AUDIT COMMITTEE AGENDA

‘.-:__a

HARTLEPOOL
BOROUGH COUNCIL

‘b
S

Thursday 17" May 2007
at 10.00am
in Room 1

Ow ton Manor Community Centre
Wynyard Road, Hartlepool

MEMBERS: AUDIT COMMITTEE:

Councillors: Hall, Preece, Turner, Wallace and Wistow

1. APOLOGIES FOR ABSENCE
2. TO RECEIVE ANY DECLARATIONS OFINTEREST BY MEMBERS

3. MINUTES

3.1 To confirm the minutes of the meeting held on 5" April 2007 (attach ed)

4. ITEMS FOR DISCUSSIONDECISION

4.1 Audit Commission Report — Annual Audit and Inspection Letter — Chief
Finandal Officer

4.2 Audit Committee Annual Review— Head of Audit and Governance

4.3 Internal Audit Outcome Report 2006/07 — Head of Audit of Gove rnance

4.4 Statement on Internal Control 2006/0 7 — Chief Financial Officer

5. ANY OTHER ITEMS WHICH THE CHAIR CONSIDERS ARE URGENT
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AUDIT COMMITTEE

MINUTES AND DECISION RECORD

5 April 2007

The meetingcommenced at 10.00 a.m. in the Civic Centre, Hartlepool
Present:
Councillor  Gerard Hall (In the Chair)
Councillors  Arthur Preece and Mic hael Turner.
Officers: Mike Ward, Chief Fnancia Officer
Noel Adamson, Head of Auditand Governance

David Cosgrove, Principal Democratic Services Officer

Also Present Caroline Tyrell, Audit Commission

20. Apologies for Absence

None.

21. Declarations of interest by me mbers

None.

22. Confirmation of the minutes of the meeting held on
4 January 2007

Confirmed.

23. Audit Commission Report—Use of Resources (Chief
Financial Officer)

Caroline Tyrel from the Audit Commission presented to the Committee the
Use of Resources assessment which evaluated how well councis manage
and use ther financial resources. The assessment focused on the
importance of having sound and strategic financial management to ensure
that resources are available to support the Council’s priorities and improve
services.

Mrs Tyrel commented that the Council had achieved Level 3 “Consistently
above minimum requirements — performing well” in four of the four areas
assessed and improved its score in the area of Internal Control. These level

07.04.05- Audit Committee - Minutes and Decision Rec ord
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24,

3 scores were well deserved and w ere a very good result for the Council. |t
was highlighted thatin the area of Internal Control, the scores had improved
follow ing the improvements implemented following the previous assess ment.
Ful details of all the assessment scores were set out in the Audit
Commission’s report w hichw as submitted as an appendix to the report.

One of the specifc ssues raised in the repot and discussed by the
Committee was the reference to the Council producing an annual report or
similar document that should include the summary of the Council’s accounts
and an explnation of key financial information for the public. It was
suggested that the Council consult stakeholders on the need to produce such
an annua report. The Chief Financial Officer stated that officers had been
reviewing this issue and had considered publishing some financial
information in ‘Hartbeat. While this w ould be a good move for the Counrcil,
Mrs Tyrell did comment that the Audi Commission would be lookng for
evidence of consultation onw hat w as published and how it w as presented.

The Chief Fnancial Officer commented that the report gave the authority
useful information on where to target its resources to bring about
improvements in the Counci’s use and control of resources. How ever,
consideration needed to be given as to w here those improvements should be
targeted given the available resources of the authority. Should those areas
scaing Level 3 be targeted to move them to Level 4 thus bringing the
authority the kudos of operating at ‘best practice’ level or should those areas
scoring Level 2 be targeted to bring the w hole of the authority’s assessment
areas up to Level 3. The Chief Financial Officer considered that the latter
was the only sensible course of action for the authority butthose areas that
had been assessed as Level 3 would still need to be maintained in order to
ensurethat they met the ever increasing standards required.

Decision

1. That the Audit Commission’s Use of Resources Assessment be noted
and that Caroline Tyrell be thanked for her attendance at the meeting and
her responses to Member's questions.

2. That consultation on the production of an annual report be undertaken to
communicate to external stakeholders the high and improving standards
of financial management and value for money maintained within the
authority.

Internal Audit Plan 2006/07 -Update (Head of Audit and

Governance)

The Head of Audit and Governance highlighted that in order to ensure that
the Audit Committee meets its remit, it is important that it is kept up to date
with the ongaing progress of the Internal Audit section in completing its plan.
Regular updates allow ed the Committee to form an opinion on the controls in
operationw ithin the Council. This inturn allow s members of the committee to
fully review the Statement on Internal Control, which wil be presented to a
future meeting of the Committee, and after review, will form part of the
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25.

statement of accounts of the Counci. Appendx A of the report detailed the
pieces of w ork that have been completed and Appendix B detailed the audits
that were ongoing at thetime of compiling the report.

In order to comply with the requirement that all secondary schools meet the
relevant criteria as outlned in the Financial Management Standard in Schools
(FMSiS) aw ard, Internal Audit had also been providing support and advice to
the schools based on the audits that have previously been carried out in the
secondary schools. The work completed and currently ongoing was in line
with expectations at this time of year, and audit coverage to date has allow ed
the Audit Commission to place reliance on the scope and quality of work
completed when meeting their requirements under the Audit Code of
Practice.

Members questioned i there was any audit work being undertaken with
schook in relaton to equal pay avards and Single Status. The Chief
Financial Officer indicated that the Audit Teamw ere not involved in this area
of work at this time. School Governing Bodies had been informed of their
responsibilities in relation to these issues and updated on progress.

Decision
That the report be noted.

Internal Audit Charter (Head of Audit and Governance)

The Head of Audit and Governance reported that in order to ensure that the
purpose, authority and responsihility of Internal Audit is formally defined and
consistent w ith the requirements of the Code of Rractice for Internal Audit in
Local Government in the United Kingdom, the Head of Audit and Govemance
w as requiredto produce an auditcharter.

The Audit Charter w as effectively the terms of reference for Internal Audit and
fulfilled the folowing roles:

. Establishes the responsibilities and objectives of Internal Audi.

. Establishes the organisational independence of Internal A udit.

. Establishes the accountabiity and relationships between the Head of
Audit and Governance and those chargedw ith governance.

. Recognises that internal audits remit extends to the entre control
envronment.

. Require and enables the Head of Audit and Governance to deliver an
annual audit opinion.

. Establishes Internal Audits right of access to all records, assets,

personnel and premises, including those of partner organisations, and
ts authority to obtain such information and explanations as it considers
necessary to fulfil its responsibilities.

The updated Internal Audit Charter was attached as Appendix Ato the report.
The updated charter also reflected the new Code of Practice produced by
CiPFA in 2006.
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26.

27.

The Chief Financial Officer requested that the new charter be forw arded to
Council for approval and adoption.

Decision

That the revised Internal Audit Charter be submitted to Council for approval
and adoption.

Internal Audit Strategy (Head of Audit and Governance)

The Head of Audit and Governance indicated that in order to comply with the
requirements of the Code of Ractice for Internal Audit in Local Government
in the United Kingdom 2006 and the Accounts and Audit Regulations, the
Head of Audit and Governancew as requiredto produce an audit strategy.

The revised strategy submitted as an appendx to the report updated the
previous document and was a high level statement of how the internal audit
service would be delivered and developed in accordancew ih its charter and

how it links to organisational objectives and priorites. The strategy was
included as part of the Interna Audit Manua and set the context withinw hich
more detailed plans w ere developed.

The strategy communicates the contribution that Internal Audit makes to the
counci and included:
* Internal Audit objectives and outcomes.

« How the Head of Audit and Governance will form and evidence the
opinion on the control environment.

* How the servicew il be provided.
* Theresources andskils requredto deliver the strategy.

Decision
That the Internal Audit Strategy be approved.

Any Other Items that the Charman considers are
Urgent

The Chairman indicated that follow ing the previous discussions onthe Audit
Commission’s Use of Resources Assessment, the Committee had discussed
the issue of an annual financial report for the council. The Chairman
suggested to the Committee that the production of an annual report on the
work of the Audit Committee itself may be worth considering setting out for all
members of the Council how the committee was monitoring the audit work
undertaken within the authority. The members present supported the
suggestion and requested that an annual report for the Audit Committee be
prepared.

CHAIRMAN
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Report of: Chief Financial Officer

Subject: AUDIT COMMISSION REPORT- ANNUAL

AUDITAND INSPECTION LETTER.

1.1

2.1

3.1

3.2

4.1

PURP OSE OF REPORT

To inform Me mbers of the Audit Committee that arrangements have
been made for a representative from the Audit Commission to be n
attendance at this meeting, to present the results of the Audit
Commissions Annual Audit and Inspection Letter.

BACKGROUND

The Audit Commission present the Annual Audit and Inspection Letter
to provide an overall summary of their assessment of the Council. It
draw s on the findings and conclusions from the audi of the Council
andfrom the Corporate Assessment and inspections that have been
undertaken in the lastyear andfrom aw ider analysis of the Council's
performance and its improvement over the last year, as measured
throughthe Comprehensive Performance Assessment (CPA)

framew ork.

FINDINGS OF THE AUDIT COMMISSION

Attached, as Appendix 1, is the Audit Co mmission Annual Audit and
Inspection Letter. The main messages for the Council included in this
report are:

* The Council has maintained its 4 star status and is improving
well. It also received unqualified opinions on its accounts and on
its value for money arrangements and our recent corporate
assess ment of the Council identified it as performing wel.

» The Councilw orks w el w th its partners to deliver good services
and an improving quality of life to the people of Hartlepoad.

It is also noted that the Council needs to formalise its mediumterm
financial strategy in order to continue to deliver its services and atthe
same time maintain an appropriate level of reserves.

RECOMM ENDA TIONS

That the Audit Committee nate thereport of the Audit Commission.

Audt - 07.0517 - 41 Audit Commission Report - Annual Auwlit and Inspection Letter
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The Audit Commission is an independent body responsible for ensuring that
public money is spent economically, efficiently and effectively, to achieve
high-quality local services for the public. Our remit covers around 11,000 bodies
in England, which between them spend more than £180 billion of public money
each year. Our work covers local government, health, housing, community safety
and fire and rescue services.

As an independent watchdog, we provide important information on the quality of
public services. As a driving force for improvement in those services, we provide
practical recommendations and spread best practice. As an independent auditor,
we ensure that public services are good value for money and that public money is
properly spent.

Status of our reports

This report provides an overall summary of the Audit Commission’s assessment
of the Council, drawing on audit, inspection and performance assessment work
and is prepared by your Relationship Manager.

In this report, the Commission summarises findings and conclusions from the
statutory audit, which have previously been reported to you by your appointed
auditor. Appointed auditors act separately from the Commission and, in meeting
their statutory responsibilities, are required to exercise their professional
judgement independently of the Commission (and the audited body). The findings
and conclusions therefore remain those of the appointed auditor and should be
considered within the context of the Statement of Responsibilities of Auditors and
Audited Bodies issued by the Audit Commission.

Reports prepared by appointed auditors are:

e prepared in the context of the Statement of Responsibilities of Auditors and
Audited Bodies issued by the Audit Commission; and

e addressed to members or officers and prepared for the sole use of the audited
body; no responsibility is taken by auditors to any member or officer in their
individual capacity, or to any third party.

Copies of this report

If you require further copies of this report, or a copy in large print, in Braille,
on tape, or in a language other than English, please call 0845 056 0566.

© Audit Commission 2007

For further information on the work of the Commission please contact:

Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ
Tel: 020 7828 1212 Fax: 020 7976 6187 Textphone (minicom): 020 7630 0421
www.audit-commission.gov.uk
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Our overall summary

1 This report provides an overall summary of the Audit Commission's assessment
of the Council. It draws on the findings and conclusions from the audit of the
Council and from the Corporate Assessment and inspections that have been
undertaken in the last year and from a wider analysis of the Council's
performance and its improvement over the last year, as measured through the
Comprehensive Performance Assessment (CPA) framework.

2 The report is addressed to the Council, in particular it has been written for
councillors, but is available as a public document for stakeholders, including
members of the community served by the Council.

3 The main messages for the Council included in this report are:

e The Council has maintained its 4 star status and is improving well. It also
received unqualified opinions on its accounts and on its value for money
arrangements and our recent corporate assessment of the Council identified it
as performing well.

e The Council works well with its partners to deliver good services and an
improving quality of life to the people of Hartlepool.

e The Council has a significant and increasing level of reserves to support
future expenditure.

Action needed by the Council
4 In order maintain its progress the Council needs to:

e address those issues identified by the corporate assessment as areas for
improvement; and

e take forward its proposed action and consider the results of the latest user
satisfaction survey and determine if improvements in some services, for
example in waste collection and recycling need to be made.

5 Develop a robust financial strategy to support the Council’'s ambitious plans for
the future.

Hartlepool Borough Council
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How is Hartlepool Council performing?

The Audit Commission’s overall judgement is that Hartlepool Council is improving
well and we have classified Hartlepool Council as four stars in its current level of
performance under the Comprehensive Performance Assessment.

These assessments have been completed in all single tier and county councils
with the following results.

Table 1

> T k ok %

mproving we 4 star

Direction of travel against other councils Performance against other councils

improving strongl*_.f] B3 4 sr’E”_ 1%
improving well - G975 3 =tar AT

improving adequately 2% 2 star 17%
not improving adequately (] ... o
! not improvingl] ' 1str| | 3%

0star 0%

Source: Audit Commission
The detailed assessment for Hartlepool Council is as follows.

Our overall assessment - the CPA scorecard

Table 2 CPA scorecard

Element Assessment
Direction of Travel judgement Improving well
Overall 4 Stars
Current performance out of 4
Children and young people 3

Social care (adults) 3

Use of resources 3

Housing 3
Environment 3

Culture 3

Hartlepool Borough Council
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Element Assessment
Benefits 4

Previous corporate assessment/capacity to improve, as | 4
included in overall CPA judgement in 2006

(Note: 1 = lowest, 4 = highest)

CPA Scorecard Summary

The Council continues to make progress in all areas identified as priorities.
Additional investment in education has led to improved levels of achievement at
several key stages and a further reduction in school exclusions. People are in
better health, although the gap between Hartlepool and the national average is
widening. The management of a small number of services to support vulnerable
people has been improved in response to an inspection highlighting the need for
change. Most crime levels have fallen considerably, with performance well ahead
of agreed targets. People feel safer and drugs misuse is being actively tackled.
Almost all new homes are being built on derelict land.

The contribution to wider community outcomes is strong, particularly in relation to
economic regeneration where jobs and business start ups have increased. The
Council engages well with all communities who are actively involved in local
planning. Organisational and financial capacity, including value for money, is
good; but some aspects of organisational change are progressing slowly.

The potential for further improvement is enhanced through strong leadership and
effective scrutiny within the Council.

The improvement since last year - our Direction of
Travel report

The Council is improving in all of the priority areas set by the Hartlepool
Partnership. These are: jobs and the economy, lifelong learning and skills, health
and care, community safety, environment and housing, culture and leisure, and
strengthening communities.

There has been continued improvement in educational achievement where
Hartlepool is the third most improving authority in the country for key stage two
results. The Council has made additional investments in education and there has
been a 6% increase in the number of pupils obtaining 5 GCSE A-C grades. There
has also been improvement in relation to services provided for those children and
young people at risk of social exclusion. Fixed term exclusion rates are down and
now very low in primary schools. Exclusions rates in secondary have fallen over a
three year period but remain unchanged over the last 12 months.

Hartlepool Borough Council
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Health and care continue to be a priority for the Council. Health is improving
generally but the gap between Hartlepool and other areas is widening. Premature
deaths from heart disease and cancer have reduced and are on track to meet
local targets, but the gap between Hartlepool figures and national averages is
widening. The smoking cessation four week quitter rates are among the best in
the country. The incidence of teenage pregnancies is still very high but has
reduced. The Council’s supporting people services were rated as poor in an
inspection report published in February 2006, but the Council has responded well
to the report and introduced a number of changes which are beginning to impact
on the quality of services to vulnerable groups. More vulnerable people are able
to live at home and the benefits service continues to be judged as excellent by
the BFI.

Community Safety is generally improving. Crime levels remain high in
comparison, but the gap between Hartlepool and the rest of the country is
narrowing having fallen from 41 to 25 per cent above average. Domestic burglary
and vehicle crime have halved in the past two years and are falling faster than
national averages. In the New Deal for Communities area, the fear of crime has
been substantially reduced. Despite these improvements, the position on violence
against the person is in the worst quartile and showing substantial deterioration.
Accident levels, particularly among young people, are falling.

Environmental and housing currently form a single priority and again the Council
continues to perform well. Work to meet the decent homes standard is on track to
meet government requirements. Public satisfaction with cleanliness is also high
and environmental campaigns led by the Mayor have proved to be effective in
improving the area. There is more use of derelict sites for development with
almost all new dwellings built on previously developed land. Total waste
generated is reducing and recycling has been increased to 25 per cent in the first
half of 2006/07.

The promotion of cultural and leisure services is one of the Council’s priority
areas. Although service costs are high, Hartlepool is the smallest unitary authority
and these reflect the full range of cultural services offered. There are good
satisfaction rates for library services and the Council now meets nine out of ten of
the library standards. Services being developed include Sunday opening and an
extensive home delivery service. The Council has been very successful this year,
in being confirmed as the UK host for the 2010 Tall Ships Race, which will have a
significant impact on the cultural and leisure opportunities open to local people.

The Council makes a strong contribution to wider community outcomes,
particularly in relation to economic regeneration and the priority on jobs and the
economy. Development work in the marina area has led to an increase in the
number of visitors. The gap between Hartlepool and national employment rates
has narrowed; self-employment and small business start ups has increased and
1,150 jobs have been created in the last three years. Emergency planning, in
collaboration with partners is good.

Hartlepool Borough Council
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Communities are very involved in the development of plans for regeneration and
in their monitoring. Work to promote community cohesion is at an early stage, but
the Council is working closely with the police to respond to local incidents. The
Hartlepool Partnership and the Council have a thorough, inclusive and open
approach to consultation with local people and a good knowledge of their needs.
In the Housing Market Renewal area of the town the quality of communication
and involvement has led to very few objections to the Compulsory Purchase
Orders. Children and young people were engaged effectively in the development
of the Children and Young People's Plan and feel confident that their aspirations
and views are taken fully into account. Work on the preparation of Neighbourhood
Action Plans (NAPs), which each identify priorities for their areas, involve ward
councillors and local residents.

The Council is improving its approach to identifying the priorities of minority
communities, through its successful Talking with Communities initiative, which
engages with minority groups to provide information about Council services and
seeks the views of these groups. It has long-standing consultation arrangements
with disabled people and new arrangements for consultation with the lesbian and
gay community. A thorough action plan towards the achievement of Level 3 of the
Equality Standard for Local Government in early 2008 is being progressed. The
proportions of staff from ethnic minority communities or with a disability are
increasing, but remain low in relation to the borough's population. Departments
have equality and diversity objectives and action plans and are carrying out
impact statements.

The Council provides good value for money. The Council is continuing to produce
high quality services and generates high rates of public satisfaction for many
areas of its work. This is achieved against a local context which places Hartlepool
as the 14th most deprived borough in the country. Areas of high spending are
clearly in line with Council and community priorities. An amount is made available
from the current budget to enable resources to be moved to priority areas, such
as the development of health initiatives. The Council has used internal reviews to
produce substantial savings and service improvement in a number of priority
areas, including the attainment of children and young people at most key stages,
the cost and quality of external care placements and the care of adults in
residential care settings.

The Council, together with partners has a clear vision to improve the quality of life
in Hartlepool. This is clearly stated in the Community Strategy 2002-2015 and
together with its action plan, sets out clear and challenging ambitions for the
borough. Actions and responsibilities within the plan are clear. Housing has been
given greater prominence in the revised Strategy because of its importance to
local people. The Council's own Corporate Plan and the Community Strategy’s
link to each other as part of the integrated framework for the borough.

Hartlepool Borough Council
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The results of good performance management are clear and milestones are
being achieved. Both service performance and the rate of improvement as
measured by national performance indicators are among the best in the country.
It is continuing to perform well in the way it is improving against the Audit
Commission’s Pls used in assessing CPA, where only seven other similar
councils have performed better. Based on this comparative basket of Pls used in
assessing CPA, 73 per cent have improved and 42 per cent are in the top
guartile, which is well above the average.

Capacity continues to improve. 'The Way Forward' change programme continues
to support organisational change and efficiency. Staff turnover is low. Some
change is slow, with the projected outcomes from the business process re-
engineering programme either modest or not quantified. New approaches to
reduce high sickness absence are beginning to have some effect.

Financial capacity is good, but the approach to strategic procurement is
underdeveloped. Overall financial capacity is greatly enhanced by the Council's
ability to attract significant external funding, which is well managed. It is regarded
as an excellent partner by those with whom it works and partnership working is
used well by the Council to build and enhance capacity. Notable examples are
the Housing Market Renewal project, the new £34 million Hartlands extra care
village and the joint work of the Council's neighbourhood warden service and the
Cleveland Police neighbourhood policing pilot in the New Deal for Communities
area of the town. Risk management is effective.

Strong corporate governance arrangements provide a sound basis for continued
improvement. Political arrangements are stable and there are good relations
between councillors and officers. Both political and management leadership are
good and the Mayoral function is very effectively delivered, with good community
and Council leadership. The scrutiny process is much improved, where it has
made an impact in a number of areas, for example on bus transport, railway
approaches and flooding, and has demonstrated thorough work including on
boys' attainment.

Corporate assessment

The field work for this was undertaken between October and December 2006.
The summary of the report is as follows.

Executive Summary

Hartlepool Borough Council is performing well. Ambitions and action to achieve
them are founded on a strong drive to improve life in Hartlepool. The Council has
a very good understanding of the significant needs which have been generated
by industrial decline and long-standing deprivation and of local people's priorities.

There has been significant progress in improving outcomes for local people in
Hartlepool, and the gap between the quality of life in Hartlepool and other areas
has narrowed in most respects. The achievements are supported by excellent
partnership working and by very effective community leadership by the Council.

Hartlepool Borough Council
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While the quality of life in Hartlepool is still poorer than national averages, the
Council and its partners share a determination to improve outcomes for local
people. This commonality of purpose is very strong and informs the way the
members of the Hartlepool Partnership work together to define and deliver the
ambitions of the Community Strategy 2002-2015.

The priority aims of the Community Strategy are wide ranging and embrace the
key issues for Hartlepool people. The Council works to these priority aims and
there is a very clear link from the Community Strategy through the Council's
Corporate Plan to departmental and service plans and staff objectives. Good
communications help councillors, staff and partners to understand the Council's
objectives and to work together very effectively for their achievement.

Excellent consultation and engagement with local people and good use of data
enable identification of local needs and priorities. The Council's services all have
a strong focus on their users and in particular on the needs of the more deprived
and disadvantaged communities. Neighbourhood Consultative Forums directly
involve local people in service planning and in some decision making. The
Council is taking a thorough approach to developing its arrangements for equality
and diversity and is making good use of new arrangements to engage directly
with minority communities.

The Mayor and Cabinet provide very effective community leadership, facilitating
the achievement of shared aims with partners. Scrutiny committees work well in
providing appropriate challenge to the Cabinet and to partners. Some
weaknesses in political arrangements, including insufficient delegation on
planning and a lack of transparency for the public, partners and Council staff on
the function and status of the Administration Group, do not prevent overall
political management from operating effectively.

Officer leadership and management are good. Staff at all levels demonstrate very
strong commitment to delivering quality services. Officers work productively
across departmental and organisational boundaries and are well supported by
training programmes. The Council is using innovative approaches to procurement
including long term partnering, joint commissioning, joint tendering, and working
with the voluntary sector and other local authorities but it is not fully realising the
benefits of strategic procurement or of new ways of working.

Financial capacity is good and the Council has substantial reserves. The Council
uses its budget processes effectively to ensure that priorities are funded. While
there is no formal medium term financial strategy, the Council has practical
arrangements for financial planning in the medium term. Overall financial capacity
is greatly enhanced by the Council's ability to attract significant external funding,
which is well managed. Day to day financial management is effective and the
Council provides good value for money.

Good performance management enables the Council and its partners to monitor
and drive progress. There is a strong focus on improvement. Councillors and
officers are open about performance and take action to improve performance
when they need to do so. Performance often ranks among the best in England.

Hartlepool Borough Council
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Outstanding partnership working is achieving improved outcomes almost without
exception across national and local priorities. The Council has a strong and
thorough approach to regeneration as essential to improving the quality of life in
Hartlepool. There is good integration of housing and environmental improvements
as key components of the regeneration of neighbourhoods. The economic gap
between Hartlepool and the rest of the country has narrowed. Environmental
services are good, with effective action by the Council to keep the borough clean
while reducing waste and increasing recycling.

Crime rates overall have risen but there have been reductions in some types of
crime and fear of crime has fallen significantly. The Council and its partners have
had significant success in narrowing the gap between crime levels in Hartlepool
and national averages. The Hartlepool Partnership has made tackling anti-social
behaviour a priority in response to local concerns. Good work to reduce drug
addiction is bringing positive results. Accident levels are falling. The Council is
sustaining and improving community cohesion.

The Council and its partners are working well together to tackle the health
inequalities suffered in Hartlepool. Health is improving and life expectancy is
increasing. Premature deaths from heart disease and cancer have reduced and
are on track to meet local targets. The prevalence of smoking is still high but has
reduced. Teenage pregnancy rates are also reducing. There is good work to
improve health through housing and physical activity programmes. However in
spite of this progress, the gap between health outcomes in Hartlepool and the
rest of the country is widening.

There is a strong and inclusive strategic approach to services for older people.
Older people in Hartlepool are increasingly involved in a wide range of activities
and in the development of services. There is a focus on independence and well
being. Social care for older people is very good.

Outcomes for children and young people are good, supported by strong
partnership working. Health education and provision are good. Vulnerable
children and young people are well safeguarded through effective action by all
agencies. Early years and childcare provision are good, and educational
attainment continues to improve, but the number not in education, employment or
training remains high. Support for school improvement and provision for children
with special education needs are particular strengths. Multi-agency work to
reduce offending and anti-social behaviour is good.

Areas for improvement

There are a number of ways in which the Council can further improve the way it
works.

The Council does not have a formal approach to medium term financial planning.
While it has a very good framework for performance management, the Council
could improve its financial and performance planning by developing and adopting
a formal medium term financial strategy, clearly linked to Council objectives and
funding streams and to its role in delivering the Community Strategy.
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The Council could further enhance its capacity to deliver its objectives and further
stimulate modernisation of the Council's functions by developing a strategic
approach to working with the voluntary sector, including funding arrangements,
which maximises the sector's potential to improve the quality of life in Hartlepool
and to enable these organisations to plan ahead in support of the Council's
objectives; and by reviewing its approach to strategic procurement and business
process re-engineering to ensure that these produce the maximum gains in terms
of outcomes for service users and efficiency.

The Council has effective political management, but it could further improve this
by reviewing delegation arrangements for planning to ensure swift, transparent
and efficient decision-making; and by clarifying the status and function of the
Administration Group to make it transparent and understandable within and
outside the Council.

Service inspections

Supporting People

This inspection report was published in March 2006 and assessed Hartlepool
Council as providing a 'poor' no-star programme that has uncertain prospects for
improvement.

During the inspection a number of weaknesses were highlighted, many of which
were seen to be significant. These included lack of publicity for services,
weaknesses in governance arrangements and lack of strategic direction. In
addition, the report highlighted an absence of agreed service review
methodology, eligibility or value for money criteria and an incomplete five-year
strategy.

Some strengths of the programme were recognised. These included good
arrangements for signposting enquirers, accurate payments being made on time
to service providers and success in attracting additional resources to the
programme from within and outside the Council.

The Council produced a response to the inspection in the form of an action plan
which has been implemented with some success. A re-inspection is planned, but
some evidence of improvement is highlighted within the corporate assessment
summary.

Other Inspectorates

An important aspect of the role of the Relationship Manager is to work with other
inspectorates and regulators who also review and report on the Council’s
performance. Relationship Managers share information and seek to provide
‘joined up’ regulation to the Council. During the last year the Council has received
the following assessments from other inspectorates.

Hartlepool Borough Council



51

52

Annual Audit and Inspection Letter | How is Hartlepool Council performing? 13

The assessment of children’s services in Hartlepool has been conducted by
Ofsted and other regulators through a joint area review (JAR), carried out in
conjunction with the corporate assessment. The main points raised by the JAR
were:

e ‘The council is performing well overall. Strong political commitment to very
effective partnership working has resulted in good outcomes for children and
young people. Good levels of safety are maintained and vulnerable groups
are generally well supported. There is a satisfactory youth service and the
youth offending service is judged as good overall with adequate
management. 117 There is exceptional unity of purpose in the authority to
ensure that every Hartlepool child matters. Vision and ambitions are set out
well in the Children and Young People’s Plan with comprehensive priorities
reflecting the Every Child Matters agenda. Key priorities include the
continuation of impressive improvements in educational attainment,
preventive work and inclusion. Planning is consistent and of a high quality,
but financial implications are not explicit in plans. There is good value for
money overall and very thorough arrangements for performance
management. The combined work of all local services in securing each of the
ECM outcomes is good.’

The CSCI assessment of adult services highlighted the following:

e This has been a year of significant change, with the successful separation of
adult social care from children’s services and its integration into a wider Adult
and Community Services Department, opening up opportunities for a broader
approach to social inclusion.

¢ Planning continues to be undertaken at local level through neighbourhood
action plans, and a Connected Care approach has been introduced in one
area, in which residents are involved in shaping the development of low level
services.

e Work has been undertaken to strengthen capacity in the voluntary sector and
there are close working arrangements with the Primary Care Trust (PCT).

e Assessments have been undertaken more speedily.

e More people were helped to live in their own homes than last year, with very
good performance across all service user groups.

e Aninspection of services for people with learning disabilities in June 2006
judged that some people were being served well, and there was promising
capacity for improvement.’
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53 The BFI assessment of the benefits service concluded that:
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e ‘Hartlepool Borough Council met 10 of the 12 performance measures where
the Department had set a Standard and 64 of the 65 enablers. The council
continued to set national and local targets that encouraged improved
performance and had comprehensive performance monitoring and reporting
systems in place. In addition, 2005/2006 saw the introduction of more mobile
assessments in customers’ homes so that benefits claims could be processed
more quickly. Reported performance for processing new claims was an
average of 24 days during 2005/06, a significant improvement over its
performance of 40 days during 2004/05. Similarly, reported performance for
processing changes of circumstances was 7 days and also demonstrated
continuing improvement when compared to its performance of 19 days during
2004/05. In its efforts to reduce fraud and error the council met or exceeded
the targets for interventions and visits, and secured 43 sanctions including 5
successful prosecutions during 2005/06. In December 2005 the Benefits
Team and Counter Fraud Investigation Team achieved Charter Mark status
for excellence in customer service.’

Citizens’ views

Overall compared with 2004, users in 2006 were more satisfied with many
aspects of the Council’s performance and in particular with crime and leisure
related activities. However, satisfaction with waste collection and with recycling
has declined and people feel that the Council does not keep them as well
informed about its activities as it did in 2004.

Other performance work

Partnership working across Teesside: tackling drugs misuse

This report was published by the Commission in December 2006. It looked at the
way in which a number of agencies are working together, both locally and across
Teesside.

In looking at the work being undertaken in Hartlepool, the report noted that
partners are working together effectively and have developed a culture where any
partner can bring items to the agenda. Partners are very supportive of each other
and there is consistent representation at meetings despite pressures from within
partners’ own agencies. Partners respond collectively with action plans drawn-up
and delivered by operational task groups of the Safer Hartlepool Partnership.
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Financial management and value for
money

As your appointed auditor | have reported separately to the General Purposes
Committee acting as those charged with governance on the issues arising from
our 2005/06 audit and have provided:

e an unqualified opinion on your accounts;

e aconclusion on your vim arrangements to say that these arrangements are
adequate; and

e areport on the Best Value Performance Plan confirming that the Plan has
been audited.

Audit findings are an important component of the CPA framework described
above. In particular the Use of Resources score is derived from the assessments
made in the following areas.

¢ Financial Reporting (including the preparation of the accounts of the Council
and the way these are presented to the public).

e Financial management (including how the financial management is integrated
with strategy to support council priorities).

e Financial Standing (including the strength of the Council's financial position).

e Internal Control (including how effectively the Council maintains proper
stewardship and control of its finances).

e Value for money (including an assessment of how well the Council balances
the costs and quality of its services).

For the purposes of the CPA we have assessed the Council’'s arrangements for
use of resources in these five areas as follows.

Table 3

Element Assessment
out of 4

Financial reporting
Financial management
Financial standing
Internal control

Value for money

W W wwnNnNw

Overall assessment of the Audit Commission

(Note: 1=lowest, 4=highest)
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The key issues arising from the audit, as reflected in the above judgements, are
as follows.

Arrangements for reviewing internal control to support the Statement on
Internal Control have improved since last year.

Progress is being made in addressing value for money, balancing service
developments and financial savings and supported by some use of
benchmarking information.

The Council’s General Fund Balances was £19.53m at 31 March 2006. This
includes the Unearmarked General Fund Balances of £5m which is available
to meet any general expenditure commitments not budgeted for in year and a
considerable proportion of earmarked funds (£7.2m) is earmarked to support
the budget over the next three years. A further £3.9m relates to potential
expenditure arising from strategic or service changes and another £2m
relates to departmental carry forward of under spends. A formal medium-term
financial strategy is needed to ensure that the Council can continue to deliver
its services and at the same time maintain an appropriate level of reserves.
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Conclusion

This letter has been discussed and agreed with the Chief Executive. A copy of
the letter will be presented at the Cabinet, Scrutiny Co-ordinating Committee and
Audit Committee in April and May 2007.

The Council has taken a positive and constructive approach to our audit and
inspection | would like to take this opportunity to express my appreciation for the
council’s assistance and co-operation.

Availability of this letter

This letter will be published on the Audit Commission’s website at
www.audit-commission.gov.uk, and also on the council's website.

Steve Nicklin

Relationship Manager

Hartlepool Borough Council
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AUDIT COMMITTEE

17" May 2007

Report of: Head of Audit and G overnance
Subject: AUDIT COMMITTEE ANNUAL REVIEW
1. PURP OSE OF REPORT

1.1 To infform Members of the w ork undertaken by the Audit Committee
during the municipal year in order for i to meet the requirements of its
role and res ponsibilities as laid down by Council

2. BACKGROUND

2.1 Theremit of the Audit Committee as agreed at Councilon the 4.11.04
isto:

* Promote the independent internal audit function andraise
av areness of internalcontral, review ing controls and financial
operations and developing an anti-fraud culture.

» Focussing and monitoring the Council's auditresources by
review ing the plans of the external auditor and the internal audit
teamto ensure that auditw ork is coordinated.

* Monitoring audit performance by including reporting schedules and
action on recommendations.

2.2 Audit Committees are seen as vital components in the arrangements

Councilk have in place to ensure that good governance practices and
procedures are embedded within Council w ide arrangements. This is
reflected in the Use of Resources element of the CPA inspection
process that states:
“The Council can demonstrate that it is effectively delivering the core
functions of an audit committee, as identified in the CIPFA guidance;
that it provides challenge to the Executive when required and
provides for effective leadership on governance, financial reporting
and audit issues.”

Audt - 07.0517 - 4.2 Audit Committee Annual R eview
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3. AUDIT COMMITTEE ACTIVITY

3.1 In order to fulfi the requirement mentioned in paragraph 2.2, the Audit
Committee has undertaken the follow ing activities within the municipal
year:

3.2 Reviewed the Interna Audit Outcome Report 2005/06 — This provides
accountability for internal audit delivery and performance and allow ed
Me mbers to monitor the application of the delegated authority for
ensuring an effective and satisfactory Interna Auditfunction in
accordancew ith the Accounts and Audit Regulations 2003 and CIPFA
Code of Practice for Internal Audit in Local Government in the UK
(2003).

3.3 Reviewed and approved the 2005/06 Statement on Interna Control —
This allov ed me mbers to review the councils approach to meeting the
implications of the Accounts and Audit Regulations (England) 2003
requirement; that the Council publish a Statement on Internal Control
withthe Financial Statements, and the action undertaken by the
Council to meet its obligations within the scope of the Regulations.

3.4 Undertook Refresher Training Regarding Internal Audit and the
Function and Role of an Audit Committee — This updated Members of
the direction of Internal Audit activity and the potential role and
objectives of the Audi Committee in monioring the performance of
the Internal A udit function.

3.5 Internal Audit Plan 2006/07 Update — Four of these reports w ere
review ed during the year w hich allow ed members to be kept up to
datew ith the ongoing progress of the Internal Auditsectionin
completing its annual audit plan. Thesereports allow ed members to
review the outcomes of all completed internal audit reports and
comment upon any areas of concern.

3.6 Considered the District Auditors 2005/06 Annual Governance Report
— This dlowed members to review the conclusions of the workof the
Audit Commission.

3.7 Review of Financial Procedure Rules — Tw o reports w ere review ed
during the year. The first allow ed members tocomment on the
proposed strategy to implement a phased approach to thereview of
FPRs in order to meet the requrements identified w hencompleting
the Statement on Internal Control (SIC) for 2005/06. The second
sought comments on the changes proposed to FPRs.

3.8 Statement on Internal Contra Update 06/07 — This updated Members
on the proposed process to complete the Statement on Internal
Control (SIC) for 2006/07 and providedrefresher training on the
purpose of the SIC and the Audit Co mmittees role in its production.

Audt - 07.0517 - 4.2 Audit Committee Annual R eview
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3.9

3.10

3.1

3.12

3.13

3.14

4.1

Reviewed Audit Commission Reports - Data Quality and Your
Business at Risk — This allow ed members to review thew ork of the
Audit Commission in the tw o areas of operation cov ered.

Consider the 2007/08 Internal Audit Plan — This report informed

Me mbers of the drection of Internal Audit activity and sought approval
of the annual operational Internal Audit Plan for 2007/08. It also
provided acc ountabilty for internal audit services allow ng Members o
monitor the application of the delegated authority for ensuring an
effective and satisfactory internal auditfunction in accordancew ith the
Accounts and Audit Regulations 2003 and CIPFA Code of Practice for
Internal Audit n Loca Government in the UK (2003).

Reviewed Audit Commission Use of Resources Report — The
committee review ed the Audit Commission Use of Resources
assessment to evaluate how w el councils manage and use their
financial resources.

Reviewed and Approvedthe Internal Audit Charter — This allow ed

me mbers to ensure that the purpose, authority and res ponsibility of
Internal Audit s formally defined and consistent with the requirements
of the Code of Practice for Intemal Audit in Local Government in the
United Kingdom.

Reviewed and Approvedthe Internal Audit Strategy — This allow ed
me mbers to ensure that the Internal Auditservicewill be delivered
and developed in accordance withits charter and is linkedto
organisational objectives and prioriies

The sum total of this information, training, analysis and review s alows
the Audit Committee to fulfil its remit and ako satisfies the Councik
obligation under Regulation 6 of the Accounts and Audit Regulations
2003 as amended 2006, that the relevant body conduct an annual
review of its system of internal audit.

RECOMM ENDA TIONS

That the work undertaken by the Audit Committee in 2006/07 is
reportedto and endorsed by the Council.

Audt - 07.0517 - 4.2 Audit Committee Annual R eview
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AUDIT COMMITTEE

17" May 2007

Report of: Head of Audit and Governance

Subject: INTERNAL AUDITOUTCOME REPORT
2006/07

1. PURP OSE OF REPORT

To inform Me mbers of the Outcomes of Internal Audit workcovering
the period April 2006to March 2007.

2. SUMMARY OF CONTENTS

This Report provides accountability for internal audit delivery and
performance and allows Members to monitor the application of the
delegated authority for ensuring an effective and satisfactory Internal
Audit function in accordancew ith the Accounts and Audit Regulations
2003 as amended 2006 and CIPFA Code of Practice for Internal Audit
in Local Government in the UK (2006).

3. FINANCIAL IMPLICATIONS
None.
4, RECOMM ENDATIONS

That Members note the contents of thereport
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Report of: Head of Audit and Gowvernance

Subject: INTERNAL AUDIT OUTCOME REPORT 2006/07

1. PURPOSE OF REPORT

To inform me mbers of the outcomes of audit w ork covering the period
April 2006 to March 2007.

2. BACKGROUND

2.1  This report provides accountability for Internal Audit delivery and
performance and allovs Members to monitor the application of the
delegated authority for ensuring an effective and satisfactory internal
audit function.

2.2 Information for Members on the standards of financial administration
and management arrangements operating within the Authority is
detailed in this report, together with a progress report on the extent of
implementation of audit recommendations. The consideration and
effective implementation of auditrecommendations is fundamental in
ensuring effective financial stew ardship androbust financial systems,
controls and procedures.

2.3  Thisreport also defails the performance of Internal Auditin 2006/07 on
arange of key performance indicators.

2.4  Hartlepool Borough Council aso provides the audit services to the
Cleveland Frre Authority. In addition to the audits detailed in A ppendix
A, Internal Audit completed 14 major systems and probity review s for
the CFA during 2006/07 .

3. AUDIT INPUT S 2006/07

3.1 Therew ere 1697 audit days alocated at 1.04.06 to planned and
responsive activities during 2006/07.

3.2  Staffing resources were lav er than anticipated in the plan becaus e of
matemity leave. A contingency is in place to address such shortfalls by
use of overtime and/or agency staff but prudent management of the in-
hous e audit resources and contingency days avoided therequirement
for external assistance and the audit plan was delvered in line with the
key performance indicators.
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Careful adjustment andrevision to the audit plan ensured that al high-
risk functions were review ed and a balanced program of w ork covering
all Council departments was achieved for 2006/07.

4 OUTCOMES

4.1 Appendix A schedules all the planned audits completed for 2006/07.
Only a minority of systems and arrangemernts review ed required
improvement in Hartle pool.

4.2.  Follow upw ok has been carried out, w hich has revealed that
management has taken action, and improvements to controls,
processes and procedures have been made.

4.3, Fromthew ok undertaken duringtheyear 2006/07, the Head of Audit
and Governance has reached the opinion that key systems are
operatingsoundly and that there is no fundamental breakdownin
controls resulting in material discrepancy. Satisfactory arrangements
wereimplemented to ensure the effective, efficient and economic
operation of Hartlepool Borough Counci’s financia affairs.

4.4  No system of contrd can provide absolute assurance against material
misstatement or loss, nor can Internal Audit give that assurance; this
statement is intended to provide reasonable assurance. These risks
are reflected in the audit plan and are the subject of separate reports
issued during the course of 2006/07.

5. FOLLOW UP

5.1 Auditreports are issued to auditees follow ing a discussion of any audit
findings. Eachreportincludes an Action Planw here appropriate,
recording:

- Any recommendedrevisions to systems, procedures and operating
arrangements;

- Theresponse of the auditees;

- Atimescale for introducing the recommended improvements.

5.2 Inaccordance with the CIPFA Code of Racticefor Internal Audit in
Local Government in the UK, a system of follow up of audit
recommendations is in operation to monitor w hat action has been taken
by managementinresponse to auditw ork. During 2006/07, all audits
completed, that had reached the date when a follow up was due, have
beenthe subject of follow up activity.

This postion is positive and indicates a commitment by management to
further improve controk and financial systems throughout the Authority.
Further follow upworkis planned in 2007/08 for those
recommendations not yet actioned.
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6.1

7.

7.1

MONITORING INTERNAL AUDIT PERFORMANCE

Inter nal Audit is committed tothe delivery of a quality service, w hich
accords withthe CIPFA Code of Practice for Internal Audit in Local
Govemmentin the UK, and to being responsive to the needs of service
departments. In common with other central service providers, a number
of core performance indicators for Internal Audit Services have been
determined for 2006/07. Performance against these targets is detailed

below:

Internal Audit Performance Indicators

4.3

Target Actual
Indicator Set for Perform ance
2006/07 | 2006/07
Completion of High Risk Audits provides
assurance thatfinancial procedures are
operating effectively and has direct impact on 90% 2%
CPAresult.
In addition to the managing auditor reviews,
quality review s of w orking paper files and
evidence by the Head of Audit and
Governance to ensure compliance withthe
standards laid down in Codes of Practice 10% 10%
and adopted in the Internal Audi Manual.
Percentage of Quality Questionnaires returned. 75% 48%
Results of Quality Questionnaires - Percentage
“good orvery good’ 5% 100%
Percentage of Audit Reports issuedw ithin 10
working days of auditcompletion 87 5% 100%
Percentage of Audit Recommendations follow ed
up within 6 months of completion of the audit 100% 100%
Annual Reportto Members by 30" June
folowingyear-end. 30.06.07 17.05.07

RECOM M ENDATION

That Me mbers note the contents of the report.
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4.3

APPENDIX A

Sum mary of Internal Audit Planned Work com pleted for 2006/07

Fundamental Systems

Payroll System Monthly Paid

Payroll System Weekly Paid
Budgetary Control

Creditor System

Council Tax System

Debtors

Main Accounting System

National Non Domestic Rates System
Housing & Council Tax Benefits System
Procurement

Loans & Investments

Cash/Bank System

Governance Issues

Bichard Report

Data Protection Act

Fraud Aw areness

Freedom of Information Act
Public Interest Disclosure Act
Proceeds of Crime Act

Other System s

Fleet Management
National Fraud Initiative

Health and Safety
Training
VAT

Partnerships
Hartlepool Partnership

Annual Audits

Sure Start Central

HARTLEPOO L BOROUGH COUNCIL
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Two Yearly Audits

Brierton Secondary School

Car Parks Income

Catering

Contracts & Commissioning
Direct Pay ments

Dyke House Secondary School
Emergency Planning

English Martyrs Secondary School
Home Care

Housing Aid & Asylum Seekers
Manar College OF Technology
Members Allow ances

Millhouse & Eldon Grove Centres

Nursing & Residential Accommodation Charges

Public Health Income
Springwv el Special School
St. Hilds

Sure Start South

Three Yearly Audits

Abandoned Vehicles
Book Fund

Building & Development Control Income

Cemeteries & Crematoriums
Central Printing

Clavering Primary School
Community Grants

Court Of Protection

Education Development Centre
Elwick C of E Primary School
Fens Primary School

Golden Hatts Primary School
Hackney Carriages

Hart Primary Schoadl

Holy Trinity C of E Primary Schod
Owton Manor Primary School
Registrars

Rift House Primary School

St. Josephs Primary School

4.3
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AUDIT COMMITTEE

17" May 2007

Report of: Chief Financial Officer

Subject: STATEMENT ON INTERNAL CONTROL

2006/07

1.1

1.2

PURP OSE OF REPORT

To provide details of the implications to the Council of the Accounts
and Audit Regulations (England) 2003 as amended 2006 requirement;
that the Council publish a Statement on Internal Control w ith the
Statement of Accounts and associated financial statements, and the
action undertaken by the Council to meet its obligations w ithin the
scope of the Regulations.

To provide a copy of the 2006/07 Statement on Internal Control for
your information and approval (Attached as Appendix A).

SUMMARY OF CONTENTS

Thereport provides a background to the purpose of the Statement on
Internal Control, the obligations of the Council arising fromthe 2003
Regulations as amended 2006, and the stepsthat have been taken by
the Council to meet those obligations. The Statement on Internal
Controlw illform part of the Councils 2006/07 Statement of Accounts.
FINANCIAL IMPLICATIONS

None.

RECOMM ENDATIONS

That Members review and approve the 2006/07 Statement on Internal
Control.
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Report of: Chief Financial Officer

Subject: Statement on Internal Control 2006/07

4.4

1.1

1.2

2.1

2.2

2.3

PURP OSE OF REPORT

To inform Me mbers of the implications to the Council of the Accounts
and Audit Regulations (England) 2003 as amended 2006 requirement;
that the Council publish a Statement on Internal Control w ith the
Financial Statements, and the action undertaken by the Council to
meet its obligations within the scope of the Regulations.

Thereport considers thefollow ng areas:

- Why the Council needs a SIC,
- Whois responsible,
- How the SIC was produced.

Why

To clearly demonstrate to stakeholders, that the Council has adequate
arrangements in place to ensure that it effectively manages and
controls its financial and operational responsibilities in accordance
with acknow ledged best practice. Paragraphs 2.2 to 2.4 detail
positive benefis to the Council of achieving this end.

Statutory Requirement

The Accounts and Audit Regulations require that “the Council
ensures that it’s financial managementis adequate and effectve and
that there is a sound system of internal contra w hich effectively
faciltates it's functions and w hich includes arrangements for the
management of risk.

The Council shallconduct areview at least once a year of the
effectiveness of its internal controls and shall include a statement on
internal control w ith any statement of accounts itis obliged to publish’.

Good Governance

Production and publication of a SIC are the finalstages of an ongoing
review of internal control and are not activities w hich can be planned
andviewed in isoktion. Compilation of a SIC involved the Council in:

- Reviewing the adequacy of its governance arrangements
- Knowingw here it needs to improvethose arrangements, and
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2.4

3.1

3.2

4.1

- Communicating to users and stakeholders hav better governance
leads to better quality public services.

Comprehensive Performance Assess ment

Assurance derived from the monitoring of processes, including risk
management, provides evidence, w hich allow s assessors to form
conclusions on the efficiency and effectiveness of the Council’s
operations. The SIC provides assurance that the Council has asound
system of internalcontra w hich facilitates the effective exercise of its
functions and w hich includes arrangements for managing risk.

Who
Corporate Responsibility

The Council’'s system of internal control mustreflect its overall control
environment, not just financial, w hich encompasses its organisational
structure. Internal control is a corporate responsibility and the scope
of internal control accordingly spans the w hole range of the Council’s
activities and includes controls designed to ensure:

- The Council’s polcies are put into practice and its values are met,

- Laws and regulations are complied w ith,

- Required processes are adhered to,

- Fnancial statements and other information are accurate and
reliable,

- Human, financial and other resources are managed efficiently and
effectively, and

- High quality services are delivered efficiently and effectively.

Contributors tothe SIC

- Cabinet

- Portfolio Holders

- Audi Committee

- CEMT

- CMT

- Risk Management Group
- CFO

- Monitoring Officer

- External Auditors and other Review Bodies
- Internal Audit and

- Management.

How
Having established a system of internal control, it isthen necessary to

consider w hich of these controls are key in mitigating against
significant risk. By obtaining assurance on the effective operation of
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4.2

these key controls the Council is able to conclude on the effectiveness
of the systems and identify w here improvement s needed.

Thereview of internal control and SIC assurance gathering included:

Establishing obligations and objectives,

Identifying principal risks,

Identifying and evaluating key controls to manage risks,
Obtaining assurances onthe effectiveness of controls,
Evaluating assurances,

Action planning to correct issues and continuously improve.

In practice the Council aready had most of the necessary internal
controls in place, what w as required w as to incorporate them into a
framew orkfor producing a SIC that met the requirements of the
Regulations. In order to do this the Council has:

Identified roes and res ponsibilities,

Provided training,

Gone through a process of establishing objectives, identifying risks
andrecording controlk,

Gathered and retained evidence for inspection,

Drafted the SIC.

Recommendations

That Members review and approve the attached 2006/07 Statement
on Intemal Control.
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Appendix A

HARTLEPOOL BOROUGH COUNCIL
STATEMENT ON INTERNAL CONTROL

1.1

1.2

1.3

2.1

2.2

Hartlepool Borough Council is responsible for ensuring that:

» Its business is conducted in accordancew ith the law and proper
standards,

* Public money is safeguarded and properly accountedfor, and
used economically, efficiently and effectively.

The Council also has a duty under the Local Government Act 1999 to
make arrangements to secure continuous improvement in the way in

which its functions are exercised, having regard to a combination of
economy, efficiency and effectiveness.

In discharging these overall responsibilities, Hartlepool Borough
Council is also responsible for ensuring that there is a sound system of
internal control w hich facliitates the effectve exercise of the Council's
functions and w hich includes arrangements for the management of risk.

The Purpose of the System of Interna Control

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

In order to facilitate the completion of the Statement, an officer w orking
group has been formed and a programme of work developed. To
ensure that the Statement has been given sufficient corporate priority
and profile, the working group included both the Chief Financia Officer
and the Assistant Chief Executive. As part of the process presentations
have been made to departmental management teams and regular
updates given to both the Chief Executives Management Team and
Corporate Management Team (CMT).
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3.1

4.1

4.2

4.3

Significant Interna Control Issues Update from 2005/06 Statement

Progress has been made over the course of 2006/07 to address
weakness in the system of internal control identified as part of the
2005/06 process. The table below identifies action that has been taken
to mitigate the areas of concern raised.

Issue Raised Action Undertaken
Disaster Recovery/Business | A revisedstrategy was determined
Continuity andreported to CMT on the 23¢

October 2006 with the principles
agreed forthe development of the
Business Continuity Plan.

Service identification and
classification has been achieved.

Partnership Protocols Scoping exercise undertaken and
reported to CMT.
Framew ork implementation.

Adoption of a Code of Await outcome of CIPFA/SOLACE
Corporate Governance Code of Corporate Governance
consukation.

The Internal Control Environment

The key elements of the Council’s internal control environment are as
folows:

Hartlepool Borough Council has adopted a constitution, w hich sets out
how the Council operates, how decisions are made, the procedures
that are followed to ensure that these decisions are efficent and
transparent, and sets out the terms of reference for the Portfolio and
Committee structure. The constitution w as developed in accordance
wih the Local Government Act 2000 and it sets out the delegated
responsibilities to Key Officers such as the Monitoring Officer and
Section 151 Officer.

Effectve procedures to idertify, evaluate, communicate, implement,
comply with and monitor legislative change exist and are used. Human
Resources (HR) policies identify suitable recrutment methods and
ensure appropriate job descriptions exist for legal staff. Induction
training is arranged by HR for all staff, departments have res ponsibility
to provide induction training specific to ther departmental needs. Legal
Division procedures exist for monitoring new legislation, advising
relevant departments, and members w here appropriate. Legal
personnel participate in training events.

Portfolio and Committee terms of reference are included in the
constitution. A procedure is in placeto ensure that all Portfolio and
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4.4

4.5

4.6

4.7

4.8

4.9

Committee agendas, minutes and supporting material are available to
allstaff on the Council’s intranet, andto the public onthe Council’s
Internet site.

The constitution contains financial and contract procedure rules, and
code of conductfor Members, w hich have been formally approved.
Financial procedure rules have been updated and agreed by Council
and contract procedure rules have also been updated totake into
account new procurement procedures. The Authority has adopted the
CIPFA Code on Treasury Management and complies w ith the
Prudential Code. The constitution is available to al employees on the
inranet and hard copy andto the public on the Internet. A register of
gifts and hospitality is maintained for Members and Cfficers.

The full cabinet and a range of Member committees regularly meetto
review specific policy areas, toconsider plans, reports and progress of
the Authority.

HR has drawn up policies to ensure suitably qualified employees are
employed in key areas, and supporting terms and conditions of
employment for all employees cover all aspects of good employment.
Inductioncourses for key new officers and all new members
incorporate suitable training on cor porate governance issues according
toresponsibilities and there is a general staff av areness programme in
place.

A Health and Safety Policy has been approved and publshed and a
Communication Strategy implemented to ensure general aw areness.

The Authority has adoptedthe Community Strategy aims as its ow n
corporate objectives. The development of the Community Strategy by
the Local Strategic Partnership follow ed an extensive consultation
process. Public priorities w ere established and these are a key
element of the budget setting process. The Local Area Agreement
(LAA) (signed on 23/03/06) further develops these arrangements and is
the action plan for achieving the community strategy aims. LAA
outcomes relating to the Council have been integrated into the council's
corporate plan, service plans and performance management
arrangements to enhance management and political accountahility.

CMT has defined what it considers to be a partnership and an
assurance framework is being developed to ensure that adequate
governance arrangements are in place that are proportional to the
responsibilities and risks of each partnership. The Authority has an
ongoing programme of monitoring and review ng arrangements in place
in respect of the operation of its key partnerships. A framew ork of
reporting by exception to Corporate Management Team operates and
Internal Audit provides annual audit coverage of partnership
arrangements. The Audit Committee has highlighted partnerships as a
key area of interest and the Authority’s control framework wil be
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4.10

4.1

4.12

4.13

developed further and thecommitteeregularly updated on progress. As
the areas of Corporate Governance and Partnerships evove, further
changes to internal controls are envisaged to meet any future
requirements under the revised Code of Corporate Governance and
the Governments w hite paper on the role and function of Local
Govemment The development of controls around corporate
governance arrangements is a transitional, ongoing process that will
build upon existing procedures.

All departments produce departmenta and service plans using a
coporate framework to ensure that they reflect the corporate
objectives. Departments also complete extensive consutaton w ith
service users, forums, partners and Viewpoint 1000 surveys. The
feedback from these exercises is used to link service and departmental
objectives to bath the planning process for service delivery and to the
corporate objectives. In order to further embed the process of risk
management, control identification and the production of the SIC into
the culture and management processes at the council, rsks to meeting
departmental objectives and the controls to mitigate those risks are
now recorded as part of the corporate service planning process at a
departmental level. This has brought together service planning, risk
management and control identification w hich has enabled a much more
focussed and joined up approach to the use of management
information and the production of the SIC. Progress against the
Corporate Plan and departmental plans is reported to CMT, Cabinet
and the Portfolio Holders on a quarterly basis.

A corporate performance management framew ork approved by CMT
and the Cabinet is operating across the Council. The framew ork s ets
out the process and timetable for reporting on performance. A Quality
assurance / Pl collection framew ork is in place w ith Internal Audit
conducting an annual review of Pls assessed as high risk. The
Performanc e Management database includes informationrelating to
departmental and officer responsibility for the collation of data, target
setting and addressing performance issues.

Key performance indicators are identified inthecorporate and
departmental plans. Regularreports are presented to members onthe
delivery of performance targets andthese include national and local

comparisons.

Key policies such as the Corporate Complaints Procedure, Proceeds of
Crime (Money Laundering), Whistle blow ing Policy and Counter Fraud
and Corruption Policy have been developed and approved for use
across the whole Authority. The policies are available to employees via
the intranet. Reports are made to portfolio holders every six months
summarising, for example, the complaints dealt with andthe outcome.
The Authority is a member of the National Anti Fraud Netw ork and also
takes part in regular National Fraud Initiative review s.
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4.14

4.15

4.16

4.17

4.18

4.19

4.20

The Council agreed a Risk Management Strategy in December 2004
and this has been improved on aregular basis since, the latest updated
version being agreed by Cabinet in January 2006. The Strategy is
available to al staff via the intranet. Key staff have undergone
appropriate training and departmental risk champions lead on
communicatingthe strategy to all relevant staff in ther departments.

An annual review of strategy has been completed and approved hy
Corporate Risk Management Group (CRMG). The Risk Management
annual work programme w as approved by CRMG in March 07 and
incorporated w ithin service plan (Chief Execs). A CMT/Cabinet annual
review of the Strategic Risk Register (SRR) was carried out in June 06.
A Members training eventw as held on the 7 September 05 to raise the
profile of Risk Management w ith Councillors as part of the decsion
making process.

There is corporate support atsenior management level for
development of the Risk Management database withrisk assess ment
procedures published and training gvento officers (June 2005).

Planned control measures in SRR/DRR are in Service Plans, linked as
part of business planning for Departments as described in paragraph
4.10. The Performance Management Portfolio Holder is Hartlepool
Borough Councils risk ‘champion’ and was invaved in delivery of
training to other Members. Each department also has ariskco-
ordinator.

Risks and control measures relatingto corporate and departmental

plans are considered as part of the preparation of the Statement on
Internal Control.

A database has been established to hold the departmental, corporate
and strategic risk registers. The database automatically notifies
responsible officers of risks that need to bereviewed and progress is
monitored on a quarterly basis by the CRMG, whothen report to CMT
and Cabinet. Departments may use a central funding pat for risk
management to assist in the financing of risk mitigation.

The Council has long-standing, nationaly andregionally recognised
emergency planning arrangements through the Cleveland Emergency
Planning Unit (EPU). The Council’'s Emergency Management
Response Team (EMRT) meets monthly and exercises a leastevery 6
months.

Departmental business continuity plans have been developed and
specific property and flu pandemic plans are in place. ICT resilience
has been improved by remote access to Email and calendars and
upgrading the UPS system.
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4.21

4.22

4.23

4.24

4.25

Flu pandemic plnning has identified critical services particularly in
respect of vulnerable people, w ith alter native service provision
arrangements identified as part of that process.

The Business Continuty Group meets on a quarterly basis. Arevised
strategy w as reported to CMT onthe 23 October 2006. The principles
for the development of the Business Continuity Plan have been agreed.
Each department has alead dfficer responsible for business continuity
and the teamreports to the CRMG. All senior managers have been
briefed about business continuity.

All departments completed an annual review of diversity impact needs
requirement assessments and identified steps to further improve
access toservices and these have been incorporated into service
plans. This is part of a corporately agreed approach to mainstream
diversity issues w ithin the council and implement the Equality Standard.
All departments completed an annual review of diversity impact needs
requirement assessments and identified steps to further improve
access toservices and these have been incorporated into service
plans. This is part of a corporately agreed approach to mainstream
diversity issues w ithin the council and implement the Equality Standard.
Briefings for managers in all departments have been completed and
thecorporate Dversity Steering Group and departmental diversity
groups meetregularly to progress diversity matters. The Council invited
a consultantfrom DIALOG (part of the 1&DeA) to assess its progress
through the Equality Standardfor Local Government. Thefindings were
reportedto the Performance Management Portfolio Holder on 26 March
2007 and an action plan is nov being implemented.

Internal Audit reports on aregular basis to the Audit Committee on the
effectiveness of the organisation’s system of internal control.
Recommendations for improvement are also made and reported on.
Internal Audits performance is measured against standards agreed by
management and Menmbers. Internal Audit reporting arrangements
have been formalised and strengthened as part of thereview of
financial procedure rules.

Otherreview bodies externalto the Authority also make regular reports
on efficiency, effectiveness and compliancew ith regulations. These
review s include major inspections by the Commissionfor Social Care,
Departmentfor Further Education and Skills, Ofsted andthe Planning
Inspectorate of the relevant section of the Authority. The Audit
Commission has also undertaken a Comprehensive Performance
Assessment andthe Council has been assessed as ‘excellent’, the
highest possibleranking. The results of thesereviews are reflected in
the Council’s ow n development and improvement plans. Some
services within the Authority have been accredited by Investors in
Peoplk and Chartermark.
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5.2

Review of Hfectiveness

The Council has theresponsibility for conducting, at least annually, a
review of the system of internal control. The review of the
effectiveness of internal control is informed by thew ork of Internal Audit
and Senior Managers w ho have res ponsibility for the development and
maintenance of the internal control environment. Thereview is also
informed by thereports issued by external audit and other review
agencies and inspectorates.

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

Corporate Management Team agreed process for thereview of
the internal control environment. The risk inherent in meeting
departmental objectives and the controls to mitigate those risks
are now recorded as part of the corporate service planning
process at a departmental level. This has broughttogether risk
management, control identification and the process for compiling
the evidence needed to produce the SIC. This enables
managers to provide documented evidenceregarding the
controls within their service units as part of the service planning
process. The controls n place are designed to negatethe
identified and recordedrisks of not achieving service,
departmental or corporate objectives. In orderto ensure
adequate contraos are in placethe procedures, processes and
management arrangemerts in place to mitigate identified risks
and the officers responsible for them are also documented.
Gaps in controls can be addressed as part of the regular review s
of departmental risks and control measures.

Internal Audit —the Council has the responsibility for maintaining
and review ing the system of internal control and review ing
annually Internal Audit. In practice, the Council, and its External
Auditors, takes assurancefrom the work of Internal Audit. In
fufilling this responsibility:

Inter nal Audit operates in accordance with CIPFA’s Code of
Practice for Internal Audit in Local Government in the United
Kingdom 2006.

Internal Audit reports tothe Section 151 Officer and Audit
Committee.

The Head of Audit and Governance provides an independent
opinion on the adequacy and effectiveness of the system of
internal control, quarterly update reports and an annual internal
audit performance report to the auditcommittee.

Internal audit plans are formulated from an approved risk
assessment package.
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» Extermal Audit —in ther annua audit letter, comment on ther
overall assess ment of the Council. It draw s onthefindings and
conclusions from the audit of the Council and fromthe Corporate
Assessment and inspections that have been undertaken.

» Oftherreview and assurance mechanisms: for example,
Departmentfor Further Education and Skills, Commission for
Saocial Care, Investors in People, Chartermark.

* Inthe Comprehensive Performance Assessment by the Audit
Commission, the overal report placed the Councilin the
‘excelent’ corporate assessmentcategory.

6 Siagnificant Interna Control Issues
6.1 The followingsignificant internal control issues have been identfied:
No |Issue Action Timescale | Responsible
Officer
1 | Disaster - Review Building Risk July 2007 | MWard

Recovery/ plan andfinalise for

Business distribution. Completed

Continuity Peoplke Risk pro-formato

Arrangements | be considered.
- Review People Risk Oct 2007 M Ward
plan andfinaisefor
distribution. Completed
Supplers Risk pro-forma
to be considered.
- Review Suppliers Risk Jan 2008 M Ward
Plan and finalise for
distribution. Completed
ICT Risk pro-formato be
considered.
- Review ICT Risk Plan April 2008 | MWard
and finalise for
distribution. Review
Programme and Set new
Milestones
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2 | Partnership
Pratocols

- Rurther develop
assurance framew ork.

- Continue the rolling
review of key
partnerships to ensure
that adequate corporate
governance
arrangements are in
placethat are
proportional to the
responsibilities andrisks
of each partnership.

Sept 2007

April 2008

M Ward

M Ward

3 | Adoption of a
Code of

Corporate
Governance

Aw aitoutcome of
CIPFA/SOLACE Code of

Corporate Governance
cons ultation.

Publication
of
guidance

T Brow n

We have been advised on the implications of the result of the review of the
effectiveness of the system of internal control by the Authority and a plan to
address weakness and ensure continuous improvement of the systems is in

place.

CHIEF EXECUTIVE
DATE

MAY OR:
DATE

MONITORING OFFICER:
DATE

CHIEF FINANCIAL OFFICER (SECTION 151 OFFICER):

DATE
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