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REPORT TO CABINET


 4 September 2007

TITLE OF REPORT: Annual Report of the Audit Committee 2006/07
   
REPORT OF:            Derek Coates, Strategic Director, Finance and ICT

   

Purpose of the Report 

1
The Audit Committee’s terms of reference require it to submit an annual report to Cabinet and Council.  The Cabinet is asked to consider the annual report detailing the work of the Audit Committee for 2006/07 and agree that it is submitted to Council for formal endorsement.

   

Background 

2
The Cabinet recommended to Council on 21 March 2006 that an Audit Committee should be formed. This was approved by Council on 23 March 2006 and the Committee first met on 22 May 2006. The terms of reference for the Committee include the requirement to report to Cabinet and Council on its activity each year.

3
The Audit Commission’s CPA Use of Resources criteria at level 3 requires Audit Committees to provide for effective leadership on governance, financial reporting and audit issues. The criteria at level 4 requires Audit Committees to provide effective challenge across the council and independent assurance on the risk management framework and associated internal control environment to members and the public, and that can demonstrate the impact of its work.

Proposal 

4
The Cabinet is asked to consider the contents of the Audit Committee’s annual report at Appendix 2 and submit it to Council. The report provides a commentary on the work of the Audit Committee, and describes how it has shown effective leadership on governance, financial reporting and audit issues across the Council, as well as providing challenge and independent assurance on the risk management framework and associated internal control environment.


Recommendations

5
Cabinet is asked to recommend Council to endorse the annual report of the Audit Committee for 2006/07.  
 


For the following reason:

To strengthen the Council’s arrangements for oversight by elected members of audit, risk management, the internal control framework, value for money and efficiency.

CONTACT:   Philip Slater  extension 3711  



PLAN REF: 2809 











APPENDIX 1


Policy Context 

1.
The proposal supports the vision for Gateshead as outlined in ‘Vision 2030’, Gateshead’s Sustainable Communities Strategy and the Council’s Corporate Plan, in particular supporting the priority to ensure a sustainable Gateshead by building capacity across the Council and ensuring the best use of resources. 

Background

2.
The Audit Committee’s terms of reference require it to submit an annual report to the Cabinet and Council, and further reports and recommendations as it sees fit.  

The areas of activity of the Audit Committee during 2006/07 are set out in the Annual Report.


Consultation

3.
The Chair and Members of the Audit Committee have considered the contents of this report.  
Alternative Options

4.
There are no alternative options.  

Implications of Recommended Option 

5.
Financial Implications - The Strategic Director, Finance and ICT confirms that there are no financial implications arising from this report.
6.
Risk Management Implications -  The Audit Committee receives quarterly reports on risk management and has been instrumental in championing risk awareness training for members.
7.
Human Resources Implications   - Nil
8.
Equality and Diversity Implications - Nil 
9.
Crime and Disorder Implications - Nil  
10.
Sustainability Implications -  Nil
11.
Human Rights Implications -  Nil
12.
Ward Implications -  Nil
13.
Background Information – Report and minutes of the Audit Committee meeting 
held on 26 July 2007.

 APPENDIX 2

Annual Report of the Audit Committee 2006/07

The Audit Committee has considered the following areas of activity during 2006/07:

Internal Audit performance and activity

At 31 March 2007 95.3% of the Internal Audit Plan was completed. This resulted in 181 audit reports. Of these reports 171 found systems to be operating well or satisfactory, with 10 systems having significant weaknesses. 

These reports are being followed up as part of the Internal Audit process and the Audit Committee will monitor the outcomes. Thirteen audit reports were issued following the investigation of fraud or irregularity.  

As a result of common issues being raised in school audits Members requested a report detailing the work carried out by Internal Audit in relation to schools and the main issues arising from these audits. This was to enable the Committee to ensure that sufficient support was available to schools. 

External Audit and other inspectorates

The following Audit Commission reports have been reviewed over the year:

Audit Commission Audit Plan and progress reports

Annual Governance Report

Annual Audit and Inspection Letter

Review of Data Quality

E-Procurement

Civil Contingencies Act

Probity in Partnerships

Procurement 

From other inspectorates the following report was received:

Benefit Fraud Inspectorate Claims Processing Report

The Committee is to receive progress reports from managers in 2007/08 to monitor the implementation of these action plans.

Corporate Risk Management Strategy

The Committee receives quarterly reports on the assurance derived from risk management. These reports make Members aware of the arrangements that exist within the Council for managing risk, the impact that these have had and plans for further development of risk management arrangements.

The Chair of the Audit Committee, Councillor John Hamilton, is the Member Champion for Risk Management and meets regularly with the Head of Financial Services on risk issues affecting the Council.

The Annual Governance Statement and supporting evidence

The Annual Governance Statement concluded that the Council’s system of internal control and governance framework is satisfactory and effective. The Audit Committee approved this following a review of the evidence, detailed below, and evidence seen by the Committee during the year.

Managers

Heads of Service completed self-assessment assurance statements detailing the level of assurance obtained from their key control processes.  The conclusion of this exercise found that managers agreed that effective control systems were in place.

The Work of Internal Audit

The Internal Audit Service has undertaken audit work throughout the year based on the risk based audit plan. Based on this audit activity the overall opinion of Internal Audit for the year 2006/07 was that internal control systems are considered to be satisfactory.

A review of the effectiveness of the Council’s system of Internal Audit has been undertaken based on an assessment of compliance with the Code of Practice for Internal Audit 2006 and Internal Audit was found to be effective. 

Risk Management 

The Strategic Director, Finance and ICT reported that risk management arrangements during the year were sound.
Performance Management

The Council produces a number of statutory and local performance indicators which are reported to Overview and Scrutiny Committees and Cabinet. Where performance indicators have missed target, remedial action has been agreed in all cases, and is monitored through Overview and Scrutiny and Cabinet.

The Audit Commission undertook a review of Data Quality Management Arrangements for 2005/06, which was positive and identified no significant weaknesses in the Council’s performance management process. 

Based on evidence arising from the performance management process for 2006/2007, and the Audit Commission review controls are in place.

Views of the Audit Commission and other External Inspectors

The Audit Commission issued an Annual Audit Letter to the Council, providing a review of the management arrangements of the Council and reporting any significant issues arising from the audit. The Audit Letter for 2005/06 was positive and identified that the Council was performing well both in overall terms as a four star Council improving well and in the area of internal control following an assessment undertaken as part of the CPA Use of Resources work.

Other Audit Commission and external inspectorate reports have been issued from time to time on management / governance arrangements to the Council and the Audit Committee.  None of these conclude that there are weaknesses in governance arrangements.
Monitoring the 2005/06 Statement on Internal Control Action Plan

The Committee monitored progress reports on actions identified in the 2005/06 Statement on Internal Control. These related to weaknesses in control for the payment of creditors. Progress was made against the action during the year, which was monitored by the Audit Committee, and action was substantially implemented and the control environment improved.  
The Local Code of Corporate Governance

As part of the Council’s 2006 Corporate Assessment, the Audit Commission recommended that the Council should produce a Local Code of Governance, based on a framework devised by CIPFA and SOLACE. The Committee received the Code, which was drawn up based on the Council’s existing constitution, protocols and procedures.  The Cabinet considered the Code at its meeting on 17 April 2007 and referred it to the Council for approval. The Audit Committee will review the Code annually.

Financial Management Standard in Schools

A report was received by the Committee setting out the work carried out by Internal Audit in 2006/07 to support secondary schools to achieve the Department for Education and Skills’ (DfES) Financial Management Standard in Schools.  All ten secondary schools were assessed by Internal Audit against the Standard and all achieved accreditation. In 2007/08 31 primary and 2 special schools will be assessed and the Committee will receive progress reports during the year.  
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