant
risks in relation to my value for money conclusion. For each risk, I consider the
arrangements put in place by the Council to mitigate the risk, and plan my work accordingly.
My initial risk assessment for value for moncey audit work is shown in the table below:

Risk Planned work Timing of
work

The Council is facing a challenging revenue budget, | We will review the Council's April 2009 -

with reduced income streams and increasing budget setting process and March 2010

demand for services. To mitigate this, the Council | budget monitoring during the

has adopted an approach that considers both the ycar, and consider how

2009-10 and 2010-11 budgets together, with effectively the budget is

flexibility between years. This requires the Council | managed to maintain delivery of
te closely monitor the delivery of actual compared | service objectives and prioritics.
te planned outcomes against the budget
throughout the year and, where necessary, clearly
reporl explanations and 1ake action for any
variances.

There is a risk that these arrangements are not
robust to avoid financial difficullies.




Risk

Planned work

Timing of
work

During 2008-09 there have been instances of non-
compliance with the Council's constitution and
standing orders. These documents along with
financial regulations and polices and procedures
need to be regularly updated. If this is not done
therc is a risk that they are not complied with or
they are not sufficiently flexible to reflect the needs
of the Council.

As part of our use of resources
work we will review the work
undertaken by the Procurement
Group, officers and members to
review and updale the
constitution, standing orders,
financial regulations and policies
and procedurcs 1o ensure they
remain fit for purpose.

March -
August 2010

During 2007-08 and 2008-0% we have been
reviewing the effectiveness of Internal Audit as
part of our audit programme, and a TAFF was set
up by the Audit Committee 10 ensure Internal
Audit deliver an effective service. There have been
difficulties in recruiting and retaining the staff
required, and there is a risk that the staffing levels
are not achieved on an ongoing basis and the
requircd level of assurance is not achieved from the
completed programme.

As part of our use of resources
work we will review the
restructured Internal Audit plan.
We will also consider the
outcome {rom the re-
prioritisation process planned
for 2009 which will include
ceniral services as well as the
Council's options in terms of
fulure service delivery.

February -
June 2010

The Council is in the process of revising its process
to document and monitor the corporate risk
register. There is a risk that during the period of
transition risks are not adequately managed or that
the revised process is not sufTiciently robust.

As part of our use of resources
work we will review the work of
the Risk Group. This will
involve considering the
adequacy of arrangements to
ensure scrvices have taken
ownership of the risk register
and evidencing that action is
being taken with appropriate
controls in place to mitigate and
control risks.

February -
June 2010

[ will issue a number of reports relating to my work over the course of the audit. These are

listed at Appendix 1.

The above fee excludes any work requested by you that the Commission may agree to
undertake using its advice and assistance powers. Each picce of work will be separately
negotiated and a detailed project specification agreed with you,

The Audit Manager supporting me in the delivery of the Council's is Kate Jefferies, who can

be contacted on 0117 305 7678,




I am committed to providing you with a high quality service. If you arc in any way
dissatisfied, or would like to discuss how we can improve our service, please contact me in
the first instance. Allernatively, you may wish to contact Richard Tremeer, the Head of
Government Audit (richard.tremeer@gtuk.com).

Yours sincercly

Lol

BARRIE MORRIS
Director
For Grant Thornton UK LLP

T 0117 305 7708
F 0117 2305 7784
E barrie. morris@atuk com

c.c. Diccon Pearse, Corporate Director (Economy)
c.c. Councillor Ray Bloxham, Chair of the Audit and Governance Committee



Appendix 1: Planned outputs

Our reports will be discussed and agreed with the appropriate officers before being issued to

the Audit and Governance Committee.

Table 1

Planned output

Indicative date

Financial statements audit plan November 2009
Interim report June 2010
1SA260 report to those charged with governance September 2010
Auditor's report giving the opinion on the financial stalements Scptember 2010
and value for money conclusion

Use of resources report Scptember 2010
Annual audit letter (subject to current proposals being consulted | November 2010

on by the Audit Commission)

Grants report

November 2010

&







Agenda Item 9

Audit and Governance Committee

26 March 2009

Te

Internal Audit & Corporate Governance Work Plans ‘v’ budget
and resources available to complete them.

Summary

In its meeting of the 29" January the Joint Overview & Scrutiny Committee recommended that “the
need for agency staff for the Intemal Audit service, in order to carry out required statutory audits for
the forthcoming year, be further considered when the 2009/10 Audit Plan has been agreed by the
Audit and Govemance Committee”.

There is an expectation that Intemal Audit will not be able to complete their Annual Plans in the
2009/10 year due to lack of budget and trained staff resources. This report gives an overview of the
original plan and gives guidance as to which audits are deemed to be high risk and therefore
mandatory/preferred and those that for a limited period can be rolled over or deleted from the plan.
The report also highlights the current issues surrounding staff resources and the projected budget
required to deliver the revised audit plans.

The report also highlights the expectations placed upon the Council by the extemal auditors and
Audit Commission in terms of their reviews of our intemal control, data quality and Use of
Resources/Corporate Govemance Key Lines of Enquiry.

Recommendations

Members are asked to :

a) Approve the revised audit plan

b) Approve the option to advertise for a permanent member of staff, on the basis that should
this fail, the council will continue to employ contractor staff, and

c) Agree the projected budget to deliver the revised audit plan {in terms of staff resources)

a) Reasons for Recommendation

There is an expectation that Intemal Audit will not be able to complete their Annual Plans, the
recommendation asks that members consider the issues raised and the revised plans.

b) Alternative Options
None

c) Risk Considerations

= Failure to complete the ‘mandatory’ core audits will result in criticism from the External
Auditors, this could result in the External Auditors themselves completing the work and re-
charging the Council.

* Failure to complete the ‘preferred’ audits will affect the Council's governance arrangements,
errors and/or irregularities may go undetected, and the Use of Resources / Corporate
Govemance Key Lines of Enquiry will reflect this.

» Failure to complete the entire audit plan containing high, medium and low risk audits which
have been carefully risk assessed and which are plotted over a § year period could affect
the Council's governance arrangements and errors and/or irregularities may go undetected.



d) Policy and Budgetary Considerations
The budgetary implications are set out in the main body of the report.

€} Date for Review of Decision
Executive Board — April 2009

Main Body of the Report

Scope and Objectives

In its meeting of the 29™ January the Joint Overview & Scrutiny Committee recommended that “the
need for agency staff' for the Intemal Audit service, in order to carry out required statutory audits for
the forthcoming year, be further considered when the 2009/10 Audit Plan has been agreed by the
Audit and Govemance Committee”.

This report gives an overview of the original plan and gives guidance as to which audits are deemed
to be high risk and therefore mandatory/preferred and those that for a limited period can be rolled
over or deleted from the plan.

The report also highlights the current issues surrounding staff resources and the projected budget
required to deliver the revised audit plans.

Background

The Council's Audit and Govemance function has been without two members of staff since May
2007 (senior auditor) and July 2007 (principal auditor on maternity leave), the remaining principal
auditor resigned her post and left in April 2008. The Council therefore lost all internal audit staff,
with the exception of the intemal audit and govemance manager.

Members will recall that the Council recruited two trainee auditors who took up their posts in the
summer of 2008, Neither were trained or competent to tackle the complex audits that comprise the
bulk of the ‘type 17 and ‘type 2" audits and this is why it was, and still is essential that contractors
remain with the team, firstly to provide ongoing on-the-job training and support for the trainees, but
secondly to ensure that the core and preferred audits are completed to an acceptable standard.

Unfortunately, in February 2009, one of the trainee auditors resigned his post, his last day of
service was the 10" March.

Various temporary audit contractors have come and gone over the period. By their very nature,
competent audit contractors are very hard to come by; at the present time the Council has been
fortunate to find two trained and proficient contractors, but because of budget costs the Council is
in danger of losing them.

(A gentle reminder for members is the recommendation made by the Internal Audit & Govemance
TAFF - 8" May 2008 that contractor staff should remain with the team for 18-24 months or until the
transfer of services under the local govemment re-organisation, should this occur.)

There is an expectation from the Extemal Auditors and the Audit Commission that they will be able
to rely on the work completed by internal audit in order for them to give an unqualified opinion.
Indeed, in their Audit and Inspection Plan 2008-09, Grant Thomton state that “we will assess your
internal audit function to identify where we can rely on the intemal audit work” (para 4.10).

! Referred to as 'audit contractors’
? Core Financial and External Audit compliant
3 ‘Cipfa’ Standards / Financial & Anti-fraud compliant



Current Authorised Establishment

The current establishment of internal audit staff is 4.5fte; one full-time principal auditor, one part-
time principal auditor, two senior auditors and the Audit & Governance Manager. Due to the
difficulty in recruiting qualified staff to the senior auditor positions the Committee has previously
been advised of the appointment of two trainees and the use of experienced contract staff.

The part time principal auditor is due to commence matemity leave from 1% June for 12 months,
however the cost of this needs to be met from the intemnal audit budget (there is no central cost
centre for these expenses). Further one of the two trainees has resigned their position.

Therefore, from June 2009 the actual internal audit workforce will comprise 1 trainee auditor and 1
internal audit and govemance manager.

Current Budget

The 2009-10 salary budget is £123,247 for the Manager, part-time principal and 2 trainee auditors.
There is no budget for additional permanent or temporary staff. The funding for the full-time
principal auditor has been withdrawn.

Original 2009/10 Internal Audit Plans
These comprised:

» General Plan + computer audit plan, contract audit plan and Street Scene audit plan
» Corporate Governance work plan
= |nternal Audit work not completed in 2008/09 to be rolled over into 2009/10

These documents appear at appendices 1 (1A, 1B and 1C), 2and 3

The original work plans were based on an audit establishment of 3.5fte + the manager, making a
total of 4.5fte. The total man-days available to carry out the original internal audit plan is 679, the
intemal audit work plan requires 674, which provided a small contingency of 5 days (surplus).

In reality, the days required by the internal audit work plan exceed this amount in that many of the
day allowances prescribed in the intemal audit work plan have needed to be extended to take
account of the time spent providing supervision and on-the-job training to trainee audit staff.

The original work plan contains a variety of different types of audits ranked from Type 1 to Type 5.
An explanation of the different types of audits can be found on page 6 of appendix 1.

Revised 2009/10 Internal Audit Plans

It would appear prudent to produce realistic intemal audit plans based upon the core (mandatory)
audits and the audits ranked as ‘high’ in the 5-year plan risk assessment.

The audits have been categorised into ‘types’ and it is proposed that the revised plan will cover
type 1, type 2 audits and one or two type 5 audits.

The categories are explained below:

Type 1 = Core financial and External Audit compliant — an example is payroll or housing benefits -

Type 2 = Core Procedural and Cipfa Guideline compliant — an example is computer audit or coniract audit
Type 3 - Financial, Anti-Fraud compliant - an example is Street Scene or customer service centre,

Type 4 — Organisation, Management and HR related — an example is organisational development audits
Type 5 - Corporate and / or Strategic — an example is national indicators or CRSA* checking

By way of explanation 'Type 1' audits focus on the Council's core financial systems and are
classified as ‘mandatory’ by the Extemal Auditors. This means that the Council must complete

* Control Risk Self Assessment — part of the Governance Assurance Slatement



them. If the Council fails to complete these audits, it is very likely that the External Auditors will
complete them and charge the Council for this work.

Type 2 audits focus on core processes and are the subject of specific Cipfa Guidelines. They are
classified as ‘preferred’ as they are deemed to be ‘high risk’ and include financial elements and are
vulnerable to error and/or irregularity.

Like Type 1 audits, Type 2 audits are subject to a prescribed level of testing dictated by the various
Guidelines which describe the risks within the various systems and define the scope and objectives
of any testing and/or evaluation. This level of prescribed testing influences the time required to
complete each audit.

There are however, several other elements that need to feature within the revised plan relating to
Type 5 {corporate and/or strategic), these are the National Indicator reviews and the corporate
govemance reviews spread throughout the year. The corporate governance reviews consist of:

Reviewing the CRSA schedules produced by the Heads of Service
Reviewing the actions contained in the Annual Governance Statement — Action Plan,

= Monitoring the newly populated corporate risk register to ensure that it has been updated
on a timely basis, and

= Reviewing the integrity of the risks and controls being entered into the system and ensuring
that they have been sensibly and appropriately evaluated.

The revised intemal audit work plans appear at appendix 4 (4A, 4B).

Resource Requirements

Members will note that there is a predicted shortfall of 272 days between the resources required
and the resources available. This figure is made up of the original audit days and the days
required for training/supervision by the manager/audit contractor.

It is essential that the trainee is supervised on each and every audit. The manager of the section
can provide some supervisory cover but does have a separate ‘Corporate Governance' work plan
to complete. Therefore it is essential to ensure adequate resources are engaged to assist the
manager in the monitoring, supervision, training and support of the trainee.

There are two issues facing the council:

i) How to address the immediate shortfall in resources, and
ii} The future provision of an internal audit service

In view of the problems that have been experienced with external contractors being required to
undertake the day to day supervision of trainee auditors it is considered inappropriate, under the
present circumstances, to take on a replacement junior. Instead one of the following options can be
pursued:

Option 1 - continue to hire existing contractor staff to provide full-time support to assist the
manager in providing continuous monitoring, supervision, training and support to the trainee and to
undertake the audits in the audit plan.

Option 2 - appoint a principal auditor, or approach neighbouring council's to establish whether they
have spare resources, to assist the manager in providing continuous monitoring, supervision,
training and support to the trainee and to undertake the audits in the audit plan.



Option(s)/Costs

Option 1 - predicted contractor costs are as follows:

One contractor to provide full-time support 180 days @ £30 per hour = 39,960
One contractor to cover the audit of Nis 40 days @ £25 per hour = 7,400
One contractor to cover computer audit 40 days @ £40 per hour 11,840

59,200

Option 2 — appointment of principal auditor as follows:

Principal Auditor® 36,180
One contractor to cover the audit of Nis 40 days @ £25 per hour = 7,400
One contractor to cover computer audit 40 days @ £40 per hour 11,840

55,420

Budget Position - Option 1
The computation is as follows:

Existing budget 123,247
Less: Trainee Auditor 19,845

Add: Budget required for contractor staff 59.200

Budget Position — Option 2
The computation is as follows:

Existing budget 123,247
Less: Trainee Auditor 19,845
103,402

Add: Principal Auditor 36,180
Budget required for contractor staff 19,240
158,822

Increase over existing budget — Option 1, £39,355 and Option 2, £35,575

An additional sum of £13,660 has been provided in the existing budgets for the training costs
relating to the trainee auditor.

Preferred Option

The preferred option is to pursue the possibility of recruiting a principal auditor, on the basis that
should this fail, the council will continue to employ contractor staff until a long-term solution can be
found.

With regard to the longer term, consideration will be given during the early part of 2009/10 on the
future provision of an internal audit service. To facilitate this, the Committee will be fully appraised
of the options at the next Audit & Govemance meeting scheduled for 18" June 2009.

Corporate Governance Work Plan

The work plan will not change fundamentally providing the required resources are provided. If the
assistance is not provided then this work plan is not feasible and will remain incomplete, this would
have serious implications in regard to the audited control of some of the most significant of the
council's systems.

® Salary + oncosts @ 25%



Conclusion

It is essential that the Council maintains its high standards of conduct and continues to promote a
culture of good govemance; to do this it needs to have a respected and visible intemal audit and
govemance service that undertakes audits across the wide spectrum of intemal controls and within
all areas of the Council.

Choosing to recruit two trainee auditors without filling the vacant principal auditor post places an
additional burden on the existing manager and increases the need to spend money on contractors
to provide supervision, training and support. Nevertheless if the required funds are made
available, it should be possible to complete the revised audit plan in the 2009/10 year.

With regard the medium and lower risk audits, members should be aware that failing to complete
these audits will impact on the overall arrangements for adequate corporate governance, therefore
these audits should be subject to review as soon as resources are available.

Legal Implications

None

Financial Implications
As set out in the report

Consultation on Reports to the Executive
N/A

Background Papers
Specified appendices

Tanith Cox - 2687 Audit & Governance Committee
Intemal Audit and Governance 26 March 2009
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Agenda item 10

Audit and Governance Committee

26 March 2009

TC

District Council

Internal Audit activity report for the period 1st January 2009 to 31st March 2009,
including:

®  Audit Plan Monitoring to 313t March 2009
® Audit Assurance Opinions

The attached Activity Report gives brief details on the staffing situation within the council's Audit and
Govemance section and gives an overview of the use of temporary contractors.

The report also highlights Intemal Audit activity for the fourth quarter and indicates where audits are
progressing well and identifies those that have slipped against the internal audit plan. Members will
note the progress made and also be informed of the audits that remain outstanding and those that
have been rolled over into future years.

Recommendations

Members are asked to note and keep under review the:

= Audit Plan Monitoring Document

a) Reasons for Recommendation
To ensure that progress is made on the plans of Intemal Audit in line with Member expectations.

b) Alternative Options
None

c) Risk Considerations

= The responsibilities of the Section 151 Officer will not be fulfilled
* Weaknesses in intemal controls, potential fraud and irregularities may go undetected
= Criticism from External Audit and other external review agencies

d) Policy and Budgetary Considerations
None

e) Date for Review of Decision
N/a

Main Body of the Report
Audit Staffing

The council's Audit and Governance Committee will have received the affiliated report detailing
‘Internal Audit Work Plans 'v' budget and resources available’. That report sets out the current
situation within the internal audit and govemance section with regard staffing.



Audit Activity
* Appendix 1 — Audit Plan Monitoring Document (using Appendix 2 to evaluate)

This schedule provides a summary of activity for the period and assists Members in following the
progress of audits, investigations and/or add-hoc work completed.

Interpretation:

First Quarter — April to June 2008

The first quarter consists of a variety of shorter and middle length audits of a non-financial nature
which served as a good training platform for the two trainees. The exception to this was the BVPI
work which covers a specialist area and this work was completed by an audit contractor.

All work has been completed for this quarter.

No resources were available to complete the monitoring of logs, projects and project management
or the corporate govemance assurance checks. Members are aware that the corporate risk register
is to be replaced, therefore no work has been done to update this.

Second Quarter — July to September 2008

The second quarter consists of a mix of more complex audits, such as the Main Accountancy
System and ICT Services. The Main Accountancy Audit had been deferred by the acting Financial
Services Manager until February, but this remains incomplete in this quarter.

A specialist contractor was brought in to complete the ICT Services audit, leaving one contractor
and trainee staff to work on the remaining audits.

One audit (procurement) will be rolled over into the 2009/10 year and one (countryside) will not be
completed.

Third Quarter -~ October to December 2008

This quarter's plan consists of a range of more complex financial audits, such as creditors, debtors
and income and cashiers — all these audits have been commenced and some have been finished
{Debtors and Housing Strategy).

Other than the audit of car parks no other audit scheduled for the third quarter will be completed
either this year or next year.

Fourth Quarter — January to March 2009

With the exception of Leaming and Development and the Street Scene Audit Plan, this quarter's
plan contains the remaining complex financial audits, such as payroll, treasury management,
housing benefits, housing rents, council tax and non-domestic rates. These are core systems and
must be completed by the council to the satisfaction of the external auditors, failure to do this will
mean the council will be criticised by the external auditors who will conduct the audits themselves
and charge the council accordingly.

All these essential audits have been commenced and two are at 'draft report’ stage {payroll and
treasury management).

Unplanned and Ad-hoc Audit Work

There has been no unplanned or ad-hoc audit work other than the usual advice to staff and
managers on council policy, financial regulations and contract standing orders (usually provided by
the Manager).



Follow Up Audits

Follow up audits are important because although a ‘final audit report’ may have been issued by
intemal audit, unless a fYollow up’ is completed, Members cannot assume that all the
recommendations for mitigation of risks have been implemented.

Eight follow up audits have been completed (no issues outstanding), and two are overdue and will
be picked up by the audit contractor who will be commencing with the council in April.

* Appendix 2 — Audit Assurance Opinions

A dacument to be referred to when reviewing the Audit Plan Monitoring document and which defines
the levels of assurance given by the auditor when undertaking each audit assignment.

Conclusion

The role of Intermal Audit continues to change and expand according to demand; changing
legislation and the requirements of our extemal review agencies. This report covers the period 1*
January 2009 to 31* March 2009. A report covering the period 1% April 2009 to 30™ June 2009 will
be presented at the next meeting of the Audit and Governance Committee scheduled for 18" June
2009.

Legal Implications

No legal observations

Financial lmplications
No financial observations

Consultation on Reports to the Executive
None

Background Papers

o Specified appendices

Tanith Cox - 2687 Audit & Governance Committee
Intemal Audit and Governance 26 March 2009
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Agenda Item 11

Audit and Governance Committee

26th March 2009

TC

District Council

Corporate Governance activity report for the period 1t January 2009 to 31st
March 2009, including

* Corporate Governance Assurance Statement - Action Plan

* Progress on Corporate Governance Work Plan - 2008/09

* Review of Corporate Governance Codes, Policies and Guides introduced
during the year

Summary

The report and appendices outline the work undertaken to ensure the council's corporate
governance arrangements are effective and in compliance with its local Code of Corporate
Govemance.

Recommendations

Members are asked to note progress:

= The progress made so far on the Corporate Governance Work Plan for 2008/09

Members are asked to note and keep under review the:

=  Annual Governance Statement - Action Plan

a) Reasons for Recommendation

In order that the status and role of Corporate Governance can be confirmed at Member level
and to ensure that progress is being made on the Governance plans in line with Member
expectations.

b) Alternative Options
None

c) Risk Considerations

Failure to comply with our own Local Code of Corporate Governance
Failure to comply with the Corporate Governance ‘Key Lines of Enquiry’
Failure to maintain our Use of Resources score

Failure to maintain our current CAA rating

Failure to progress the actions within the Annual Govemance Statement
Criticism from External Audit and other external review agencies

d) Policy and Budgetary Considerations
There are no budgetary considerations

e) Date for Review of Decision
N/a



Main Body of the Report

Introduction
This report shows the activity for the period January to March 2009.

Audit Staffing

The Intemal Audit Activity Report gives a full explanation of the staffing situation within the Audit &
Govemance team and it should be noted that a lack of resources in internal audit has had an impact on
the corporate govemance function.

Corporate Governance Work
This report makes reference to the foliowing documents (which are attached as appendices):

Appendix 1 - Annual Governance Statement - Action Plan {coded for ease of interpretation)
Appendix 2 — progress on Corporate Governance Work Plan 2008/09 (coded)

Annual Governance Statement (AGS) Action Plan

The Intemal Audit & Govemance Manager is pleased to report that 5 of the 8 actions within the AGS
Action Plan have been completed. Of those that have not been completed, item number 6 has received
a comment from the Head of Service giving assurance that the missing money has been accounted for.
Item number 7 is outstanding and item number 8 features within the revised intemal audit plan and will
be reviewed during the year.

Use of Resources - Key Lines of Enquiry

The Internal Audit and Govemance Manager has commenced work on the Key Lines of Enquiry [KLoE]
for 2008/09. These KLoE focus more on value for money achievements, outputs and outcomes rather
than on processes, and are more strategic and less detailed. The KLoE allocated to the Internal Audit
and Govemance Manager are:

Theme No Theme KLoE No Key Line of Enquiry

2.3 Does the council promote 2.31 Has adopted, promotes and
and demonstrate the demonstrates, the principles of good
principles and values of good govemance.
governance ?

234 Applies the principles and values of good
govemance to its partnership working.

2.4 Does the council manage its 241 The Council has effective risk
risks and maintain a sound management which covers partnership
system of intemnal control ? working.

24.2 Has a clear strategy and effective

arrangements, including allocation of
appropriate rescurces, to manage the
risk of fraud and corruption.

243 Has a sound system of intemal control
including intemal audit.

Corporate Risk Management

A key component of the council's corporate governance arrangements is the identification, assessment
and monitoring of corporate risks.

The current corporate risk register is to be replaced, and the council has opted to utilise the SPAR.net
system that is already being used in the council to monitor performance (BVPI/NIs}).

The project is being driven by the newly formed Corporate Risk Management Group (CRMG). The
CRMG is a member/officer group consisting of councillors P Bowden (who was elected Chairman), R



Bloxham, K Potter and T Wood, officers are Corporate Director and Audit & Govemance Manager.
Other officers will be co-opted when necessary.

The Group has made good progress and the new system has already been customised to reflect the
council's CRM' Toolkit and management structure. The software developers are a local company who
will migrate any existing data and provide training.

The first stages of the system'’s roll-out will incorporate presentations to Directors and Heads of Service,
during which time discussions will take place on the population of the new Corporate Risk Register, and
whether to use existing data which has been updated or to input risks from scratch.

A risk register which informs and influences decision making is an essential tool in the active
management of corporate risk and it is imperative a new system be introduced.

NFI (National Fraud Initiative) Data Investigation

The council has now received the latest datasets relating to the 2008/09 data matching exercise. This
exercise is co-ordinated by the Internal Audit & Govermance Manager who ensures login and password
details are allocated to responsible officers and monitors completion of the on-line database.

There are 18 datasets holding a total of 1,321 data matches ranging from housing benefit to creditors. A
report detailing the council’s work on this exercise and the potential savings identified will be presented
to the committee in January 2010.

The exercise will be subject to the requirements of the Code of Data Matching brought to this cornmittee
in September 2008.

Governance Policies, Strategies and Codes introduced during the year
The following Policies, Strategies and Codes have been introduced during the 2008/09 year:

Audit & Govemance | Updated Comporate Risk Management Policy and Strategy,

Committee
March 2008

Updated Corporate Risk Management Toolkit.
Audit & Governance Committee — Updated Statement of Purpase

Audit & Governance
Committee - June 2008

None

Audit & Governance
Committee
September 2008

Fraud Strategy introducing the Fraud Forum

Audit & Govemance | Local Code of Data Matching
Committee Anti-Money Laundering Policy and Strategy and Money Laundering Report
November 2008 Forms

Policies and Strategies
In draft

Disposal Palicy and Strategy
Audit Strategy to replace the ‘Audit Charter’

| To be revised during
| the 2009/10 year

Financial Regulations

Financial Operating Procedures

Easy Guide to Financial Operating Procedures

Contract Standing Orders

Audit Plan Monitoring Document

Audit Assurance and Opinions Template

Anti-Fraud, Theft and Corruption Policy and Quick Guide Leaflet
Whistle Blowing Policy and Quick Guide Leaflet

Intemal Audit & Corporate Governance Quick Guide Leaflet
Code of Corporate Governance

Contract Tendering Policy

Retention and Disposal of Documents Policy

{continued

! Corporate Risk Management




Following
implementation of the
new Corporate Risk
Management system

Comorate Risk Management Policy, Strategy and Toolkit
Corporate Risk Management Quick Guide Leaflet

Cormporate Risk Management Laminated Quick Guide (A4 sheet)
Corporate Risk Business Card

Corporate Governance
Issue

RIPA Policy

Legal Implications
None

Financial Implications

None

Consultation on Reports to the Executive

N/A

Background Papers

Corporate Govemance Work Plans
Annual Governance Statement - Action Plan

RIPA Policy

Tanith Cox - 2687

Audit & Govemance Committee

Internal Audit and Governance 26 March 2009
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