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1.
Introduction and Scope
1.1
Following the presentation of the Dawley Town Hall audit report at the September 2010 Audit Committee, it had already been agreed with management that a further audit would be undertaken into leasing arrangements for other community centres owned by the Council, see below for details of the sample taken;

	Community Centre
	Lease Duration

	
	

	Shawbirch
	Started 1/7/04 for 25 years

	Ketley Parish
	Started 24/7/06 for 25 years

	Ketley Bank
	Started 25/5/02 (now on 1 year rolling licence) 

	Lawley
	Started 26/8/09 for 3 years

	Priorslee
	Started 1/4/02 – ended 31/5/10

	
	


Shawbirch and Priorslee were chosen as these centres contained rent waiver clauses similar to those found in the Dawley Town Hall lease agreement in respect to community use. No other community centres were found to contain the community use rent waiver clause. Lawley was chosen as the lease renewal for this centre was post April 2009 when Property & ICT took on management of the property. All agreements reviewed were historic or existing leases.
1.2
The scope of the audit was discussed with and agreed by Estates and Investments Service Delivery Manager and the Estates and Investment Team Leader.
1.3 
We would like to thank the following officers for their help during the audit : 
· Estates and Investments Service Delivery Manager, Property & ICT
· Estates and Investment Team Leader, Property & ICT
· Commercial Revenues Officer, R&B
· Principal Conveyancer, Legal Services
1.4
The initial draft findings of this audit were reported to the relevant Service Delivery Manager and Heads of Service in December 2010 who then requested that Audit undertake further work to clarify some of the findings in the report. Following completion of this further work an updated draft report was produced and reported to the relevant Service Delivery Manager and Heads of Service in March 2011.
2.
Good Practice Areas

2.1
During the audit a number of good practice areas within the process for arranging and managing the leasing of community centres were identified. These included:

· Following the Dawley Town Hall Lease Agreements audit report it was agreed by Property & ICT that rent waiver clauses in respect to leaseholders providing evidence of community use will not be used in any future lease agreements.

· Testing demonstrates that community centre lease agreements that have been renewed or created since April 2009 have been arranged in accordance with expected procedures. Notably improvements were found with the communication between Property & ICT (P&ICT) and Legal to initiate the creation of an agreement.  Furthermore, the financial details of the lease agreements have been accurately and promptly forwarded to Revenues in order to create an OLAS account and to raise bills. 
· The recommendation made, as part of the Dawley Town Hall review, for Revenues to provide confirmation of billing set up in respect to lease rental has been implemented. 
· Responsibility for the management of the lease agreements was handed over from Community Services to P&ICT as from April 2009 with a regularised approach to managing properties expected in the following financial year or in line with rent renewal etc. This transfer has resulted in an increase in the monitoring activities for Shawbirch Community Centre.    
3.
Management Summary and Overall Opinion
3.1
The review recognises that council policy in 2002 was to encourage community use of its assets, including community centres, on the basis that it would benefit both the residents of Telford & Wrekin and the community groups that may have found it difficult to locate their services elsewhere. However Property & ICT have subsequently recognised that the mechanisms put in place to facilitate this community use (i.e. inclusion of rent waivers in lease agreements dependent on the evidencing of community use) were unworkable in practice.    


3.2
As a result of the Dawley Town Hall investigation (reported at the September 2010 Audit Committee) Property & ICT Management took the positive decision to revoke the use of similar rent waiver clauses for any future lease agreements. This action was fully supported by Audit & Assurance and Legal.
3.3 On the basis of the work carried out it is our opinion that the level of assurance provided by controls for this audit area is Reasonable (all recommended actions had been implemented following the Dawley Town Hall review or were implemented during the completion of this review), see Appendix 2 for options on levels of assurance.
3.4
Out of the 85 controls reviewed during this audit, 53 (62%) were found to be satisfactory. Recommendations were made to improve the controls found to be unsatisfactory and these are categorised as shown below.

	Recommendation Category & timescale
	Number
	Percentage
	Recommendations implemented as at 25/3/11*

	Legal Requirement – immediate implementation
	0
	0%
	0

	Financial Regulation – immediate 

Implementation
	1
	20%
	1

	Policy/Procedure – implementation within a month of agreement to the report.
	4
	80%
	4

	Best Practice – implementation at a mutually agreed date
	0
	0%
	0

	Total
	5
	100%
	5


*Some actions relating to the documenting of revised procedures are due for future implementation however the changes to processes have already been implemented. 

3.5
Thematic recommendations that are common across all the community centres reviewed are analysed in table 3.4 above and are detailed in section 4 of this report. Recommendations that are unique to each named community centre have also been made and agreed with service areas. These recommendations have been implemented in full and have not been included in this report.
3.6
It was found that 2 of the 5 community centres investigated, Shawbirch and Priorslee,
 had rent waiver clauses in their lease agreements (put in place pre-April 2009) similar to those found in the Dawley Town Hall lease agreement dated 30/8/05. 
· The tenants of Shawbirch Community Centre had been making the centre available for community use during the period of the lease and had maintained evidence of this. However improvements to the monitoring of this use were identified and have now been instigated by the Estates & Investment Service Delivery Manager.  
· The tenant agreement for Priorslee Community Centre commenced on 1 August 2005 and was terminated on 31/5/10. The review found that the Priorslee Community Centre licence agreement mirrored that of the Dawley Town Hall lease agreement due to it being set up at a similar time. See comments in paragraph 3.1. It was also noted that soon after taking over management of community assets including Priorslee Community Centre (post April 2009), Property & ICT instigated actions to regularise the tenants occupation at Priorslee. Part of this regularisation proposal was to charge the tenant an annual rent of £4,500 with no waiver clause for community use.
3.7
The arrangements for the lease renewal of Lawley Community Centre which took place in June 2009 were much improved. The lease renewal was managed by Property & ICT as they took over the management of all council properties post April 2009.
4.
Thematic Findings and Recommendations.
These findings relate to all the community centres lease agreements reviewed as part of this audit unless specific centres only are highlighted in the findings.
	Rec Ref


	Expected Control
	Audit Findings
	Recommendation and Category
	Benefits Of Implementation
	Agreed Action and Date to be Implemented

	1
	Service areas within the Council contact Property & ICT (P&ICT) to request their assistance in compiling lease agreements. 
These requests refer to any special terms and conditions pertaining to the agreement.  
	Discussions with the Estates and Investments Team Leader have outlined that P&ICT act as an intermediary between the service areas, requesting a contractual agreement and the prospective tenant.  They are also responsible for engaging Legal Services in order to draft the lease agreement.
Review and testing of the P&ICT files for each of the 5 community centres identified that there is limited information available on file to evidence the discussions held between service areas and P&ICT on the requirements of the lease.
Furthermore, special terms and conditions appear to be instigated by P&ICT rather than at the request of the service area. 
	P&ICT should ensure that requests from service areas, to instigate the creation of a lease agreement for a property (including community centres), are in writing, retained and filed.

Additionally, all communications involving key decisions to be made should be submitted in writing (email is acceptable).These communications should also be retained and filed in the property record file.  
Category: Policy & Procedure
	A complete audit trail will be available, clearly stating the origins of a lease request.  In the absence of appropriate supporting documentation the management of a given lease may be adversely effected due to a lack of ownership.
	Action: 
The recommendation was implemented In December 2010 (during the review) and will be incorporated within the service area’s Quality Procedures Manual update.
Date: Process implemented .


	2
	P&ICT undertake an evaluation of the property to enable the lease to be set up.  

The results of the evaluation support the calculations for the rental charges which are in turn agreed by the tenant and the instigating service area.  
	Property evaluations are evidenced by retaining photographs of the community centre on the relevant P&ICT file. These photographs record the state of repair of the centre and should underpin the rental calculation.

Whilst photographs were held on file, there was limited evidence of their use as part of the calculation of the rental charge. 

Furthermore, it was also noted that tenants had been informed of the rental charge before the agreements had been drafted and there was no evidence to support that the originating service areas had approved these rates (this mainly refers to Shawbirch).  
	A clear audit trail should be maintained showing the means by which the photographs taken during the property evaluation have informed the rental calculations.
Ultimately, these rental charges should be approved by the instigating service area prior to the lease agreement being drafted. Evidence of this should be retained on file.
Category: Policy & Procedure
	Linking the evaluation to the rental calculation by P&ICT would be ensure that a robust audit trail is in place.   
	Action: 
The recommendation was implemented In December 2010 (during the review) and will be incorporated within the service area’s Quality Procedures Manual, and any reduced rental will be subject to the client’s instruction and approval.
Date: 
Process implemented.


	3
	The agreement is signed by relevant parties (Tenant and Council) held on the Legal file and a copy forwarded on to P&ICT for filing (and operational use). 
	Testing of a sample of 5 leases identified that:
· in all cases only the tenant or licensee had signed the agreement; and 

· in 2 cases the lease (or licence) agreements were not on the P&ICT file.
	Contracts should be signed by all relevant parties and copies of the signed agreements should be retained on file. 
Category: Policy and Procedure
	The agreements will be signed by all relevant parties and therefore offer appropriate legal standing.  
Users of the agreement (those managing special terms and conditions) can be confident that the appropriate agreement is being followed.  
	Action: 
Copies of completed and appropriately signed leases and licences are forwarded by Legal Services to the instructing Surveyor within Estates & Investments.

Date: 
Implemented


	4
	Legal submit a ‘Completion of Lease / Licence / Tenancy Memorandum’ to Business Revenues stating the financial arrangements for a given lease.  This results, where relevant, in the creation of an OLAS debtor account.
	Testing confirmed that a standard memorandum is in place which is populated by Legal with details of any given lease. Testing also identified  instances where the memorandum had not been completed clearly, in particular;

· The rental charge had been crossed out and not replaced by another figure making it difficult to ascertain if a rent was applicable;
· References were made to other section of the memo; however these sections had not been completed; 

· The memos had been completed but there was no evidence that they had been submitted to  Revenues; and
· There was limited detail to describe mechanisms of the ‘waiver clause
’.

These weaknesses contributed to the failure to create a debtor account therefore invoices were not sent for charges due.  

	Care should be taken to ensure that the memorandum, submitted to Revenues, is completed clearly and accurately by Legal.  
Checks should be made by P&ICT to confirm that the OLAS account has been created to mirror the requirements of the lease agreement. 

Category: Financial Regulation
	Revenues will be adequately informed of the requirement to create a community centre debtor account on OLAS. Invoices will be raised for the required amount on a timely basis.  
In addition, Revenues will be aware of any ‘waiver clauses’ which may result in a credit note being raised against a rental invoice.  
	Action: 
Legal Services will undertake a review of the memorandum to ensure that it is clear and succinct. 

Revenues will send a billing confirmation to Legal. 
Date: 
Review of memorandum Complete.
Revenues implemented the action immediately in respect to sending billing set up confirmation when the  Dawley Town Hall report was issued in September 2010.




	5
	Credit notes are raised for relevant rental charges following the submission, review and approval of evidence of ‘public use’ of the community centre.
	Both Shawbirch and Priorslee Community Centre lease agreements incorporate the rent ‘waiver clause’.
This clause clearly states the requirement for tenants to submit, on a quarterly basis, evidence that the community centre has been made available for public use.

Limited evidence was on file to show that such documentation had been submitted by Shawbirch only.  

There was no evidence to demonstrate that a mechanism was in place to request; review; or approve submitted evidence of community use. 

During the audit a mechanism was put in place to ensure community use of Shawbirch was monitored by T&WC.

It was also noted that even though T&WC had previously not been checking community use, the tenant at Shawbirch had been keeping booking information which when viewed demonstrated community use. Therefore billing arrangements would not have been required as no charge would have been required.
	The rent ‘waiver clause’ should not be used in any future lease agreements.

Category: Policy & Procedure
	A robust mechanism will be in place to ensure that the terms and conditions of the lease are implemented.  
The Council will raise invoices where there is insufficient evidence to show the community centre has been made available for public use. 


	Action: 
The only Community Centre where this arrangement now exists is Shawbirch, and evidence of community use is monitored by the Early Years service area
The waiver clause will not be used in any future lease agreements.

Date:
 Implemented


Appendix 1
Options for Levels of Assurance

	Level of Assurance
	Definition
	Report Grading

	Good
	There is a sound system of control designed to address relevant risks with controls being consistently applied
There are only a few minor best practice recommendations

	Green



	Reasonable
	There is a sound system of control but there is evidence of non compliance with some of the controls

There are Policy/Procedure recommendations and many best practice recommendations that Audit Services are confident that management will implement


	Yellow



	Limited
	Whilst there is basically a sound system of control, there are weaknesses in the system that leaves some risks not addressed and there is evidence of non-compliance with some key controls

There are a number of legal and/or financial regulation recommendations or recommendations concerning areas of high priority to the Council. 


	Amber



	Poor
	The system of control is weak and there is evidence of non compliance with the controls that do exist
There is concern over audit findings and severity of recommendations

	Red
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� The waiver clause refers to the term in the contract which requires a credit note to be raised against a quarterly rental charge where evidence of ‘public use’ of the community centre is submitted.
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