AUDIT AND GOVERNANCE
COMMITTEE AGENDA

HARTLEPOOL
BOROUGH COUNCIL

Thursday 20 March 2014
at 2.00 pm

in Committee Room B,
Civic Centre, Hartlepool.

MEMBERS: AUDIT AND GOV ERNANCE COMMITTEE
Councillors Ainslie, S Akers-Belcher, Brash, Fisher, Loynes, Robinson and Shields

Standards Co-opted Members; Mr Norman Rollo and Ms Clare Wilson.

1. APOLOGIES FORABSENCE

2. TORECHEVEANY DECLARATIONS OF INTEREST BY MEMBERS

3.  MINUTES

3.1 Confirmation of the minutes of the meeting held on 6 March 2014 (to follow).

4.  AUDIT ITEMS

4.1 Mazars Report — Certification of Claims and Returns 2012/13 — Chief Finance Officer
4.2 Mazars Report — Audit Strategy Memorandum 13/14 — Chief Finance Officer

4.3 Mazars Report — Audit Progress Report 13/14 — Chief Finance Officer

4.4 Internal Audit Plan 2013/14 Update — Head of Audit and Governance

4.5 Internal Audit Plan 2014/15 — Head of Audit and Governance

4.6 Protecting the Public Purse — Chief Finance Officer

4.7 Local Audit and Accountability Bill Update — Chief Finance Officer

www.hartl epool.gov.uk/democraticser vices




5. STANDARDS ITEMS

No items.

6. STATUTORY SCRUTINY ITEMS

No items.

7. MINUT ES FROM THE RECENT M EETING OF THE HEALTH AND WELL BEING
BOARD

No items.

8. MINUTES FROM RECENT M EETING OF SAFER HARTL EPOOL PARTNERSHIP
No items.

9. MINUT ES FROM RECENT M EETING OF TEES VALLEY HEALTH SCRUTINY
JOINT COMMITTEE

No items.

10. REGIONAL HEALTH SCRUTINY UPDATE

No items.

11. ANY OTHER BUSINESS WHICH THE CHAIR CONSIDERS URGENT

FORINFORMATION

Date of next meeting — 17 April 2014 at 9.30 am in the Civic Centre, Hartlepool.

www.hartl epool.gov.uk/democraticser vices
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AUDIT AND GOVERNANCE
COMMITTEE

20 March 2014 HARTLEPOOL
BOROUGH COUNCIL
Report of: Chief Finance Officer
Subject: MAZARS REPORT- CERTIFICATION OF

11

2.1

2.2

2.3

3.1

CLAIMS AND RETURNS 2012/13.

PURPOSE OF REPORT

To inform Members of the Audit and Governance Committee that
arrangements have been made for representatives from Mazars to be
in attendance at this meeting, to present the content of the
Certification of Claims and Retums Annual Report 2012/13.

BACKGROUND

The Council received more than £200 million in funding from various
grant-paying government departments in 2012/13. These
departments attach conditions to some of these grants and where the
Council cannot evidence conditions have been met, the funding can
be atrisk.

Itis therefore important the Council can demonstrate that it:

* has putin place adequate arrangements to prepare and authorise
each claim and retum; and

* can evidence that it has met the conditions attached to each claim.

The purpose of this reportis to summarise the findings from Mazars
certification work for the 2012/13 financial year and includes any
recommendations arising from their assessment of the Councils
arrangements for preparing claims and returns.

FINDINGS OF MAZARS

Details of key messages are included in the main body of the report
attached as Appendix 1.

14.03.30- A&G - 4.1 - Mazars Report - Certification of Claims and Returns HARTLEPOOL BOROUGH COUNCIL
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4.1

5.1

6.1

7.1

RECOMMENDATIONS

That the Audit and Governance Committee:

i.  Note the report of Mazars.

REASON FOR RECOMMENDATIONS

To ensure the Audit Committee is kept up to date with the work of our

External Auditor.

BACKGROUND PAPERS

None

CONTACT OFFICER

Chris Little

Chief Finance Officer
Civic Centre

Victoria Road
Hartlepool

TS24 8AY

Tel: 01429 523003
Email: Chris.Little@Hartlepool.gov.uk

MAZARS REPORT- CERTIFICATION OF CLAIMS 2
AND RETURNS 2012/13

HARTLEPOOL BOROUGH COUNCIL
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Hartlepool Borough Council

Certification of claims and returns
AnnualReport2012/13
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Our reports are prepared in the context of the Audit Commission’s ‘Statement of responsibilities of auditors and audited
bodies.” Reportsandletters prepared by appointed auditors andaddressedto members or officers are prepared forthe sole
use of the Authority and we take no responsibility to any member or officer in theirindividual capacity or to anythird party.
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Background

Hartlepool Borough Council (“the Council’) received more than £200 million funding from various grant-
paying governmentdepartmentsin 2012/13. These departmentsattach conditionsand restrictions to
these grants which the Council must meetotherwise funding may be withdrawn or clawed-back.

4.1 Appendix 1

Itis therefore importantthat the Council can demonstrate that it:

e has put inplace adequate arrangements to prepare and authorise each claim and return; and

e can evidence thatit has metthe terms and conditions put in place by the grant payingbody for
each claim and return.

The scope of our work

As the Council’s appointed auditor, we act as an agent of the Audit Commission to certify specified claims
and returns.

The Audit Commission, in consultation with the grant-payingbodies, sets out a programme of work inthe
form of Certification Instructions (‘Cls’) that we must follow. Italso sets an overall framework underwhich

we carry out our certification work:

e Forclaims and returns below £125,000 the Audit Commission does not make certification
arrangements and as such we are not required to carry out any certification work.

e Forclaims and returns between £125,000 and £500,000, the Audit Commissionrequiresusto
undertake limited tests to ensure that entries on the claimform agree with underlying records.

e Forclaims and returns over £500,000, we assess the control environmentthe Council has putin
place for preparing the claim to decide whetherwe can place reliance on these arrangements.
Where we can place reliance on the Council’s arrangements we undertake limited testingto ensure
that entriesonthe claim form agree with underlyingrecords (as above).

Where we cannot place reliance on the Council’s control environment we carry out the full
programme of testingin the Audit Commission’s Cl.

Our certificate

On completion of the specified work we issue a certificate, the wording of which depends on the le vel of
work we have performedon each claim. The certificate states whetherthe claim has been certified either
without qualification; without qualification followingamendment by the Council; or with a qualification
letter.

Where we issue a qualification letterorthe claim or return isamended by the Council, the grant paying
body may withhold or claw-back grant funding.
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Findings

The Council’s control environment

As required by the Audit Commission’s certification instructions, we have assessed the control
environment for three claims and returns.

We have not noted any significant weaknessesinyour control environment for any claim or return.

Summary - amendments and qualifications

The number of claimsand returns has reduced drastically in recent years; howeverthe remainingonesare
of high value and importance. Appendix A to this report provides a full analysis of all claimsand returns on
which we carried out certification work.

Of the three claims and returns we certified in 2012/13, one was qualified and amended by the Council.
The return qualified (i.e. subjectto a qualification letter) was the Housing and Council Tax Benefit Subsidy.
We were requiredto issue a qualification letter due to guidance issued by the Audit Commission that
extrapolated errors should not be amended for but instead reportedin a letter. The Departmentfor Work
and Pensions has subsequentlyindicated thatthey will be willingto accept the impact of extrapolated
errors on the overall claim. It is anticipated the Council will receive additional net subsidy of £13,599; we
will update the Auditand Governance Committee verbally on this when presentingthe report.

We are grateful to the officers of the Council who have continued to work closely with us to ensure returns
and claims are prepared correctly. In particular, for the Housing and Council Tax Benefitreturn, officers’
continued cooperation and prompt responsesto queriesis appreciated in what is a complex scheme.
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03

Certification fees

For 2012/13 the total fees charged for certification work was £24,500 (£32,034 2012/13). This represents
0.02% of the value certified and is a continued reduction on fees charged in previousyears (0.03% in
2011/12) as a result of:

e areductionin the number of claims above the £500,000 threshold;

e areductionin the number of claims and returns for which the Audit Commission has made
certification arrangements; and

e the continued improvementinthe Council’sarrangements for preparing claims and returns.

A breakdown of the fees charged for each claimor return is providedin Appendix A.
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Appendix A - summary of certified claims and returns

Claims and returns between £125,000 and £500,000

None

Claims and returns above £500,000

Housing and £61,444,490 £28,550 £20,960 Reduction in fees partly due to set overall grantsfee being set by Yes —requirement to issue a
Council Tax the Audit Commission for 2012/13 which was based on 2011/12 as qualification letter for
Benefit return well as continued close working with the Council to address errors extrapolatederrors.
identified by testing.
National non- £43,717,266  £1,742 £1,425 As per above. No No
domestic rates
return
Teachers’ £32,724,133  £1,742 £2,115 Not a significant change. No No
pensions return
Total £137,886,825 £32,034 £24,500
5
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AUDIT AND GOVERNANCE
COMMITTEE

20 March 2014 HARTLEPOOL
BOROUGH COUNCIL
Report of: Chief Finance Officer
Subject: MAZARS REPORT- AUDIT STRATEGY

11

2.1

2.2

2.3

MEMORANDUM 13/14

PURPOSE OF REPORT

To inform Members of the Audit and Governance Committee that
arrangements have been made for representatives from Mazars to be
in attendance at this meeting, to present the content of the Audit
Strategy Report.

BACKGROUND

The purpose of this paper is to provide the Audit and Governance
Committee with the audit plan in respect of the external audit of the
Council for the year ending 31 March 2014.

The Plan sets out the proposed audit approach and is prepared to
assist the Audit and Governance Committee in fulfilling its governance
responsibilities. The responsibilities of those charged with governance
are defined as to oversee the strategic direction of the entity and
obligations related to the accountability of the entity, including
overseeing the financial reporting process.

The reportis important as it attempts to:

* reach a mutual understanding of the scope of the audit and the
responsibilities of the auditor and those charged with governance;

* share information to assist both the auditor and those charged with
governance to fulfil their respective responsibilities;

* provide those charged with governance constructive observations
arising from the audit process; and

e ensuring as part of the two-way communication process that the
external auditors, gain an understanding of the attitude and views of
those charged with governance of the intemal and external
operational, financial, compliance and other risks facing the Council
which might affect the audit, including the likelihood of those risks
materialising and how they are monitored and managed.

14.03.30- A&G - 4.2 - Mazars Report - Audit Strategy Memorandum HARTLEPOOL BOROUGH COUNCIL
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3.1

4.1

5.1

6.1

7.1

FINDINGS OF MAZARS

Details of key messages are included in the main body of the report

attached as Appendix 1.

RECOMMENDATIONS

That the Audit and Governance Committee note the report of Mazars.

REASON FOR RECOMMENDATIONS

To ensure the Audit Committee is kept up to date with the work of our

External Auditor.

BACKGROUND PAPERS

None

CONTACT OFFICER

Chris Little

Chief Finance Officer
Civic Centre

Victoria Road
Hartlepool

TS24 8AY

Tel: 01429 523003
Email: Chris.Little @Hartlepool.gov.uk

14.03.30- A&G - 4.2 - Mazars Report - Audit Strategy Memorandum
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Mazars LLP

The Rivergreen Centre
Aykley Heads

Durham

DH1 5TS

Audit and Governance Committee
Hartlepool Borough Council

Civic Centre

Victoria Road

Hartlepool

TS24 8AY

25 February 2014

Dear Members

Audit Strategy Memorandum for the year ending 31 March 2014

We are delighted to present our Audit Strategy Memorandum for Hartlepool Borough Council for the year ending 31
March 2014.

The purpose of this document is to summarise our audit approach, highlight significant audit risks and areas of key
judgements and provide you with the details of our audit team. It is a fundamental requirement that an auditor is,
and is seen to be, independent of its clients, and Appendix A summarises our considerations and conclusions on
our independence as auditors.

We value two-way communication with yourselves and we see this document, which has been prepared following
our initial planning discussions with management, as being the basis for a discussion through which we can also
understand your expectations.

This document will be presented at the Audit and Governance Committee meeting on 20 March 2014. If you would
like to discuss any matters in more detail please do not hesitate to contact me on 0191 383 6300.

Yours faithfully

Mark Kirkham
Director, for and on behalf of Mazars LLP

B MAZARS
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Purpose of this document

This document sets out our audit plan in respect of the audit of the financial statements of Hartlepool Borough
Council (the Council) for the year ending 31 March 2014, and forms the basis for discussion at the Audit and
Governance Committee meeting on 27 March.

The plan sets out our proposed audit approach and is prepared to assist you in fulfilling your governance
responsibilities. The responsibilities of those charged with governance are defined as to oversee the strategic
direction of the entity and obligations related to the accountability of the entity, including overseeing the financial
reporting process.

We see a clear and open communication between ourselves and you as important in:

» reaching a mutual understanding of the scope of the audit and the responsibilities of each of us;

» sharing information to assist each of us to fulfil our respective responsibilities;

»  providing you with constructive observations arising from the audit process; and

« ensuring as part of the two-way communication process that we, as external auditors, gain an
understanding of your attitude and views in respect of the internal and external operational, financial,
compliance and other risks facing the Council which might affect the audit, including the likelihood of
those risks materialising and how they are monitored and managed.

Appendix C outlines the form, timing and content of our communication with you during the course of the audit.
Appendix D sets out forthcoming accounting and other issues that will be of interest.

Scope of engagement

We are appointed to perform the external audit of Hartlepool Borough Council for the year to 31 March 2014. The
scope of our engagement is laid out in the Audit Commission’s Code of Audit Practice for Local Government
bodies.

Responsibilities

The Audit Commission’s Statement of Responsibilities of Auditors and of Audited Bodies sets out our respective
responsibilities as the auditor and the audited body. The Audit Commission has issued a copy of the Statement to
you. The Statement summarises where the different responsibilities of auditors and of the audited body begin and
end and we undertake our audit work to meet these responsibilities.

We comply with the statutory requirements governing audit work, in particular:
¢ the Audit Commission Act 1998; and
¢ the Code of Audit Practice for Local Government bodies.

We, as auditors to the Council, are responsible for forming and expressing an opinion on the financial statements
and reaching a conclusion on the arrangements you have put in place to secure economy, efficiency and
effectiveness in the use of your resources (the Value for Money conclusion).

We are also required to report on the consistency of your Whole Government Accounts submission with the
audited financial statements. Our audit does not relieve management or the Audit and Governance Committee, as
those charged with governance, of their responsibilities.

The responsibility for safeguarding assets and for the prevention and detection of fraud, error and non-compliance
with law or regulations rests with both those charged with governance and management. In accordance with
International Standards on Auditing (UK and Ireland) we plan and perform our audit so as to obtain reasonable
assurance that the financial statements taken as whole are free from material misstatement, whether caused by
fraud or error. However, our audit should not be relied upon to identify all such misstatements.

As part of our audit procedures in relation to fraud, we are required to enquire of those charged with governance as
to their knowledge of instances of fraud, the risk of fraud and their views on management controls that mitigate the
fraud risks.

MAZARS
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02 Audit scope, approach and timeline

Audit scope

Our audit approach is designed to provide you with an audit that complies with all professional requirements.

Our audit of the financial statements will be conducted in accordance with International Standards of Auditing (UK
and Ireland) and in accordance with the Code of Audit Practice for Local Government Bodies. Our work is focused
on those aspects of your business which we consider to have a higher risk of material misstatement such as those
impacted by management judgement and estimation, application of new accounting standards, changes of
accounting policy, changes to operations or areas which have been found to contain material errors in the past.

Audit approach

Our audit approach is a risk based approach primarily driven by the risks we consider to result in a higher risk of
material misstatement of the financial statements. Once we have completed our risk assessment we develop our
audit strategy and design audit procedures in response to this assessment. The work undertaken will include a
combination of the following as appropriate:

e testing of internal controls;
e substantive analytical procedures; and
e detailed substantive testing.

If we conclude that appropriately designed controls are in place then we may plan to test and rely upon these
controls. If we decide controls are not appropriately designed, or we decide it would be more efficient to do so, we
may take a wholly substantive approach to our audit testing.

Our audit will be planned and performed so as to provide reasonable assurance that the financial statements are
free of material misstatement and give a true and fair view. Materiality and misstatements are explained in more
detail in Appendix B.

The diagram below outlines the procedures we perform at the different stages of the audit.

Planning Interim work and final Completion

fieldwork

*Planning visit
*Risk assessment

*Considering
proposed accounting
treatments and
accounting policies

*Developing audit
strategy

*Agreeing timetable

analytical review

eInterim work

*Document systems
and controls

*Perform
walkthroughs

¢ |nterim controls
testing

*Final fieldwork

*Receiving and
reviewing draft
financial statements

*Reassessment of

strategy starting with
significant risks and
high risk areas
*Communicating
progress and issues

*Clearance meeting

.

and deadlines audit plan and Audit and
revision if necessary Governance
«Preliminary *Executing the Committee

J

*Final review and
disclosure checklist
of financial
statements

*Final engagement
lead review

*Agreeing content of
letter of
representation

*Reporting to the

*Reviewing post
balance sheet
events

*Signing the auditor’s
report

\ J
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Local authorities are required to consider interests in other entities and whether those interests might necessitate
the production of group financial statements. The Council has determined that group financial statements are not
required. We will revisit your assessment if there are any changes to take into consideration.

Reliance on internal audit

Where possible we will seek to utilise the work performed by internal audit to modify the nature, extent and timing
of our audit procedures. We will meet with internal audit to discuss the progress and findings of their work prior to
the commencement of our controls evaluation procedures.

Where we intend to rely on the work on internal audit, we evaluate the work performed by your internal audit team
and perform our own audit procedures to determine its adequacy for our audit.

Reliance on other auditors

We plan to place reliance on the work of another auditor in relation to pension entries, namely the auditor of the
Pension Fund, Deloitte LLP. We have agreed a work programme and timetable for the receipt of information with
Deloitte LLP.

Service organisations

We are required to assess whether there are any material entries in your financial statements where the Council is
dependent on an external organisation. We call these entities service organisations. There are no such service
organisations for the Council where we need to carry out special procedures.

The work of experts
We plan to rely on the work of the following experts:

Items of account Management’s expert

Audit Commission’s consulting
actuary (PWC)

Audit Commission’s consulting
valuer (Gerald Eve)

Asset valuations Internal Valuer

Pension liability Actuary (AON Hewitt Ltd)

Sector (Treasury Management

Advisor) Audit Commission — national

consideration of the use of Sector

Financial instruments — fair value
disclosures

MAZARS
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The diagram below sets out the timing of the key phases of our audit work. We will communicate with management
throughout the audit process and will ensure significant issues identified are communicated to those charged with
governance on a timely basis.

Planning meeting with Chief Finance Officer - December
2013

Other meetings with senior officers to inform planning
Walkthroughs of key systems and controls — December 2013

Interim work (including systems work)

Report on interim findings (if required — May)

Early work (April-June) for the financial statements
Earlv review of the financial statements (June)

Draft financial statements and working papers provided by
30 June

Fieldwork: 1st July — early September

Clearance meeting and audit completion report — early
September

Meeting to approve and sign financial statements

Issue auditor’s report, Value for Money conclusion and WGA
assurance

Certify completion of the audit

Issue Annual Audit Letter
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03 Significant risks and key judgement
areas

We have performed our planning procedures, including risk assessment, as detailed in section 2. In addition, we
met with management as part of the audit planning process to discuss the risks that, in management’s opinion, the
Council faces and have considered the impact on our audit risk. The risks that we identify as significant for the
purpose of our audit are the risks of material misstatement that in our judgement require special audit
consideration.

We set out below the significant audit risks and the areas of management judgement identified as a result of these
meetings and planning procedures which we will pay particular attention to during our audit in order to reduce the
risk of material misstatement in the financial statements.

Significant audit risks

Management override of controls

Description of the risk

Auditing standards state that management at various levels within an organisation are in a unique position to
perpetrate fraud because of their ability to manipulate accounting records and prepare fraudulent financial
statements by overriding controls that otherwise appear to be operating effectively. Due to the unpredictable way in
which such override could occur, we consider there to be a risk of material misstatement due to fraud and thus a
significant risk on all audits.

How we will address this risk

We have updated our understanding and evaluation of internal controls procedures as part of our audit planning,
including completion of a fraud risk assessment. As part of this, we will seek written assurances from the Audit and
Governance Committee and management on their controls and processes for assessing the risk of fraud in the
financial statements and arrangements in place to identify, respond to and report fraud.

Our testing strategy for this significant risk due to fraud will include:
e journals recorded in the general ledger and other adjustments made in preparation of the financial

statements;

e consideration and review of material accounting estimates impacting on amounts included in the financial
statements;

e consideration and review of any unusual or significant transactions outside the normal course of business;
and

e consideration of any other local factors.

Revenue recognition

Description of the risk

Auditing standards include a rebuttable presumption that there is a significant risk in relation to the timing of income
recognition and in relation to judgements made by management as to when income has been earned. Mazars’ policy
is that the scope to apply such a rebuttal is limited. Due to there being a risk of fraud in revenue recognition we
consider it to be a significant risk on all audits. This does not imply that we suspect actual or intended manipulation
but that we continue to approach the audit with due professional scepticism.

How we will address this risk
We will evaluate the design and implementation of controls to mitigate the risk of income being recognised in the
wrong period. In addition, we will undertake a range of substantive procedures including:

e testing receipts in March and April 2014 to ensure they have been recognised in the right year;

e testing adjustment journals; and
e obtaining direct confirmation of year-end bank balances and testing the reconciliations to the ledger.

MAZARS
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Expenditure recognition

Description of the risk
Auditing standards include a rebuttable presumption that there is a significant risk in relation to the timing of
expenditure recognition and in relation to judgements made by management as to when expenditure has been
incurred. As there is a risk of fraud in revenue recognition we regularly consider it to be a significant risk. This does
not imply that we suspect actual or intended manipulation but that we continue to approach the audit with due
professional scepticism.

How we will address this risk
We will evaluate the design and implementation of controls to mitigate the risk of expenditure being recognised in the
wrong period. In addition, we will undertake a range of substantive procedures including:

e testing payments in March and April 2014 to ensure they have been recognised in the right year;

e testing adjustment journals; and
e obtaining direct confirmation of year-end bank balances and testing the reconciliations to the ledger.

Pension entries (IAS 19)

Description of the risk

The financial statements contain material pension entries in respect of the retirement benefits. The calculation of
these pension figures, both assets and liabilities, can be subject to significant volatility and includes estimates based
upon a complex interaction of actuarial assumptions. This results in an increased risk of material misstatement.

How we will address this risk
We will discuss with key contacts any significant changes to the pension estimates prior to the preparation of the
financial statements. In addition to our standard programme of work in this area, we will:
e evaluate the management controls you have in place to assess the reasonableness of the figures provided
by the Actuary; and
e consider the reasonableness of the Actuary’s output, referring to an expert’s report on all actuaries nationally
which is commissioned annually by the Audit Commission.

Key areas of management judgement

Property, Plant and Equipment — depreciation, revaluations and impairments (where applicable)

Description of the area of judgement

Accounting standards and CIPFA’s Code of Practice on Local Authority Accounting require that all property, plant
and equipment are depreciated, unless there is a specific exception. There are also requirements to regularly
revalue assets carried at fair value on the Council’s balance sheet and to carry out impairment reviews.

These involve management judgements over the useful lives and valuations of assets.

Our planned audit approach
We will evaluate the design and implementation of controls in respect of depreciation, revaluations and impairments
as part of our walkthrough of the property, plant and equipment system.
In addition, we will undertake a range of substantive procedures including:
e substantive sample testing of depreciation, revaluations and impairments per the disclosure note to the
financial statements;
e review and evaluation of the work of the in-house Valuer, including the Valuer’s report; and
e consideration of regional valuation trends.
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Financial Instruments — Fair Values

Description of the area of judgement
Assessment of the fair values of financial instruments is required to be included in a disclosure note to the financial
statements which provides a comparison with the carrying values on the balance sheet.

Management engages an expert (Sector) to provide these fair value figures.

Our planned audit approach

We will consider the Audit Commission’s centrally obtained assurance over the work of management’s expert,
including an assessment of Sector’'s competence, capabilities and objectivity.

We will agree the figures provided by Sector to the disclosure note in the Council’s financial statements.

M MAZARS




04 Value for Money Conclusion 2 Appendi

We are required to reach a conclusion on your arrangements to secure economy, efficiency and effectiveness in
the use of your resources.

Our conclusion on your arrangements is based on two criteria, specified by the Audit Commission:

e securing financial resilience — focusing on whether you are managing your financial risks to secure a stable
financial position for the foreseeable future; and

e challenging how you secure economy, efficiency and effectiveness — focusing on whether you are prioritising
your resources within tighter budgets and the need to improve productivity and efficiency.

We have considered the risks that are relevant to our value for money conclusion and have not identified any
significant risks that need to be addressed specifically through our work.

As in 2012/13, we will focus our work on the robustness of the annual update of the Council’s Medium-Term
Financial Strategy and continued budget management.

8 ISR M A ZARS



05 Your audit team 4.2 Appendix 1

Below are your audit team and their contact details.

Mark Kirkham
Tel: 0191 383 6300 or 07747 764 529
Email: mark.kirkham@mazars.co.uk

Engagement lead
(Director)

Diane Harold
Tel: 0191 383 6322 or 07971 513 174
Email: diane.harold@mazars.co.uk

Engagement Senior
Manager

Rebecca Dearden
Tel: 0191 383 6305 or 07881 283 351
Email: rebecca.dearden@mazars.co.uk

Team Leader (Assistant
Manager)




06 Fees for audit and other serviceg*? #rrensix"

Our audit fees for the audit of the financial statements and for any assurance or other services are outlined in the
tables below.

2013/14 Proposed Fee 2013/14 Scale Fee 2012/13 Actual Fee

Code audit work £144,180 £144,180 £144,180
Certification work £16,200 £16,200 £24,500
Total fee £160,380 £160,380 £168,680

Non-audit services

We do not currently plan any non-audit services, and no audit or non-audit services are provided to the Council by
Mazars LLP associated entities.

S MAZARS
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We are required by the Financial Reporting Council to confirm to you at least annually in writing that we comply
with the Auditing Practices Board’s Ethical Standards. In addition we communicate any matters or relationship
which we believe may have a bearing on our independence or the objectivity of the audit team.

Based on the information provided by you and our own internal procedures to safeguard our independence as
auditors, we confirm that in our professional judgement:

e there are no relationships between us and any of our related or subsidiary entities, and
e you and your related entities creating any unacceptable threats to our independence within the regulatory
or professional requirements governing us as your auditors.

We have policies and procedures in place which are designed to ensure that we carry out our work with integrity,
objectivity and independence. These policies include:

e all partners and staff are required to complete an annual independence declaration;

e all new partners and staff are required to complete an independence confirmation and also complete
computer based ethical training;

e rotation policies covering audit engagement partners and other key members of the audit team who are
required to rotate off a client after a set number of years; and

e use by managers and partners of our client and engagement acceptance system which requires all non-
audit services to be approved in advance by the audit engagement lead.

We wish to confirm that in our professional judgement, as at the date of this document, we are independent and
comply with UK regulatory and professional requirements. However, if at any time you have concerns or questions
about our integrity, objectivity or independence please discuss these with Mark Kirkham, Engagement Lead.

Prior to the provision of any non-audit services the Engagement Lead will undertake appropriate procedures to
consider and fully assess the impact that providing the service may have on our auditor independence.

The following principal threats to our independence and associated safeguards have been identified:

_ Perceived threat Safeguards and procedures

A member of the wider audit team has Self-interest If this member of the team is used on the
declared a close personal relationship Hartlepool Borough Council audit, then

with a Member of the Council. appropriate safeguards will be put in place.
A Senior Manager within the Mazars’ Self-interest This member of our team will not be used on
wider audit team has declared a close the audit.

personal relationship with a senior
finance officer at the Council.

11 M MAZARS




.
Appendix B - Materiality 42 Appendix

Materiality is an expression of the relative significance or importance of a particular matter in the context of financial
statements as a whole.

Misstatements in financial statements are considered to be material if they, individually or in aggregate, could
reasonably be expected to influence the economic decisions of users taken on the basis of the financial
statements.

Judgements on materiality are made in light of surrounding circumstances and are affected by the size and nature
of a misstatement, or a combination of both. Judgements about materiality are based on consideration of the
common financial information needs of users as a group and not on specific individual users.

The assessment of what is material is a matter of professional judgement and is affected by our perception of the
financial information needs of the users of the financial statements. In making our assessment we assume that
users:

* have a reasonable knowledge of business, economic activities and financial statements;

* have a willingness to study the information in the financial statements with reasonable diligence;

« understand that financial statements are prepared, presented and audited to levels of materiality;

* recognise the uncertainties inherent in the measurement of amounts based on the use of estimates,

judgement and the consideration of future events; and
+ will make reasonable economic decisions on the basis of the information in the financial statements.

We consider materiality whilst planning and performing our audit.

Whilst planning, we make judgements about the size of misstatements which we consider to be material and which
provides a basis for determining the nature, timing and extent of risk assessment procedures, identifying and
assessing the risk of material misstatement and determining the nature, timing and extent of further audit
procedures.

The materiality determined at the planning stage does not necessarily establish an amount below which
uncorrected misstatements, either individually or in aggregate, will be considered as immaterial.

We revise materiality for the financial statements as our audit progresses should we become aware of information
that would have caused us to determine a different amount had we been aware of that information at the planning
stage.

We discuss with management any significant misstatements or anomalies that we identify during the course of the
audit and we report in our Audit Completion Report all unadjusted misstatements we have identified other than
those which are clearly trivial, and obtain written representation that explains why these remain unadjusted.

12 ISR M A ZARS
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Appendix C — Key communication point§’

ISA 260 ‘Communication with Those Charged with Governance’ and ISA 265 ‘Communicating Deficiencies In
Internal Control To Those Charged With Governance And Management’ require us to communicate a number of
points with you.

Relevant points that need to be communicated with you at each stage of the audit are outlined below.

Form, timing and content of our communications
We will present to the Audit and Governance Committee the following reports:

* our Audit Strategy Memorandum,;
» our Audit Completion Report; and
e Annual Audit Letter.

These documents will be discussed with management prior to being presented to the Audit and Governance
Committee and their comments will be incorporated as appropriate.

Key communication points at the planning stage as included in this Audit Strategy Memorandum
* our responsibilities in relation to the audit of the financial statements;

» the planned scope and timing of the audit;

» significant audit risks and areas of management judgement;
* our independence;

* responsibilities for preventing and detecting errors;

* materiality; and

« fees for audit and other services.

Key communication points at the completion stage to be included in our Audit Completion Report
» significant deficiencies in internal control;

« significant findings from the audit;

« significant matters discussed with management;

« our conclusions on the significant audit risks and areas of management judgement;
* unadjusted misstatements;

* management representation letter;

» our proposed draft audit report; and

* independence.

13 ISR M A ZARS



Appendix D — Forthcoming accountirig #ha™
other issues

The 2013/14 CIPFA Code of Practice on Local Authority Accounting (the Code) has made several changes, of
which you should be aware. Officers from the Council’s finance function attended workshops that provided full
details of the changes in the 2013/14 Code, as well as a forward look to potential future accounting changes that
may be of relevance to the Council. If you require detailed information on any of these changes or any other
emerging issues, please contact any member of the engagement team.

Forthcoming accounting issues

Employee benefits How this may affect the Council

The Code includes changes as a result of  The main potential impacts of the changes are:

the adoption of the amended IAS 19 e changes in terminology used for some entries in the

Employee Benefits. Council’'s Comprehensive Income and Expenditure
Statement and disclosure notes;

e minor changes to the recognition point for termination
benefits that may either delay or bring forward the
recognition of expenses such as redundancy payments;

e significant changes to the format and content of relevant
disclosure notes; and

e changes to the classification, recognition and measurement
of post-employment benefits.

Where these changes have a material impact on the financial
statements, it is likely the Council will need to restate their 2012/13
comparative entries.

Business rates appeals How this may affect the Council

As a result of the introduction of the It is likely that the Council will recognise a provision in its financial
business rates retention scheme from 1 statements to recognise the cost of funding future successful rating
April 2013, local authorities are now appeals by local businesses.

responsible for meeting the costs of
successful rating appeals from local
businesses.
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Audit and Governance Committee 20.03.14

AUDIT AND GOVERNANCE

COMMITTEE
20 March 2014 HARTLEPOOL
Report of: Chief Finance Officer
Subject: MAZARS REPORT- AUDIT PROGRESS

REPORT 13/14

1. PURPOSE OF REPORT

1.1 To inform Members of the Audit Committee that arrangements have
been made for representatives from Mazars to be in attendance at
this meeting, to present the content of the Audit Progress Report.

2. BACKGROUND

21 This report updates the Audit Committee on Mazars progress in
meeting their responsibilities as the Councils external auditor. It also
highlights key emerging issues and national reports which may be of
interest to the Audit Committee.

3. FINDINGS OF MAZARS

3.1 Details of key messages are included in the main body of the report
attached as Appendix 1.

4. RECOMMENDATIONS

4.1 That the Auditand Governance Committee:

i.  Note the report of Mazars.

5. REASON FOR RECOMMENDATIONS

5.1 To ensure the Audit Committee is kept up to date with the work of our
External Auditor.

14.03.30- A&G - 4.3 - Mazars Report - Audit Progress Report HARTLEPOOL BOROUGH COUNCIL
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Audit and Governance Committee 20.03.14

6.1

7.1

BACKGROUND PAPERS

Protecting the Public Purse 2013;

Mazars Quality Management Procedures.

CONTACT OFFICER

Chris Little

Chief Finance Officer

Civic Centre

Victoria Road

Hartlepool

TS24 8AY

Tel: 01429 523003

Email: Chris.Little @Hartlepool.gov.uk

14.03.30- A&G - 4.3 - Mazars Report - Audit Progress Report
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Contents
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Protecting the Public Purse — Fraud Briefing: Hartlepool Borough Council
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Mazars Quality Management Procedures
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Contact details 12

Our reports are prepared in the context of the Audit Commission’s ‘Statement of responsibilities of auditors
and audited bodies’. Reports and letters prepared by appointed auditors and addressed to Members or
employees of Hartlepool Borough Council are prepared for the sole use of the Council. We take no
responsibility to any Member or employee in their individual capacity or to any third party.

Mazars LLP is the UK firm of Mazars, an international advisory and accountancy group. Mazars LLP is
registered by the Institute of Chartered Accountants in England and Wales.
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1. Introduction

The purpose of this report is to update the Audit and Governance Committee on progress in
delivering our responsibilities as your external auditors.

We have highlighted key emerging national issues and developments which may be of
interest to Committee Members. In addition, we have included in:

e section 4, charts from an Audit Commission briefing tailored for this Council
following the publication of their Annual Fraud Report — Protecting the Public
Purse; and

e section 5, details of Mazars’ quality management procedures.

If you require any additional information, please contact us using the contact details at the
end of this update.

Finally, please note our website address (www.mazars.co.uk) which sets out the range of
work Mazars carries out, both within the UK and abroad. It also details the existing work
Mazars does in the public sector.

MAZARS
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2. 2013/14 audit progress

Since the last Audit Progress Report we have:

e completed our planning for the 2013/14 audit year and issued our 2013/14 Audit
Strategy Memorandum (i.e. the plan) which is also on the agenda; and

e documented and walked through the key financial information systems (joint
walkthroughs with Internal Audit as in previous years where appropriate).

Our work in the next period includes the following:

e carrying out work to support our Value for Money conclusion;
e updating our IT risk assessment; and
e carly substantive testing.

As usual, we will also have regular meetings with senior officers and will read and consider
committee papers.

MAZARS
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3. National publications and other updates

Final accounts workshops, Mazars, February 2014

As in previous years, we have run final accounts workshops for key finance staff at
our clients. These are designed to help aid the smooth production of the financial
statements, including early discussion of any key changes.

Finance staff from the Council attended the workshop in February.

Future of Local Audit: Consultation on Secondary Legislation, DCLG,
January 2014

The Local Audit & Accountability Act 2014 received Royal Assent on 30 January
2014.

This Department for Communities and Local Government (DCLG) consultation was
wide ranging, but also included proposals in relation to the Accounts and Audit
Regulations. One important consultation question, of wider interest to authorities, is
whether the local government financial statements production timetable should be
brought forward. The consultation has now closed. There is a separate report on
this on the Committee’s agenda. The consultation can be found at:
http://localaudit.readandcomment.com/

Auditing the Accounts 2012/13, Audit Commission, December 2013

The Audit Commission’s annual report on the stewardship of taxpayers’ money by
local public bodies ‘Auditing the Accounts 2012/13°, has found that in 2012/13, the
quality and timeliness of financial reporting was consistently strong for most groups
compared to last year, while councils and small bodies had improved further still.
The Commission’s Controller of Audit, Marcine Waterman stated: ‘bearing in mind
that the overwhelming majority of councils and small bodies already met their
financial reporting responsibilities, even this slight improvement for 2012/13 really
has to be commended, especially given the continuing financial pressures on local
public bodies’.

This Council met all deadlines — in terms of submission of unaudited accounts,
publication of the accounts on their website and also meeting the 30™
September 2013 deadline.

http://www.audit-commission.gov.uk/2013/12/commission-highlights-year-on-year-
improvement-in-financial-reporting/

Audit Quality Thematic Review: Materiality, Financial Reporting Council,
December 2013

The Financial Reporting Council reported on its review of auditor’s consideration
and application of materiality. The review did not refer to the public sector, however
the principles are relevant. Qur Audit Strategy Memorandum provides details of
our assessment of materiality for the Council.

MAZARS 4
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https://www.frc.org.uk/Our-Work/Publications/Audit-Quality-Review/Audit-
Quality-Thematic-Review-Materiality.pdf

Audit Committees: practical guidance for local authorities, CIPFA, December
2013

This is a fully updated Chartered Institute of Public Finance and Accountancy
(CIPFA) guide, taking account of developments in audit committees and legislation
since the previous edition (in particular for changes to police bodies). The Head of
Internal Audit and Governance is aware of this update and he will be bringing
an update to members at a future date.

Financial statements: a good practice guide for local authorities, CIPFA,
December 2013

Local government financial statements can be complex and readers can have difficulty
identifying information they need. This CIPFA guide helps to identify issues and
identify improvements in the production of accounts.

We will discuss this report with officers responsible for preparing the financial
statements.

Tough Times 2013: Councils’ Responses to Financial Challenges from
2010/11 to 2013/14, Audit Commission, November 2013

The Audit Commission’s latest research, published in November 2013, Tough
Times 2013: Councils’ Responses to Financial Challenges From 2010/11 to 2013/14,
shows that England’s councils have demonstrated a high degree of financial
resilience over the last three years, despite a 20 per cent reduction in funding from
government and a number of other financial challenges.

But, the Commission says, with uncertainty ahead, local government bodies must
carry on adapting in order to fulfil their statutory duties and meet the needs of local
people.

As reported in our Annual Audit Letter and VFM conclusion for 2012/13, to
date the Council has demonstrated financial resilience. In common with the
national picture, we also identified the Council faces significant financial
challenges and difficult decisions will need to be considered.

http://www.audit-commission.gov.uk/2013/11/councils-show-financial-resilience-
but-must-continue-adapting/

Oversight of audit quality, quarterly reports, Audit Commission, quarterly

Our regulator, the Audit Commission, also publishes quarterly and annual reports on
the quality of the work it has outsourced to the firms. There are no significant issues
highlighted in respect of Mazars LLP. See section 5 for a summary of Mazars’
internal quality control processes.

http://www.audit-commission.gov.uk/audit-regime/audit-quality-review-programme/

MAZARS 5
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4.  Protecting the Public Purse — Fraud Briefing:
Hartlepool Borough Council

In our last Audit Progress Report, we highlighted the publication of the Audit Commission’s
Annual Fraud Report — Protecting the Public Purse. This report has been considered by the
Council and there is a separate report on this Committee’s agenda, therefore the key
messages of the report are not repeated here.

However, the Audit Commission issued fraud briefings tailored for individual metropolitan
and unitary authoritics. Therefore included below are the key charts showing the
Council’s comparative position in terms of levels and values of fraud detected
(compared with North West, North East, Yorkshire and Humber metropolitan
districts and unitary authorities).

Figure 1: National Picture 2012/13
Total cases detected - 107,000, with a value of £178 million (excluding social housing fraud)

Other
£38.5 million

Council tax
discount
£19.5 million

Housing benefit
and Council tax
benefit

£120 million
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Figure 2: how the Council compares to other Northern metropolitan districts and unitary
authorities - total detected cases and value 2012/13 (excluding social housing fraud)

If reading this in black and white, the Council is shown by the downwards arrow pointer
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Figure 3: Housing benefit (HB) and Council tax benefit (CTB) fraud 2012/13
Detected cases and detected cases as a percentage of HB/CTB caseload
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Figure 4: Council tax (CTAX) discount fraud 2012/13
Detected value and detected value as a percentage of council tax income

£600,000 + 0.700
£500,000 Rl T 0-600
+ 0.500

£400,000 -
+ 0.400

£300,000 -
§ + 0.300

£200,000 -
+ 0.200

£100,000 -
+ 0.100
£- - L 0.000

‘I:I Detected value —e— Detected value as % of CTAX income

MAZARS




4.3 Appendix 1

Hartlepool Borough Council
Audit progress report — February 2014

5.

Mazars Quality Management Procedures

Quality Management

The following paragraphs summarise Mazars LLP’s control and quality processes
covering internal quality assurance procedures, audit methodology, continuing
professional development procedures, management of conflicts of interest, client
satisfaction and quality reporting processes.

Mazars LLP’s processes are underpinned by a clear strategy for quality management.
By quality management, we mean the process and procedures through the planning,
execution and reporting of the audit. This:

e ensures delivery to contract specifications;
e guarantees the right resourcing of the assignment in terms of skill and timing;
e underpins the depth and quality of work, reporting and liaison; and

e provides a means of measuring both the performance and effectiveness of our
external audit services.

Quality Control Processes

At a national level, we have a formal system of quality control led by our Standards
and Risk Management team. This team inspects the technical work of each of our
offices annually and subsequently shares learning across the firm. The team also
quality reviews the work of individual engagement leads at least every three years
depending on the results and action taken on previous reviews. We operate a licensing
system for all engagement leads and managers. This ensures that for clinical
commissioning groups we only appoint senior members of the firm with the
appropriate expertise and experience of your sector. The firm has removed licenses
where quality review has highlighted deficiencies in the capability of an engagement
lead or manager.

Audit Manual

Mazars LLP has an audit manual that outlines our audit methodology, which includes
chapters on specific sectors where the methodology needs to recognise different risks
and reporting frameworks. We keep the manual under constant review and provide
updates one or two times a year depending on developments in auditing standards and
the learning we take from both internal and external quality control.

Mandatory Technical Training and Continuing Professional
Development

Mazars LLP expects all audit staff to attend monthly mandatory technical training
which they can ‘attend’ online via a webex facility and we monitor attendance
rigorously. Annually, audit staff are required to confirm that they adhere to our policy

MAZARS 9
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on continuing professional development. We have been accredited as meeting the
requirements of relevant professional bodies. We check this every year.

Management of Conflicts

In respect of management of conflicts, Mazars LLP operates strong systems to
achieve independence and objectivity. These systems involves the key procedures
detailed below.

e C(lient acceptance and continuance of engagements which enables evaluation of
the level of the client related risks, the firm’s ability to perform the engagement
and ethical risks in terms of independence and conflicts of interest.

e Provision of additional services to an audit client is subject to prior authorisation
from the engagement lead and, in some cases, to the opinion of the head of ethics.
It is also subject to authorisation of the client’s audit committee. There are also
additional procedures in place for Audit Commission contracts and non-audit fee
work above certain thresholds.

e An annual declaration of independence by engagement leads and staff and
thorough review of all situations that could compromise independence.

e Mandatory training for audit staff on ethical rules and in the firm’s procedures in
the area of ethics.

e Technical consultation with the experts on technical matters, ethics and other
areas.

e Limits on fees per client in order to avoid financial dependence on one or several
clients.

e C(lear rules regarding conflicts of interest. When there is such a threat, either the
assignment is refused, or appropriate safeguards are implemented.

Client Satisfaction Surveys

As part of our contract with the Audit Commission we send an annual client
satisfaction survey to all bodies to identify areas for improvement.

Annual Transparency Report 2012/13

Each year Mazars LLP publishes a transparency report that sets out our quality control
systems. We have summarised the key messages from the 2012/13 annual
transparency report below.

Background

e Mazars LLP has in place a Governance Council (as well as an overarching Group
Governance Council) which reviews the process for setting the strategy and
budgets. It also approves the process for the appointment and remuneration of
partners, ensures the Executive has appropriate management structures in place
and has identified, and is managing, major risks. It also encompasses the Audit
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Committee, made up of three members of the Governance Council and attended
by one member of the Executive.

e Mazars in the UK has voluntarily committed to applying the Audit Firm
Governance Code published by the Financial Reporting Council and the Institute
of Chartered Accountants in England & Wales.

Mazars LLP quality assurance and risk management

e The Group Executive Board of Mazars takes overall responsibility for internal
quality control and the carrying out of a periodic review of its effectiveness. The
GEB is supported by the Technique and Innovation Global Support Unit (T&I
GSU).

e The Mazars quality assurance and risk management policies are based on the
standards of the International Federation of Accountants (IFAC).

e Statement on the effectiveness of the independence safeguard systems of
Mazars LLP: Based on all the evidence collected, the management of Mazars
LLP confirms, with a reasonable level of assurance, that the independence
procedures and practices have been implemented and the system is effective in
maintaining independence. Furthermore, management confirms that the practices
have been subjected to internal review.

e Mazars LLP has an Enterprise Risk management framework, in accordance
with the Turnbull principles.

e Quality control system: The policies and procedures adopted by Mazars are in
compliance with the IFAC’s quality control standards: ISQC1 “Quality control for
firms that perform audits and reviews of financial statements and other assurance
and related services engagements” and Revised ISA 220 “Quality control for an
audit of financial statements.” These procedures are documented in a Quality
Assurance Manual available on the intranet.

e FEach year, Mazars entities critically assess their Quality Control System through a
monitoring program involving an assessment of the adequacy and effectiveness of
the entity’s procedures and a review of the entity’s engagement files.

e Statement on the effectiveness of the quality control system: on the basis of its
Quality Control monitoring conclusions, Mazars confirmed in December 2012 that
it met the membership obligations of the Forum of Firms in all material respects.

Effectiveness overall: the firm’s system of internal quality control is designed to
provide reasonable assurance that the firm, its partners and staff comply with
professional standards and regulatory and legal requirements, work is performed to a
consistently high standard and that reports issued by the firm are appropriate. The
management of Mazars is content that the system is effective in the maintenance and
improvement of audit quality.

The full report can be accessed from the Mazars website.
http://www.mazars.co.uk/Home/News/Our-publications/General-publications/Mazars-
UK-Transparency-Report-2012-13
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6. Contact details

Please let us know if you would like further information on any items in this report.

www.mazars.co.uk

Mark Kirkham
Director
0191 383 6300

mark.kirkham@mazars.co.uk

Diane Harold
Senior Manager
0191 383 6322

diane.harold@mazars.co.uk
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AUDIT AND GOVERNANCE
COMMITTEE

20 March 2014 HARTLEPOOL

BOROUGH COUNCIL

Report of: Head of Audit and Governance

Subject: INTERNAL AUDIT PLAN 2013/14 UPDATE

1. PURPOSE OF REPORT

11 To inform Members of the progress made to date completing the internal
audit plan for 2013/14.

2. BACKGROUND

2.1 In order to ensure that the Audit Committee meets its remit, itis important
thatitis kept up to date with the ongoing progress of the Internal Audit
section in completing its plan. Regular updates allow the members of the
Committee to form an opinion on the controls in operation within the Council.
This in turn allows members of the committee to fully review the Annual
Governance Statement, which will be presented to a future meeting of the
Committee, and after review, will form part of the statement of accounts of
the Council.

3. PROPOSALS

3.1 That members consider the issues within the report in relation to their role in

respect of the Councils governance arrangements. Table 1 of the report
detailed below, sets out the school audits that have been completed and the
recommendations made.

Table 1
Audit Objectives Recommendations Agreed
Ward Jackson | Ensure school finance and | - During the completion of the SFVS for | Y
Primary governance arrangements | 2013/14 the school should ensure that

are in line with best the documentis discussed at the full

practice. Governing Body meeting and minuted

before being signed by the chair of
governors and sentto HBC. An action
plan should be devised from any areas
where furtherimprovement needs have
been identified.

- Staff should continue to be vigilant and | Y
note dates by which invoices are to be

14.03.30 - A&G - 4.4 - Internal Audit Plan 2013-14 Update 1 HARTLEPOOL BOROUGH COUNCIL
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4.

4

Audit

Objectives

Recommendations

\greed

paid and attempt to make payment
within the terms.

- Administrative staff are already aware
of non orderinvoices and are making
efforts to reduce the levels. The Head
Teacher will also remind staff to notify
the administrative office of purchases
made to enable ordersto be processed
and budget committed.

- The school has been provided with a
copy of an agreement where the tems
and conditions have been previously
agreed with HBC Legal Senvices. This
agreement should be used forall lettings
and any changesto previously agreed
dateg/timeg/fadiliies should be notified
to the school in writing for adequate
records to be maintained for calculating
charges.

- The schoal should request a bank
mandate from the bank.

- The IT and electrical hardware
inventory should be updated with the
appropriate columnsto record the
required data for future purchases.

The inventory should also be updated
with a column to record the annual
stockcheck. It is also recommended that
the iPads are recorded alongside the
other electiical hardware on the same
inventory.

- Ensure the processis completed as
soon as practicable and records
updated

West View
Primary

Ensure school finance and
governance arrangements
are in line with best
practice.

- The adopted policy should be
communicated to all relevant staff and a
record maintained to evidence that they
have read and understood the policy.

- Contract procedure rules should be
followed when acquiring goods/services
in excess of £5,000 and the Governing
Body should evaluate tender/quotation
documentation for works in excess of
those stated in the Contract Procedure
Rules.

- Expenditure incurred from the schools
delegated budget should be made in
accordance with the terms and
conditions of the funding.

- Adequate income records are
completed to enable a recondiliation of
all income received to be undertaken.

- Accessto SIMS should be restricted to
authorised staff only.

- The adopted policy should be
communicated to all relevant staff who
should sign a dedaration of
understanding to evidence that they
have read and understood the policy.

14.03.30- A&G - 4.4 - Internal Audit Plan 2013-14 Update 2
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Audit

Objectives

Recommendations Agreed

- Orders should be used for all goods Y
and services with a few limited
exceptions. These orders should then
be committed on the schoal's financial
system to prevent overspending.

Greatham Ensure school finance and
Primary governance arrangements

are in line with best
practice.

- The school need to produce a medium | Y
term budget plan as soon as possible.
The auditor understands the schoaol
have contacted Corporate and Schools
Finance and a forward-planning visit to
produce a medium term budget plan has
been booked.

- All relevant documentation relating to Y
the recruitment and selection process
i.e. candidate assessment forms, panel
summary forms etc should be retained
for 6 months.

- A register of business interests Y
(induding nil’ returns should be
maintained for all governors and those
staff who can influence purchasing
decisions. The register should be
updated at least annually.

- Contract Procedure Rules should be Y
followed fully when acquiring goods/
services above defined limits. All
contract documentation should be
retained securely.

- Guidance produced by HBC Schools Y
information Governance Group should
be used to develop Information
Governance Policies for the school and
also ensure that the school is meeting
all its legal responsibilites in relation to
the data it retains.

- Up to date DBS checks should be in Y
place for all govemors

3.2 Inorder to continuallyimprove the Internal Audit Service a review of the
current process of reporting was carried out. In order to address areas for
improvement the following changes to current reporting arrangements have
been undertaken:

Instead of Internal Audit providing recommendations to be agreed, the
draft report will include a list of risks currently faced by the clientin the
area audited. It will be the responsibility of the client to complete an

action plan with details of the actions proposed to mitigate those risks

identified.

Once the action plan has been provided to Internal Audit, it will be the
responsibility of the client to provide Internal Audit with evidence that
any action has been implemented by an agreed date. The level of
outstanding risk in each area audited will be reported to the Audit

Committee.
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3.3

3.4

3.5

3.6

The benefits of the new arrangements are that:

4.4

» Ownership of both the internal audit report and any resulting actions lie
with the client. This reflects the fact that it is the responsibility of
management to ensure adequate procedures are in place to manage
risk within their areas of operation. The new approach is much more
focused on risk and will make managers more risk aware in the

performance of their duties.

» Greater assurance is gained that actions necessary to mitigate risk are
implemented. Less time is spent by both Internal Audit and
management in ensuring audit reports are agreed. Greater breadth of
assurance is given to management with the same Internal Audit
resource. The approach to risk assessmentmirrors the corporate
approach to risk classification as recorded in covalent.

All audits for 2013/14, other than schools, have been undertaken using the
new process with management embracing the changes and compiling their
own action plans to mitigate risks identified. Table 2 below summarises the
assurance placed on those audits completed using the new process. More
detail regarding each audit and the risks identified and action plans agreed is

provided in Appendix A.

Table 2
Audit Assurance Level
New Homes Bonus Reasonable
Information Data Management Reasonable
NSD Income Generation Reasonable
Fuel Management Reasonable
Public Sector Social Value Act Reasonable
Main Accounting System Reasonable
Councill Tax Support/Housing Benefit Reasonable
Debtors Reasonable
Integrated Transport Unit — Private Vehicle Hire No Assurance
Integrated transport Unit— Child and Adult Provision Limited
Members Allowances Reasonable
VAT Reasonable

As well as completing the afore mentioned audits, Internal Audit staff have

been involved with the following working groups:

Information Governance Group.
Procurement Working Group.
Performance and Risk Management Group.

Table 3 below details the audits that were ongoing at the time of compiling

the report.
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Table 3

4.4

Audit

Objectives

Manor Residents
Association/Who
Cares North East

To give an opinion on the adequacy of the arrangementsin place to manage
and expend funding received from HBC.

Continuous Audit

Ongoing testing of fundamental systems.

Payroll

Ensure arrangements around legislation & procedures, outsourcing, claim
based pay, data security, master data, starters, leavers, variations to pay, data
processing and recondiliations to the FMS are adequate.

I.T Network
Controls

Ensure a network strategy exists and standards and policies are in place to
supportits delivery. Connections and access to the network are approved and
secure. Unauthorised access to data transmitted over the network is
minimised. Management commission independent penetration testing. The risk
and impacts of network failure are minimised. An information security policy
has been established and communicated to all staff. Where applicable the
Public Service Network self asse ssment form has been used to identify the
controlsin place, thisinformation has been added to the ‘system notes.

Creditors

Ensure the systems and proceduresin place for ordering, receiving and paying
for goodg/servicesto ensure that the supplies of goods and services are
propeny authorised and comply with Financial Procedure Rules.

Budgetary Control

Ensure adequate controls are in place in respect of budget setting and
monitoring.

Children Services
Capital Pogramme

Reviewthe arrangements for developing the 2013/14 Schools Capital
Programme using condition data and other relevant criteria to detemine
priofity schemes, the monitoring of the 2012/13 Schools Capital programme to
ensure schemes are completed on schedule and within budget and
arrangements for procuring works.

Town/Borough Hall

Ensure that arrangements for collecting and processing income received in
respect of lettings and bar takings. Review insurance; use of resources,
procurement and performance management.

Highways Repairs
and Maintenance

Ensure adequate arrangements are in place to manage the highways
programme and expenditure.

Coundal Tax

Ensure adequate arrangements are in place to meet all legislative
requirements.

Integrated Mental
Health Partnership

Ensure adequate arrangements are in place to mitigate partnership risk.

NNDR

The auditisintended to review the controlsin place to mitigate identified risk
with testing undertaken to ensure thatthe controls are working effectively.

Cash/Bank Reviewthe procedures and processesin place for security, cash (and other
income) collection, banking and recondiliations.

Loans and Give assurance thatloans and investments are propeilly authorised, controlled

Investments and recorded in line with current Contract and Financial Procedure Rules.

Tees Archaeology

Examine the governance arrangementsin place with regards to the
partnership, in particular the areas relating to, service level agreement, service
plan, performance management, partner contributions and budget monitoring
arrangements, risk management and asset management.

Inspirations Coffee
Shop

Ensure all income and stock is adequately recorded and is secure.

Employee Gifts and
Hospitalities

Ensure adequate arrangements are in place to record all instancesin line with
coundil policy.

Officer Expenses

Review expensesto ensure that all are daimed and paid in line with council
policy.

Children Homes

Ensure adequate arrangements are in place for the day to day management of
the establishment.
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3.7

4.1

5.1

6.1

7.1

Extra Care Village | Auditobjectives are that Extra Care schemes are delivered in accordance with
nationallocal requirements, effective contract monitoring ensures that the full
range of user/service outcomes are considered on a regular basis ensuring the
delivery of strategic objectives and the Extra Care Service is delivered in a cost
effective manner. Payments to providers are accurate and in accordance with
Contract terms and conditions.

The work completed and currently ongoing is in line with expectations at this
time of year, and audit coverage to date has allowed Mazars to place
reliance on the scope and quality of work completed when meeting their
requirements under the Audit Code of Practice.

RECOMMENDATIONS
Itis recommended that Members note the contents of the report.
REASON FOR RECOMMENDATIONS

To ensure that the Audit Committee meets its remit, it is important that it is
kept up to date with the ongoing progress of the Internal Audit section in
completing its plan.

BACKGROUND PAPERS
Internal Audit Reports.
CONTACT OFFICER

Noel Adamson

Head of Audit and Governance
Civic Centre

Victoria Road

Hartlepool

T24 8AY

Tel: 01429 523173
Email: noel.adamson@hartlepool.gov.uk
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4.4

Appendix A

Audit Objective

Assurance Level

New Homes Bonus

received.

Review the potential for inaccurate coundll tax base data, the potential for inaccurate affordable homes
data, non-compliance with the scheme expectation and the possibility of incorrect payments being

Reasonable

Risk Identified

Risk Level prior to
action implemented

Action Agreed

Risk Level after
action implemented

No unmitigated risk identified.

Audit Objective

Assurance Level

Information Data
Management

Identify where the information security risks are which could result in a security breach and identify what

controls are already in place and/or what controls are intended to be put in place in the near future duiing
or after the roll out phase to mitigate those risks.

Reasonable

Risk Identified Risk Lewvel prior to Action Agreed Risk Lewel after
action implemented action implemented

Non-compliance with the Information Protection Educating users on their responsibilities is part of the

Policy could have a significant effect on the policy roll out currently underway within the authority.

efficient operation of the Council and may § Compliance with the poalicy generally will be tested as =

resultin financial loss and an inability to < part of the refresher training. £ O

provide necessary servicesto customers. = Regular monthly reports from the Councils IT provider 2

Unauthorised accessto CONFIDENTIAL impact also give information on: -

information. -The number of secuiity incidents that have been impact

Potential sanctions (induding finandial reported to the IT service desk,

penaln_es o_f up 1o %OQ’OOO) against the -The number of IT assets that have virus alerts or issues

Coundil orindividuals imposed by the .

Information Commissioner's Office as a result reported by the virus software (Mcafee) on the HBC

of information loss or misuse. estatg, o ]

Potential legal action against the Council or -Emails activity / blocking,

individuals as a result of information loss or -Any wlnerable network assets server etc (Languard

misuse. report).

Damage to the Council’s reputation as a result CICT will also add security incidents as a call type on

of information loss or misuse.
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4.4

Inadequate destruction of data.
The loss of direct control of user access to
information systems and facilities.

their call logging system to cearly identify any incidents.

Information from all the above will be fed into user
education / policy revision.

- identifying information assets,

Checks on the accuracy and currency of the data in the
IT systems asset list will be carried out as part of the
new ICT contracton an annual basis,

- risk asse ssing the information assets,

Formal risk assessments are currently not carried out,
consideration around this will be undertaken by the
information governance group.

Information Security Incddent Management
Policy Risks:

The policy will be reviewed by the Information
Governance Group this will indude the Data Protection

Non-compliance with this policy could have a z O Officer role (Constitutional and Administrative Solicitor) z
significant effect on the efficient operation of 2 in recording / reporting information security incidents. 2 0O
the Coundl and may resultin financial lossand | £ Educating users on their responsibilities to report and z

an inability to provide necessary servicesto - preventincidents is part of the policy roll out currently -
customers. Impact underway within the authority. It will also be induded in Impact
To reduce the impact of information security any refresher training on an ongoing basis. Compliance

breaches by ensuring incidents are followed up with the policy will be tested as part of the refresher

correctly. training.

To help identify areas forimprovement to

decrease the riskand impact of future

incdents.

To educate users on lessons learnt and what

can be done to prevent future incidents.
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4.4

Audit Objective Assurance Level
NSD Income Undertake an analysis of the income received and identify whether any further work is required to mitigate Reasonable
Generation risk.

Risk Identified

Risk Level prior to
action implemented

Action Agreed

Risk Level after
action implemented

No unmitigated risk identified.

Audit Objective

Assurance Level

Fuel Management

Ensure an effective fuel management system isin place which minimises consumption, provides for the
security of fuel and reports usage accurately and completely

Reasonable

Risk ldentified

Risk Lewvel prior to
action implemented

Action Agreed

Risk Level after
action implemented

The fuel management system in place may not

When we take a delivery of fuel on receipt of the

be capable of minimising consumption and delivery note you are to input the delivery onto Time
assuring the security of fuel in an effective z O Plan system and checks are made to ensure that the z
manner. Reporting mechanismsin place may 2 actual stock of fuel and that recorded on Time Plan 2
not provide details of fuel usage accurately T agree. All such checks are to be recorded. All deliveries | T o
and completely. - are inputted on the Time Plan system. -

Impact Impact

Audit Objective

Assurance Level

Public Sector Social
Value Act
responsibilities.

Undertake an asse ssment of how the Act has been incorporated into HBC Contract Procedure Rules and
training was undertaken to ensure that all staff involved in the process were aware of their roles and

Reasonable

Risk Identified

Risk Level prior to
action implemented

Action Agreed

Risk Lewel after
action implemented

No unmitigated risk identified.
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4.4

Audit

Objective

Assurance Level

Main Accounting
System

Ensure identified risks are managed at an acceptable level with regard to legislative and regulatory
requirements and that financial data is accurate and complete.

Reasonable

Risk Identified

Risk Level prior to Action Agreed
action implemented

Risk Level after
action implemented

No unmitigated risk identified.

Audit

Objective

Assurance Level

Council Tax Support/
Housing Benefit

Review of Housing Benefit and Council Tax Support Scheme induding daim processing - new daims,
backdated daims and changesin circumstances and the calculation of support; arrangements for
managing disputesto daim decisions; payments of Housing Benefit, including arrangements for recovering

overpayments that arise; discretionary Housing Payments; fraud prevention and detection and data
security.

Reasonable

Risk Identified

Risk Level prior to
action implemented

Action Agreed

Risk Lewel after
action implemented

Fraudulent activity may go undetected if

Manager checks have recommenced with scheduled

effective arrangements are notin place to weeky caseload review as from 25.11.13 and review of
detectit. Investigations may not be undertaken E @ sanction cases priorto hand over for decisions E
in accordance with the Authority's Anti-Fraud & = =
Corruption Policy. = = L0
Impact Impact
Audit Objective Assurance Level
Debtors The audit will focus on providing assurance in the following areas. system security; debtor records (set up Reasonable

& use of); charging framework; debt collection; debt recovery and performance management.

Risk Identified

Risk Level prior to Action Agreed
action implemented

Risk Lewvel after
action implemented

No unmitigated risk identified.
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4.4

Audit Objective

Assurance Level

Integrated transport
Unit — Private Hire

and private hire use.

Reviewthe current systems and processesin place relating to vehide hire & recharging for both council

No Assurance

Risk ldentified

Risk Lewel prior to
action implemented

Action Agreed

Risk Level after
action implemented

Without the correct documentation being in
place discrepancies relating to the booking
cannot be validated and there would be no
record of the request which may lead to
vehicles being misappropriated without
detection. Loss of income.

Likelihood
:j

Impact

Booking and return processe sto be reviewed and new
improved system to be instigated — Written procedures
will be modified to take thisinto account whilst using the
current system, Bookings/ref numbers cancelled will be
recorded on the system foraudit purposes. Recent tests
on ref No 7801 & 7810 show when booking aborted the
reference numbers are deleted.

The introduction of Heetmaster will resolve thisissue.

Likelihood
j

Impact

Discrepandes relating to the booking cannot
be validated and there would be no record of
the return which may lead to vehides being
misappropriated without detection.

Likelihood
:j

Impact

Generally the procedures will be modified to ensure
vehicles are signed for both out and on return, recording
both date and time. Out of hours returns needs to be
reviewed as some timesitis a necessity, again
procedures will be modified to accommodate this. The
introduction of Heetmaster will resolve some of these
issues.

Likelihood
j

Impact

Drivers may not be suitably qualified to drive
the vehicles on hire.

Likelihoodd

Impact

Without the correct documentation being in
place discrepancies relating to the booking
cannot be validated and there would be no
record of the request which may lead to
vehicles being misappropriated without
detection.

Driving licences are checked prior to release of vehides,
this will be reinstated asitis necessary to confirm the
categories etc to ensure drivers can legally diive/
operate vehides/plant hired. A reminder to bring their
licences will be added to the online booking form
(mandatory field) and any Council employee who wishes
to hire a vehide through Heet must be registered with
the Road Safety Team and provide full licence details on
an annual basis or asrequested. The introduction of
Fleetmaster will resolve thisissue

Likelihoodd
j

Impact

Likelihood
:j

Impact

No vehide will be provided unless cost code is provided
in advance and hired/booked by either eform or e-mail.
The introduction of Heetmaster will resolve thisissue.

Likelihood
j

Impact
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4.4

Unwarranted costs may be incurred by the
Authority if vehicles are not off hired in a timely
manner.

Likelihood
:j

Impact

Normally all booking/off hire conformation is supported
by email - Vehides to be off hired/stood down (with
external hire company) will be confirmed by email - The
introduction of Heetmaster will resolve thisissue.

Likelihood

o

Impact

Loss of income due to charges not being made

and/orinappropriate/incorrect charges could be
made.

Likelioodd

Impact

Monthly review of all transactions will be undertaken to
ensure that all necessary information is available to
recharge user - The introduction of Fleetmaster will
resolve thisissue.

Likelioodd

o

Impact

Inadequate records may resultin charges not
being made and/orincorrect/inappropriate
charges being processed resulting in a loss of
income to the Authority.

Likelihood

Impact

New system of recording short term hire to be
established with monthly recondliation of charges to
service users —The short tem hire book has been
reviewed to indude Name, dept, user etc. Chargesto be
recharged monthly. - Fleetmaster will enforce.

Likelihood

o

Impact

Inappropriatefincorrect charges could be made
resulting in a loss of income.

Likelihood
:j

Impact

Ensure that the current rmtes are used in all transactions
and that a list containing these rates be available to staff
and customers alike. Fleetmaster will enforce.

Likelihood

o

Impact

Income may not be received.

Likelioodd
:j

Impact

Inappropriatefincorrect charges could be made.
Fuel usage may be over orunder stated
resulting in a loss of income. Fuel may be
misappropriated.

No vehide to be taken without up front payment of hire
charge. Bookings collected late in the day must be paid
for in advance of “cashing up” or vehide should not be

issued —Fleetmaster will enforce.

Likelioodd

o

Impact

Likelihood

Impact

Establish a fuel recharge cost based on mileage and
estimated economy of vehidesto be applied in all cases
at the end of the hire period. — Fuel charges are being
made three ways, spot hire sheets, computerdirect and
off the hire fuel key’ log sheet, we are confident all fuel
has been charged. For the hire key, in the past fuel

Likelihood

o

Impact
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charges have been made from the details ‘hand written’
on the log and it is the misinterpretation of the
handwriting that has caused these issues, for future
reference fuel amounts will be confirmed from the fuel
computer. Fleetmaster will enforce.

The Authority may be exposed to unacceptable
financdal lossif it does not have sufficient
insurance cover.

Insurance records to be updated immediately as and
when vehicdes are brought into the system (i.e. delivered

g to Church Street Depot). The introduction of Heetmaster | =
2 will resolve thisissue. 2 ®
2 2
3 3
Impact Impact
Fuel may be misappropriated. Inappropriate Fuel Key to be locked away at all imeswhen notin use
use of the fuel key may go undetected. — Alockable key box/cupboard will be procured to
Z accommodate both the fuel key and hired vehide keys. Z
Q Q
R B
] ]
Impact Impact
If keys are not kept securely this may result in Keysto be kept secure at all imes with access only to
unauthorised use of vehides. Fleet Services and appropiiate Admin staff — A lockable
g key box/cupboard will be procured to accommodate g
2 both the fuel key and hired vehide keys. 2
3 O 5 &
Impact Impact
Fees may not be sufficient for the service New contract for the provision of hire vehidesto be
provided resulting in a budget pressure. prepared and put to tender for new financial year
Amendments to rates are not propedy g O — Thisisthe additions to the base hired in rate eg g
approved and implemented resulting in a loss £ overheads, insurance etc. Fleetmaster will enforce. £ )
ofincome. Without a pricing policy, the system | £ z
isopen to abuse with the use of ‘matesrates | — -
going undetected. Impact Impact
Without adequate monitoring arrangements Meetings to discuss performance will continue to take
loss of income and/or fraudulent activites may place monthly with Group Accountant,
go unnoticed. z Technical Senices Manager and Senice Team Leader. |
2 O Service Team Leader will be responsible for providing 2 o
] details as requested within one week of meeting. z
— —

Impact

Impact
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4.4

Audit Objective

Assurance Level

Integrated Transport
Unit — Child and
Adult Provision

Management.

To examine the following areas of control: Policies, Procedures & Legislation; Senice Users; Security;
Contracts & SLA's; Income (private hire); Health & Safety; Budget Monitoring and Performance

Limited

Risk Identified Risk Level prior to Action Agreed Risk Level after
action implemented action implemented
ITUhas not followed the procurement process All operators details have been revised. 3 of the 16
for checking all documentation on operators operators on the current framework did not have
PQQ’s. Operators may be uninsured for both z Public Liability Insurance to the required level. All three | E
vehicles and public liability insurance leading to | £ have nowincreased their cover to the required £
huge reputational risk and potential financial £ insurance levels. Periodic inspections of Operators £ )
risk. - documents include a review of insurance requirements’ | —
impact documents. Review of procurement processe s and impact
documents set in dairies in preparation for the next
planned tender.
Non/inaccurate payment of travel leading to a The booking sheetin relation to the private hire
loss of income to the authotity. provision has been revised to require staff to indicate
Legislative requirements are not metdue to the | g O the pricing structure they have followed. In the first =
council generating income via private hire. 2 instance the schedule of rates should be used, if the £ o
£ journeyis more unique then a bespoke estimate must 2
- be provided using the estimate sheet. A toolbox talk has |
impact taken place with all staff to advise them of the revised impact
process and the need to complete all the relevant parts
of the booking form.
Drivers are not adequately qualified to diive All but three diivers have valid vehicle inspection
vehicle, or trained to use equipment, lift training. Training forthe remaining three will take place
passengers etc; HBC at risk of legal action/ z thisweek (w/c 06.01.14). 10 of the 34 driversrequire a z
large legal costs following an accident, vehide | 2 @) refresher of Passenger lift operation training; thisis 2 0
or equipment used is damaged, resultinginan | £ provided by a spedalist trainerand has been arranged 2
injury/accident. - for February 2014. An annual review will take place to -
impact ensure training is kept up to date. impact
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Inaccurate information fed into PI's may lead to All perfformance dataislocated on the new ITU Y:drive
incorrect decisions being made. HB e and all relevant data is stored in files, spreadsheets or z
2 databases. £
[F] [F]
5 ufll @
Impact Impact

Audit Objective

Assurance Level

Members Allowances

To review allowances and expenses for Members for the financial periods 12/13 and 13/14.

Reasonable

Risk Identified

Risk Level prior to
action implemented

Action Agreed

Risk Level after
action implemented

The Authority may not be complying with it's
responsibiliiesin relation to either the
deduction of taxation or the notification of

To be reviewed and any corrective action implemented
during this finandial year. Any reportable taxable

g benefits will be induded in Payroll's end of year retum to | 3
taxable benefitsto HMRC. £ HMRC. = 0
I I
3 3
Impact Impact
Audit Objective Assurance Level
VAT Ensure effective planning and administration procedures ensure that relevant staff are aware of their

responsibilities, there is compliance with VAT legislation and efficient & effective operations maximise cash
flow for the organisation.

Reasonable

Risk Identified

Risk Level prior to
action implemented

Action Agreed

Risk Level after
action implemented

Non compliance with VAT regulations resulting

Access to the “SLS - Default VAT code Amended on Inv

in VAT being incorrectly claimed which may Report” has now been granted by the Integra team.
resultin a penalty. K This will be reviewed quarterly and a small sample will K
£ @) be checked to verify amendments are appropliate. £
[LF] [LF]
5 = 0
Impact Impact
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AUDIT AND GOVERNANCE
COMMITTEE

<)
M
20 March 2014 R—

HARTLEPOOL
BOROUGH COUNCIL

Report of: Head of Audit and Governance

Subject: INTERNAL AUDIT PLAN 2014/15

11

21

2.2

2.3

24

PURPOSE OF REPORT

To inform Members of the direction of internal audit activity, and to
seek approval of the annual operational Internal Audit Plan for
2014/2015 (Appendix A).

BACKGROUND

Under the Accounts and Audit Regulations 2011, the Council is
responsible for maintaining an adequate and effective system of
internal audit of its accounting records and accounting control systems
in accordance with proper internal audit practices. At Hartlepool, the
authority for ensuring this responsibility has been delegated to the
Chief Finance Officer.

To accord with the new Public Sector Internal Audit Standards (PSIAS)
and to assistin ensuring the objectives of Internal Audit are achieved,
audit activity must be effectively planned to establish audit priorities
and ensure the effective use of audit resources.

Given available audit resources, all aspects of the Council's systems
and arrangements cannot be audited in one year. In recognition of this
a Strategic Audit Plan has been prepared using a risk model based on
the model accredited by the Chartered Institute of Public Finance and
Accountancy, which factors include:

. System Factors

. Managerial and Control environment
. Value of transactions

. Volume of transactions

. Opinion critical

. May incur legal penalties

The Strategic Audit Plan is produced in a way that ensures all relevant
risk areas are covered. This allows the most relevant and
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comprehensive annual opinion on the Councils control environment to
be given to the Audit Committee. Additionally, the audit plan has been
tailored to add value to the Council following a process of discussion
and consideration by Corporate Management Team, of their current
operational issues.

3 INTERNAL AUDIT RESOURCES 2014/2015

3.1 Hartlepool Borough Council Internal Audit establishment consists of a
Head of Audit and Governance and 5 FTE audit staff. When taking into
account operational costs of providing the service and income
generated, the net budget for the provision of Internal Auditis
£227,568, which equates to approximately £242 per audit day
provided.

3.2 Atotal of 71 planned areas of audit coverage will form the basis of the
mainstream Internal Audit work for 2014/15. The plan includes
fundamental systems such as salaries, debtors, creditors, risk
management etc., which are identified, for the purpose of the plan, as
single audits. However, these will include system and probity audits in
each orsome of the departments, in support of the main system
reviews.

3.3 In addition to the planned audit work, advice and support will be
provided on an ad hoc basis throughout the financial year together with
unplanned reactive work wherever necessary and appropriate.

3.4 For2014/15, 100 days of audit work will also be provided to the
Cleveland Fire Authority.

3.5 Further details are provided in Appendix A of the focus of coverage
across the council. In order to support members in the process of
reviewing proposed audit coverage, the Better Governance Forum
guidance on approving Internal Audit plans is also attached for
information. This takes the form of a number of questions members
may want to consider when reviewing the plan.

4 DELIVERING THE AUDIT

4.1 Regular liaison is an essential feature of an effective and responsive
audit function. In this context, Internal Audit will:

- Have frequent meetings with departments to discuss the short
term audit program, any current departimental issues which may
benefit from an audit review and provide the opportunity to raise
any concerns with the audit services provided,

- Following audit reviews agree action plans, identifying
responsibilities and timescales for action;
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- Carry out follow up work to monitor the effectiveness of
management in implementing action plans;

- Ensure action plans are focused on improving controls and
delivering benefits to the Council;

- Provide feedback to the Chief Finance Officer and Members on
progress on the audit plan and the outcomes of audit work.

5 INTEGRATION

5.1 Although Internal Audit and Mazars carry out their work with different
objectives, itis good professional practice that both parties should work
closely together, which is a principle that the Council has always been
committed to.

5.2 The arrangements for ensuring effective joint working are formalised
into a Joint Protocol Agreement, which ensured that the overall audit
resources are most effectively focused and duplication is minimised.

6 RECOMMENDATION

6.1 Itis recommended that Members review and approve the 2014/2015
Internal Audit Plan and Internal Audit budget for 2014/15 of £227,568.

7. REASON FOR RECOMMENDATIONS

7.1 To ensure that the Audit Committee meets its remit, itis important that
it satisfies itself that Internal Audit coverage is adequate and effective.

8. BACKGROUND PAPERS

81 - United Kingdom Public Sector Internal Audit Standards (PSIAS).
- CIPFA's Code of Practice for Internal Auditin Local Government
in the United Kingdom 2006.

9. CONTACT OFFICER

9.1 Noel Adamson
Head of Audit and Governance
Civic Centre
Victoria Road
Hartlepool
T24 8AY

Tel: 01429 523173
Email: noel.adamson@hartlepool.gov.uk

14.03.30 - A&G - 4.5 - Internal Audit Plan 2014-15 3 HARTLEPOOL BOROUGH COUNCIL



Audit and Governance Committee — 20th March 2014 4.5

14.03.30 - A&G - 4.5 - Internal Audit Plan 2014-15 4 HARTLEPOOL BOROUGH COUNCIL



Audit and Governance Committee — 20th March 2014

Department Name

Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executives
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executives
Chief Executives
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executives
Chief Executives
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Chief Executi ves
Child and Adult Serices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Serices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Serices
Child and Adult Ser\ices
Child and Adult Ser\ices
Child and Adult Ser\ices

Attendance Management
Benefits - Housing
Budgetary Control
Cash/Bank

Computer Audit
Continuous Audit

Council Tax

Credit Card Payments
Creditors

Debtors

Disabled Discrimination Act
Disclosure and Barring Scheme

Early R etirement/Voluntary Retirement Procedures
Empl oyees Registers of Interest/Gifts and Hos pitalities

Fraud Awareness

Health and Safety

Infor mati on/Data Management Sec urity
Insurances

Loans & Investments

Local C ouncil TaxSupport Scheme
Main Accounting

Members Allowances/Travel/Subsistence
Middleton Grange Shopping Centre
NFI

NNDR

Officers Expens es

Risk Management

Salaries and Wages

VAT.

Brougham Primary School

Free School Meals

Golden Flatts Primary School

Home Care

Jesmond Gardens Primary School
Kingsley Primary School

Lynnfield Primary School

Owton Manor Primary School Academy
Placements

Rift House Primary School

Rossmere Primary School

Seaton Carew Nursery

Social Care - Contracts and C ommissioni ng

Social Care - Direct Payments
Social Fund/Section 17

St. Cuthbert’'s Primary School

St. Helens Primary School

St. Hilds Secondary School

St. John Vianney Primary School
St. Josephs Primary Sc hool

St. Teresas Primary School
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Appendix A
Assistant Director 2014/15
Andrew Atkin 10
Chris Little 20
Chris Little 15
Chris Little 5
Andrew Atkin 50
Chris Little 100
Chris Little 15
Chris Little 5
Chris Little 15
Chris Little 10
Andrew Atkin 5
Andrew Atkin 10
Andrew Atkin 10
Andrew Atkin 5
Chris Little 50
Andrew Atkin 10
Andrew Atkin 30
Chris Little
Chris Little 5
Chris Little 20
Chris Little 15
Andrew Atkin
Chris Little
Chris Little 5
Chris Little 20
Chris Little 5
Andrew Atkin 10
Chris Little 15
Chris Little 3
Dean Jackson
Dean Jackson
Dean Jackson 5
Jill Harrison 10
Dean Jackson 5
Dean Jackson 5
Dean Jackson 5
Chris Little 5
Sally Robinson 5
Dean Jackson 5
Dean Jackson 5
Dean Jackson 5
Jill Harrison 10
Jill Harrison 5
Sally Robins on 10
Dean Jackson 5
Dean Jackson 5
Dean Jackson 5
Dean Jackson 5
Dean Jackson 5
Dean Jackson 5
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Child and Adult Services
Child and Adult Services
Child and Adult Ser\ices

Public Health
Public Health
Public Health
Public Health
Public Health
Regeneration
Regeneration
Regenerati on
Regenerati on
Regenerati on
Regeneration
Regenerati on
Regenerati on
Regeneration
Regeneration
Regenerati on
Regenerati on
Regenerati on

Corporate
Corporate
Corporate

and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood
and Neighbourhood

Stranton Primary School Academy

Troubled Families Grant

Wrap Around/After School Provision

Increasing Leels of Physical Activity

LArole indealing with outbreaks/emergencies.
Obesity Management Ser\ices

Sexual Health Services

Smoking Cessation Services

Bus Service/Fuel Operators Grant

Car Parking - Income

EmptyHomes Programme

Energy Management

Highways - Repairs and Maintenance

Housing Options C entre

Integrated Transport Unit - Concessionary Travel
Integrated Transport Unit - Highways Capital Grant
Integrated Transport Unit - Private Hire

Project Management/Monitoring (Capital Programme)

Recycling/Landfill
Catering
Procurement

ADMINISTRATION

Training/Development

Admi nistration

Contingency/Advic e/Support/ Speci al Investigations

CFA
TOTAL
Holidays

Contingency
BankH olidays
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Chris Little
Sally Robins on
Dean Jackson
Louise Wallace
Louise Wallace
Louise Wallace
Louise Wallace
Louise Wallace
Alastair Smith
Alastair Smith
Damien Wilson
Alastair Smith
Alastair Smith
Damien Wilson
Alastair Smith
Alastair Smith
Alastair Smith
Alastair Smith
Alastair Smith
Alastair Smith
Denise Ogden
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10
10
10
10
10

10
10

10

10
10
750

50
70
70

100
1040
155

25
40
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Reviewing the Audit Plan Appendix B

At least once a year, but possibly more frequently, both your intemal and extemal
audit teams will ask you to review theiraudit plans and approve them. If you aren’t
familiar with audit plans, you may well be asking yourself how to do this and how you
can add value. In this article, I will disauss:

Why draw up an audit plan?

Who is involved?

How is the audit plan produced?
What does the audit plan cover?
When is the audit plan written?
Your role in relation to the audit plan

I will finish with a "dashboard” of key questions for you to ask to satisfy yourself that
the plan has been drawn up appropriately and will deliver the assurance that you need
as an audit cmommittee member. While I concentrate on your role in relation to intemal
audit, many of these points also relate to extemal audit.

Why draw up an audit plan?

An audit plan is needed to ensure that your auditors address all the main areas of risk
within your organisation and @an provide assurance to support your Annual
Govemance Statement or Statement on Intemal Control. At the end of each year the
head of intemal audit provides an opinion on the effe ctiveness of the control
environment so it is vital that the plan is sufficient to support that opinion. It is also
needed to ensure auditors use their limited resources (budget, time, people and
expertise) to best effect. AlImostinevitably audit needs outstrip audit resources and
the plan will help your audit team set its priorities, in disaussion with you.

Who is invdlved?

The auditplan is nomally drawn up by the head of internal audit, in consultation with
directors and members of the audit team. As the intemal audit plans and extemal
audit plans should be aligned, each should consult the other as part of this process.

How is the audit plan produced?

The audit plan is ‘risk-based’ to address the finandal and non-financial risks faced by
your organisation and your key priorities. Your organisation’s risk registerand the
effectiveness of risk management will be reviewed to help develop the plan. The plan
may also indude work to be undertaken on behalf of your extemal auditor. The
identified audits will be balanced against the resources available and the plan drawn
up accordingly.

What does the audit plan cover?

The audit plan should show how your inte mal audit strategy is going to be achieved in
acoordance with the section’s terms of reference. Plans include a combination of
planned work and allowances for reactive work. They are always flexible so that they
can reflect the changing risks and priorities within yourorganisation. Plans will also
indude allowanaes for “non-chargeable” time.

Planned audit work consists of a series of reviews of different aspects of your
organisation’s operations. The plan will indude some high risk areas, for example
areas of signifiant financial risk or high profile projects or programmes. Or they could
be areas where there are concems about poor performance, fraud or emerging risks.
Some higher risk audits may feature annually in audit plans. Other areas, partiaulady
finandal systems, may be audited regulary even if they are well controlled be @use of
theirsignifia@ance to the financial statements. The frequency will usually be agreed
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with the extemal auditor. Other parts of the plan will reflect the risks and priorities of
the omganisation and the judgement of the head of intemal audit.

Reactive audit work may include investigations, giving advice, supporting working
groups and other such matters. Non-chargeable time indudes annual leave, training,
administration, team meetings etc. A working year is approximately 260 days. A
typial auditor (not a trainee or a manager) will @arry outabout 200 audit days/year.

When is the audit plan written?

Detailed audit plans nomally cover the organisation’s finandal year, although this is
not mandatory. The audit plan is, therefore, generally written a few months before
the start of the audit year for approval by the audit committee at the meeting before
the start of that year. As the plan has to be flexible, you should be kept informed of
minor changes and receive a revised plan forapproval if there are any signifiant
changes during the year.

There may also be a strategic plan that outlines the main direction for the audit team
overa longer period than a year (perhaps three years). This is partiaulady useful to
understand the wider coverage of risks and controls.

The audit committee’s role

The audit cmommittee should be both challenging of the plan and supportive in its
delivery. You need to be sure that the organisation’s risks and priorities are
considered, that the plan is aligned with the audit strategy and temms of reference,
that intemal and extemal audit have liaised in drawing up their plans and that your
auditors have exercised their independence and have not been unduly influenced by
others in deciding what they will or (even more importantly) will not examine. You
could review the audit strategy and terms of reference at the same time to ensure
that they are still relevant and appropriate.

You also need to consider how the plan relates to othersources of assurance to
support the Annual Govemance Statement or Statement on Intemal Control, for
example assurance from the risk management process or management assuranaces.
Taken as a whole, will you get the assurance you need?

Once the plan has been approved, your role is then to monitoradivity and outcomes
against that plan. Is it being delivered? Is the audit work delivering the expeded
outcome? You may also need to support your auditors, if they are struggling to get
auditee engagement or experience a shortfall in resources. Above all, you are there to
get action as a result of audit work.

1. Who did the head of intemal audit liaise with in drawing up this plan? Did
this include external audit?

2. How does this audit plan link to our risk register and our strategic plans?

3. What audits have you left off this plan and why? When do you plan to
carry out this work?

4. How does the audit plan fit with other assurance work? Are there any gaps
or is there duplication?
Elizabeth Humphrey

Senior Associate, CIPFA Better Govemance Forum
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AUDIT AND GOVERNANCE
COMMITTEE

20 March 2014

HARTLEPOOL
BOROUGH COUNCIL

Report of: Chief Finance Officer

Subject: PROTECTING THE PUBLIC PURSE 2013

1. PURPOSE OF REPORT

1.1 Toinform Members of the Audit Commissions publication “Protecting
the Public Purse 2013".

2. BACKGROUND

2.1 The 2013 version of the annual Audit Commission report Protecting the
Public Purse (PPP) was published on 14™ November 2013. That report
highlights current and emerging fraud risks in Local Government. The
report also provides summary information on fraud detection activities,
based on the Audit Commission’s annual detected fraud and corruption
survey.

2.2  This report has been produced for those responsible for governance in

2.3

local government, particularly councillors. Itis intended to help
councillors protect valuable and increasingly scarce public resources. It
covers these important themes:

the scale and value of fraud detected by local government bodies in
2012/13;

whether fraud is in decline;

trends in housing tenancy and council tax discount fraud;

trends and threats in other significant fraud types;

national developments impacting on local government counter fraud.

The Audit Commission has compiled a checklist for those responsible
for governance, attached as Appendix A, to which answers have been
provided in relation to the Councils arrangements. More questions for
councillors to consider in support of fraud briefings are attached as
Appendix B and deal with more minor issues.
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3. AUDIT COMMISSION PROPOSALS

3.1 As partofthe report the Audit Commission has made
recommendations it hopes will enable Local Authorities to fight fraud
more effectively as detailed below:

3.2  All'local government bodies should:
« use the Audit Commission checklist for councillors and others
responsible for governance (Appendix A) to review their counter-
fraud arrangements; and

« actively pursue potential frauds identified through their participation
in the National Fraud Initiative (NFI).

3.3  Councils in particular should:
« Actively promote a vigorous counter-fraud culture  by:
Enforcing robust sanctions for fraud and publicise the action taken,
to enhance local deterrence;

Encourage councillors to play an enhanced role in managing the
risk of fraud effectively, and

Review their own whistle-blowing arrangements in line with current
best practice and applying the lessons leamed from the findings of
the 2013 Public Concem at Work research on whistle-blowing.

« Develop a clear strategy to tackle fraud by:
Reviewing their own counter-fraud strategies in the context of the
national Fighting Fraud Locally (FFL) strategy to tackle local
authority fraud; and

Reviewing their own arrangements against FFL good practice
guidance to be issued in 2013 and 2014 about frauds in schools,
business rates and personal budgets.

« Work in partnership to reduce fraud by:
Considering how best to maximise the benefit of the Prevention of
Social Housing Fraud Act, including closer partnership working with
local housing associations;

Exploring joint working with other councils, particularly smaller
councils with limited investigative capacity;

Realising the benefits of county councils and district councils
working together to tackle blue badge fraud (disability parking) in
two-tier areas.

- Prepare effectively for the introduction of the Single Fraud
Investigation Service by:.
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Considering the impact that SFIS will have on their capacity to
tackle non-benefit frauds;

Maintaining a capability to investigate non-benefit related fraud,
proportionate to the risk;

Working with SFIS to ensure the approach taken to tackling benefit
fraud continues to reflect local priorities and risks.

« Allocate sufficient resources to tackling fraud by:
Focusing more on detecting and recording non-benefit fraud,
particularly district councils;

Targeting their counter-fraud resources where they will produce the
most benefit, assessing the risk of ham against the measures
needed to reduce it.

« Improve their use of data to measure their performance in
tackling fraud by:
Challenging their performance in tackling non-benefit frauds, in
particular against the results achieved by the top performing
councils;

« Considering whether to apply the National Fraud Authority's (NFA's)
Annual Fraud Indicator methodology to assess the local impact of
the most financially significant frauds;

+ Maximising the benefits of reporting frauds through the Action Fraud
website;

« Requesting an individual fraud briefing from their external auditor.

3.4  The Department for Communities and Local Governmen  t should
consider:

- Extending powers for councils to investigate all frauds, to protect
the public purse; and

« What arrangements need to be putin place to collect and publish
data on detected fraud against local public bodies, after the closure
of the Audit Commission.

3.5 Action Fraud, the UK's national fraud and intemet crime reporting
centre, should provide regular and timely feedback to all local
government bodies that use the Action Fraud reporting arrangements

4 RECOMMENDATION

41 Itis recommended that Members note the contents of the Audit
Commissions publication Protecting the Public Purse 2013 and the
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5.1

6.1

7.1

actions taken by officers to implement those recommendations made
that are applicable to the Council.

REASON FOR RECOMMENDATIONS

To provide assurance to the Audit and Governance Committee in
relation to the arrangements the Council has in place in respect of
combating fraud.

BACKGROUND PAPERS

Protecting the Public Purse 2013 (Appendix C).

CONTACT OFFICER

Chris Little

Chief Finance Officer
Civic Centre

Victoria Road
Hartlepool

TS24 8AY

Tel: 01429 523003
Email: chris little @hartlepool.gov.uk
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Appendix A
General Yes No
1. Do we have azero tolerance policy towards fraud? ®
HBC Response: This is demonstrated and communicated in the Councils

Fraud Strategy as approved by the Audit and Governa  nce Committee.

2. Do we have the right approach, and effective count  er-fraud strategies,
policies and plans? Have we aligned our strategywi  th Fighting Fraud
Locally? ®

HBC Response: The Councils Fraud Strategywas rewri  tten inline with
Fighting Fraud Locally and agreed by the Audit and Gowvernance
Committee.

3. Do we have dedicated counter-fraud staff? ®

HBC Response: Both in Revenues and Internal Audit.

4. Do counter-fraud staff review all the work of our organisation? ®
HBC Response: Yes.

5. Does a councillor have portfolio responsibility fo r fighting fraud across
the council? ®

HBC Response: Responsibilities for corporate govern ance, risk
management and anti fraud arrangements lie with the Chair of Audit and
Governance Committee as outlined in the Constitutio n.

6. Do we receive regular reports on how wellwe aret  ackling fraud risks,
carrying out plans and delivering outcomes? ®

HBC Response: Regular updates given to management o n instances of
fraud and action taken to rectify any issues arisin g.

7. Have we assessed our management of counter-fraudw  ork against good
practice? ®

HBC Response: Fraud work measured against both Figh  ting Fraud Locally
and CIPFA’s Fraud “Red Book”.

General Yes No

8. Do we raise awareness of fraud risks with:

[ new staff (including agency staff); [ )
m  existing staff; [ )
[ elected members; and o
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m  our contractors? ®

HBC Response: Induction process is in place andtra  ining is planned for all
relevant staff and members. All contractors made aw  are of Council
expectations.

9. Do we work well with national, regional and local networks and
partnerships to ensure we know about current fraud risks and issues? ®

HBC Response: Council is member of National Better Governance Forum,
National Anti Fraud Network and North East Fraud Fo ~ rum.

10. Do we work wellwith other organisations to ensur e we effectively
share knowledge and data about fraud and fraudsters ~ ? ®

HBC Response: Through local CFO and Internal Audit netw orks as well as
NFl and NAFN alerts.

11. Do we identify areas where our internal controls may not be
performing as well as intended? How quickly do we t hen take action? ®

HBC Response: All controls reviewed on a risk basis and improvements
made where necessary in a timely manner.

12. Do we maximise the benefit of our participation i nthe Audit
Commission National Fraud Initiative and receive re ports on our
outcomes? ®

HBC Response: Yes

13. Do we have arrangements in place thatencourage o ur staffto raise
their concerns about money laundering? ®

HBC Response: Money Laundering Policy in place and communicated to
all relevant staff.

General Yes No

14. Do we have effective arrangements for:

[ reporting fraud?; and ®
[ recording fraud? ®
HBC Response: Protocol in place between HR and Inte  rnal Audit and CMT
updated regarding their responsibilities.
15. Do we hawe effective whistle-blowing arrangements  ? In particular are
staff:
] aware of our whistle-blowing arrangements? P
] have confidence in the confidentiality of those
arrangements? PY
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[ confident that any concerns raised will be addresse d? PY

HBC Response: Whistleblowing Policy in place in lin e with Public Interest
Disclosure Actrequirements and communicated to sta ff.

16. Do we hawe effective fidelity insurance arrangemen  ts? ®

HBC Response: Comprehensive insurance cover in plac e via self funding
and external arrangements.

Fighting fraud with reduced resources Yes No

17. Have we reassessed our fraud risks since the chan  ge in the financial
climate? o

HBC Response: Resources reviewed in line with CIPFA  ’s Fraud “Red
Book” and Fighting Fraud Locally.

18. Have we amended our counter-fraud action plan as a  result? ®

HBC Response: Development of arangements is ongoin g.

19. Have we reallocated staff as a result? ®
HBC Response: Reallocated resources within the Inte  rnal Audit plan.

Current risks and issues Yes No
Housing tenancy

20. Do we take proper action to ensure thatwe only a llocate social
housing to those who are eligible? ®

HBC Response: N/A

21. Do we take proper action to ensure that social hou  sing is occupied by
those towhom it is allocated? ®

HBC Response: N/A

Procurement

22. Are we satisfied our procurement controls are work ing as intended? ®
HBC Response: Verified via independent Internal Aud it review.

23. Have we reviewed our contract letting procedures since the
investigations by the Office of Fair Trading into c artels, and compared
them with best practice ? ®

HBC Response: Contract Procedure Rules subjecttot  horough review.
Recruitment

24. Are we satisfied our recruitment procedures:

14.03.30- A&G - 4.6 - Protecting the Public Purse 2013 7 HARTLEPOOL BOROUGH COUNCIL




Audit and Governance Committee — 20th March 2014 4.6

m prevent us employing people working under false ide ntities;
m confirm employment references effectively;
m ensure applicants are eligible towork in the UK;a  nd

m require agencies supplying us with staff to underta ke the
checks that we require?

HBC Response: Safer recruitment procedures are inp  lace and subject to
independent Internal Audit review.

Currentrisks and issues Yes No
Personal budgets

25. Where we are expanding the use of personal budget s for adultsocial
care, in particular direct payments, have we introd uced proper
safeguarding proportionate to risk and in line with recommended good
practice ? ®

HBC Response: Procedures updated in proportion to r isk and subject to
independent Internal Audit review .

26. Have we updated our whistle-blowing arrangements, for both staff and
citizens, so thatthey may raise concerns about the financial abuse of
personal budgets? ®

HBC Response: Whistleblowing Policy in place in lin e with Public Interest
Disclosure Actrequirements and comm unicated to sta ff.

Council tax discount

27. Do we take proper action to ensure thatwe onlya ward discounts and
allowances to those who are eligible? ®

HBC Response: Via periodical internal review as wel | as NFl and Data Tank
external review.

Housing be nefit

28. When we tackle housing benefit fraud do we make fu  lluse of:
m National Fraud Initiative;

m Department for Work and Pensions
Housing Benefit matching service;

m internal data matching; and

m private sector data matching?

HBC Response: All of the above undertaken on a peri  odical and risk
assessed basis.

14.03.30- A&G - 4.6 - Protecting the Public Purse 2013 8 HARTLEPOOL BOROUGH COUNCIL




Audit and Governance Committee — 20th March 2014 4.6

Emerging fraud risks

29. Do we have appropriate and proportionate defences against emerging
fraud risks:

] business rates;

m  Right to Buy;

] Social Fund and Local Welfare Assistance;
] council tax reduction;

] schools; and

m grants?
HBC Response: All operational areas assessed as par t of fraud risk
assessment within the Internal Audit plan.
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Appendix B

Questions for councillors to support 2013 individua | fraud briefings

These questions are designed to be used in conjunction with individual fraud
briefings for local authorities. Together, they will help councillors do more to
improve public confidence in their council’s efforts to tackle fraud in a range of
areas.

Tenancy fraud
- Has myorganisation attempted to quantify the scale of tenancy fraud
that our housing stock is subject to (atleast 4 per centin London, 2 per
cent outside London)?

- Does myorganisation have a strategic plan to tackle tenancy fraud?

- Does myorganisation have any dedicated investigative resources
specifically allocated to tackling tenancy fraud?

- Are the resources dedicated to tackling tenancy fraud proportionate to
the scale of the problem?

- Did myorganisation receive any non-ring fenced government funding,
for 2013 and 2014, to tackle tenancy fraud?

« If yes, has all that funding been allocated to tackle tenancy fraud?

« If yes, have myorganisation engaged with local housing associations
to maximise the benefit of such funding for the community?

« Is myorganisation a member of Tenancy Fraud Forum, including any
regional forum group?

- Does myorganisation maximise the benefits of participating in data
matching, such as the National Fraud Initiative, to identify tenancy
frauds?

+ What assurances are there that any tenancy audits undertaken are
robust, specifically intended to identify tenancy frauds and follow
recognised best practice?

« Has myorganisation considered the Prevention of Social Housing Act,
including the scope for greater partnership with housing associations?

Council tax discount
+ How effectively does my organisation use data matching activities to
tackle council tax discount fraud, including the National Fraud
Initiative?
« How well does my organisation use all forms ofsanction and
punishment, including penalties, criminal action and targeting previous
years’ fraudulently obtained discounts?
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« Is myorganisations policy on applying sanctions to deter council tax
discount fraud effective?

Right to Buy
« Does myorganisation review all applications for Right to Buy
discounts?

Housing benefit fraud
« Has myorganisation considered the impact of Single Fraud
Investigation Service (SFIS) implementation from April 2014, on
capacity to investigate non-benefit fraud?

« Has myorganisation considered how best to work with SFIS to ensure
local priorities and risks continue to be reflected in local activities to
tackle benefit fraud?

Council tax reduction
« Does mycouncil have a strategy to tackle Council taxreduction fraud?

- How well does this strategy combine proactive and reactive
approaches to tackling fraud?

Social care
+ How effective is my council’s fraud awareness training for all staff
working in social care (including those working for contracted
providers), to identify suspected social care fraud?

+ How good are my council's whistle-blowing arrangements for all staff
working in social care?

Business rates fraud
« How effective is my council in maximising its income by tackling
business rates fraud?

Blue badge fraud (disability parking concessions)
- How effectively does my council take action to tackle abuse of blue
badge and other parking concessions?
Preventing other frauds
« How confident am | that staff in my council are aware of the risks of
other high value, low frequency frauds and routinely apply all
necessary controls to ensure that they do not occur?

Deterrence
+ How effectively does my council detect fraud?

« How approprnate are the punishments we apply for fraud?

- How well does my council publicise its success in detecting fraud?
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AUDIT AND GOVERNANCE
COMMITTEE

20 March 2014

HARTLEPOOL
BOROUGH COUNCIL

Report of: Chief Finance Officer

Subject: LOCAL AUDIT AND ACCOUNTABILITY BILL

11

21

2.2

2.3

UPDATE

PURPOSE OF REPORT

To update Members on proposals for new local audit arrangements as
published in the Local Audit and Accountability Bill published by the
Department for Communities and Local Government and to inform
members of the reply made to consultation on secondary legislation.

BACKGROUND

In August 2010 the Government announced its intention to disband the
Audit Commission, transfer the work of the Audit Commission’s in-
house practice to the private sector and putin place a new local audit
framework. In this framework, local bodies would be able to appoint
their own auditors from an open and competitive market.

The Audit and Governance Committee responded to consultation on
the Draft Local Audit Bill atits meetings of 21.09.12 and 25.07.12. In
both responses the Committee questioned the need for an independent
auditor appointment panel to advise the Council on the future
appointment of external auditors with a majority of independent
members of the public to both chair and sit on this panel.

The Committee felt the need for the appointment and remuneration of
an independent panel of the public is not needed when current
arrangements in respect of Audit Committees could adequately
undertake this role without additional expense whilst retaining
independence from the executive. The Committee stated that it
believed that Local Authorities should be given the opportunity to
decide whether existing governance arrangements in place could
adequately perform the role of the panel.
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3.2

3.3

3.4

3.5

3.6

3.7

3.8

4.7

GOVERNMENT PROPOSALS

The effect of the Local Audit and Accountability Bill would be to abolish
the Audit Commission and to establish new arrangements for the audit
and accountability of local public bodies in England.

Arequirement will be placed on relevant authorities to appoint an
external and independent auditor on the advice of an independent
auditor panel and to publish information about the appointment within
28 days of appointment.

The Bill creates a new regulatory framework for local audit which
applies, with modifications, Part 42 of the Companies Act 2006,
whereby the Financial Reporting Council and professional accountancy
bodies would regulate the provision of local audit services.

The Bill transfers responsibility for setting the code of audit practice and
supporting guidance to the National Audit Office, and provisions for
how the code should be approved by Parliament. The Audit
Commission’s data matching powers for the purposes of assisting in
the prevention and detection of fraud will be transferred to the
Secretary of State or the Minister for the Cabinet Office.

A power for the Secretary of State to commission an inspection of a
best value authority, mirroring current powers in existing legislation is
setup. Powers for the National Audit Office to undertake examinations
of thematic value formoney issues relating to groups of relevant
authorities, and to access information held by the latter where the
National Audit Office needs it to fulfil its responsibilities is also included.

The Bill also amends the council tax referendums provisions in Chapter
47A of Part 1 of the Local Government Finance Act 1992 so that levies
are included in a local authority's calculation of whether its council tax
is excessive for the purpose of detemrmining whether itis required to
hold a council tax referendum.

In December 2013 the Government consulted on secondary legislation
in respect of the Bill. Due to the timing and nature of the consultation it
was not possible to report this to the Audit and Governance Committee
prior to replying so, as in the past, officers replied on behalf of the
Committee. The response mirrored what the Audit and Governance
Committee had previously approved and again made the point about
the need and role of an independent audit appointment panel.

The Act gained Royal Assent on 30" January and will bring about the
closure of the Audit Commission. It has been reported that after
lobbying on the role of the independent audit appointment panel, a
national procurement route for the provision of Council external audit
will be maintained. This has been seen as amajor victory for Local
Government and recognises concerns the Audit and Governance
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4.1

5.1

6.1

7.1

Committee has consistently raised. The exact nature of how this works
is not yet known as the legislation allows the Minister to produce
guidance in the form of Regulations. Although itis thought that
Councils will be able to optin to the arrangements.

RECOMMENDATION

Itis recommended that Members note that the Local Audit and
Accountability Bill has gained Royal Assent and the role the Committee
played in successfully lobbying the Government in respect of the role of
independent audit appointment panels. Members will be kept fully
appraised of actions the Council needs to take to comply with the Bill.

REASON FOR RECOMMENDATIONS

To ensure that the Audit and Governance Committee is kept up to date
with all issues that are relevant to the pursuance of its remit.

BACKGROUND PAPERS

Local Audit and Accountability Bill.

CONTACT OFFICER

Chris Little

Chief Finance Officer
Civic Centre

Victoria Road
Hartlepool

TS24 8AY

Tel: 01429 523003
Email: chris little @hartlepool.gov.uk
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