EXECUTIVE COMMITTEE – 5 JUNE 2006

AUDIT COMMITTEE  

   – 27 APRIL 2006  
PART I - DELEGATED

13a.  
AUDIT & INTERNAL CONTROL – 


STATEMENT ON INTERNAL CONTROL (SIC) 2005/2006 AND ANNUAL REVIEW OF THE SYSTEM OF INTERNAL CONTROL  

(DCR  )

  

  
1.
Summary
1.1 This report is presented to enable the Panel to recommend the adoption of the Statement on Internal Control for 2005/2006 for inclusion in the Council’s Statement of Accounts. 

2.
Details

2.1 The Accounts and Audit Regulations (England) 2003 requires the Council to publish a Statement on Internal Control with its Statement of Accounts.   
2.2 Regulation 4 states that:-


“The relevant body shall conduct a review at least once in a year of the effectiveness of its system of internal control…”

2.3 The Chartered Institute of Public Finance and Accountancy (CIPFA) has published guidance on how to meet these requirements. In short the process is:-

a) Establish principal statutory obligations and organisational objectives

b) Identify principal risks to achievement of objectives

c) Identify and evaluate key controls to manage principal risks

d) Obtain assurances on effectiveness of key controls

e) Evaluate assurances and identify gaps in control/assurances

f) Action plan to address weaknesses and ensure continuous improvement of the system of internal control

g) Statement on internal control

h) Report to Executive Committee

2.4
The Resources Policy Panel on 15 June 2005 (Minute R.PP4/05 refers) considered the SIC that was included in the Statement of Accounts for 2004/05. The high level action plan agreed at that time and the progress made against it is attached at Appendix 1.

2.5
Using guidance from CIPFA, officers have considered, in turn, each element of the SIC process setting out examples of assurance and how they can be supported and evidenced. This is attached at Appendix 2.

2.6
Where it is considered that improvements should be made they have been included in a revised high level action plan and included in the proposed Statement on Internal Control attached at Appendix 3. 

2.7
Attached at Appendix 4 is an interim opinion on the adequacy and effectiveness of the internal control environment at Three Rivers District Council prepared by Deloitte and Touche Public Sector Internal Audit Limited the Council’s internal audit contractor.

3.
Options/Reasons for Recommendation

3.1 The recommendations enable the Council to comply with the Accounts and Audit Regulations 2003. 

4.
Policy/Budget Implications
4.1 The recommendations in this report are within the Council’s agreed policy and budgets.

  
5.
  Legal, Financial, Equal Opportunities, Staffing, Environmental, Community Safety, Customer Services Centre, and Website Implications
5.1  
None specific to this report.

6.
Risk Management Implications
6.1
  The following table shows the risks that have been identified and gives an assessment of their impact and likelihood in accordance with the Council’s Risk Management Strategy:-

Description of Risk
Impact
Likelihood

1
Failure to achieve level 3 in ‘Use of Resources’ assessment
II
D

2
Failure to implement external audit recommendations
II
E

Note: 

1.
For the meaning of the assessment score see the key to the matrix in paragraph 7.2 below.

2.
For the definitions of ‘catastrophic’, ‘almost certain’, etc, see the extract from the ‘Risk Management Strategy Statement’ at the end of the agenda.

6.2
The above risks have been prioritised in the matrix below.  The Council has determined its aversion to risk.  It is prepared to tolerate risks where the combination of impact and likelihood are shaded in the bottom left in the table below.  The remaining risks require management and monitoring.  Those combinations of impact and risk shaded centrally below are less time critical but those shaded to the right require immediate management and monitoring.

Likelihood
A





Impact
Likelihood


B





V = Catastrophic
A = Almost Certain


C





IV = Critical
B = Very High


D

1



III = Significant
C = High


E

2



II = Marginal
D = Low


F





I = Negligible
E = Very Low



I
II
III
IV
V

F = Almost Impossible


Impact





6.3
An action plan has been drawn up to achieve level 3 of the Use of Resources Judgement and progress against the external auditor’s recommendations is reported regularly to the Audit Committee. The first risk is included in the Accountancy Practice’s risk register and the second in the Exchequer Services risk register.   Risk registers are included in the appropriate Service Plan.

7.  
Recommendation
7.1
That the Committee   adopt the Statement on Internal Control for 2005/2006, attached at Appendix 3, for inclusion in the Council’s Statement of Accounts.

7.2
That the Committee notes the high level action plan to address the weaknesses identified in the ‘Statement on Internal Control’. 

7.3
That this report be drawn to the attention of the Executive Committee.  

Background Papers


The Statement on Internal Control in Local Government – Meeting the Requirements of the Accounts and Audit Regulations 2003 – CIPFA 2004.

  
Report prepared by:
David Gardner – Director of Corporate Resources  

APPENDICES / ATTACHMENTS
  
1
High level action plan to address weaknesses and ensure continuous improvement of the system of internal control

2
Assurances & Evidence

3
Statement on Internal Control 2005/06

APPENDIX 1

HIGH LEVEL ACTION PLAN TO ADDRESS WEAKNESSES AND ENSURE CONTINUOUS  IMPROVEMENT OF THE SYSTEM OF INTERNAL CONTROL

Action
Priority
Responsibility
Action to date
Resolved
(Original) Implementation Date

Complete work to ensure all risk assessments (i.e. those associated with achieving the Strategic Plan, Business Continuity, major projects, departmental objectives and partnerships) are included and managed within Service Plans 
High
Service Managers with advice from Director of Corporate Resources and Risk Management Group
Service Managers have completed risk assessments and plans to manage their risks and included them in their service plans. 2006/07 plans were agreed by members in February 2006 as part of the strategic, service and financial planning process.
(
June 2005

Ensure that risks are being managed and updated. Regular reports to Resources Policy Panel
High
Service Managers and Risk Management Group
Risks now included and updated in service plans. Roles determined by Risk Management Strategy. Revised reporting mechanism included in review of strategy reported to the Audit Committee on 27/04/06.


(part)
March 2006

Test adequacy of controls to minimise risk included in risk assessments. Gain assurance and evidence that controls are working
Medium
Internal Audit

Management Board
Included in Internal Audit Plan for 2005/6. IA have obtained assurances where appropriate, and included further work in their 2006/7 Plan where gaps exist.
(
September 2005

Action
Priority
Responsibility
Action to date
Resolved
(Original) Implementation Date

Review achievement of financial targets (particularly delivering the capital investment programme) and implement improvements
High
Management Board
Project Implementation Document was prepared for Delivering the Capital Programme and was monitored by the Management Board and the Capital Strategy & Asset Management Team.

Budget Monitoring & Financial Arrangements discussed by Resources Policy Panel on 10/11/05 who agreed an improvement plan.
(
March 2006

Review Audit Commission’s Key Lines of Enquiry for their ‘Use of Resources’ judgement under CPA2005.
High
Director of Corporate Resources (lead)
Council achieved Level 2 in the Auditor’s ‘Use of Resources’ assessment. 
(
September 2005

Consider how value for money considerations can be better incorporated into decision making 
Medium
Management Board
Value for Money Self Assessment completed as a part of the Use of Resources assessment. Resources Policy Panel agreed ‘Budget Monitoring and Financial Arrangements – Improvement Plan’ in November (Min R.PP52/05 refers). Plan includes production of VFM Strategy so that the Council’s approach is more structured.


(part)
March 2006

APPENDIX 2

Establishing Principal Statutory Obligations & Organisational Objectives:

Mechanism established to identify principal statutory obligations

Examples of assurance:
Evidenced by:

1. Responsibilities for statutory obligations are formally established
· Council Constitution (see Part 3 – ‘Responsibility for Functions’ which includes committee terms of reference, delegations to officers and proper officer schedule)

· Job descriptions of Chief Executive (Head of Paid Service), Director of Corporate Resources (Chief Financial Officer) and Solicitor to the Council (Monitoring Officer)

2. Record held of statutory obligations
· List of statutory and discretionary services cross referenced to Strategic Plan themes, Service Plans, activities and financial cost centres was reported to members again during the 2005/6 budget cycle (see ‘Strategic, Service & Financial Planning 2006-2009’ reports to Executive Committee – 06/02/06, pp 48-51) (Minute EX161/05 refers). 

· Council Constitution (Proper officer schedule as above)

3. Effective procedures to identify, evaluate, communicate, implement, comply with and monitor legislative change exist and are used
· System whereby Committee Section received and logged all Acts, Statutory Instruments and Regulations and distributed as appropriate. (See Committee section file: LGA Circulars and Stat Instruments 2004 and Intranet) now replaced by Internet information received from ‘Lawtel UK Update’.

· Arrangements for implementation of Licensing Act have been a success.

· Money Laundering courses set up for staff (April 2006). DCR nominated as MLRO.

· The External Auditor has commented, “Our review has not identified any significant concerns with your arrangements for ensuring the legality of transactions with a significant financial consequence” and “We are satisfied that the Authority is taking appropriate steps to respond to new legal issues that arise, based on our specific review of the steps being put in place to respond to recent developments, such as within the Freedom of Information Act and the Regulation of Investigatory Powers Act” – Annual Audit and Inspection Letter 2003/04 (November 2004)

· The External Auditor’s Interim Annual Audit & Inspection Letter 2004/05 (October 2005) states, “We have reviewed the Authority’s overall arrangements for ensuring the legality of transactions with specific focus on new national issues and this has not highlighted any issues that we wish to report to members at this stage”.

4. Effective action is taken where areas of non-compliance are found in either mechanism or legislation
· Action by CFO under S114(2) of the Local Government Finance Act 1988 and remedy for unlawful expenditure incurred during 2003/04 highlighted in 2003/04 SIC.

· Audit Committee reviews actions taken on internal and external audit reports

Mechanism in place to establish corporate objectives

Examples of assurance:
Evidenced by:

1. Consultation with stakeholders on priorities and objectives
· Four themes of Council’s Strategic Plan match those of the Community Plan agreed with the Local Strategic Partnership

· Three Rivers Times Spring 2005 outlined the community plan and sought feedback

· Consultation undertaken on Community Strategy October-December 2005 reported to Executive Committee 06/03/06 (Min EX182/05)

· Consultation on budget priorities carried out November-December 2005 reported to Executive Committee 06/02/06 (Min EX163/05)

2. The authority’s priorities and organisational objectives have been agreed (taking into account feedback from consultation)
· Council’s updated Strategic Plan agreed by Council on 14/02/06 (Minute 71/05) as part of Strategic, Service & Financial Planning process.

· Consultation undertaken on Community Strategy October-December 2005 reported to Executive Committee 06/03/06 (Min EX182/05)

· Consultation on budget priorities carried out November-December 2005 reported to Executive Committee 06/02/06 (Min EX163/05)

3. Priorities and objectives are aligned to principal statutory obligations and relative to available funding
· Service plans include details of the statutory obligations and are linked to the Strategic Plan which includes the key priorities and objectives. 

· ‘Strategic, Service & Financial Planning 2005-2008’ reports September 2004 – February 2005 

· ‘Strategic, Service & Financial Planning 2006-2009’ report to Executive Committee 06/02/06  (Minute EX161/05 refers) agreed by Council on 14/02/06 (Minute CL71/05) matched key priorities and objectives, performance indicators and service plan requirements to the allocation of resources and the three year medium-term financial plan. 

4. Objectives are reflected in departmental plans and are clearly matched with associated budgets
· Eighteen service plans held in shared folder trdcdom1/trdclgf1/Grp Share/Service Plans - 2006-2009 include objectives and budgets.

5. The authority’s objectives are clearly communicated to staff and to all stakeholders
· Appraisal scheme applied to all staff has section on forward planning with instruction to “Discuss the business planning process ie, the overall aims and objectives of the Council…..”

· Staff involved in preparation of service plans.

· Posters displayed in council offices

· See website http:www.threerivers.gov.uk /Default.aspx/Web/CouncilPoliciesPlans

· Council Tax leaflets 2005/06 and 2006/07 communicated main themes of Strategic Plan

· See also Communications Strategy and report to Executive Committee 05/12/05 ‘Supplement to Three Rivers Communications Strategy’ (Min EX133/05)

· Summer edition of Three Rivers Times 2006 includes LDF pull-out and information on the Corporate Plan and its priorities.

Effective corporate governance arrangements are embedded within the Authority

Examples of assurance:
Evidenced by:

1. Code of corporate governance established
· Executive Committee 19/08/02 recommended adoption to Council (Minute EX76/02 refers). Council approved 15/10/02 (Minute CL39/02 refers).



2. Review and monitoring arrangements in place
· Major review carried out as part of management review of corporate governance during 2003/04. Executive Committee 15/09/03 accepted findings of management review in respect of the CIPFA/SOLACE framework for ‘Corporate Governance in Local Government’ and agreed that the proposed improvements identified be implemented and monitored by the Resources Policy Panel. Minute EX94/03 refers.

· Weaknesses identified in review incorporated into ‘Statement on Internal Control and Action Plans – Version 2 Prepared August 2004 and now included as part of External Audit recommendations.

· All weaknesses now resolved (April 2006) with exception of  developing a more strategic approach to partnerships and their funding, the budgetary implications of addressing identified risks and the production of an Annual Report.

3. Committee charged with governance responsibilities
· Audit Committee

4. Governance training provided to key officers and members
· Induction courses for members and officers

· Risk Awareness course for members - April 2006

5. Staff, public and other stakeholders awareness of corporate governance
· Council’s Statement of Accounts incorporating Statement on Internal Control published in hard copy and on the Council’s website

· Management review of corporate governance and progress against its recommendations reported in open committee.

Performance management arrangements are in place

Examples of assurance:
Evidenced by:

1. Comprehensive and effective performance management systems operate routinely
· The Council’s Best Value Performance Plan sets out the performance management system and the Council’s targets and outcomes. 

· BVPIs and local PIs included in Quarterly Performance Monitoring Reports (e.g. Quarter 3, 2005/06 (October-December) to Management Board and Members.

· Reports make it clear the sources of information, responsibilities for achieving and collating PIs, what corrective action is being taken, measures over time.

· PIs are reviewed for relevance. See reports to Policy Panels to amend / delete indicators.

2. Key performance indicators are established and monitored
· See above

3. The authority knows how well it is performing against its planned outcomes
· See above

4. Knowledge of absolute and relative performance achieved is used to support decisions that drive improvements in outcomes
· Council took opportunity to use larger than expected balances to pump prime better BVPIs in 2004/05 and 2005/06. 

· Bids for additional funding during budget round for 2005/06 onwards were made based on level of BVPI outcomes expected / required.

· Bids for additional funding during budget round for 2006/07 onwards were made based on the outcomes detailed in service plans, including BVPI targets.

5. The authority continuously improves its performance management
· Reports to Management Board have been tailored for specific purposes, e.g. to demonstrate improvement for meetings with Relationship Manager.

· Performance Management Software now purchased.

Identify principal risks to achievement of objectives:

The authority has robust systems and processes in place for the identification and management of strategic and operational risk

Examples of assurance:
Evidenced by:

1. There is a written strategy and policy in place for managing risk which:

· Has been formally approved at political and risk management board (or equivalent) level

· Is reviewed on a regular basis

· Has been communicated to all relevant staff
· Risk Management Strategy reviewed and updated by Resources Policy Panel 28/04/05 and Executive Committee 23/05/05.

· Previously reviewed in March 2005 and September 2004.

· Further review commenced in April 2006

· Communicated to Section Heads in one-to-one sessions with DCR whilst preparing risk assessments for service plans (Autumn 2005) and to relevant staff on Risk Management Team 
· More to be done on Officer Training when Strategy has been updated. Improvement required.

2. The authority has implemented clear structures and processes for risk management which are successfully implemented and:

· Management Board and elected members see risk management as a priority and support it by personal interest and input

· Decision making considers risk

· A senior manager has been appointed to “champion” risk management

· Roles and responsibilities for risk management have been defined

· Risk management systems are subject to independent assessment

· Risk management is considered in the annual business planning process
· RM Strategy in place (see above) detailing structures and processes

· Risk awareness training provided to members

· Council allocated an additional £15,000 p.a. towards risk management in February 2005.

· Committee report template includes risk management to enable risk to be considered in decisions.

· Project Initiation Document template includes risk management to enable risk surrounding projects to be considered.

· ‘Strategic, Service & Financial Planning 2006-2009’ report to Executive Committee 06/02/06  (Minute EX161/05 refers) agreed by Council on 14/02/06 (Minute CL71/05) included strategic risks and budgetary/financial risks.

· Risks identified via the various sources are incorporated into service plans.

· DCR officer ‘champion’ on RM. RM Team lead by Exchequer Services Manager. Roles are defined in the RM Strategy. 

3. The authority has developed a corporate approach to the identification and evaluation of risk which is understood by all staff
· See RM Strategy above

4. The authority has well defined procedures for recording and reporting risk
· See RM Strategy above

5. The authority has well-established and clear arrangements for financing risk
· ‘Strategic, Service & Financial Planning 2005-2008’ report to Executive Committee on 31/01/05 identified key financial risks and ensured that sufficient balances exist should risks turn out unfavourably. 

· ‘Strategic, Service & Financial Planning 2006-2009’ report to Executive Committee 06/02/06  (Minute EX161/05 refers) agreed by Council on 14/02/06 (Minute CL71/05) took this further by using the Council’s RM Strategy to evaluate the budgetary and financial risks and determine the amounts to be held as contingencies within balances (see pp 65, 81-89).

6. The authority has developed a programme of risk management training for relevant staff
· Information on risk management disseminated via Risk Management Team

· Series of 60 minute seminars carried out in March 2004.

· ‘Rough Guide to Risk Management’ published in ‘All Aboard’ November 2005 
· More to be done on Officer Training when Strategy has been updated. Improvement Required.

7. The corporate risk management board (or equivalent) adds value to the risk management process by:

· Advising and supporting corporate management team on risk strategies

· Identifying areas of overlapping risk

· Driving new risk management initiatives

· Communicating risk management and sharing good practice

· Providing and reviewing risk management training

· Regularly reviewing the risk registers

· Co-ordinating the results for risk reporting
· Yes. See role of Risk Management Team defined in Risk Management Strategy.

8. A corporate risk officer has been appointed with the necessary skills to analyse issues and offer options and advice and:

· Support decision making and policy formulation

· Provides support in the risk identification and analysis process

· Provides support in prioritising risk mitigation action

· Provides advice and support in determining risk treatments

· Inspires confidence in managers
· Director of Corporate Resources is designated as officer ‘champion’ on Risk Management.

· RM Team lead by Exchequer Services Manager. 

· Roles are defined in the RM Strategy.

· Budgetary provision has been made for specialist advice

· DCR provided one to one meetings in Autumn 2005 to ensure risks have been included and managed within service plans.

9. Managers are accountable for managing their risks
· Yes. See Risk Management Strategy. Risk Assessments and Plans are included in service plans and managed at service level.

10. Risk management is embedded throughout the authority
· Good progress is being made but see report to Audit Committee 27/04/06 concerning the Risk Management Strategy and the requirement to carry out more training to ensure that risk management is fully embedded. Improvement Required.

11. Risks in partnership working are fully considered
· These are not fully considered at present. Exchequer Services Manager (leader of Officers’ Risk Management Group) is developing a tool kit with colleagues on the London Risk Manager’s Group.

· Officers’ Risk Management Group has been tasked in the RM Strategy with advising how these risks can be fully considered. Improvement Required.

12. Where employed, risk management information systems meet users’ needs
· Insurance System Claims History shared with service managers

· No other risk management systems currently exist although the possibility of using the recently purchased performance management software will be investigated.

Identify key controls to manage principal risks:

The authority has robust systems of internal control which includes systems and procedures to mitigate principal risks

Examples of assurance:
Evidenced by:

1. There are written financial regulations in place which have been formally approved, regularly reviewed and widely communicated to all relevant staff:

· Authority has adopted CIPFA code on Treasury Management (note: recent legislative requirement by virtue of the prudential code)

· Compliance with the prudential code
· Council Constitution (Part 4 – Financial Procedure Rules) last reviewed generally in May 2003

· Financial Procedure Rule 19 – Treasury Management updated February 2004 to include adoption of CIPFA code on Treasury Management

· Covered in Corporate Resources induction session for staff

2. There are written contract standing orders in place which have been formally approved, regularly reviewed and widely communicated to all relevant staff
· Council Constitution (Part 4 – Contracts Procedure Rules) last updated May 2003.

· Covered in Corporate Resources induction session for staff

3. There is a whistle-blowing policy in place which has been formally approved, regularly reviewed and widely communicated to all relevant staff
· Council Constitution (Appendices Part 4) last revised December 2003

· Covered in Corporate Resources induction session for staff

· Article in ‘All Aboard’ November 2005

4. There is a counter fraud and corruption policy in place which has been formally approved, regularly reviewed and widely communicated to all relevant staff
· Council Constitution (Appendices Part 4) last revised December 2003

· Covered in Corporate Resources induction session for staff

· Staff summary posted on notice boards

· Article in ‘All Aboard’ November 2005 – included Audit Commission’s public interest disclosure line telephone number.

5. There are codes of conduct in place which have been formally approved and widely communicated to all relevant staff
· Council Constitution (Appendices Part 5 – Members adopted 12/02/02, Officers last updated May 2003)

· Covered in induction session for staff

6. A register of interests is maintained, regularly updated and reviewed
· See file: ‘Three Rivers District Council Register of Financial Interests of Members under Section 81(1) Local Government Act 2000 and Three Rivers Code of Conduct’ held by Monitoring Officer (Solicitor to the Council)

7. Where a scheme of delegation has been drawn up, it has been formally approved and communicated to all relevant staff
· Council Constitution (see Part 3 – ‘Responsibility for Functions’ includes delegations to officers and proper officer schedule)

8. A corporate procurement policy has been drawn up, formally approved and communicated to all relevant staff
· Policy proposed by Resources Review Panel 27/03/02 Minute R.RP88/01 and approved by Executive Committee 29/04/02 Minute EX299/01.

· See Corporate Procurement Strategy

· See Procurement Procedures

9. Business / service continuity plans have been drawn up for all critical service areas and the plans:

· Are subject to regular testing

· Are subject to regular review
· Business Continuity Plan drawn up by Risk Management Team and reported to Resources Policy Panel in March 2005

· Further report to Resources Policy Panel 13/10/05 (Minute R.PP44/05) 

· Plan tested 18/10/05 

· ICT systems tested as part of disaster recovery service. Recently re-tendered. See reports:

Resources Policy Panel 02/03/06 Min R.PP84/05

Executive Committee 006/03/06 Min EX185/05

Accommodation requirements now linked to ICT disaster recovery.

10. The corporate/departmental risk registers(s) include expected key controls to manage principal risks
· See Appendix to Risk Management Strategy which prescribes that existing key controls should be identified and assessed for effectiveness and plans made to introduce missing controls where feasible.

· See service plans

· Internal Audit have carried out a review to provide assurance and included those areas potentially having weaknesses in their audit plan.

11. Key risk indicators have been drawn up to track the movement of key risks and are regularly monitored and reviewed
· See Appendix to Risk Management Strategy which prescribes that milestones and  key dates associated with risks are recorded and review dates determined

· Improvement Required to evidence that risk plans are regularly reviewed

12. The authority’s internal control framework is subject to regular independent assessment
· Internal Audit Plan & Reports

· External Audit Plan & Reports

· CPA ‘Direction of Travel’ and ‘Use of Resources’ Assessment

· Internal Audit Annual Report & Opinion

· Audit Commission service inspections 

13. A corporate health and safety policy has been drawn up, formally approved, is subject to regular review and has been communicated to all relevant staff
· Council agrees annually an updated Health and Safety Policy. Last agreed on 17/05/05 at Annual Council.

14. A corporate complaints policy / procedure has been drawn up, formally approved, communicated to all relevant staff, the public and other stakeholders and is regularly reviewed
· Procedure re-written and approved by Management Board 24/08/04

· New procedure tested. Reported back to Management Board 28/09/04

· Rolled out council wide in October 2004

· Designated Complaints Officers assigned within each directorate and given training.

· Complaints module live on Proactive computer system

· Management Board receiving quarterly reports co-ordinated by Corporate Complaints Officer

· Progress reported to Executive Committee on 11/04/05 as part of progress / sign-off of post CPA Improvement Plan.

· Complaints procedure on website.

· Commissioner for Local Administration in England (Ombudsman) reported no mal-administration in 2005/06 in letter dated 12/04/06.

· Summary of complaints in Summer edition of Three Rivers Times

Obtain assurance on the effectiveness of key controls:

Appropriate assurance statements are received from designated internal and external assurance providers:

· The authority has identified appropriate sources of assurance

· Appropriate external assurances are identified and obtained

Examples of assurance:
Evidenced by:

1. The authority has determined appropriate internal and external sources of assurance
· The Council relies upon the reports of its Audit Commission Relationship Manager, External Auditors and other Inspectors (e.g. Direction of Travel Statement, Annual Audit and Inspection Letter).

· It also relies upon the various reports of its Internal Auditors who also advise on the gaps that exist in assurances. Where these cannot be filled by an internal audit, assurances are obtained by the Director of Corporate Resources through the Management Board or corporate group set up to provide evidence for ‘Use of Resources’ assessment.

· Progress against recommendations of internal audit are regularly reported to members:

Resources Policy Panel 15/09/04 Min R.PP32/04

Resources Policy Panel 24/03/05 Min R.PP87/04 

Resources Policy Panel 14/09/05 Min R.PP35/05

Audit Committee 29/11/05 Min AC05/05

Audit Committee 29/11/05 Min AC06/05

Audit Committee 27/04/06

· Progress against recommendations of external audit are regularly reported to members:

Resources Policy Panel 15/09/04 Min R.PP29/04 Resources Policy Panel 24/03/05 Min R.PP85/04

Resources Policy Panel 14/09/05 Min R.PP34/05

Audit Committee 29/11/05 Min AC04/05

Audit Committee 27/04/06

· Resources Policy Panel noted

External Audit Plan 14/10/04 Min R.PP43/04 

External Audit Plan 14/09/05 Min R.PP33/05

2. Appropriate key controls on which assurance is to be given have been identified and agreed
· Use of this template from ‘The Statement on Internal Control – Meeting the requirements of the Accounts and Audit regulations 2003 – A Rough Guide for Practitioners’ – CIPFA Finance Advisory Network. 

· Agreement reached with Internal Audit that they will gain assurances on controls that exist to minimise risks included in service plans and include in their plan audits where gaps exist. 

3. Departmental assurances are provided
· Management Board assurance provided 21/04/06

4. External assurance reports are collated centrally

· Reports are reviewed by relevant senior management team and reported to appropriate committee

· Action plans are prepared and approved as appropriate

· Follow up reports on recommendations are requested and reviewed by relevant senior management team and progress is regularly reported to relevant committee
· See 1. above

5. Internal audit arrangements
· External auditors stated in their  Annual Audit and Inspection Letter 2003/04 (November 2004) that “The Internal Audit service provided during the year was satisfactory…”

· The external auditors stated in their Interim Annual Audit and Inspection Letter 2004/05 (October 2005) that “overall, we were able to place reliance on the work of Internal Audit in the areas they tested”

6. Corporate Governance arrangements
· Executive Committee 19/08/02 recommended adoption of Local Code of Corporate Governance to Council (Minute EX76/02 refers). Council approved 15/10/02 (Minute CL39/02 refers). Major review carried out as part of management review of corporate governance during 2003/04. Executive Committee 15/09/03 accepted findings of management review in respect of the CIPFA/SOLACE framework for ‘Corporate Governance in Local Government’ and agreed that the proposed improvements identified be implemented and monitored by the Resources Policy Panel. Minute EX94/03 refers.

· Weaknesses identified in review incorporated into ‘Statement on Internal Control and Action Plans – Version 2 Prepared August 2004 and now included as part of External Audit recommendations.

· All weaknesses now resolved (April 2006) with exception of  developing a more strategic approach to partnerships and their funding, the budgetary implications of addressing identified risks, and the production of an Annual Report. Improvement required.
· External auditors Interim Annual Audit and Inspection Letter 2004/05 (October 2005) comments on Financial Aspects of Corporate Governance.

7. Performance Monitoring arrangements
· The Council’s Best Value Performance Plan sets out the performance management system and the Council’s targets and outcomes. 

· BVPIs and local PIs included in Quarterly Performance Monitoring Reports (e.g. Quarter 3, 2005/06 (October-December) to Management Board and Members.

· Reports make it clear the sources of information, responsibilities for achieving and collating PIs, what corrective action is being taken, measures over time.

· PIs are reviewed for relevance. See reports to Policy Panels to amend / delete indicators.

· External auditors Interim Annual Audit and Inspection Letter 2004/05 (October 2005) comments on aspects of performance management.

Evaluate assurances and identify gaps in control / assurances:

The authority has made adequate arrangements to identify, receive and evaluate reports from the defined internal and external assurance providers to identify areas of weakness in controls

Examples of assurance:
Evidenced by:

1. Responsibilities for the evaluation of assurances are clearly defined throughout the organisation
· Resources Policy Panel’s role on corporate governance and audit now taken over by Audit Committee

2. Mechanism established for collecting SIC assurances

· Overall responsibility allocated to SIC senior officer group

· Required assurances are agreed and recorded

· Central record of all assurances (either evidence file, or showing clear link to where evidence is held)

· Clear guidance as to evaluation procedure including assurance over risks, independence and objectivity of assurances

· Defined evaluation mechanism

· Timetable for completion by statutory deadline

· Gap assessment – performed and challenged
· Director of Corporate Resources (lead officer) holds central record of assurances.

· Group convened to provide evidence for ‘Use of Resources’ and review SIC met 21/04/06 and confirmed assurances recorded in this document.

· Assurances submitted for agreement by Audit Committee 27/04/06 (Previous Year: Resources Policy Panel on 15/06/05 – Minute R.PP04/05)

· Deadline for production included in ‘Closing of Accounts Timetable’

· Gap assessment performed and challenged by Internal Audit

Action plan to address weaknesses and ensure continuous improvement of the system of internal control:

There is a robust mechanism to ensure that an appropriate action plan is agreed to address identified control weaknesses and is implemented and monitored

Examples of assurance:
Evidenced by:

1. An action plan is drawn up and approved
· High level action plan drawn up as result of 2003/04 SIC approved by Resources Policy Panel on 15/9/044 (Minute R.PP29/04 refers). 

· High level action plan drawn up as result of 2004/05 SIC approved by Resources Policy Panel on 15/06/05 (Minute R.PP04/05 refers) and Executive Committee on 15/06/05 (Minute EX43/05 refers). 

2. All actions are ‘SMART’:

· Specific

· Measurable

· Achievable

· Realistic 

· Time-bound

(CIPFA’s definition of SMART)
· Yes. See action plan (as above)

3. Actions communicated and responsibilities assigned
· Yes. See action plan (as above)

4. Implementation timescales agreed
· Yes. See action plan (as above)

5. On-going review of progress and of continuing appropriateness of action
· High level action plan drawn up as result of 2003/04 SIC included in ‘Statement on Internal Control & Action Plans’ Version 2, August 2004. All recommendations now implemented. 

· Review of high level action plan drawn up as result of 2004/05 SIC reported to Audit Committee on 27/04/06. Improvements still required in respect of reporting risk to members and assuring that risks are being updated. Also VFM strategy needs agreement of members. Improvement required. 

· Detailed actions included in improvement plan for ‘Budget Monitoring & Financial Arrangements’, and reports on progress in implementing external and internal audit recommendations. 

Statement on Internal Control:

A statement on internal control has been drafted in accordance with the statutory requirements and timetable set out in the Accounts and Audit Regulations 2003 and is in accordance with CIPFA guidance

Examples of assurance:
Evidenced by:

1. Responsibility for the compilation of the statement on internal control has been assigned
· Audit Committee now oversees the annual review. Included in Audit Committee Terms of Reference. DCR produces report. 

· Process in line with CIPFA guidance.

· See ‘Statement on Internal Control (SIC) 2003/04 and Annual Review of the System of Internal Control’ report to Resources Policy Panel – 18/08/04. Endorsed by Executive Committee – 23/08/04. Minutes EX48/04 and R.PP19/04 refer. 

· See also Draft SIC attached to this report.

2. There is a statement on internal control production timetable that meets the statutory deadline
· Deadline for producing SIC again included in Closing of Accounts timetable issued by Accountancy Practice at 16:02 on 21/03/06 to ensure its inclusion in Statement of Accounts.

3. The statement on internal control is reviewed, challenged and approved by the authority
· Last reported to Resources Policy Panel on 15/06/05 (Minute R.PP4/05) and Executive Committee on 18/07/05 (Minute EX43/05).

· Draft with this report to be discussed with external auditor

· Draft with this report to be considered by the Audit Committee on 27 April 2006.  

Report to cabinet / executive committee:

An annual report to the authority (or delegated committee) on the Statement on Internal Control is presented, in accordance with the CIPFA pro forma

Examples of assurance:
Evidenced by:

1. Responsibility for reporting is clearly defined
· Audit Committee now oversees the annual review. Included in Audit Committee Terms of Reference. DCR produces report. 

· Process in line with CIPFA guidance.

· See ‘Statement on Internal Control (SIC) 2003/04 and Annual Review of the System of Internal Control’ report to Resources Policy Panel – 18/08/04. Endorsed by Executive Committee – 23/08/04. Minutes EX48/04 and R.PP19/04 refer. 

· See also Draft SIC attached to this report.

2. The signatories to the SIC are defined and are appropriate in accordance with statutory requirements (i.e. most senior officer and most senior member of the organisation)
· See SIC to Statement of Accounts 2004/05 dated 18/07/05 signed by Leader of the Council, Chief Executive and Chief Financial Officer (CFO because SIC met requirements of SIFC too).

· SIC for 2005/06 to be signed by Leader and Chief Executive now Accounting Code of Practice (SORP) has changed.

3. The report is likely to be published in a timely fashion with the statutory accounts
· See SIC included with Statement of Accounts 2003/04 and 2004/05 in a timely fashion.

· Deadline for producing SIC again by DCR included in Closing of Accounts timetable for 2005/06 issued by Accountancy Practice at 16:02 on 21/03/06 to ensure its inclusion in Statement of Accounts. 

APPENDIX 3

STATEMENT ON INTERNAL CONTROL

1.
Introduction
Regulation 4 (2) of The Accounts and Audit Regulations (England) 2003 requires the Council to publish a statement on internal control with its financial statements in accordance with proper practice. This statement also meets the requirements of The  Code of Practice on Local Authority Accounting in the United Kingdom 2005 : A Statement of Recommended Practice (SORP).

In preparing this Statement the Council has followed advice issued by the Chartered Institute of Public Finance and Accountancy in meeting the requirements of the Accounts and Audit Regulations. 

2.
Scope of Responsibility
The Council is responsible for ensuring that its business is conducted in accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively. The Council also has a duty under the Local Government Act 1999 to make arrangements to secure continuous improvement in the way in which its functions are exercised, having regard to a combination of economy, efficiency and effectiveness.

In discharging this overall responsibility, the Council is also responsible for ensuring that there is a sound system of internal control which facilitates the effective exercise of its functions and which includes arrangements for the management of risk.

3.
The Purpose of the System of Internal Control
The system of internal control is designed to manage risk to a reasonable level rather than to eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only provide reasonable and not absolute assurance of effectiveness. The system of internal control is based on an ongoing process designed to identify and prioritise the risks to the achievement of the Council’s policies, aims and objectives, to evaluate the likelihood of those risks being realised and the impact should they be realised, and to manage them efficiently, effectively and economically. The system has been in place for the year ended 31 March 2006.

4.
The Internal Control Environment
The key elements of the internal control environment

Establishing and Monitoring the Achievement of the Council’s Objectives

The Council and Executive Committee meet regularly to set the strategic direction of the Council and together with the Audit Committee, Scrutiny and Policy Panels monitor service delivery. The Council carried out consultation between October and December 2005 to inform the objectives within the Community Strategy (undertaken by the Local Strategic Partnership) and its own Strategic Plan. The Council updated its Strategic Plan in February 2006 as part of its consideration of strategic, service and financial planning for the medium three year term. Under the themes of Healthy, Prosperous, Safer and Sustainable Communities, the Strategic Plan sets out the Council’s aims, objectives, activities, outcomes and SMART targets. These are included in service plans and cascaded to individual employees via the council’s appraisal system. 
Policy and Decision Making

The Council has a Constitution which sets out the processes by which its policies are made and its decisions taken.

The Council is responsible for the adoption of the budget and policy framework. It is the responsibility of the Executive Committee to implement it.

The Constitution sets out financial and contract procedure rules, the roles and responsibilities of statutory officers and the scheme of delegation to officers.

The Council’s statutory officers are its Chief Executive, who is the Head of Paid Service, the Director of Corporate Resources who is its Chief Finance Officer, and the Council’s Solicitor who carries out the role of Monitoring Officer.

Ensuring compliance with policies, procedures, and legislation

The Council’s Constitution sets out how members and officers ensure compliance with policies, procedures and legislation. The Council has adopted a ‘Local Code of Corporate Governance’ in accordance with the CIPFA/SOLACE Framework for Corporate Governance. 

It has established a Standards Committee and adopted a code of conduct for members incorporating the mandatory requirements of the model national code. There is also a code of conduct for officers. 

An anti-fraud and corruption policy exists and arrangements for whistle-blowing are in place. Any allegations of fraud and corruption are pursued by dedicated staff.

The Council has adopted a Risk Management Strategy which has been updated annually. All of the Council’s key objectives, including those in its Strategic Plan, are cascaded into service plans, and the barriers to their achievement (i.e. the risks) are now identified, assessed and managed through the service planning process. 

Ensuring the economical, effective and efficient use of resources and continuous improvement 


The Council has a Procurement Strategy and Procurement Procedures to assist it in achieving good value for money.


It has prepared Annual Efficiency Statements whereby it will achieve more than 7.5% cashable and non-cashable efficiency gains over a three year period.

The Council has in place a programme of best value reviews. Reviews of customer access and Working with the Voluntary Sector were progressed during 2005/06. Improvement plans resulting from the reviews are initially monitored by members and then incorporated into service plans. 

The Council has further developed the links between service and financial planning to ensure that resources are directed towards the Council’s priorities. 

Financial management 

The Council prepares a three year medium term financial plan detailing its proposed revenue and capital expenditure, how it is to be funded, and the balances held in reserve. Members are supplied with regular budget monitoring reports comparing progress against budget. The annual ‘Statement of Accounts’ reports the financial outcome at the end of the financial year. 

Performance management


The Council has a performance management framework agreed by the Executive Committee in November 2003. It is linked to the Council’s priorities and its best value performance plan. The framework is based on the collection and interpretation of data in the form of performance indicators. The Council’s Best Value Performance Plan sets out the Council’s current performance and the targets it has set for improvements. These are particularly aimed at improving performance for those indicators which relate to the Council’s priorities.

5.
Review of Effectiveness

Maintaining and reviewing the effectiveness of the system of internal control


The Council

The Council has responsibility for conducting, at least annually, a review of the effectiveness of the system of internal control. The review of the effectiveness of the system of internal control is informed by the work of the internal auditors and the Management Board who have responsibility for the development and maintenance of the internal control environment, and also by comments made by the external auditors and other review agencies and inspectorates.


In reality the effectiveness of internal control is monitored throughout the year as evidence is compiled, e.g. internal and external audit reports. 


Executive Committee and Policy Panels


With regard to performance management, quarterly reports have been produced for the Management Board and Members and corrective action is detailed and monitored where necessary.  The monthly budget monitoring system has been improved further to incorporate the collection of information on cashable and non-cashable efficiency gains. 


During the year a plan was presented to the Resources Policy Panel to improve:-

· budget monitoring – addressing particularly the tendency to under-spend budgets

· financial management – including the production of an annual report combining the Best Value Performance Plan and a summary Statement of Accounts

· the Council’s ‘Use of Resources’ assessment – by better managing the Council’s assets and taking a structured approach to value for money and benchmarking.

The plan is being monitored by the Panel. 


The Audit Committee

The Council agreed on 18 October 2005 to set up an Audit Committee. The Committee’s responsibilities are to:-

· 
Approve (but not direct) internal audit’s strategy, plan and performance.   

· 
Review summary internal audit reports and the main issues arising, and seek assurance that action has been taken where necessary.

· 
Consider the reports of external audit and inspection agencies.

· 
Consider the effectiveness of the authority’s risk management arrangements, the control environment and associated anti fraud and anti corruption arrangements. Seek assurances that action is being taken on risk related issues identified by auditors and inspectors. 

· 
Be satisfied that the authority’s assurance statements, including the Statement on Internal Control, properly reflect the risk environment and any actions required to improve it. 

· 
Ensure that there are effective relationships between external and internal audit, inspection agencies and other relevant bodies, and that the value of the audit process is actively promoted.

· 
Review the financial statements, external auditor’s opinion and reports to members, and monitor management action in response to the issues raised by external audit. 

These functions were formerly performed by the Resources Policy Panel.

Internal audit


Internal audit have carried out a programme of audits across the whole range of the Council’s activities during the year. Their recommendations and the progress made in implementing them have been reported to the Resources Policy Panel and Audit Committee. Deloitte and Touche Public Sector Internal Audit Limited who are contracted to carry out the internal audit function have provided an interim opinion on the adequacy and effectiveness of the internal control environment. No significant control weaknesses have been identified other than security of cash and income variances at The Centre, Oxhey, and the production of Woodland Management Plans. In both cases the internal audit recommendations were agreed and appropriate action taken. 

Other review / assurance mechanisms


The Council’s Risk Management Strategy requires strategic and operational risks to be managed within eighteen service plans. Risks are identified and assessed for their impact and likelihood. Where they require managing a risk treatment plan is prepared which identifies the controls that exist to minimise the risk together with any further action that is required. During 2005/06 Internal Audit have tested the adequacy of the controls to minimise risk, have gained assurances and gathered evidence that the controls are working. Where they have identified any weaknesses the matter has been included in the 2006/07 Internal Audit Plan for detailed consideration. Any assurances that are not obtained in this way will be gathered and evidenced by officers and reported to the Audit Committee to ensure that the internal control framework is robust.
There are still a number of actions required to ensure that risk management is ‘embedded’ throughout the Council. These are included in the action plan at the end of this statement.

The Council’s external auditors produced a final Annual Audit and Inspection Letter for 2004/05 in March 2006, which added a ‘Direction Of Travel’ statement and ‘Use of Resources’ assessment to their earlier interim findings reported in October 2005. The scope of the letter is set out in the Audit Commission’s Code of Audit Practice. The auditor’s recommendations have been incorporated into a plan which allows the Audit Committee to monitor progress against their implementation.

6.
Significant Internal Control Issues

Actions taken, or proposed, to deal with significant internal control issues

The following high level action plan has been developed to ensure continuous improvement of the system of internal control. 

Action
Priority
Responsibility
Action to date / Action Required


Resolved
(Original) Implementation Date

Improvement / Action Plans

Continue to implement and monitor the following improvement / action plans:






a) External Audit Recommendations
High
DCR (Lead)
Quarterly progress reports to Audit Committee are being made
(
On-going Quarterly

b) Internal Audit Recommendations 
High
Exchequer Services Manager (Lead)
Quarterly progress reports to Audit Committee are being made
(
On-going Quarterly

c) Budget Monitoring & Financial Arrangements
High
DCR (Lead) / Accountancy Practice Manager
Quarterly progress reports to Resources Policy Panel will be made
(
(April 2007)

Risk Management

Embed risk management:






Provide training to officers to ensure that risk treatment plans are reviewed and updated. Obtain assurance that this is happening
High
DCR / 

Risk Management Team
Provide training to section heads and report writers on updated RM Strategy. Monitor service plans to ensure risks are updated
(
July 2006

Report progress against risk treatment plans to Executive Committee and Audit Committee in accordance with RM Strategy.
High
Service Heads
Prepare reports to Executive Committee quarterly and Audit Committee annually
(
On-going

Fully consider risks in partnership working
High
Exchequer Services Manager
Develop tool kit produced by London Risk Managers Group
(
September 2006

Action
Priority
Responsibility
Action to date / Action Required


Resolved
(Original) Implementation Date

Risk Management (continued)






Make budget provision for treating risk where necessary
High
DCR
Include in strategic, service and financial planning process for 2007/8
(
September 2006



Signed __________________________Leader of the Council




Ann Shaw O.B.E.



 


Signed __________________________Chief Executive




Dr Steven Halls

Date: 28 June 2006
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