
AUDIT COMMITTEE
Minutes of a meeting of the Audit Committee held on Tuesday, 22nd March 2011 at 6.00 pm in the Scrutiny Meeting Room, Civic Offices, Telford
PRESENT:
D.Wright (Chairman), D.R.Chaplin (Vice-Chairman), D.G.Allen, R.K.Austin, J.A.Dixon and L.Lomax.
OTHER MEMBERS PRESENT: Councillor A.G.P.Williams, G.Ashcroft and V.C.Tonks.
Officers: J.Eatough (Head of Governance), D.Sidaway (Head of Property & ICT), J.Marriott (Audit & Assurance Service Delivery Manager), A.Fox (Estates & Investment Manager) and A.Roberts (Democratic Services Officer).
Also Present: A.Cardoza – KPMG External Auditors.  
AUC-55
MINUTES
RESOLVED – that the minutes of the meeting of the Audit Committee held on 1st February 2011 be confirmed and signed by the Chairman. 
AUC-56
APOLOGIES FOR ABSENCE

None 
AUC-57
DECLARATIONS OF INTEREST

None.  
AUC-58
KPMG REPORT ON DAWLEY TOWN HALL LEASE AGREEMENTS
The Committee received the joint report of KPMG and the Head of Governance in connection with the external auditors report on the Dawley Town Hall lease agreements, following the receipt of a request from a local resident. The report also sought to advise Members of the costs of the work associated with the external investigation and report on the Dawley Town Hall lease agreements.
The Committee was reminded of the Internal Audit report that had been submitted to the Audit Committee at it’s meeting that was held on 21st September 2010, in that during the completion of the Internal Audit investigations into a request from a member of the public for information in respect to the Dawley Town Hall lease agreements a member of the public had referred the matter to KPMG, the Council’s External Auditors for independent review. Following this referral another member of the public had also asked a question of the External Auditors and this further question had also been included in the external review. The KPMG review had now concluded and had been reported to the local electors and copied to the Council. 
Members were reminded that the findings of the Internal Audit investigation had been presented to the Audit Committee as outlined in the September 2010 committee report. Members were further informed that as a result of the investigation that had been undertaken KPMG had made additional charges to the Council for work done to answer these elector questions and the report also provided information to Members of the Committee on these additional costs.

The Committee was referred to the concluded details of KPMG, following their review as detailed within Appendix A of the report, it was brought to the attention of the Committee that the personal details of the elector had been redacted from the papers that had been submitted to the Members.
It was also confirmed that the total costs that had been paid by the Council to KPMG for their work on Dawley Town Hall lease agreements following the external investigation of these two elector questions was £13,720 plus VAT. It was further noted that Internal Audit had spent over 20 days on their initial review, together with a considerable amount of senior officer time that had been spent on this particular matter.
After presentation of the report the Chairman advised the Committee that as there were Members of the Public and other Elected Members present he would allow them to raise questions in relation to the KPMG report. 

Councillor Lomax enquired as to whether Dawley Town Hall was unoccupied at this time. Councillor Allen stated that as the Hall was unfit for occupation it was unoccupied as a result. The Head of Governance confirmed that it could be taken that Dawley Town Hall was unoccupied at present.
Councillor Allen questioned the actual independence of the KPMG report on the basis of the contractual arrangement that existed between the Council and KPMG. He stated that because of this the external review could not be regarded as independent and that a conflict of interest existed. Andrew Cardoza (KPMG) confirmed that there was no conflict at all. He further confirmed that KPMG had been appointed by the Audit Commission to undertake the Council External Audit on behalf of the Audit Commission, for which the fees of this external audit were paid by the Council. This question was repeated by Mr Barnett (local elector) with the answer being repeated by Andrew Cardoza.

Mr Barnett enquired as to why the external report had been published in the public domain as the report had been submitted to him in the form of a personal letter. It was confirmed by the Chairman that a redacted copy of the letter had been submitted to the Members of the Audit Committee in advance of the meeting.
Councillor Ashcroft requested clarification on the significance of the “sticky note” and for KPMG to elaborate further on what the legal implication of this note was in the investigation. The meeting was referred to the details contained within the elector’s letter which confirmed their view that the existence of the note had provided doubt as to the existence of the debt and therefore the actual recoverability of the debt. This view had been reinforced to KPMG with the advice that had been given by the Head of Governance.

Councillor Tonks enquired on what grounds KPMG had assumed that Dawley Town Hall was unoccupied. Andrew Cardoza confirmed that this had been established as the position as a result of discussions that had taken place between KPMG and Council officers. Mr J Evans commented that the building had been used for a rally in 2002 which he had attended and that the building was at this time in pristine condition.

Councillor Dixon commented that the KPMG report was independent and that there was no evidence to substantiate the assertion that the report could be questioned. He further stated that the continued repeat of these unsupported claims was not in his view progressing the matter forward.
Councillor Allen stated that he had received independent legal advice that contradicted the advice that had been provided by the Head of Governance and requested that he should be allowed to read this advice out. The meeting was advised that this advice discounted the legal advice that had been provided and proved that the Monitoring Officer was incorrect. The Chairman of the Committee ruled the request out of order.
Councillor Williams commented that he could not believe the KPMG report and further enquired as to whether KPMG had questioned the Monitoring Officer over the advice that he had given. In response Andrew Cardoza from KPMG confirmed that advice had been sought within KPMG as well as the advice that had been provided by the Monitoring Officer. Councillor Williams commented that KPMG could not have acted in a fully independent way and that the whole situation had been a cover up from the start. Again the meeting was reminded that KPMG had been externally appointed by the Audit Commission.
Mr Barnett commented that that it was his view that KPMG had not read the lease documentation correctly particularly as they had misquoted the rental that had been due and also that a number of breaches of covenant had not been raised. He enquired as to whether KPMG had visited the premises, however by way of response the meeting was advised that there had been no such visit and even if such a visit had been undertaken it would not have added anything further to their investigation. 

Councillor Williams enquired as to how the attachment of the “sticky note” on the lease memorandum could legally override the lease agreement. Andrew Cardoza commented that the advice received confirmed that its existence did raise a question as to the recoverability of any subsequent rent collection. He further stated the view had been taken that if any legal action was taken to collect the rent that the likely costs that would arise would exceed the rent that was sought.
The Chairman of the Committee noted the comments that had been made and again emphasised that it would be difficult to reclaim the rent at this stage in view of the advice that had been provided to the Council. Councillor Allen sought confirmation as to what he could do in taking this matter further. The Monitoring Officer advised that he would need to take independent legal advice and that his only other recourse would be a referral to the Ombudsman.

Councillor Lomax enquired as to whether the Committee would receive sufficient assurance that all similar community buildings within Telford & Wrekin were being checked so as to avoid a similar situation arising in the future. The Committee was advised that a full investigation was currently been undertaken by Internal Audit and that a report would be submitted to a future meeting.  
RESOLVED – that the contents of the KPMG report as attached at Appendix A to the report and the costs associated with the investigation and reporting in relation to the Dawley Town Hall lease agreements as set out in the report be noted.
AUC-59
KPMG FINANCIAL STATEMENTS AUDIT PLAN 2010/11
Andrew Cardoza, Senior Manager KPMG LLP (UK) presented the Financial Statements Audit Plan for 2010/11. The plan described how KPMG would deliver its financial statements audit work for the Council which supplemented the Audit Fee Letter which had been presented to the Council in April 2010. The Audit Commission’s code required KPMG to fulfil two objectives;

· To review and report on the Council’s Financial Statements (including the Annual Governance Statement) 

· To review and report on the Council’s Use of Resources

The Committee received further information on the risk based control approach of the audit together with details of the procedures and evaluations contained within the audit. Members also received further information on the areas that had been identified as key financial statement audit risks and how these would impact on the audit plan these were;

· Financial Standing

· IFRS Conversion

· Single Status

· Component Accounting

· Contracts and Leases

In closing, he drew Members’ attention to the key dates contained within the plan’s audit timeline. Members were also reminded of the independence of KPMG that was outlined within the independence confirmation as contained within the document. Members were also referred to the fee details and the basis on which the proposed audit fee had been assessed.
RESOLVED – that the contents of the KPMG Financial Statements Audit Plan 2010/11 be noted.
AUC-60
KPMG CERTIFICATION OF GRANTS AND RETURNS 2009/10 REPORT
The Committee received the report of KPMG – External Auditors in connection with the results of the work that they had undertaken on the certification of the Council’s 2009/10 grant claims and returns, and also seven claims for 2007/08 and 2008/09 which had been submitted since the previous report submitted in February 2010. Members were informed that the certification work centred on 13 claims and returns with a combined value of £151m. Members were referred to the summary of certification work outcomes – and that following this certification work seven were assessed as unqualified with no amendment, five were unqualified but required some amendment to the final figures and one required a qualification to the KPMG certificate.
The Committee was advised that the original estimate of the fees for certifying the 2009/10 grants and returns was £30,000 – however these fees had increased to £58,395 on the basis that KPMG had certified eight Single Programme grants which they were unaware of when the original estimate had been provided to the Council. A detailed breakdown of the fees were indicated for each element of the certification work within the report. In relation to the certification of claims and returns for 2010/11 the fee chargeable by KPMG had been originally estimated at £35,000. 
The Committee further noted that the total increased fee of £58,395 was offset by the underclaim that had been discovered in connection with Single Programme grant for Land Stabilisation Works within the Ironbridge World Heritage  which resulted in the sum of £59,513 being recovered.
RESOLVED – that the Certification of grants and returns for 2009/10 as undertaken and prepared by KPMG – External Auditors be noted.
AUC-61
INTERNAL AUDIT PLAN 2011/12 & STRATEGY 2011/12
The report of the Chief Financial Officer (CFO) was received which sought approval of the proposed Internal Audit Plan and Strategy for 2011/12. Members were reminded that the terms of reference of the Audit Committee included provision for the approval and monitoring of progress against the Internal Audit Strategy and Plan. It was also noted that the Chief Financial Officer had responsibilities under s 151 of the Local Government Act 1972 and the Accounts and Audit Regulations 2003 (as amended). 

Under the above regulations Internal Audit provided part of the assurance on the Council’s internal controls reported within the Annual Governance Statement. The CFO was therefore responsible for ensuring that the internal audit plans coverage was appropriate and sufficient to meet all these obligations. The Committee was further informed that the Internal Audit Strategy informed the Internal Audit Service Plan and outlined how the Internal Audit Service would be provided in order to meet legal requirements and the Council’s priorities. In order for the Internal Audit Service to provide a quality and up to date service it followed the CIPFA Code of Practice on Internal Audit in Local Government (2006).
Members were reminded that Internal Audit, in addition to obtaining assurance on controls for the Council, also aimed to challenge where controls were not required or make suggestions for adjustments to existing controls to make processes more efficient so that managers and their teams could achieve their objectives and contribute to the achievement of the Council’s priorities. This was recognised as part of the Council’s corporate governance framework and the effective management of risks.

As Internal Audit resources were limited and to assist Internal Audit in providing reasonable assurance to managers, Members and the Council as a whole on the internal control arrangements, an annual programme of work contained within the annual Audit Plan was developed. The Committee were informed that in accordance with good practice, Internal Audit planning should be directly linked to the Council’s risk management processes. Internal Audit used the strategic risk register as the starting point for the audit planning process and to identify the key areas for audit attention. 
The draft plan was attached at Appendix A to the report which had been based on the internal audit resources available for 2011/12, the factors outlined within the report and detailed discussions with the CFO and had been subjected to rigorous review of the risks and areas being covered by the CFO.
The planned resources for 2010/11 were 1379 days plus 70 days external specialist ICT audit work. The restructure of the Internal Audit, Risk and Information Governance parts of Governance to form Audit & Assurance produced a staff saving of 23.3%. This had resulted in planned resources for 2011/12 being 1129 days plus 64 days external specialist ICT audit work. Overall this was just under an 18% reduction in resources from 2010/11 due to some internal resource switching to the Internal Plan.   

Due to the nature of the plan and its link to risks, during delivery there would be regular dialogue with the CFO, SMT and managers to ensure that the appropriate risks and controls were being reviewed, maximising the use of resources.

Members were also requested to note that specialist ICT audit work at the Council was provided by an external contractor. The Council had retendered this service in November 2009 and Deloitte & Touche Public Sector Internal Audit Limited commenced work on 1st April 2010 for 3 years.  

The Committee were advised that previous strategies had been developed for 2-3 year periods and it was the intention to update the current strategy and to look forward to 2013/14. However, due to the current external changes to local government finance, potential changes to the external audit regime and internal reorganisations it had been updated to reflect the current position and outlook for 2011/12 only. The changes however were minimal and the updated 2011/12 strategy was attached at Appendix B of the report.

RESOLVED – that the Internal Audit Plan for 2011/12 attached at Appendix A of the report and the proposed Strategy for 2011/12 as attached at Appendix B of the report be approved.
AUC-62
UPDATE OF THE CORPORATE ANTI-FRAUD & CORRUPTION POLICY

The Committee considered the report of Head of Governance which confirmed that the Council was committed to high standards of Corporate Governance and had a set of procedures in place which were regularly updated and reviewed by the External Auditor. These procedures included the Corporate Anti-Fraud & Corruption Policy. 
Members were reminded that the existing Anti-Fraud and Corruption Policy was last updated in 2008 and needed to be kept under review in order to meet legal requirements and maintain the Council’s high standards of governance. 
The Anti-Fraud and Corruption Policy supported one of the key dimensions of good Corporate Governance – Standards of Conduct. The Council aimed to ensure that all those associated with it should maintain high standards of ethics and conduct in public life contributing to good corporate governance.  
The Committee were informed that the key changes to the policy were due to the requirements of the Bribery Act 2010. The implementation of the Bribery Act 2010 had been delayed several times due to a long consultation period on the guidance that supported the Act. However officers had been told that the guidance was now imminent and the provisions in the Act would then be effective 3 months from the guidance issue date. The estimated guidance issue date had been assumed to be in late March 2011 and that the Act would become effective from late June 2011. 

Members were advised that the Bribery Act 2010 repealed the Public Bodies Corrupt Practices Act 1889, the Prevention of Corruption Act 1916 and sub sections 68 and 69 of the Criminal Justice (Scotland) Act 2003. However, the definitions within the Bribery Act 2010 were very similar to those for corruption so the objectives and aims of the Corporate Anti-Fraud and Corruption policy were not fundamentally affected. 
The main changes to the policy were that it had been amended to refer to and define bribery. Members were informed that once the guidance had been received delegated authority was requested for the Head of Governance, following consultation with the Chairman of the Audit Committee to make any minor consequential amendments to the Policy and develop/update appropriate procedures to meet these requirements and provide the appropriate awareness to members, staff and external stakeholders.                                                                                                                                                                                                                              
RESOLVED – that
(a) the updated Corporate Anti-Fraud and Corruption Policy as attached at Appendix A of the report be approved and that it is RECOMMENDED that the approved Policy should be formally adopted by Full Council; and,

(b) that delegated authority should be granted to the Head of Governance, following consultation with the Chairman of the Audit Committee to make minor changes to the Policy that may be required as a result of the guidance on the Bribery Act 2010, when published.  

AUC-63
VERBAL UPDATE ON THE COUNCIL’S SPEAK UP POLICY ACTIVITY 2010

The Audit & Assurance Manager provided a verbal update in connection with the Council’s Speak Up Policy Activity for 2010. Members were informed that the current improvement and change agenda had highlighted issues throughout the year but non had been specifically raised under this policy. The Committee was further assured that there was confidence within the Council that issues could be raised as a result of how the policy was structured and the confidentiality provisions.
Members noted that recent external confirmation that the policy reflects best practice was received at a whistle blowing update session. The existence of the policy was included as part of employee and member induction and that it would be further included as part of the governance training programme to be developed and delivered during 2011/12 to support the new Council following the forthcoming Borough Council elections.

RESOLVED – that the verbal update on the Council’s Speak Up Policy Activity for 2010 be noted.

AUC-64
IMPLICATIONS FOR THE AUDIT COMMITTEE IN RESPECT TO THE CHANGES TO THE ACCOUNTS AND AUDIT REGULATIONS
The Committee received the verbal report of the Audit & Assurance Manager which sought to provide details on the implications to the Council that had arisen from recent changes to the Consolidated Accounts and Audit Regulation 2011 that had been published on 22nd March 2011.
Members were advised that the new regulations would apply to the 2010/11 accounts onwards. One of the main aspects of the Regulations was to decriminalise the failure to produce signed accounts by the 30th September in each year but that the requirement to produce the signed accounts by this particular date remained.
The Committee was further informed that that the Council’s Chief Financial Officer was obliged to sign the draft accounts by the 30th June but that there was no requirement for this to be formally reported to the Committee. However the outturn figures would be reported to Cabinet and would be available for public inspection. The Audit Committee would continue to approve the audited accounts with the external auditors report by the 30th September. 

Other changes included a revision to read that the Council should undertake an adequate and effective Internal Audit rather than maintain; access to documents and records necessary for the purposes of the Audit rather than accounting and other records and a review of internal audit rather than the system of internal audit.

It was also pointed out that the Annual Governance Statement would now be referred to in the Regulations rather than the Statement of Internal Control and it was required that the Annual Governance Statement should accompany the accounts rather than be part of them as previously required.

 RESOLVED – that the verbal update on the Implications for the Audit Committee in respect to the changes to the Consolidated Accounts and Audit Regulations 2011 be noted.

The meeting ended at 7.20 p.m.
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Date:

