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Nicola Bulbeck
Chief Executive 
Torridge District Council
Riverbank House
Bideford
Devon
EX39 2QG                      

DX 53606 BIDEFORD
Tel Bideford (01237) 428700

Date:  19 January 2011



MEETING OF AUDIT & GOVERNANCE COMMITTEE


	On:       
	25th January 2011
	At:
	 2 pm

	Venue:
	        Committee Room at Riverbank House, Bideford            


NOTICE OF MEETING

	To:
	Councillor G E Lee (Chair)

Councillor C B Church (Vice Chair)

Councillors: A J Saywell, P J  Pester, P W Pennington, D.M Lausen
Non elected Member:  Mr A Ashworth


Members are requested to turn off their mobile phones for the duration of the meeting
AGENDA

PART I -  ( OPEN SESSION )
	1.
	Apologies for Absence
	

	2.
	Confirmation of Minutes of the Meeting held on 30 November 

2010

	     
[image: image1.emf] Minutes - 30  November 2010



	3.
	Forward Plan


	     
[image: image2.emf]Audit Forward Plan  2010-2011



	4.
	Declaration of Interests
Members with interests should refer to the agenda item and describe the nature of their interest when the item in considered.
Thus declaring any interest and any possible contravention under Section 106 of the Local Government Finance Act 1992

	5.
	Agreement of Agenda Items Part I and 11


	6.
	Urgent Matters brought forward with the permission of the Chair


	7.
	Audit Opinion Plan

	              
[image: image3.emf] Audit opinion plan 



	8.
	External Audit Progress Report

	              
[image: image4.emf]External Audit  Progress Report and Briefing



	9.
	Audit Fee Update

	               
[image: image5.emf] Audit fee update  2011



	10.
	External and Internal Audit Joint Working Agreement

 
	
[image: image6.emf]Report -External and  Internal Audit Joint Working Agreement.pdf

     
[image: image7.emf]Agreement -  External and Internal Audit Joint working agreement Torridge District Council.pdf



	11.
	Members’ Travel Allowances

To receive the Report of the Solicitor

	              
[image: image8.emf]Members' Travel  Allowances



	
	EXCLUSION OF THE PUBLIC

The Chair to move:-

That the public be excluded from the remainder of the meeting because of the likely disclosure of exempt information as defined in Paragraph 4 of Part 1 and Paragraph 10 of Part 2  of Schedule 12A of the Local Government Act 1972.


	
	PART II (CLOSED SESSION)

	12.
	Review of Contract Procedure Rules & Financial Procedure Rules

Documents already circulated




	COMMITTEE ORGANISER:
	  Sandra Cawsey – 01237 428704


�
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Torridge District Council — Update on audit fees

Fee consultation issued on 10 December 2010 — closing date for responses 7
January 2011.

Summary

The announcement made on 13 August 2010 proposing the Commission's abolition
implies (although it has still to be confirmed) that 2011/12 may be the Commission's
final year in its current form. If so, this will be the last time it will publish a work
programme and set scales of audit fees.

There will be significant transitional costs associated with the abolition of the
Commission. However, the Department for Communities and Local Government has
now agreed that these costs should not fall on audit fees. Therefore, the 2011/12
scales of audit fees is based only on what the Commission needs in order to recover
the costs of audits and its other activities in 2011/12.

The combined financial effect of the proposals would be to reduce audit and
inspection fees in 2011/12 by £11.8 million or 9 per cent for local government and
health bodies.

The Audit Commission Board has also decided to return some of the audit fees
already collected for work carried out this year on Use of Resources. This work was
suspended immediately the government announced in May 2010 that it would abolish
Comprehensive Area Assessment (CAA).

Rebates will be sent to audited and inspected bodies shortly.

e A 1.5 per cent rebate of the scale fee for district councils, police, and fire and
rescue authorities

The Commission has also decided not to charge any inspection fees for work on the
Managing Performance part of the assessment of organisational effectiveness, as
there was no value to this once CAA ended.





What this means for Torridge District Council 2010/11 Audit Fee.

£ £

2010/11 Audit Fee 95,000
2010/11 Assessment & inspection fee 12,718
Total fee payable (excluding certification of grants) 107,718
(Note: 2010/11 scale fee is £98,000)
Reductions in 2010/11 fee
6% rebate of scale fee for IFRS 6,043
Assessment & inspection not invoiced 12,718
1.5% rebate of scale fee for UoR 1,470

20,231
Total fee payable for 2010/11 (excluding certification of grants) 87,487

(7.91% reduction in the audit fee)

2011/ 12 Fee proposal

The 2011/12 fee proposals are:

e no inflationary increase in 2011/12 for audit and inspection scales of fees and
the hourly rates for certifying claims and returns;

e areduction in scale fees resulting from our new approach to local VFM audit
work of 2 to 20 per cent; and

e areduction in scale audit fees of 3 per cent for local authorities, police and
fire and rescue authorities, reflecting lower ongoing audit costs after
implementing IFRS.

The Audit Commission is proposing to set an audit fee (excluding certification of
grants) of £90,250 for Torridge District Council for 2011/12.

(5% reduction against the original 2010/11 audit fee of £95,000).
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Introduction

1 Close cooperation between internal and external audit is essential, to
ensure the audit resource has the maximum impact and adds value for the
audited body. The use of the agreement will reduce the risk of incurring
additional external audit cost because of additional external audit work.

2 Although internal and external auditors carry out their work with different
objectives in mind, many of the processes are similar and it is sensible and
good professional practice they should work together closely.

3 This document sets out how the Council’s internal and external auditors
plan to cooperate, in those areas where their responsibilities or work
programmes overlap. The agreement reflects internal audit’s strategic plan
for 2010/11 to 2012/13 and discussions between the two parties.

4 The Audit Commission Code of Audit Practice (2008) sets the nature,
level and scope of local audit work undertaken by appointed auditors. At the
core of the code is a commitment to strategic regulation, it embodies the key
principles that will contribute to the delivery of strategic regulation in
practice. The Code requires that:
"(Para 10) Auditors should carry out the audit economically, efficiently
and effectively, and in as timely a way as possible. In framing an audit
approach to meet the objectives of the audit, they should set up
effective coordination arrangements with internal audit. Auditors should
seek to place maximum reliance on the work of internal audit whenever
possible".

5 The work needed to give the accounts opinion significantly increased

because of:

m International Standards on Auditing (ISAs), introduced into the UK in
2005/06; and

m 'Clarified' ISAs, applicable to accounting periods ending from 15
December 2010.

6 The standards placed more emphasis on assessing information system

controls requiring external auditors to:

m gain and document an understanding of the systems producing material
balances and disclosures in the accounts, and the way that transactions
in these systems are initiated, recorded, processed and reported. This
includes consideration of the relevant parts of any of the systems
devolved to services;

m carry out interim opinion audit planning to identify risks of material
misstatement (inherent or specific risks in the systems) and plan tests of
controls designed to prevent the material misstatements;

External and Internal Audit Joint working agreement





m carry out tests of controls where those controls are key to ensuring
there are no material misstatements in the assertions in the financial
statements; and

m review the draft financial statements and reassess the risks. Plan and
carry out tests of control or substantive tests of detail against the
remaining risks for each of the assertions for material entries in the
accounts.

7 The objective of this agreement is to optimise the benefits of audit to the

Council, while enabling internal and external audit to deliver their respective

responsibilities. It aims to:

m clarify the respective roles of external and internal audit;

m highlight areas where external audit are likely to place reliance on
internal audit; and

m establish a framework for cooperation in the planning, conduct and
reporting of the audit.

External and Internal Audit Joint working agreement





Respective roles of auditors

8 The table below outlines the respective roles of external and internal
audit. The roles and objectives are different but complementary and there
are benefits from working together, and from external audit relying on
internal audit's work. International Auditing Standard (ISAs) (UK and
Ireland) 610 requires that, for the work relied on, external audit should
review internal audit’s work, which usually involves reperforming specific
tests as well as more general review.

Table 1: Respective roles of auditors

Internal audit External audit

Authority
Section 151 of the Local Government Act  External audit work is covered
1972 and the Accounts and Audit by the following statutory
Regulations 2006 set out internal audit’s requirements:
statutory authority. m the Audit Commission Act
1998;
m the Local Government Act
1999; and
m the Code of Audit Practice.
Standards
CIPFA's Code of Audit Practice for internal The Audit Commission conduct
audit in Local Government in the United their work under International
Kingdom 2006 (the Code) defines internal  Standards on Auditing (ISAs)
audit as: (UK and Ireland) and the Audit
"An assurance function that provides an Commission’s Code of Audit

independent and objective opinion to the Practice
organisation on the control environment,

by evaluating its effectiveness in achieving

the organisation’s objectives. It objectively

examines, evaluates and reports on the

adequacy of the control environment as a
contribution to the proper, economic,

efficient and effective use of resources."”

Appointment

Internal audit are appointed by External audit are appointed
management independently by the Audit
Commission

External and Internal Audit Joint working agreement





Internal audit External audit

Scope

The scope of the work ranges across all
the Council’s activities, including partners
and contractors where these impact on the
Council’s role

Report to management and the Audit and
Governance Committee.

The scope of auditors' work
covers the audit of financial
statements, probity in the use of
public money and value for
money in the use of resources.
Auditors may report aspects of
their work widely to the public
and other key stakeholders.

Outputs

The key outputs from internal audit are the
annual opinion on the Council's control
environment, which is reported to the Audit
and Governance Committee and various
audit reports.

The key outputs from external
audit are the Annual Audit Letter
and the Annual Governance
Report.

Planning

Internal audit plans are based on a risk
evaluation, agreed with management and
approved but not directed by the Audit and
Governance committee.

The external audit plan is
developed under the code,
agreed with management and
presented to the Audit and
Governance Committee.
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Reliance on internal audit

Opinion on the Financial Statements

9 We have identified the financial and non-financial information systems
that form the material balances and disclosures in the Council’s financial
statements. Appendix 1 sets out the systems, as part of a three-year cyclical
plan. Within each of these systems we have identified the key controls that,
if operating effectively, will ensure the financial statements are free from
material error. The list of key controls has been notified to internal audit
separately.

10 The Audit Commission has outlined an audit approach to sampling for
controls tests to comply with the ISAs (Appendix 2). Internal or external
audit can complete the testing. However, where internal audit test the
controls, the external auditor must review the work and reperform some of
the work to ensure that reliance may be placed on it.

11 The agreement does not set out the audit approach to any year-end
substantive sampling as external auditors will normally undertake any
substantive testing required. Substantive testing will be dependent on the
assurance gained from controls testing already undertaken by either
external or internal audit.

12 Before seeking to rely on any internal audit work, external auditors must
consider the overall quality of the internal audit work, and specifically the
quality of the work undertaken on specific systems and controls.

13 The delivery of the external audit plan within the estimated fee is
dependent on internal audit delivering their work to the required standard,
and within the agreed timescales. If the external auditors are not able to
place reliance on internal audit's work, to achieve the necessary assurance,
additional testing may result in the need to charge additional external audit
fees.

Systems generating material balances and disclosures

14 We have identified the systems listed below as those that generate the
material figures in the accounts:
General ledger;

Payroll;

Creditors;

Sundry debtors;

Cash receipting;

Car park income;

Council tax;

Non-domestic rates;
Housing benefit;
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m Fixed assets;
m Investments; and
Loans.

15 Each of these systems, and any material subsystems, must be walked
through each year to ensure the system, as documented, is unchanged.
External auditors must undertake the walk through of all material systems
and cannot rely on internal audit, even where internal audit have also
undertaken this task.

16 In addition, to the walk through of all material systems, external auditors
also have to undertake cyclical testing of controls. The requirement is for
testing of the significant controls once every three years.

17 External audit will review closedown arrangements and undertake some
mandatory tests on the Council's financial statements when received, and
any substantive testing required.

Fraud and corruption

18 The primary responsibility for the prevention and detection of fraud rests
with both the Council’s management and those charged with governance. It
is therefore the responsibility of those charged with the governance to
ensure there are control mechanisms in place to ensure:

m the reliability of financial reporting;

m effectiveness and efficiency of operations;

m the Council conducts its business appropriately; and

= compliance with applicable laws and regulations.

19 Management gain assurance of the effectiveness of its control
arrangements over fraud and corruption through internal audit review and
the governance arrangements in place at the Council.

20 External audit do not have a duty to detect or prevent fraud. The aim of
their audit is to assure themselves the financial statements are free from
material misstatement, whether that misstatement is caused by error or
fraud.

21 ISA (UK&l) International Standards on Auditing (United Kingdom and
Ireland) 240 defines fraud as being: "An intentional act by one or more
individuals among management, those charged with governance,
employees, or third parties involving the use of deception to gain unjust or
illegal advantage”.

22 External auditors are alert for two types of misstatement caused by
fraud’:

m  Fraudulent financial reporting; and

m Material misstatement caused by misappropriation of assets.

23 External audit therefore plan their opinion audit to have a reasonable
expectation of identifying and addressing the risk of material misstatement,
whether caused by error or fraud. This will include a fraud risk assessment,
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supported by an assessment of the effectiveness of internal audit in
addressing the risk of fraud in the Council.
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Framework for cooperation

24 Effective cooperation between external and internal auditors means
more than avoiding duplication. An effective framework of cooperation and
coordination ensures liaison, cooperation on work programmes and sharing
information. Reflecting this, the agreement covers:

m liaison meetings;

planning;

external audit reliance on internal audit work;

arrangements for sharing documents and information; and

external audit’s review of internal audit’s work.

Liaison meetings

25 Internal and external audit hold liaison meetings. These meetings
include consideration of higher level audit planning issues (in particular, to
avoid unnecessary duplication of planned audit work), a review of audit
progress and any other issues of common interest.

Audit Planning

26 Internal audit prepares its strategic and annual plans independently,
based on its assessment of the risks existing at the Council. It is good
practice to identify what work external audit will seek to place reliance upon
during planning. This ensures that the proposed work meets the timetable
and requirements and enable external audit to place reliance on it.

27 Internal audit will inform the Audit Commission of any changes to or
delays to audit work included in the agreed areas of reliance.

28 The Audit Commission will discuss with internal audit any issues arising
that would prevent it from placing reliance on internal audit's work

External audit reliance on internal audit work

29 We will seek to place reliance on internal audit's systems work, provided

we have assurance that internal audit have:

m used appropriate sample sizes to support conclusions and
recommendations; (guidance on Audit Commission sample sizes and
the approach is contained in Appendix 3);

m selected samples that are representative of the population and the
period covered; and

m evidenced and documented the work in accordance with professional
standards.

30 We will liaise with internal audit each year to identify the scope for
drawing assurance from their systems work. To be successful this will
involve synchronising work timetables. We will aim to carry out our work
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during our interim visit. Any internal audit work that we are to make use of
will need to be completed before our interim visit. We will then need to
consider whether we need to carry out any more testing to cover any
remaining part of the year.

Arrangements for sharing documents and information

31 Prompt sharing of audit reports and other audit information increases
understanding and effectiveness of both internal and external audit in
carrying out their respective responsibilities. Internal audit will send external
audit copies of all completed reports.

32 Internal audit will provide external audit with:
m audit reports and associated working paper files; and
m details of any significant changes to the audit plan.

33 External audit will provide internal audit with copies of:

m systems documentation and assessment of key controls
final reports; and

m details of any significant changes to the audit plan.

34 External and internal audit will communicate to the other auditor any
significant concerns arising from their work the auditor feels should be dealt
with other than through the usual reporting arrangements set out in this
agreement.

External audit’'s review of internal audit’s work

35 External auditors review the work of internal audit for the following

purposes:

m to establish if internal audit is undertaking its role effectively under
internal audit standards, as part of the Council's control environment
(under International Auditing Standard (ISA) 315 'Understanding the
entity'), and

m to determine what reliance can be drawn from internal audit work in
relation to the external auditor’'s Code of Audit Practice responsibilities
(under International Auditing Standard (ISA) (UK and Ireland) 610
'Considering the work of internal audit').

36 International Auditing Standard (ISA) 315 sets out the requirement for
external audit to understand the audited body and its environment, including
internal control. This is a key area where internal audit’s work is likely to be
relevant to the external auditor.

37 To meet this standard, external audit undertake a continuing review of
internal audit against internal audit standards. The annual assessment is
part of external audit's planning processes, it is not reported to the Council
unless significant changes in circumstances have arisen.

38 Any reliance by external audit on internal audit's work is governed by
International Auditing Standard (ISA) (UK and Ireland) 610, which requires
external auditors:

External and Internal Audit Joint working agreement
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to consider the activities of internal audit and their effect, if any, on
external audit procedures.

to obtain a sufficient understanding of how internal audit activities
identify and assess the risks of material misstatement in the financial
statements.

to perform an assessment of the internal audit function when internal
auditing is relevant to the external auditor's risk assessment, and
when the external auditor intends to use specific work of internal audit,
the external auditor should evaluate and perform audit procedures on
that work to confirm its adequacy for the external auditor's purposes.
This usually involves reperforming specific tests to source documents,
as well as more general review.

External and Internal Audit Joint working agreement
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The way forward

39 External audit and internal audit will:

m share system documentation and risk assessments as appropriate;

m ensure comprehensive coverage of the key systems, as set out in
Appendix 1; and

m communicate regularly during the year, discussing planned work,
results and conclusions. Reports will normally be available through audit
committee papers, although both parties have agreed to share reports
before audit committee papers being available, if the need arises.

40 Internal audit will aim to complete the initial work on the significant
systems and testing the key controls by the end of January 2011. Where
this is not possible, external audit will plan its work to ensure that completed
work is reviewed first.

41 This agreement will be kept under review, and will be refreshed
annually.

External and Internal Audit Joint working agreement
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Appendix 1 Cyclic plan of significant systems

General ledger v" Mandatory testing
Payroll v v
Creditors v v

Sundry debtors v

Cash receipting 4

Car park income 4 4

Council Tax

Non Domestic v v
Rates

Housing 4 4 New requirements for
Benefits grant certification.

Fixed Assets v v

Investments v

Loans

External and Internal Audit Joint working agreement
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Appendix 2 Sample sizes

Controls tests - sample sizes

environment;:

For manual controls and automated controls in a high risk IT

Frequency of control
activity

Sample size

Quarterly 2 (Including the period end)
Monthly 2 (Including the period end)
Weekly 5 (Including the period end)

More than weekly

20 (Including the period end)

External and Internal Audit Joint working agreement
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Appendix 3 Key contacts

External audit
(Audit
Commission)

Wayne Rickard

Engagement
Lead

w-rickard@audit-
commission.gov.uk

0844 798 1208 or 07781 832360

Steve Johnson
Audit Manager

s-johnson@audit-
commission.gov.uk

0844 798 1205 or 07887 833378

Nicola Biddulph
Team Leader

n-biddulph@audit-
commission.gov.uk

0844 798 5686 or 07779 332681

Internal audit

Jane Quick
Audit Manager

Jane.Quick@torridge.gov.uk
01237 428958

External and Internal Audit Joint working agreement
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AUDIT COMMITTEE - FORWARD PLAN 2010/2011

Iltems Added at Latest Meeting Additional / Amended Items

LAST UPDATED: 18 January 2011
21 June 29 June 2010 28 September 30 November 25 January 1 March 2011 5 April 2011
(Whole day) 4.30pm 2010 2010 2011
2pm
Governance Annual Governance - Review of the Draft Assurance
Statement — Non-compliance Update of Financial Code of Corporate Statements from
challenging the with Financial Procedure Rules and Governance Heads of Service
Assurance Procedure Rules Contract Procedure (RW/IW) (RW)
Framework Report (JQ) Rules (JQ)
Review of the
effectiveness of the
Audit Committee
(JQ)
(using the CIPFA
checklist)
Risk Business Continuity
Fraud Awareness Corporate Risk Plan (RW) Corporate Risk
Register (RW) Register (RW)
ICT Risk Register
Partnership (RW?) Fraud Risk
Protocol (RW) Register (JQ)
Managing the risk
of fraud - review of
best practice (JQ)
Accounts Review & Approval | Approval of Final Pay Roll Audit
of Financial Accounts and Members
Statements AGS (GB) Expense
Protocol
(KM)
Internal Audit Qtr 4 report Qtr 1 report (JQ) Qtr 2 report (JQ) Qtr 3 report (JQ)
Audit Manager’s Internal Audit Independent review Audit Strategy &
Opinion Report on AGS of the effectiveness Audit Plan (JQ)
JQ) of Internal Audit
(JQ)
External Audit Audit Fee Letter Annual Annual Audit & Audit Opinion Plan
(Audit and Controls Governance Inspection Letter for 2011/12
Commission) Report Report (WR / SJ) (WR/SJ) (WR/SJ)
Update report
(8J)






Other matters

DCC Pensions
update
Charlotte
Thompson, Head
of Devon Pension
Services and
Barry White,
Investment
Manager

Update on Grant
payment controls
(GB)

Special Meeting
Date to be
confirmed
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REPORT OF Solicitor

To: Audit and Governance
Subject: Members’ Travel Allowances
Date: 25™ January 2011 Reference: KM

PURPOSE OF REPORT:
To highlight the issues raised in the report and provide a discussion starting point

INTRODUCTION
At present, the Council's Allowance Scheme states that members can make claims for travel
but does not give any clear guidance on the types of meetings that members can claim for.

This report is intended to start a debate on what such guidance might say.

REPORT

As mentioned, although the Allowance Scheme allows Members to claim travel, it does not
give details of which duties such claims will be accepted for. A recent audit report has
highlighted this as an issue that should be addressed.

The Scheme of Allowances adopted by Teignbridge District Council lists the approved duties
for which a claim may be made. A copy of this is attached as Appendix 1.

Whilst this is a vast improvement over what Torridge has at present, it still leaves areas of
doubt and also does not cover areas where some concern may be felt. In particular,
paragraph (h) appears to be a catch all provision which also gives power to an officer to
designate something as an approved duty. Whilst it is accepted that it is useful to have such
a provision to ensure that anything unforeseen can be covered, Members should be aware
that it can lead to inconsistency. Given the content of the rest of the Appendix, it is probably
fair to say that a large number of claims are probably paid under this heading as there are
some issues that are conspicuous by their absence. These include meetings with officers,
meetings with constituents etc.

Paragraph (a) of the scheme provides for travel to be paid when attending any meeting of
the Council. This is not restricted to Committees on which the member sits and so, if a
Member wishes to observe a committee, travel allowance would still be payable. Members
may wish to consider whether this is reasonable.

Similarly, if a Member comes along to the Plans Committee as Ward Member to make a
representation, travel will be payable, even though it could be argued that the representation
could perhaps have been submitted in writing.

Appendix A also allows travel allowance to be claimed for attendance on outside bodies. A
list of the outside bodies is not included with this report, but Members need to be aware that
officers have no knowledge as to whether a Member has actually attended that body to be
able to certify payment of the claim.

IMPLICATIONS

Legal Implications






There may be a need to seek approval of the Independent Remuneration Panel before
approving a new Scheme.

Financial Implications
There are no financial implication coming from this report, but any changes to travel claims
will have implications

Human Resources Implications
None

Sustainability Implications
Payment of travel allowances may encourage more travel by vehicle.

Equality/Diversity
There are none identified

Risk Management
None identified

Compliance with Policies and Strategies
This report provides information on a procedure and does not impinge on current policies.

Ward Member and Leader Member Views

Consultation with Ward Members is not appropriate. The Lead Member has been contacted
and supports the above approach as it is a Member decision as to whether duties should be
included or excluded.

4. CONCLUSIONS
As mentioned above, this report is intended to kickstart a debate on travel allowances and
when they are paid. Itis anticipated that once a steer has been obtained from Members, a
new set of principles can be drafted.

5. RECOMMENDATIONS
Members note the report and advise officers on possible issues to include in approved
duties.

SUPPORTING INFORMATION
Consultations: Lead Member

Contact Officer: Ken Miles

Background Papers: Teignbridge DC allowance scheme.





APPENDIX 1
Approved Duties
(a) The attendance at a meeting of the authority or of any committee or sub-committee of the
authority, or of any other body to which the authority makes appointments or nominations, or
of any committee or sub-committee of such a body;

(b) The attendance at any other meeting, the holding of which is authorised by the authority, or
a committee or sub-committee of the authority, or a joint committee of the authority and one
or more local authority within the meaning of section 270(1) of the Local Government Act
1972, or a sub-committee of such a joint committee provided that:

(i) where the authority is divided into two or more political groups it is a meeting to
which members of at least two such groups have been invited, or

(i) if the authority is not so divided, it is a meeting to which at least two members of the
authority have been invited,;

(c) The attendance at a meeting of any association of authorities of which the authority is a
member;

(d) The attendance at a meeting of the executive or a meeting of any of its committees, where
the authority is operating executive arrangements;

(e) The performance of any duty in pursuance of any standing order made under section 135 of
the Local Government Act 1972 requiring a member or members to be present while tender
documents are opened,

(f) The performance of any duty in connection with the discharge of any function of the authority
conferred by or under any enactment and empowering or requiring the authority to inspect or
authorise the inspection of premises;

(g9) The performance of any duty in connection with arrangements made by the authority for the
attendance of pupils at any school approved for the purposes of section 342 (approval of
non—maintained special schools) of the Education Act 1996, and

(h) The carrying out of any other duty approved by the authority, or any duty of a class so
approved by the Council or the Principal Committee Administrator, for the purpose of, or in
connection with, the discharge of the functions of the authority or of any of its committees
or sub-committees.

() Representing the Council on the outside bodies listed below where the body does not pay
travel and subsistence.
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REPORT OF  AUDIT MANAGER

To: AUDIT & GOVERNANCE COMMITTEE
Subject: External and Internal Audit Joint Working Agreement
Date: 25" January 2011 Reference:

PURPOSE OF REPORT:

To advise the Audit & Governance Committee of the working agreement established between
Internal Audit and the Audit Commission to ensure efficiencies are maximised.

INTRODUCTION

Close cooperation between internal and external audit is essential, to ensure the audit
resource has the maximum impact and adds value for the Council. The use of the
agreement will reduce the risk of incurring additional external audit cost because of
additional external audit work.

REPORT

Although internal and external auditors carry out their work with different objectives in mind,
many of the processes are similar and it is sensible and good professional practice they
should work together closely.

The agreement sets out how the Council’s internal and external auditors plan to cooperate,
in those areas where their responsibilities or work programmes overlap. The agreement
reflects internal audit’s strategic plan for 2010/11 to 2012/13 and discussions between the
two parties.

The agreement is attached.

IMPLICATIONS

Legal Implications
None.

Financial Implications
By working in close cooperation additional fees are avoided.

Human Resources Implications
None.

Sustainability Implications
None.

Equality/Diversity
None.






Risk Management
External audit will rely on Internal Audit work, avoiding duplication of testing and resources
where possible.

Compliance with Policies and Strategies
This complies with CIPFA best practice.

Ward Member and Lead Member Views

4. CONCLUSIONS

An agreement has been put in place to ensure the external and internal audit services are
delivered in the most effective and efficient way for the Council.

5. RECOMMENDATIONS

Committee acknowledge the agreement put in place.

SUPPORTING INFORMATION

Consultations: Jenny Wallace

Contact Officer: Jane Quick and Steve Johnson

Background Papers: IA files
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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 | have a unique perspective. | promote value for
money for taxpayers, auditing the £200 billion spent by
11,000 local public bodies.

As aforce for improvement, | work in partnership
to assess local public services and make practical
recommendations for promoting a better quality of life

for local people.
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Introduction

1 This plan sets out the audit work that | propose to undertake for the
audit of financial statements 2010/11. The plan is based on the Audit
Commission’s risk-based approach to audit planning. It reflects:

m audit work specified by the Audit Commission for 2010/11;

m current national risks relevant to your local circumstances; and

m your local risks.
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Responsibilities

The Audit Commission’s Statement of Responsibilities
of Auditors and of Audited Bodies sets out the
respective responsibilities of the auditor and the
audited body. The Audit Commission has issued a
copy of the Statement to every audited body.

2 The Statement summarises where the different responsibilities of
auditors and of the audited body begin and end, and my audit work is
undertaken in the context of these responsibilities.

3 | comply with the statutory requirements governing my audit work, in
particular:

m the Audit Commission Act 1998; and

m the Code of Audit Practice.

4 | have provided these documents to the Council. | can provide extra
copies or links to the documents if required.
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Fee for the audit

The fee for the audit is £95,000, as set out in my letter
of 26 April 2010.

5 In setting the fee, | have assumed that:
the level of risk in relation to the audit of accounts is consistent with that
for 2009/10;

m good quality working papers will be supplied to support restatement of
2009/10 balances to comply with International Financial Reporting
Standards (IFRS); and

m internal audit undertakes appropriate work on all material systems and
this is available for my review by 30 April 2010.

6 Where these assumptions are not met, | will be required to undertake
additional work that is likely to result in an increased audit fee. Where this is
the case, | will discuss this firstly with the Strategic Director (Resources) and
I will issue a supplementary plan to record any revisions to the risk and the
impact on the fee.

7 |l analyse the fee in line with my letter of 26 April 2010.

Table 1: Details of 2010/11 fee
The fee includes the opinion on the accounts and VFM work

Financial statements £72,320
VFM conclusion £22,680
Audit fee £95,000

8 The fee reflects extra work for International financial reporting standards
(IFRS) and new auditing standards. In recognition of the financial pressures
facing local authorities the Audit Commission is absorbing these costs. In
December 2010 the Council received a refund from the Audit Commission
of £6,043. This means the fee for 2010/11 is less than the fee for 2009/10.

9 The Audit Commission has changed the work | am required to do to
give the VFM conclusion. The Audit Commission intends to consult on the
fee implications of this. However, this consultation has been delayed
because of the decision to abolish the Audit Commission.

10 More information on the basis for the fee is set out in Appendix 1.
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Specific actions the Council could take to reduce its
audit fees

11 The Audit Commission requires its auditors to inform audited bodies of
specific actions it could take to reduce its audit fees. As in previous years, |
will work with staff to identify any specific actions the Council could take and
to provide continuing audit support.
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Auditors report on the financial statements

| will carry out the audit of the financial statements
under International Standards on Auditing (UK and
Ireland) issued by the Auditing Practices Board (APB).

12 | am required to issue an audit report giving my opinion on whether the
accounts give a true and fair view of the financial position of the Council as
at 31 March 2011.

Materiality

13 | will apply materiality in both planning and performing the audit, in
evaluating the impact of any identified misstatements, and in forming my
opinion. Appendix 4 provides a glossary of terms including an explanation of
materiality.

Identifying opinion audit risks

14 As part of my audit risk identification process, | need to understand the

audited body to identify any risk of material misstatement in the financial

statements. | do this by:

m identifying the business risks facing the Council, including assessing
your own risk management arrangements;

m considering the financial performance of the Council;

m assessing internal control - including reviewing the control environment,
the IT control environment and internal audit; and

m assessing the risk of material misstatement arising from the Council's
services and controls within the significant information systems.
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Identification of specific risks

15 | have considered the risks that are relevant to the current opinion audit
and have set these out below.

Table 2: Specific risks
Specific opinion risks identified

International Financial Reporting | will review the restated
Standards (IFRS) 2009/10 accounts during
Officers will prepare the accounts for the the interim audit.

first time under IFRS. The accounts will | will undertake tests of
therefore, include added and changed detail on the new
disclosures including: disclosures.

m showing prior year information for most
of the entries in the accounts;

m a comprehensive income and
expenditure account combining the
previous income and expenditure
account and statement of total
recognised gains and losses;

m recognising arrangements that contain a
lease;

m changes in accounting for leases for
land;

m reporting capital grants differently;

m accounting for the different components
of fixed assets. For example charging the
annual cost for consumption of assets
such as central heating or lifts differently
from the main building;

m reporting movements in the value of
investment properties differently; and

m presenting the cash flow statement
differently.
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| will cover this by normal

The current economic climate could impact ) , )
audit procedures including:

on the value of the Council's assets and
puts extra pressure on the Council to u
achieve its financial plans.

review of fixed asset

valuations;

m reviewing out-turn
against finance reports
to identify issues; and

m increased work on

accounting estimates,

like accruals etc.

Testing strategy

16 Based on the risks identified above | will produce a testing strategy that
will consist of testing key controls and substantive tests of transaction
streams and material account balances at year-end.

17 | can carry out testing before and after the approval of the draft financial
statements (pre and post-statement testing).

18 Wherever possible, | will complete some substantive testing earlier in
the year, before the financial statements are available for audit. | have
identified the following areas where | could carry out early substantive
testing:

m review of accounting policies;

m bank reconciliation;

m investments — ownership; and

m year-end feeder system reconciliations.

19 Where | identify other possible early testing, | will discuss it with officers.

20 Wherever possible, | seek to rely on the work of internal audit to help
meet my responsibilities. For 2010/11, | will continue to liaise with internal
audit through my regular meetings to identify relevant work.

21 | will also seek to rely on the work of other auditors and experts to meet
my responsibilities. For 2010/11, | plan to rely on the work of the external
auditor to Devon County Council Pension fund to provide assurance on the
FRS 17 Pension disclosures.

22 | also plan to rely on the work of experts in the following areas.

m The District Valuer for the amounts reported in the accounts for land
and buildings.

m Gerald Eve, my own expert to provide advice on fixed asset values; and

m  The Actuary employed by the Pension Fund administrators to value the
pension Fund assets and liabilities.
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Value for money conclusion

| am required to give a statutory VFM conclusion on the
Council's arrangements to secure economy, efficiency
and effectiveness.

23 The Commission wrote to all audited bodies on 9 August on the new
approach to value for money audit work.

24 The Commission has specified two criteria for your arrangements for:

m securing financial resilience — focusing on whether the Council is
managing its financial risks to secure a stable financial position for the
foreseeable future; and

m challenging how the Council secures economy, efficiency and
effectiveness — focusing on whether the Council is prioritising its
resources within tighter budgets and improving productivity and
efficiency.

Value for money risks

25 | will update my risk assessment for the VFM conclusion later in the
year and communicate with you then.
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Key milestones and deadlines

The Council is required to prepare the financial
statements by 30 June 2011. | am required to complete
the audit and issue the opinion and value for money
conclusion by 30 September 2011.

26 Table 3 sets out the key stages in producing and auditing the financial
statements.

27 | will agree with you a schedule of working papers required to support
the entries in the financial statements. The agreed fee depends on the
timely receipt of accurate working papers.

Table 3: Proposed timetable for financial statements audit

S

Control and early substantive testing December to April 2011
Receipt of accounts June 2011

Sending audit working papers to the auditor June 2011

Start of detailed testing July 2011

Present report to those charged with September 2011

governance at the audit committee

Issue opinion and value for money conclusion September 2011

28 | will undertake my VFM work between December and April 2011.
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The audit team

Table 4 shows the key members of the audit team for
the 2010/11 audit.

Table 4: Audit team

Contact details Responsibilities

Wayne Rickard  w-rickard@audit- Responsible for the overall
District Auditor ~ commission.gov.uk delivery of the audit including the
0844 798 1208 quality of outputs, signing the

opinion and conclusion, and
liaison with the Chief Executive.

Steve Johnson  s-johnson@audit- Manages and coordinates the
Audit Manager ~ commission.gov.uk audit work.

0844 798 1205 Key point of contact for the
Strategic Director (Resources)
and the Head of Finance and
Performance.

Nicola Biddulph  n-biddulph@audit- Responsible for detailed delivery
Team Leader commission.gov.uk of audit work.

0844 798 5684

Independence and objectivity

29 | am not aware of any relationships that may affect the independence
and objectivity of the District Auditor and the audit staff, which | am required
by auditing and ethical standards to communicate to you.

30 | comply with the ethical standards issued by the APB and with the
Commission’s requirements about independence and objectivity as
summarised in Appendix 2.

Meetings

31 My audit team will ensure they have knowledge of your issues to inform
my risk-based audit through regular liaison with key officers. | propose
several regular meetings detailed in Appendix 3.
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Quality of service

32 | aim to provide you with a fully satisfactory audit service. If, however,
you are unable to deal with any difficulty through me and my team please
contact Chris Westwood, Director of Professional Practice at the Audit
Commission (c-westwood@audit-commission.gov.uk). He will look into any
complaint quickly and do what he can to resolve the problem.

33 If you are still not satisfied you may of course take up the matter with
the Audit Commission’s Complaints Investigation Officer (The Audit
Commission, Westward House, Lime Kiln Close, Stoke Gifford, Bristol
BS34 8SR).

Planned outputs

34 My team will discuss and agree reports with the officers before issuing
them to the Audit Committee.

Table 5: Planned outputs

Planned output Indicative date

Annual governance report September 2011
Auditor’s report giving an opinion on the September 2011
financial statements

Final accounts memorandum October 2011
Annual audit letter November 2011
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Appendix 1 — Basis for fee

1

The Audit Commission is committed to targeting its work where it will

have the greatest effect, based on assessments of risk and performance.
This means planning work to address areas of risk relevant to my audit
responsibilities and reflecting this in the audit fees.

2

The process starts with the identification of the significant financial and

operational risks applying to the Council from:

our cumulative knowledge of the Council;

— planning guidance issued by the Audit Commission;
— the specific results of previous and current audit work;
interviews with Council officers; and

liaison with internal audit.

Assumptions

3

4

In setting the fee, | have assumed that:

the level of for the audit of the financial statements is not significantly

different from that identified for 2009/10;

you will inform us of significant developments impacting on the audit;

internal audit meets the appropriate professional standards;

internal audit undertakes appropriate work on all systems that provide

material figures in the financial statements sufficient that | can place

reliance for my audit; and

You will provide;

— good quality working papers and records to support the financial
statements by June 2010;

— information within agreed timescales; and

— prompt responses to draft reports.

Where these assumptions are not met, | will be required to undertake

additional work that is likely to result in an increased audit fee.
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Appendix 2 — Independence and objectivity

Auditors appointed by the Audit Commission are required to comply with the
Commission’s Code of Audit Practice and Standing Guidance for Auditors,
which defines the terms of the appointment. When auditing the financial
statements, auditors are also required to comply with auditing standards
and ethical standards issued by the Auditing Practices Board (APB).

The main requirements of the Code of Audit Practice, Standing Guidance
for Auditors and the standards are summarised below.

International Standard on Auditing (UK and Ireland) 260 (Communication of
audit matters with those charged with governance) requires that the
appointed auditor:

m discloses in writing all relationships that may bear on the auditor’s
objectivity and independence, the related safeguards put in place to
protect against these threats and the total amount of fee that the auditor
has charged the client; and

m confirms in writing that the APB’s ethical standards are complied with
and that, in the auditor’s professional judgement, they are independent
and their objectivity is not compromised.

The standard defines ‘those charged with governance’ as ‘those persons
entrusted with the supervision, control and direction of an entity’. In your
case, the appropriate addressee of communications from the auditor to
those charged with governance is the Audit Committee. The auditor
reserves the right, however, to communicate directly with the Council on
matters which are considered to be of sufficient importance.

The Commission’s Code of Audit Practice has an overriding general
requirement that appointed auditors carry out their work independently and
objectively, and ensure that they do not act in any way that might give rise
to, or could reasonably be perceived to give rise to, a conflict of interest. In
particular, appointed auditors and their staff should avoid entering into any
official, professional or personal relationships which may, or could
reasonably be perceived to, cause them inappropriately or unjustifiably to
limit the scope, extent or rigour of their work or impair the objectivity of their
judgement.
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The Standing Guidance for Auditors includes a number of specific rules.
The key rules relevant to this audit appointment are as follows.

Appointed auditors should not perform additional work for an audited
body (ie work over and above the minimum required to meet their
statutory responsibilities) if it would compromise their independence or
might give rise to a reasonable perception that their independence
could be compromised. Where the audited body invites the auditor to
carry out risk-based work in a particular area that cannot otherwise be
justified as necessary to support the auditor’s opinion and conclusions,
it should be clearly differentiated within the Audit and Inspection Plan as
being ‘additional work’ and charged for separately from the normal audit
fee.

Auditors should not accept engagements that involve commenting on
the performance of other auditors appointed by the Commission on
Commission work without first consulting the Commission.

The District Auditor responsible for the audit should, in all but the most
exceptional circumstances, be changed at least once every five years.
The District Auditor and senior members of the audit team are
prevented from taking part in political activity on behalf of a political
party, or special interest group, whose activities relate directly to the
functions of local government or NHS bodies in general, or to a
particular local government or NHS body.

The District Auditor and members of the audit team must abide by the
Commission’s policy on gifts, hospitality and entertainment.
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Appendix 3 — Working together

Meetings

The audit team will maintain knowledge of your issues to inform my
risk-based audit through regular liaison with key officers.

My proposal for the meetings is as follows.

Table 6: Proposed meetings with officers

Council Audit Purpose

officers Commission
staff

Strategic Audit Manager Quarterly To cover:

Director and Team meetings. m general update;

(Resources) Leader a audit planning

issues; and
m progress with
the audit.

Audit and District Auditor As determined Formal reporting

Governance and Audit by the of:

Committee Manager, with Committee Audit Plan.
Team Leader as Annual
appropriate governance

report.
m Otherissues
as appropriate.

Internal Audit  Audit Manager Quarterly Planning and

Manager and Team meetings. coordination of
Leader work

Audit Commission

Audit opinion plan

16





Sustainability

The Audit Commission is committed to promoting sustainability in our

working practices and | will actively consider opportunities to reduce our

impact on the environment. This will include:

m reducing paper flow by encouraging you to submit documentation and
working papers electronically;

m use of video and telephone conferencing for meetings as appropriate;
and

m reducing travel.

Audit Commission Audit opinion plan
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Appendix 4 Glossary

Annual audit letter

Report issued by the auditor to an audited body that summarises the audit
work carried out in the period, auditors’ opinions or conclusions (where
appropriate) and significant issues arising from auditors’ work.

Audit of the accounts

The audit of the accounts of an audited body comprises all work carried out
by auditors in accordance with the Code to meet their statutory
responsibilities under the Audit Commission Act 1998.

Auditing Practices Board (APB)

The body responsible in the UK for issuing auditing standards, ethical
standards and other guidance to auditors. Its objectives are to establish high
standards of auditing that meet the developing needs of users of financial
information and to ensure public confidence in the auditing process.

Auditing standards

Pronouncements of the APB, which contain basic principles and essential
procedures with which auditors are required to comply, except where
otherwise stated in the auditing standard concerned.

Auditor(s)

Auditors appointed by the Audit Commission.

Code (the)
The Code of Audit Practice.

Commission (the)

The Audit Commission for Local Authorities and the National Health Service
in England.

Ethical Standards

Pronouncements of the APB that contain basic principles that apply to the
conduct of audits and with which auditors are required to comply, except
where otherwise stated in the standard concerned.
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Internal control

The whole system of controls, financial and otherwise, that is established in
order to provide reasonable assurance of effective and efficient operations,
internal financial control and compliance with laws and regulations.

Materiality (and significance)

The APB defines this concept as ‘an expression of the relative significance
or importance of a particular matter in the context of the financial statements
as a whole. A matter is material if its omission would reasonably influence
the decisions of an addressee of the auditor’s report; likewise a
misstatement is material if it would have a similar influence. Materiality may
also be considered in the context of any individual primary statement within
the financial statements or of individual items included in them. Materiality is
not capable of general mathematical definition, as it has both qualitative and
quantitative aspects’.

The term ‘materiality’ applies only in relation to the financial statements.
Auditors appointed by the Commission have responsibilities and duties

under statute, in addition to their responsibility to give an opinion on the
financial statements, which do not necessarily affect their opinion on the
financial statements.

The concept of ‘significance’ applies to these wider responsibilities and
auditors adopt a level of significance that may differ from the materiality
level applied to their audit in relation to the financial statements.
Significance has both qualitative and quantitative aspects.

Annual Governance Statement

Local government bodies are required to publish a statement on internal
control (SIC) with their financial statements. The disclosures in the SIC are
supported and evidenced by the body’s assurance framework. At local
authorities the SIC is known as the Annual Governance Statement and is
prepared in accordance with guidance issued by CIPFA.

Those charged with governance

Those charged with governance are defined in auditing standards as ‘those
persons entrusted with the supervision, control and direction of an entity’.

In councils, those charged with governance, for the purpose of complying
with auditing standards, are the full council, audit committee (where
established) or any other committee with delegated responsibility for
approval of the financial statements;
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Whole of Government Accounts

The Whole of Government Accounts initiative is to produce a set of
consolidated financial accounts for the entire UK public sector on
commercial accounting principles. Local government bodies, other than
probation boards and trusts, are required to submit a consolidation pack to
the department for Communities and Local Government which is based on,
but separate from, their statutory accounts.
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If you require a copy of this document in an alternative
format or in a language other than English, please call:
0844 798 7070

© Audit Commission 2010.
Design and production by the Audit Commission Publishing Team.
Image copyright © Audit Commission.

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:

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

m any third party.
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The purpose of this paper is to provide the Audit & Governance Committee
with a report on progress in delivering our responsibilities as your external

auditors.

We have included details of recent Audit Commission publications and
events for information.

Work has started on the 2010/11 audit plan. Tablel séts-out the main

steps of the audit.

Table 1. The 2010/11 audit plan.

Audit Area

Audit of
Accounts

Value for
Money
conclusion

Annual
audit letter

2010/11 audit plan

e Review of restated 2009/10 accounts to
comply with International Financial
Reporting Standards.

o Documenting and Testing of key
financial controls. (See page 4 about the
new approach).

« Review and testing of the draft financial
statements.

o Annual Governance Report.

¢ Risk assessment for the VIM
conclusion.

o Local VFM work necessary to support
the conclusion.

¢ The Audit Committee will receive the
Annual audit letter on 30 November
2011.

Expected
completion

February 2011

April 2011

September 2011

September meeting
February 2011

September 2011

November meeting





Recent Audit Commission
Publications and Events

Against the odds - Re-engaging young people in education, employment
or training, 3 November 2010

4 Since 1990, a yearly government survey has indicated that between 9 and

training and how to work more

http://www.audit-
commission.gov.uk/nationalstudie

X

¢ What lessons can local authorities learn from the NHS experience?

e What issues do local authorities need to consider?

7 We hope that this briefing paper will help local authorities and their finance
teams to undertake preparatory work for the transition to IFRS, including work
on the restatement of prior year accounts and skeleton accounts for 2010/11.

http://www.audit-
commission.gov.uk/localgov/audit/auditmethodology/financialmanagement/ifrs
[Pages/IFRSoperatingsegments.aspx




http://www.audit-commission.gov.uk/nationalstudies/localgov/againsttheodds/Pages/default.aspx

http://www.audit-commission.gov.uk/nationalstudies/localgov/againsttheodds/Pages/default.aspx

http://www.audit-commission.gov.uk/nationalstudies/localgov/againsttheodds/Pages/default.aspx

http://www.audit-commission.gov.uk/localgov/audit/auditmethodology/financialmanagement/ifrs/Pages/IFRSoperatingsegments.aspx

http://www.audit-commission.gov.uk/localgov/audit/auditmethodology/financialmanagement/ifrs/Pages/IFRSoperatingsegments.aspx

http://www.audit-commission.gov.uk/localgov/audit/auditmethodology/financialmanagement/ifrs/Pages/IFRSoperatingsegments.aspx
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TORRIDGE DISTRICT COUNCIL

AUDIT & GOVERNANCE COMMITTEE MEETING

Committee Room, Riverbank House, Bideford

30 November 2010

PRESENT: Councillor G E Lee (Chair)

Councillors: P J Pester, P Pennington and D M Lausen

Non Elected Member: Mr A Ashworth

ALSO PRESENT: W Rickard — District Auditor - Audit Commission

32.

33.

34.

35.

S Johnson — Audit Manager — Audit Commission

G Booth (Head of Finance & Performance)
Jane Quick (Audit Manager)

APOLOGIES

Apologies were received from Councillors C Church and A Saywell.

MINUTES

The minutes of the meeting held on the 28 September 2010 were signed as a
correct record.

FORWARD PLAN

The Internal Audit Manager advised that an additional meeting would be required
to discuss the update of Financial Procedure Rules and Contract Procedure
Rules. It was agreed that a meeting be held on 25" January 2011 at 2 pm for
this purpose. It was also agreed that the Audit Commission’s Audit Opinion Plan
for 2011/12 be brought forward for discussion at the January meeting.

AGREEMENT OF PART | AND PART Il OF THE AGENDA

It was proposed by Councillor P Pester and seconded by Councillor P Pennington
that the agenda as circulated be agreed.

(Vote: For —unanimous)





36.

37.

38.

30/2

URGENT MATTERS BROUGHT FORWARD BY THE PERMISSION OF THE
CHAIRMAN

There were no urgent matters.

COMPLIANCE WITH THE CIPFA CODE OF PRACTICE FOR INTERNAL AUDIT

The Internal Audit Manager presented her report and explained its purpose was to
provide an update on the performance of the Internal Audit team against the
CIPFA Code of Practice checklist.

She advised that the CIPFA code of practice comprises of a list of 194
requirements and that Torridge District Council had an overall compliance of
97.4%. This evidenced steady progress over the last three years.

The checklist identified 5 items of partial compliance, but it was not considered
cost effective or practical to fully implement these 5 items due to the size of the
audit team. The position with regard to potential future working arrangements
with Devon Audit Partnership and the bid for North Devon Council’s internal audit
contract was discussed.

The annual review had been undertaken by the Audit Manager and this was then
independently reviewed through sample testing by the Strategic Director
(Resources). The Independent Member, Mr Ashworth, expressed concern with
regard to the sample testing being undertaken by the Strategic Director
(Resources) as a conflict of interest could be perceived due to also being the line
manager for the Internal Audit Manager. The District Auditor, Mr W Rickard,
stated there is a yearly assessment carried out by an external auditor and if any
concerns are raised then an independent review is undertaken. He confirmed
there are no concerns with the Torridge compliance review and Mrs Wallace,
being the Council’s Section 151 Officer was qualified in this respect.

It was proposed, seconded and :

Resolved:

That the results of the independently reviewed assessment of compliance with the
CIPFA Code of Practice for Internal Audit and the additional actions that will
enhance compliance be noted.

(Vote: For - unanimous)

ANNUAL AUDIT LETTER AND UPDATE REPORT

Mr Rickard, presented the Audit Commission’s Annual Audit Letter and Update





39.

30/3

Report for 2009/10. He explained that this document represented a high level
summary of the Audit Commission’s key messages to the Council and the public.

The audit report comprised of two elements, namely, audit of the Council’s
financial arrangements, and an assessment of the Council’s arrangements to
achieve value for money in the use of resources.

The report confirmed that an unqualified opinion had been given on the Council’s
financial statements and on the Council’s arrangements to secure value for
money. The report also evidenced that the Council has made proper
arrangements for securing economy, efficiency and effectiveness in the use of its
resources.

Mr Rickard also confirmed that that Council had met the requirements of the nine
Value for Money criteria set out for district councils in the year to 31 March 2010.

He added that the report gave a positive picture of the Council’s 2009/2010
financial performance, it evidenced good governance arrangements and put the
Council in good stead to face the challenges of the immediate future.

A brief period of questions and answers followed and the Head of Finance &
Performance provided a detailed explanation of the reporting changes required as
a result of the introduction of new International Financial Reporting Standards
(IFRS) which take effect from 1 April 2010. ClIr Pennington questioned whether
there was sufficient transparency within the Council’s Final Accounts to enable
the public to understand them. The Head of Finance & Performance assured
Members that although the accounts were made overly complicated by having to
comply with codes of practice and government legislation, they were clear and
accurately presented and there is a much more user friendly version in the Annual
Report as well as the Performance Management reports.

It was proposed, seconded and —
RESOLVED:

1) That the recommendation contained in the Annual Audit Letter be accepted
and,

2) That the result of the Audit Commission’s Annual Audit Letter be publicised.
Vote: (unanimous)

EXTERNAL AUDIT PROGRESS REPORT AND BRIEFING

Reference was then made to the External Audit Progress Report and Briefing
Paper. The purpose of which was to provide the Audit & Governance Committee
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with a report on the Audit Commission’s progress in delivering their
responsibilities as the Council’s external auditors.

Mr S Johnson, Audit Manager, referred to the 2010/2011 audit plan and
highlighted the key developments for 2010/11 which included changes to
International Standards on Auditing (ISAs)

It was proposed, seconded and —

RESOLVED:

That the External Audit Progress Report and Briefing be noted.

Vote: (For Unanimous)

NON-COMPLIANCE WITH FINANCIAL AND CONTRACT PROCEDURE RULES

The Audit Manager presented this item, the purpose of which was to report on
any non-compliance with the Council’s Contract and Financial Procedure Rules
and any matters where the Strategic Director (Resources) had authorised
exceptional matters.

She advised that this report listed the matters approved, together with any non-
compliance matters since the last report in September 2009.

The Audit Manager outlined individually and in detail the matters listed and the

reasons why they were approved. One of the items approved was assessment of
private water supplies.

Councillor P Pennington declared a personal interest as he has a private water
supply.

Mr Ashworth asked for an explanation of the Council’s procurement function and
questioned whether there was a sufficient division of duties. The Head of Finance
& Performance provided an explanation and added that dependent upon the size
of the contract, at least two officers are involved.

It was proposed, seconded and

Resolved:

That Members acknowledge the exceptions approved by the Strategic Director
(Resources) and the matters of non-compliance.

(Vote: For - unanimous)
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INTERNAL AUDIT QUARTER TWO PERFORMANCE REPORT

The Audit Manager presented her report which detailed the performance of the
audit team during the second quarter of 2010/2011. She advised Members that
specialist contract auditors had been engaged to carry out audit inspections of the
Local Strategic Partnership (LSP), the North Devon+ Partnership and the
Council’s Grounds Maintenance Contract.

The Audit Manager also highlighted the changing risks due to the current
economic climate which could increase the threat of fraud, and the actions
internal audit take to ensure controls are in place and operate effectively.

Specific detail contained in the Quarter Two Performance Report was then
discussed with particular emphasis on the audit of the Payroll system. The Audit
Manager’'s recommendations were noted and Members requested that, if feasible,
the new controls should be finalised early in the New Year.

Mr Ashworth expressed concern at the apparent incompatibility of the HR and
Payroll systems. The Audit Manager provided an explanation and added that
whilst having two separate systems was not a perfect situation, each service
required differing information and both were satisfied with the results and the
control environment was adequately maintained.

The Chairman added that he was very impressed with the Council’s audit and
accounting systems.

It was proposed, seconded and -
RESOLVED:
1) That the Quarter Two Performance Report be noted, and
2) That a report dealing with the review of the controls in relation to members
allowances be drawn up and if feasible brought to the January 2011

meeting of this Committee.

Vote: (For — Unanimous)

The meeting commenced at 2pm and finished at 3.50 pm

Signed: Date:






