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ITEM NO.9


REPORT OF THE STRATEGIC DIRECTOR OF 

CUSTOMER & SUPPORT SERVICES



TO THE: BUDGET & AUDIT SCRUTINY - AUDIT SUB COMMITTEE

ON Monday, 12th September, 2005


TITLE: STATEMENT ON INTERNAL CONTROL 2004/2005


EXECUTIVE SUMMARY:

The purpose of this report is to provide members with an overview of the guidance and procedures employed by Internal Audit in the production of the Statement on Internal Control for 2004/2005.


BACKGROUND DOCUMENTS:

(Available for public inspection)

CIPFA Finance Advisory Network guidance; SIC database; supporting evidence.


ASSESSMENT OF RISK:

Compliance with the Accounts and Audit Regulations 2003.

SOURCE OF FUNDING:

Internal Audit Plan 2005/2006.

COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative):

1. LEGAL IMPLICATIONS



Provided by: Deputy Director of Customer & Support Services and City Solicitor

2. FINANCIAL IMPLICATIONS


Provided by: Head of Finance

PROPERTY (if applicable): N/A

HUMAN RESOURCES (if applicable): N/A


CONTACT OFFICER:

Andrew Waine Audit Manager  

Tel: 0161 793 3357 

Email: andrew.waine@salford.gov.uk


WARD(S) TO WHICH REPORT RELATE(S): N/A


KEY COUNCIL POLICIES: N/A


DETAILS: See report attached.

Introduction
Regulation 4 of the Accounts and Audit Regulations (2003) requires audited bodies to conduct a review, at least once a year, of the effectiveness of its system of internal control and publish a Statement on Internal Control (SIC) each year with the authority’s financial statements.

The first year of the requirement to produce a SIC document related to the 2003/4 financial year, however, CIPFA’s proper practice guidance of April 2004 recognised the difficulty that many authorities would face in fully meeting the requirements of the Accounts and Audit Regulations and allowed for transitional arrangements in the financial year 2003/4.  A more comprehensive SIC document would be required from 2004/5.

Members will remember that the Authority has produced a Statement for the past three financial years prior to it becoming mandatory from 2004/2005.

Purpose of the SIC 

The purpose of producing a SIC, and the consequential information gathering process, establishes a continuous review of the effectiveness of an organisation’s internal control and risk management systems. This provides assurance on their effectiveness, and/or the requirement to produce a management action plan to address identified weaknesses in either process. At its most effective, the process of preparing the SIC will add value to the corporate governance and internal control framework of the City Council.

Corporate Ownership 

CIPFA’s proper practice requires the most senior officer, the Chief Executive, and the most senior member, the Leader of the Council, to sign the SIC. They must be satisfied that the document is supported by reliable evidence and accurately reflects the internal control environment. This emphasises that the document is about all corporate controls and is not confined to financial issues.

The main function of the SIC may be more of cataloguing how the City Council currently ensures its objectives and obligations are met.

A SIC is a corporate document, involving a variety of officers and members charged with delivering governance, such as:

· Directors and managers assigned with the ownership of risks and the delivery of services 

· The financial officer who is responsible for the accounting control systems and records, and the preparation of the statement of accounts 

· The Monitoring Officer in meeting his statutory responsibilities 

· Members (e.g. through an audit or scrutiny committee), and 

· Others responsible for providing assurance. 

Thus the SIC, as a corporate document, should be owned by all senior officers and members of the authority. The CIPFA proposed framework for involvement in the SIC is provided at Appendix A, and has been adopted by the City Council.

A shared approach should be taken to compiling the SIC, because any delegation to a single individual or section will dilute the Statement's significance and encourage other people to distance themselves from their proper responsibilities. It is because of this risk that Internal Audit have led the information gathering process for 2004/2005, but in future years, responsibility will cascade to officers in directorates to maintain their own records for Internal Audit to review and assist in the compilation of the SIC.

Review Process

The Statement, and in particular the ensuing Action Plan, needs to be continually reviewed throughout the year for compliance to agreed actions. The role of Internal Audit in this process is crucial to the City Council being able to demonstrate to the public and wider audience, that its governance arrangements are sound. This process will also be the subject of external review by the Audit Commission. 

Following the publication of the Guidance, a main recommendation was the formulation of a Management Group whose role would be to draft the SIC, evaluate the assurances obtained, and assess the quality of the supporting evidence. The Group should also ensure consistency with existing policies and the Council’s internal control framework, and review directorate plans that are put forward. The City Council has established such a Group consisting of the Monitoring Officer, the Head of Finance, and the Assistant Director Audit & Risk Management.

Risk management features strongly in the process of compiling the SIC. It supports the co-ordinating role of the Management Group by advising on Directorate risks to achieving corporate objectives and statutory requirements, which are set out in Directorate Risk Registers, and the process to ensure they are managed. 

The need for a review body in this process, such as an Audit Committee, cannot be over emphasised. They should be charged with critically reviewing the SIC and its supporting documentation. It is vital that this review body remains independent from the compilation of the SIC and is given real powers to make recommendations and ultimately changes to the process as it sees fit. 

Internal Audit Approach

In the requirement to meet the statutory deadline for the closure of the accounts, a timetable was established with key cut-off dates. The process of alerting Directorates to the need for them to gather data began in early January. One of the initial problems faced was the lack of awareness of this mandatory document and the view that it was a financial statement, as it features in the Statement of Accounts. It is the view that this obstacle has, in part, been overcome, and work during 2005/6 will raise the awareness further. Regular meetings took place between Internal Audit and the Management Group to ensure the timetable was being adhered to and problems were being resolved. It is pleasing to report that the final Statement was signed by the Chief Executive and Leader of the Council inside the deadline for the closure of the accounts. The SIC was approved at the Accounts Committee on the 14th July. 

The culmination of the information gathering process resulted in five areas identified as requiring improvement to the control environment. These five are supported by a separate Action Plan, which has twenty-five actions and nominated officers for their implementation.

Future Actions

The role of Internal Audit during 2005/6 is vital to the successful completion of a Statement for the current financial year. It is intended that:

· All of the data accumulated for 2004/5 will be the subject of Internal Audit testing for its compliance for 2005/6

· The Action Plan will be monitored for its implementation

· Liaison will take place between representatives in each Directorate and Internal Audit as to the evidence required for 2005/6 as a result of the realignment of Strategic Directorates

· The Management Group will meet regularly to monitor agreed actions for 2005/6

· A timetable will be established to ensure compliance with the statutory deadline for the closure of the 2005/6 accounts

· Internal Audit plans will be flexed to take account of the resources required to undertake this mandatory task.

Statement on Internal Control 2004/5
The Statement for 2004/5 is attached at Appendix B.
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SECTION 4: STATEMENT ON INTERNAL CONTROL

1.
Scope of responsibility


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


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

2.
The purpose of the system of internal control


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


The system of internal control has been in place at Salford City Council for the year ended 31st March 2005 and up to the date of approval of the annual report and accounts.

3.
The internal control environment


Establishing and monitoring the achievement of the Council's objectives


The Council’s strategic objectives have been identified as Pledges, each underpinned by a number of specific sub-pledges. These have been aligned to establish a clear link between Central Government priorities, the priorities for the Council as identified with its partners, involvement of the local community, and the work of the Council.


All directorates have their own Service Plan that contains the key actions and performance targets to deliver the strategic objectives.


The Council has an approved Risk Management Strategy that enables it to effectively assist the achievement of its objectives, alongside national and local performance indicators. These performance indicators are linked to the Council’s Pledges and are monitored at directorate, central, Strategic Director and member level, on a frequent basis.


An annual report on the achievement of the Council’s objectives is included in the Best Value Performance Plan. This Plan is legally required to be produced by the Council on an annual basis, setting out performance targets for the year and reporting on the previous year’s performance against these targets.


The facilitation of policy and decision-making


The Council has agreed a Constitution, which sets out how it operates, how decisions are made, and the procedures that are followed to ensure that these are efficient, proportionate, transparent, and accountable.  

There is a scheme of delegation that clearly sets out the levels at which decisions can be made.


Decisions taken under delegated powers are recorded electronically and are reported on a regular basis to the relevant Scrutiny Committee. Meetings of these committees are forward planned, publicised and open to the public.


The Forward Plan contains the key decisions that the Council proposes to make.  The Forward Plan is published every month and covers the four months’ period commencing on the first day of each month. The Forward Plan is available for public inspection 14 days before the beginning of each month.


Ensuring compliance with established policies, procedures, laws, and regulations


Strategic Directors are responsible for ensuring that they establish and maintain effective systems of internal control, complying with legislation, the Council’s Constitution, Standing Orders, and Financial Regulations. This includes responding to recommendations by Inspectorates.


The respective roles of the Section 151 Officer and the Monitoring Officer ensure legality, financial prudence, and transparency in transactions.


Members have, in accordance with the Local Government Act 2000, adopted the National Code of Conduct. Employees are governed by a local code of conduct. There is a Members and Officers relationship protocol, which represents best practice.


A strong ethical and performance framework is in place to enable officers and members of the council to operate effectively in their respective roles, which allows the pursuit of excellence in service delivery. The Council has formalised an Anti-Fraud and Anti-Corruption strategy, which provides measures to enable confidential public and officer concerns to be raised with the Council. In addition, a formal complaints policy exists to deal with other matters of public concern regarding the services provided by the Council.


The Council has an Internal Audit function, which "is an assurance function that primarily provides an independent and objective opinion to the organisation on the control environment comprising risk management, control and governance by evaluating its effectiveness in achieving the organisation's objectives". The Internal Audit function complies with the CIPFA Code of Practice, "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".


Internal Audit also provides annually an independent opinion on the adequacy and effectiveness of the overall systems of internal control based on the work undertaken during that planning period.


Internal Audit has direct access and reporting lines to all senior management, including the Chief Executive and Chair of the Audit Committee. Internal Audit formally reports on its activity to the Council’s Executive, providing an opinion on the overall adequacy and effectiveness of the Council’s internal control environment.


The Council has established an Investigations Panel, whose primary role is to review and monitor progress in the investigation of cases of misappropriation and impropriety, and to ensure that such matters are managed with due regard to the Council's policies and procedures.


The Council also places reliance on external assurance providers, such as the Audit Commission, OFSTED, CSCI and any recommendations forthcoming are acted upon and monitored through the scrutiny process. The Council has a public complaints procedure that allows the Local Government Ombudsman to investigate and report its findings. This ensures that lessons can be learned to prevent repeated occurrences.

A Corporate Risk Management Group has been established and a corporate risk management framework has been produced that allows for the identification and management of the Council’s risks. Members and Strategic Directors consider strategic risks, with operational issues devolved to directorate level, both through the registers and their own performance indicators.  


Ensuring the economical, effective and efficient use of resources


The Council seeks to obtain value for money through effective procurement arrangements. It is the intention of the Council to further enhance these arrangements by making the most of e-procurement across all of the Council’s directorates.


The procurement strategy sets out the aims and objectives for the Council's procurement effort. This is supported by an action plan, a procurement manual, a procurement officers' group drawn from all directorates and a procurement capacity building programme. Strong links also exist with the Regional Centre of Excellence, A.G.M.A. and S.O.P.O., which ensure the Council is up to date with procurement best practice.


The e-Government agenda is all about making the most of the new technologies to deliver, within the resources available, better quality and more accessible public services. The Council has made excellent progress and has achieved its e-Government target, continuing to develop plans with local partners and communities for electronic service delivery.


The Council identifies efficiencies and monitors their implementation primarily through its budget strategy and monitoring processes. Also, since the Gershon review report in July 2004, it has aligned these processes with the principles and guidance issued by the Government. A "Think Efficiency" initiative under the direction of a Cabinet sub-group has been established to provide greater focus and priority to the identification and delivery of further efficiencies.

The Council’s human resource is managed by the Employment and Workforce Planning team.


The Financial Management of the Council

The system of financial management within the authority is structured through Standing Orders and Financial Regulations (page 163 of the Council Constitution), which are in accordance with CIPFA’s guidance. A framework of regular management information, administrative procedures (including division of duties), management supervision, and a system of delegation and accountability support these. Such procedures seek to ensure that transactions are authorised and that material errors or irregularities are either prevented or would be detected within a timely period.


Maintenance of the system of financial control is undertaken by managers at directorate and corporate level and includes:

· Regular reviews of financial reports which indicate financial performance against budgets

· The preparation of financial reports to Strategic Directors, Lead Members, Budget Scrutiny and Audit Committee, and Cabinet which indicate actual expenditure against budgets

· Clearly defined capital expenditure guidelines

· Commentary on the legal, financial and HR implications of any proposals reported to Lead Members, Scrutiny, Cabinet, and Council.


Performance Management and its Reporting


In accordance with the Local Government Act 1999, the Council seeks to achieve continuous improvement by having regard to the efficiency, economy, and effectiveness of service delivery. An annual programme of Best Value reviews is designed to take into account local and national priorities, to contribute to the Council’s Pledges and to develop service improvement. Best Value reviews are open to challenge and reported via the Council’s Scrutiny procedures.


The Council monitors its performance against national and local  Performance Indicators through regular monthly reporting to Strategic Directors, and to Cabinet on a quarterly basis. These reports are also subject to independent scrutiny by Members of the Council. Performance targets and outcomes are reported to stakeholders in the annual Best Value Performance Plan.  

4. Review of effectiveness 


Salford City Council has responsibility for formally conducting, at least annually, a review of the effectiveness of the system of internal control. The review of effectiveness of the system of internal control is informed by the work of the Council’s internal auditors and the Strategic Directors within the Council who have responsibility for the development and maintenance of the internal control environment, and also by comments made by the external auditors and other review agencies and inspectorates.


The process that has been applied in maintaining and reviewing the effectiveness of the system of internal control includes:

· The Deputy Director of Customer & Support Services and City Solicitor (the Monitoring Officer) has a duty to monitor and review the operation of the Constitution to ensure its aims and principles are given full effect and also ensures high standards of ethical governance are maintained.

· Cabinet review compliance with the Audit Commission Governance in Practice Statement on an annual basis, including “Dimension 4” relating to risk management and internal control.

· The Council operates Overview and Scrutiny Committees. Scrutiny Committee and Members can “call in” any decision that has been made but not yet implemented, to enable them to consider whether the decision is appropriate.  

· The Council has established a Budget & Audit Scrutiny Committee – Audit Sub-Committee to review the adequacy of internal controls.  

· Internal Audit is responsible for monitoring the quality and effectiveness of systems of internal control. A risk model is used to formulate the annual work programme that is approved by the Audit Sub-Committee. The reporting process for Internal Audit requires a report of each audit to be submitted to the relevant Strategic Director and service manager. The report includes recommendations for improvements, and a timetable for implementation. Post implementation reviews are undertaken within 6 months to ensure that recommendations have been implemented.

· The Internal Audit Section is subject to regular inspection by the Audit Commission who place reliance on the work carried out by the section.

· Each year, the Corporate Risk Management Group review the Corporate Risk Management Framework to ensure its continued relevance to the Council.  

· The Corporate Risk Management Group receive quarterly updates to the risk registers bringing their attention to significant risks.  

· Strategic Directors meet on a monthly basis and review progress on  performance indicators, and Best Value reviews. A quarterly report is submitted to Cabinet on performance management issues.

· For performance management, a Comparator Action Plan monitoring and reporting system is in place. This highlights the direction of travel and likelihood of meeting the performance targets, with any corrective actions identified.

· The Council reviewed and revised Financial Regulations and Standing Orders during 2004/05.

· The Audit Commission reviews the effectiveness of internal control as part of their annual work programme. A report on this review is submitted to the authority.

· The Standards Committee, with an independent chair and two independent members, regulate and oversee the national code of conduct and the members’ and officers’ protocol.

· The Strategic Director of Customer & Support Services is the designated Section 151 officer and reports regularly on the discharge of those statutory duties, and is the responsible officer for money laundering.


We have been advised on the implications of the result of the review of the effectiveness of the system of internal control by the authority, the Monitoring Officer, Cabinet, Overview & Scrutiny Committees, Budget & Audit Scrutiny Committee – Audit Sub-Committee, Internal Audit, the Corporate Risk Management Group, Strategic Directors, the Audit Commission, Standards Committee and the Section 151 Officer, and a plan to address any weaknesses and ensure continuous improvement of the system is in place.

5.
Significant Internal Control Issues

The Authority has invested heavily in reviewing assurances on the internal control framework. It takes seriously its requirements to demonstrate the effectiveness of its control environment and has reviewed all areas and suggested sources of evidence in accordance with the guidance issued on preparing this statement. Evidence has been gathered across all of the Council’s directorates to ensure that controls are operating effectively across all areas.


Consideration has been given to the following objectives and the Council’s compliance with each:

· Establishing principal statutory obligations and organisational objectives

· Identify principal risks to achievement of objectives

· Identify key controls to manage principal risks

· Obtain assurance on the effectiveness of key controls

· Evaluate assurances and identify gaps in control/assurances

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

· Statement on Internal Control

· Report to Cabinet


It is recognised that the council has made significant improvements in its management arrangements to ensure that services are adequately planned and that performance is robustly monitored to deliver continuous improvement. It should be noted that this is the first time that detailed guidance has been produced on the types of evidence required to evaluate the effectiveness of internal control and, as such, many of the examples quoted have not been articulated as a requirement prior to this review. Nevertheless, the Council had already implemented many of the new requirements prior to the publication of this guidance, which demonstrates the robustness and effectiveness of its existing internal control mechanisms.  


There are a number of areas which the Council recognises require improvement to fully meet the guidance on the Statement on Internal Control. These have been reviewed by a senior management team with specific responsibility for compiling this statement, and have been reported to Cabinet. The Council has produced an action plan that identifies how these requirements will be implemented, with the appropriate timescale for each. The detailed Action Plan will be monitored by the senior management team to ensure that key tasks are delivered as required.  


The areas requiring improvements are as follows:

· Induction and ongoing awareness training requires developing for legislative changes, corporate governance, risk management and assurance evaluation. The training should be delivered to both elected members and staff, and targeted to specific job roles.

· Service plans need to be further developed to demonstrate “matching to funding”. Reports on the delivery of plans against associated funding should be published and service plans amended throughout the planning period, if so required.

· A Code of Corporate Governance should be formally adopted, with a mechanism for regular review and monitoring of compliance against the Code.

· Control risk self-assessment procedures are required to be developed to enable directorate assurances to be provided on internal control and compliance with the council’s policies and procedures.

· Formal partnership arrangements need to be reviewed to ensure that adequate arrangements are in place for risk sharing.


The Statement on Internal Control produced for 2003/04 year of account identified five items as areas for improvement, namely:

· Assurance statements on internal control should be developed by each directorate. This has been achieved in compiling the Statement for 2004/05.

· Business Continuity Plans should be developed and tested for essential council services. Due to the volume of services that require Business Continuity Plans to be developed, this matter has not been fully completed but steps are in place to complete the exercise during the course of 2005/06, following creation of the new Children’s Services and Community Health & Social Care Directorates.

· Payroll control accounts should be reviewed. This matter was examined by Internal Audit as part of its annual review of fundamental systems, and found the matter to have been satisfactorily addressed.

· Risk registers should be realigned with the strategic directorate review. All of the Council’s Risk Registers have been amended to reflect the current directorate structures.

· Performance management should be embedded into the culture of the organisation. The Council has invested in the development of a new Performance Management system; this system will be available during 2005/06. The new system will incorporate the use of the balanced scorecard to further embed the link between performance and risk management. An Audit Commission assessment of the effectiveness of the Performance Management system has already been planned.


The Statement on Internal Control will be monitored and reviewed using the new Performance Management system. This will ensure that the Statement is regularly reviewed and updated throughout the year, and actions are progressed appropriately to further improve the corporate governance of the Council.

Signed

John Willis

Chief Executive Salford City Council 

4th July 2005

Councillor John Merry

Leader of Salford City Council

4th July 2005
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