Lewes District Council

To all Members of the Audit and Standards Committee

A meeting of the Audit and Standards Committee will be held in the Telscombe
Room, Southover House, Southover Road, Lewes on Monday, 22 June 2015 at
15:30 which you are requested to attend.

Please note the venue for this meeting which is wheelchair accessible and has an
induction loop to help people who are hearing impaired.

This meeting may be filmed, recorded or broadcast by any person or organisation.
Anyone wishing to film or record must notify the Chair prior to the start of the meeting.
Members of the public attending the meeting are deemed to have consented to be
filmed or recorded, as liability for this is not within the Council’s control.

08/06/2015 Catherine Knight
Assistant Director - Corporate Services

Agenda

1 Minutes
To confirm and sign the Minutes of the Meeting of the Council dated 16
March 2015 (copy previously circulated).

2 Apologies for Absence

3 Declarations of Interest
Disclosure by councillors of personal interests in matters on the agenda, the
nature of any interest and whether the councillor regards the interest as
prejudicial under the terms of the Code of Conduct

4 Urgent Items
Items not on the agenda which the Chair of the meeting is of the opinion
should be considered as a matter of urgency by reason of special
circumstances as defined in Section 100B(4)(b) of the Local Government
Act 1972

5 Written Questions from Councillors
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10

11

12

13

14

To deal with written questions which councillors may wish to put to the Chair
of the Council, a Lead Councillor on the Cabinet or the Chair of any
committee or sub-committee in accordance with Council Procedure Rule 11

(if any).

Remit of the Audit and Standards Committee
To receive the remit of the Audit and Standards Committee (page 4)

Standards Training 13 and 20 May 2015

To note on the 13 and 20 May 2015 Councillors were offered and received
standards training from Lewes District Council Legal Department relating to
ethics and the Code of Conduct for councillors as part of the induction
programme following the Election. The following members received the
appropriate training on the Code of Conduct, Councillors Botting, Carr,Carter
Catlin, Cooper, Enever, Giles, Honeyman Linington, Loraine,Murray, Neave,
Peterson, Rowell and Turner.

Annual Report on the work of the Audit and Standards Committee
2014-15
To receive the report of the Chair of the Audit and Standards Committee

(page 7)

Annual Report on Internal Audit Performance and Effectiveness 2014-
15

To receive the report of the Head of Audit, Fraud and Procurement (page
14)

Interim Report on the Council’s Systems of Internal Control 2015-16
To receive the report of the Head of Audit, Fraud and Procurement (page
27)

Annual Report on the Council’s Systems of Internal Control 2014-15
To receive the report of the Head of Audit, Fraud and Procurement (page
55)

Treasury Management
To receive the report of the Director of Corporate Services (page 61)

Statement of Accounts 2014-2015
To receive the report of the Director of Corporate Services (page 84)

Date of Next Meeting

To note that the next meeting of the Audit and Standards Committee is
scheduled to be held on 28 September 2015 in the Telscombe Room,
Southover House, Southover Road, Lewes commencing at 15:30pm
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For further information about items appearing on this Agenda, please contact
Ruby Brittle at Southover House, Southover Road, Lewes, East Sussex
BN7 1AB Telephone 01273 471600

Distribution: Councillors M Chartier (Chair), N Enever, | Linington, A Loraine, R
Robertson, B Giles, A Rowell

(Members of the Committee who are unable to attend this meeting or find a substitute
councillor to attend on their behalf should notify Michaela Frost or Ruby Brittle, at
michaela.frost@lewes.qov.uk or ruby.brittle @lewes.qov.uk )

Page 3 of 86


mailto:michaela.frost@lewes.gov.uk
mailto:ruby.brittle@lewes.gov.uk

Remit of the Audit and Standards Committee

1.2

2.2

2.3

2.4

2.5

3.1

ADM_GEN\DemServs\Constitution\Constitution Ariel 12\Constitution_Part11

Statement of Purpose

Provide independent assurance of the adequacy of the risk management
framework and the associated control environment, independent scrutiny of
the authority's financial and non-financial performance to the extent that if
affects the authority's exposure to risk and weakens the control environment,
and to oversee the financial reporting process.

Promote and maintain high standards of conduct by Members and Co-opted
Members of the Council.

Membership

The Audit and Standards Committee shall consist of seven members of the
District Council. The quorum shall be four.

Up to 3 additional co-opted non-voting Town/Parish members may participate
in Standards, but not Audit, matters.

The terms served by Town/Parish members shall run concurrently with the
term of office of the District Councillors.

The Chair shall be elected from a non-Cabinet member of the Minority
Groups.

Duty to appoint one or more Independent Persons for the following purposes:-

(@) to give the Council views on any allegations it has decided to
investigate, before a decision is reached;

(b)  atthe discretion of the Council, to give the Council views on any other
allegations; and

(c) at the discretion of a Member, Co-opted Member or Member of
Town/Parish Council, to give the Member views on any allegations
relating to the behaviour of that Member.

Powers and Duties

The Committee is responsible for carrying out the following statutory
Audit duties:

To review progress with the External Auditor on audit systems and final audits
and respond to any matters raised by the External Auditor. A meeting
between the External Auditor and members of the Audit and Standards
Committee can be held at the request of either party;
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3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

3.10

3.11

3.12

3.13

To review the External Auditor's Management Letter and the conclusions of
Value for Money Studies and make recommendations to the Cabinet;

To keep under review the probity and the effectiveness of internal controls,
both financial and operational, including the Council's arrangements for
identifying and managing risk;

To keep the effectiveness of management arrangements under review to
ensure legal and regulatory compliance;

To review the effectiveness of corporate governance arrangements and to
oversee production of the Annual Governance Statement and recommend its
adoption;

To agree a three year strategic audit programme and annual programme and
keep them under review:

. to ensure co-ordination between internal and external auditors, and

o to make recommendations to the Cabinet to ensure that the internal
audit function is adequately resourced and is able to discharge its
functions effectively;

To consider the Head of Audit and Performance’'s Annual Report and to report
annually to the Cabinet on the adequacy and effectiveness of internal controls
within the Council;

To review the annual statement of accounts, and consider whether the
appropriate accounting policies have been followed and whether there are any
concerns that need to be brought to the attention of the Council; and to
approve the Council's annual accounting statements

In addition, the Committee is responsible for exercising the following
Audit powers:

To consider the significant findings of internal audit investigations, the
responses of Chief Officers to those findings and any matters the Head of
Audit and Performance may wish to discuss (in the absence of Chief Officers if
necessary);

To commission work from internal and external audit;

To maintain an overview of the Council's Constitution in terms of contract
procedure rules, financial regulations and codes of conduct and behaviour;

To monitor Council policies on Whistleblowing and Anti-Fraud and Corruption;

To review Treasury Management Policies and the Treasury Strategy and to
recommend any changes to those documents to Cabinet for consideration.
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3.14

3.15

3.16

3.17

3.18

The Committee is responsible for carrying out the following statutory
Standards duties:

To recommend to Council the adoption of a Code of Conduct dealing with the
conduct expected of Members and Co-opted Members of the Council when
acting in that capacity [s27(2)] and including provision in respect of the
registration and disclosure of (a) pecuniary interests and (b) interests other
than pecuniary interests; and to revise the existing Code of Conduct or adopt
a replacement Code of Conduct and make recommendations on the Code of
Conduct to Council.

To put in place arrangements to investigate and make decisions on written
allegations that a Member or Co-opted Member of the Council has failed to
comply with the Code of Conduct.

In addition, the Committee is responsible for exercising the following
Standards powers:

To have regard to a Member’s or Co-opted Member’s failure in complying with
the Code of Conduct, in deciding whether to take action in relation to that
Member and what action to take.

To grant a Member or Co-opted Member a dispensation from the restriction
on speaking and/or voting when any matter in which that person has a
disclosable pecuniary interest is to be considered at a meeting of the Council
or any of its committees, sub-committees, joint committees or joint sub-
committees.

To consider the Monitoring Officer's Annual Report on the establishment and

maintenance of a register of interests of Members and Co-opted Members of
the Council.
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Agenda Item No: 8 Report 73/15

Report Title: Annual Report on the work of the Audit and Standards

Committee 2014/15

Report To: Audit and Standards Committee Date: 22 June 2015
Ward(s) Affected: A

Report By: Chair of the Audit and Standards Committee
Contact

Name: Clir Mike Chartier

Title: Chair of the Audit and Standards Committee
Email: michael.chartier@lewes.gov.uk

Tel no: 01273 472019

Purpose of Report:

To present to Councillors the annual report on the work of the Audit and
Standards Committee, which summarises activity in this key area of corporate
governance and provides assurance that the oversight of governance, risk and
internal control is operating effectively?

Chair's Recommendation(s):

1

2

To receive and consider the report.

To endorse the conclusions on the effectiveness of Internal Audit (see
paragraph 16).

To endorse the opinion on the Council’s Internal Control Environment,
Assurance Framework, and Risk Management Framework (see paragraphs 17
and 18).

To note that the Committee has discharged all of the duties outlined and
complied with the Terms of Reference in all respects (see paragraph 19).

To thank former Councillor lan Eiloart for his work as Chair of the Committee
since May 2009 (see paragraph 7).

Reasons for Recommendations

1

At its meeting on 19 March 2009, the Committee resolved that the Chair should
produce an annual report. The Council’s external auditors PKF (now BDO) had
recommended this approach as one of a series of best practice developments
arising from the Use of Resources assessment for 2007/08.
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Annual Report on the work of the Audit and Standards Committee 2014/15
Background

2  The Audit Committee was established in 2001 to provide independent
assurance as to the adequacy of the Council’s arrangements for internal
control, risk management and corporate governance. A key role for the
Committee has been the monitoring of the plans, work and effectiveness of the
Council’s Internal Audit service.

3 In 2012, the Audit Committee was merged with the Standards Committee to
form the Audit and Standards Committee. This report covers the work of the
Audit and Standards Committee in the five meetings of the Committee that were
held during the financial year 2014/15.

4 The Committee conforms to best practice set out in CIPFA’s Audit Committees
— Practical Guidance for Local Authorities, and operates in accordance with the
Remit of the Audit and Standards Committee which is shown in Part 11, Section
4 of the Council’'s Constitution.

5  The Council adopted the CIPFA Code of Practice on Treasury Management. In
December 2009, CIPFA updated the Code of Practice with one of the key
changes being an emphasis on the need for every local authority to nominate a
body to be responsible for ensuring effective scrutiny of the treasury
management strategy and policies. Cabinet decided that this scrutiny role
should be performed by the Audit Committee, and the Audit and Standards
Committee now receives regular reports on treasury management.

Membership of the Committee

6  The Audit and Standards Committee comprises seven Councillors, with the
quorum set at four. Up to three additional co-opted non voting Town/Parish
members may participate in Standards, but not Audit, matters. The Chair of the
Audit and Standards Committee is elected from the Council’s minority group.

7 During 2014/15, the Chair of the Committee was Councillor lan Eiloart, except
on the two occasions when Councillors Chartier and Gauntlett were elected as
Chair. Councillor Eiloart did not stand for re-election in May 2015, and
Councillor Mike Chartier was has been elected as Chair of the Committee from
that time.

8 During 2014/15, Councillors Eiloart, Chartier, Allen, Gauntlett and Gardiner from
the minority group served on the Committee. Councillors Nicholson, Harris,
Russell, and Sugarman from the majority group served on the Committee.

9 The Committee maintains a pool of Members who have expressed willingness
to serve as substitutes by any member of the Council who is not a member of
Cabinet may do so.

10 To be effective it is important that members of the Audit and Standards
Committee have a broad understanding of the financial risk, control and
governance issues facing the Council. To this end the Council provides
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Committee members with general induction training and guidance on specific
topics based on a Training Needs Self-Assessment.

Meetings of the Committee

11

12

13

14

15

The Committee normally meets five times per year. During 2014/15, Committee
meetings were held on 23 June 2014, 22 September 2014, 1 December 2014,
26 January 2015 and 16 March 2015.

The Committee meeting on 16 March 2015 was not quorate. Therefore, the
recommendations made in the minutes were those of the three Councillors who
were present for that part of the meeting, namely Eiloart, Gauntlett and
Nicholson. The Committee meeting scheduled for 22 June 2015 will decide on
how to progress these recommendations.

Each Committee meeting is attended by the Head of Audit, Fraud and
Procurement and the Head of Finance, with other Council officers attending as
appropriate to report of financial or control issues. An Audit Partner and/or an
Audit Manager from the Council’s external auditors BDO attend most meetings.
Each meeting of the Committee is also attended by a Committee Officer to
record the meetings and outcomes.

At each meeting the Committee receives an Interim Report on the Council’s
Systems of Internal Control, with the June meeting also receiving the annual
report on internal control for the financial year ending the preceding March. At
each June meeting there is also an annual report on Internal Audit Performance
and Effectiveness. The January meeting receives the Annual Treasury
Management Statement and Investment strategy report. Other reports are
presented to cover regular items in the financial and control cycle, or to deal
with specific current issues. Reports to the Committee for the five meetings in
2014/15 are detailed at Appendix A.

During 2014/15, the Committee received 28 reports; this is slightly up on the
number of reports in 2013/14.

Statement of the Audit and Standards Committee’s opinion on the
effectiveness of Internal Audit

16

The Audit and Standards Committee has noted the separate report on Internal
Audit Performance and Effectiveness. The Committee endorses the
conclusions of the report that the Internal Audit service achieves its aims,
objectives and expected outcomes, operates in accordance with the Internal
Audit strategy that was approved by the Committee, and meets best practice
standards including compliance with the Public Sector Internal Audit Standards
(PSIAS).

Statement of the Audit and Standards Committee’s opinion on the Council’s
Internal Control Environment and Risk Management arrangements

17

As noted above, the Committee receives regular interim and annual reports that
include detailed assessments of the Council’s internal control environment and
the arrangements for risk management and corporate governance. These
reports, supported by regular bﬁ@‘&&g Bpgsthe Head of Audit, Fraud and



Procurement, enabled the Committee to maintain proper oversight of the
arrangements for internal control.

18 The Committee endorses the opinion of the Head of Audit, Fraud and
Procurement that the overall standards of internal control and risk management
are satisfactory. This opinion is based on the work of Internal Audit, external
audit and other external assurance bodies, and the Council’s work on risk
management. The risk management process has identified that most risks are
mitigated by the effective operation of controls or other measures. Whilst
recommendations have been made to improve procedures and controls in some
areas, there were no instances in which internal control problems created
significant risks for Council activities or services. In most cases managers have
addressed the control issues since the respective audits, and within those
recommendations not yet implemented there are no issues that create
significant risks for the Council.

Terms of Reference

19 | have examined the Committee’s Terms of Reference. | believe that the
Committee has discharged all of the duties outlined and complied with the
Terms of Reference in all respects. In addition, the Committee has used its
powers to raise questions with officers and representatives of BDO to seek
assurance and clarification on matters of control and governance.

Audit and Standards Committee Activities for 2015/16

20 Itis anticipated that the scope and content of the Committee’s activities will
remain broadly similar to those in 2014/15.

Financial Appraisal
21 There are no additional financial implications from this report.
Sustainability Implications

22 | have not completed the Sustainability Implications Questionnaire as this report
is exempt from the requirement because it is an internal monitoring report.

Risk Management Implications

23 If the Audit and Standards Committee does not ensure proper oversight of the
adequacy and effectiveness of the Council’s systems of internal control there is
a risk that key aspects of the Council’s control arrangements may not comply
with best practice.

Equalities Screening

24  This report is for information only and involves no key decisions. Therefore,
screening for equality impacts is not required.

Background Papers

25 None
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Appendices

26 Appendix A — Reports presented to the Audit and Standards Committee
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Appendix A: Reports presented to the Audit and Standards Committee

Report June Sept Dec Jan March | Source

Annual Report on Internal Audit Performance and X HAFP

Effectiveness 2013/14

Annual Report on the Council’'s Systems of Internal Control X HAFP

2013/14

Interim Report on the Council’s Systems of Internal Control HAFP
XX XX XX XX XX

2014/15

Strategic Audit Plan 2015 - 2018 XX HAFP

Statement of Accounts 2013/14 XX XX HF

Treasury Management Report XX XX XX XX XX HF

Annual Treasury Management Strategy Statement and X HF

Investment Strategy 2015/16 to 2017/18

Annual Governance Statement 2014 XX HAFP

Code of Corporate Governance Update XX HAFP

Annual report on the establishment and maintenance of a x ADCS

Register of Interests 2014/15

BDO Report to the Audit and Standards Committee XX BDO

LDC 2013/14 Audit Plan X BDO

LDC 2014/15 Audit Plan X BDO
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Report June Sept Dec Jan March | Source

LDC Annual Audit Letter XX BDO
LDC Grant Claim Report 2013/14 XX BDO
LDC Planning Letter March 2015 X BDO
Internal Audit Benchmarking 2013/14 XX HAFP
Summary Audit Report — Investigation into the relationship HAFP
between the Council and Seaford and District Constitutional X

Club as to possible development opportunities at the site

Annual Report on the Council’s work to combat Fraud and X HAFP
Corruption 2013/14

Key

HAFP — Head of Audit, Fraud and Performance

HF — Head of Finance

ADCS - Assistant Director of Corporate Services

BDO - Council’s external auditors BDO

XX — report was received at meetings in both 2014/15 and 2013/14, even if they were not the corresponding meeting in each year.

X - report was received at a meeting in 2014/15 but was not received during 2013/14
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Item No: 9 Report No: 74/15

Report Title: Annual Report on Internal Audit Performance and

Effectiveness 2014/15

Report To: Audit and Standards Committee Date: 22 June 2015
Ward(s) Affected: A

Report By: Head of Audit, Fraud and Procurement
Contact Officer

Name: David Heath

Post Title: Head of Audit, Fraud and Procurement
E-mail: David.Heath@lewes.gov.uk

Tel no: 01273 484157

Purpose of Report:

To inform Councillors of the Internal Audit work of the Audit and Performance

Division for 2014/15.

To inform Councillors on the outcome of the review of the effectiveness of
Internal Audit for 2014/15.

Officers Recommendation(s):

1

To note that the Internal Audit coverage in 2014/15 has been sufficient to enable the

Head of Audit, Fraud and Procurement (HAFP) to issue an unqualified opinion on
the overall adequacy and effectiveness of the Council’s control environment (see
Section 3.1).

To note the satisfactory outcome of the review of the effectiveness of Internal Audit
for 2014/15 (see Section 3.3).

Reasons for Recommendations

1

2.1

The remit of the Audit and Standards Committee includes a duty to consider the
annual report by the HAFP, and to keep the work of Internal Audit under review
to ensure that it is able to discharge its functions effectively.

Background

The Internal Audit function at Lewes previously operated in accordance with the
Code of Practice for Internal Audit published by the Chartered Institute of Public
Finance and Accountancy (CIPFA). CIPFA has, with the other governing
bodies that set auditing standards for the various parts of the public sector,
adopted a common set of Public Sector Internal Audit Standards (PSIAS) that
have applied from 1 April 2013. The HAFP advised the Audit and Standards
Committee of the effect of the new standards at its March 2013 meeting.
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2.2

3.1

3.2

3.3

4.1

4.2

4.3

The requirements of the PSIAS overlap with those of the Accounts and Audit
(England) Regulations 2011, which require that the organisation conducts a
review of the effectiveness of Internal Audit at least annually. This requirement
has been met by an internal study carried out by the HAFP, with the results
reviewed by the Director of Corporate Services and now reported to the Audit
and Standards Committee. The review has drawn on the results of the quality
review processes that form part of the PSIAS and the associated Local
Government Application Note (LGAN) issued by CIPFA.

Overall conclusions on Internal Audit Performance and Effectiveness
2014/15

The work carried out by Internal Audit during 2014/15 is outlined in Section 4 of
this report. The audit coverage has been sufficient to enable the HAFP to issue
an unqualified opinion on the overall adequacy and effectiveness of the
Council’s control environment. This opinion is included in the Annual Report on
the Council’s Systems of Internal Control 2014/15 that is presented separately
to this meeting of the Committee.

In the past year Internal Audit has continued to focus on the Council’'s main
financial systems and the HB subsidy grant claim, whilst at the same time
providing resources to assist in the projects that form part of the Council’'s work
on restructuring and regeneration. This approach helps to ensure the adequacy
of internal control in key areas, safeguards the Council’s subsidy payments,
ensures that the work of internal audit is integrated with the work of the external
auditors (BDO), and helps to provide assurance on quality and controls in key
Council developments. The HAFP believes that these are necessary priorities,
which also assist in the Council’s management and control of risk.

The review of the effectiveness of Internal Audit has taken into account the work
carried out by the section during 2014/15 and the results of the performance
and quality assurance processes that are outlined in Sections 5 to 7 of this
report. The results of the review enable the HAFP to report that the Internal
Audit service at Lewes is fully effective, is subject to satisfactory management
oversight and has complied with the PSIAS in all major areas.

Work of Internal Audit 2014/15

This section of the report informs Councillors of the work undertaken by Internal
Audit during the year, compared against the annual programme that was
agreed by the Audit and Standards Committee in March 2014.

Use of Internal Audit resources

Table 1 shows the total planned audit days compared to the actual audit days
spent. As requested by Councillors, Table 1 includes comparative data for
2013/14.

Table 1 shows that for 2014/15 a total of 683 audit days have been undertaken
compared to the budget of 653 days. The variance of 30 days is largely due to
the investigation carried out by HAFP (see paragraph 4.16) that was not
planned at the start of the year.

Page 15 of 86



Table 1: Plan audit days compared to actual audit days for 2014/15

Actual Plan audit Actual

Audit Area audit days days for audit days

for 2013/14 2014/15 for 2014/15
Main Systems 260 285 336
Central Systems 31 65 25
Departmental Systems 178 100 79
Performance and Management Scrutiny 64 40 39
Computer Audit 11 65 28
Environmental Audit 65 - -
Man_agement Responsibilities/Unplanned 132 98 176
Audits
Days Total 741 653 683

4.4 As was anticipated when the Audit Plan 2014/15 was prepared, the ongoing
restructuring of the Council has necessitated a review of the annual plan. The
results of this review exercise were reported to the January 2015 meeting of the
Committee. The appropriate sections of that report are included below to
provide new Committee members with an overall view of the changes that were

4.5

agreed.

Review of the 2014/15 Audit Plan (reported January 2015)

The review has taken place at the nine month stage, and the results of the
review are now presented to the Committee. The review was scheduled to take
account of a range of issues, in particular the ongoing restructuring and the
impact of the significant extra work on the Benefits subsidy claim with BDO.
The HAFP plans the following adaptations to the programme of work in the

Audit Plan for 2014/15.

o The issue of the updated Business Continuity Plan in December 2014
means that further audit work is not necessary during 2014/15. The next
audit of this subject will be scheduled for a future date in the audit cycle.

o The audit of Communications that was begun in 2013/14 was halted in
agreement with the Director of Business Strategy and Development in

recognition of the major restructuring that was taking place in the

department. The restructuring has been ongoing during 2014/15 and
further audit work is not yet appropriate. The next audit of this subject will
be scheduled for a future date in the audit cycle.
o The audit of Estates Management was halted to enable resources to be
directed to the investigation requested by the Chief Executive. A summary
of key conclusions on Estates Management is being prepared to inform
the ongoing restructuring of the Facilities function. No further work is
planned in 2014/15 and the next audit of this subject will be scheduled for

a future date in the audit cycle.

o The audit of Trade Waste reached the fieldwork stage before being
suspended because resources had to be re-assigned to the completion of
the work on the HB subsidy claim. There is now no time to reschedule this
audit in 2014/15 because of higher priority work on the key financial

systems, and the audit of Trade Waste will be a priority task in the

programme of audits for early 2015/16.
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4.6

4.7

4.8

4.9

4.10

411

4.12

o The planned audit of Internet/Intranet has been postponed because of the
ongoing work on the redesign of the Council’s website. The next audit of
this subject will be scheduled for a future date in the audit cycle.

Other audits in the programme for 2014/15 that are planned or underway will
continue to a normal conclusion.

Audit Work Undertaken

The paragraphs below summarise the main functional areas reviewed in the
year and the key audits undertaken and completed. More detailed information
on the audits completed in 2014/15 has been provided to each meeting of the
Audit and Standards Committee.

Main Systems: The initial work was on completing the testing of the major
financial systems in order to gain assurance on the adequacy of internal
controls for the Annual Governance Statement (AGS) and to inform BDO’s work
on the Council’s accounts for 2013/14. The audit did not identify any significant
control issues that would have an impact on the Council’s main accounts. A
summary report was finally issued. The corresponding work for the accounts
for 2014/15 is largely completed, and the audit is at the draft report stage.

The initial work on behalf of BDO to test the Council’s subsidy claim for Benefits
for 2013/14 was completed to plan. The work identified errors in the processing
of claims and, at the request of BDO, this required additional testing to
determine the extent and impact of the issues noted. During October 2014,
BDO checks identified further issues that required additional testing, and this
process of further check and testing meant that it was not possible to submit the
claim by the due date of 30 November 2014.

After a series of further checks, BDO issued a letter of qualification on 11
February 2015 that contained agreed estimates of the impacts of the issues
noted. The claim for £35.6m was then submitted to DWP. The BDO report on
the results of this work was presented to the March 2015 meeting of the
Committee. During May 2015, DWP advised the Council that the full amount of
the subsidy claim would be paid with no conditions applied. A summary report
by Internal Audit on the Benefits subsidy claim work is at the draft stage, but will
be completed shortly to include the final outcome from DWP.

It has not been necessary to carry out the anticipated work to verify the
Council’s subsidy claim for NDR. This follows a decision by DCLG and the
Audit Commission that there need not be verification of the NDR claim return for
2013/14.

Central Systems: An initial outline study for the audit of Business Continuity
Planning resulted in a summary report being issued to the Director of Corporate
Services; an updated Business Continuity Plan for the Council’s services was
issued in December 2014. A final report was issued for the audit of
Safeguarding. A summary of findings from the work on Estates Management
was issued to assist managers in re-organising the functions. The audit of
Health and Safety is underway.

Final reports were issued for the 2013 and 2014 annual audits of Ethics. These
audits are required to ensure Gom qur}cgf\ggh the PSIAS. To date the audits
have not been planned as part otihe coverage of Central Systems although



4.13

4.14

4.15

4.16

4.17

4.18

they cover key aspects of the Council’s corporate governance arrangements.
This planning issue will be rectified in the preparation for the Strategic Audit
Plan 2016/19 that will be presented to the Committee in March 2016. The work
on the 2014 Ethics audit has meant that the planned audit of Building
Maintenance had to be moved to 2016/17.

Departmental Systems: Final reports were issued for the audits of
Cemeteries, Planning and Development Control, and Building Control. Findings
from a review of selected aspects of the procedures for the maintenance of
Council housing will be made available to assist managers in reorganising the
function. An audit of Sheltered Housing was divided into two parts at the
request on Housing managers, with the second element now underway — the
audit report will summarise the results from both sections. The audit of the
Trade Waste that was moved to 2015/16 is at the draft report stage.

Performance and Management Scrutiny: As part of planned work on
Programme Nexus, Internal Audit has examined the internal control aspects of
the new service delivery model for Council services. HAFP has been regularly
involved as part of the procurement team for the project, and PAM has been
part of the officer group that has been evaluating the tenders submitted by
suppliers. Internal Audit involvement in four regeneration projects, and the
project to develop the North Street Quarter of Lewes, has been less than
originally planned.

Computer Audit: Internal Audit completed the IT aspects of the testing of the
main financial systems, and a report on the audit of IT Security was finally
issued. As noted at 4.5 above, the audit of Internet/Intranet was postponed
because of the work on the redesign of the Council’s website. With the
Council’s focus on the development of the new service delivery model (see
above) there have been no new individual IT systems that have needed Internal
Audit review as part of the Computer Audit coverage.

Management Responsibilities and Unplanned Audits: This category
provides resources for activities such as support for the Audit and Standards
Committee, managing the Fraud Investigations Team, liaison with BDO,
managing the Follow Up procedures, as well as for special projects or
investigations.

Internal Audit has been coordinating the Council’s response to the 2014/15 NFI
data matching exercise. The base data was forwarded to the Audit Commission
in October 2014 and the reported matches for LDC were received on 29
January 2015. There are 1,526 matches detailed across 49 reports, each
report setting out different types of potential frauds among HB claimants,
housing tenants, and anyone receiving payment from the Council. The review
and investigation of the matches is underway, with the initial work being to
analyse and assess the matches to weed out those that are the result of error,
coincidence or entirely proper activity.

At the request of the Chief Executive, Internal Audit investigated the relationship
between the Council and Seaford and District Constitutional Club in respect of
possible development opportunities at the site. A final summary report was
issued and was presented to the December 2014 meeting of the Committee.
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Follow Up of Audit Recommendations

As part of the control procedures detailed in the Internal Audit Manual all audit
recommendations are followed up. The purpose of this is to check whether all
accepted recommendations have been implemented. The early focus for follow
up in 2014/15 was on confirming the implementation of the recommendations
that had been agreed in the previous year. The results of this work were
reported to the June 2014 meeting of this Committee. Since then the follow up
procedures have concentrated on the recommendations due to be actioned
during 2014/15.

Eight of the recommendations due to be implemented during the year have
been actioned. This represents an implementation rate of 67% which is lower
than the target of 90%. The factors behind the shortfall are organisational and
staffing changes which have required a focus on other priorities. The major
impact has been on the implementation of the recommendations from the
investigation of the relationship between the Council and Seaford and District
Constitutional Club in that not all of the recommendations had been
implemented at the year-end (see also Section 9 and Appendix A).

Review of the Internal Audit Service against its aims, strategy and
objectives

The LGAN requires that the Internal Audit service is periodically reviewed
against its aims, strategy and objectives. The aim, objectives and strategy for
the service for 2014/15 were set out in the Strategic Audit Plan 2014/17 that
was presented to the March 2014 meeting of the Audit and Standards
Committee, as outlined below.

Service Aim

Internal Audit is an independent, objective assurance and consulting activity
designed to add value and improve an organisation’s operations. It helps an
organisation accomplish its objectives by bringing a systematic, disciplined
approach to evaluate and improve the effectiveness of risk management,
control and governance processes.

Service Objectives

o To provide an efficient and effective Internal Audit function which achieves
its service standards, and improves performance where possible.

o To deliver the Council’s Annual Audit Plan and Strategic Audit Plan.

The following additional service objective was added to reflect the move of the
Fraud Investigations Team to Internal Audit in November 2014.

o To provide an efficient and effective Investigations Team that supports the
Council’s Anti-Fraud and Corruption Strategy by carrying out a planned
programme of work to help prevent and detect fraud, and provide
resources to investigate suspected fraud cases.

Expected Outcome

The Council is able to demonstrate an effective control environment with no
significant control issues, and to provide a satisfactory and unqualified audit
opinion in its Annual Governance Statement (AGS).
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The Council’'s AGS reports on the effectiveness of the governance framework,
and is approved by the Audit and Standards Committee at its September
meeting. The AGS is based upon the results from the Council’s assurance
arrangements, and the work by Internal Audit and the Council’s external
auditors, BDO.

Internal Audit Strategy

The Internal Audit service is provided internally. The staffing is set at the level
necessary to ensure audit coverage of the key areas within the three year audit
cycle based on a detailed risk assessment. From February 2014 the staffing of
Internal Audit has been set at 3.2 FTE. From November 2014 the staffing has
been enhanced by 1.5 FTE with the addition of the Fraud Investigations Team
(see Section 10).

The HAFP has compared the performance of the Internal Audit service with the
aim, objectives and strategy, and has examined the organisation, working
methods, performance and quality standards of the service. The review results,
together with the details given in the Annual Report on the Council’s Systems of
Internal Control 2014/15, demonstrate that the Internal Audit service achieves
its service aim, objectives and expected outcome, and operates in accordance
with the Internal Audit Strategy as approved by the Audit and Standards
Committee.

Review of Internal Audit Charter

The PSIAS require that HAFP periodically reviews the Charter and present it to
senior management and the Audit and Standards Committee for approval. The
Charter for Internal Audit and Internal Audit Code of Ethics were updated to
comply with the PSIAS in March 2013, and the revised documents were
approved by the Audit and Standards Committee and circulated to senior
managers.

HAFP reviews the documents annually to confirm that they remain valid and up
to date, and that Internal Audit activities are operated in accordance with the
requirements of the documents. HAFP has confirmed that the documents
remain largely as approved in March 2013, except for minor changes made in
May 2015 to reflect new job titles for some senior positions. If there is a need
for more significant changes to the documents they will be presented to the
Audit and Standards Committee for approval, and circulated to senior
managers. If no significant changes are required, the full Charter for Internal
Audit and Internal Audit Code of Ethics will be referred to the Audit and
Standards Committee for approval every three years, and so it is anticipated
that the next referral to the Committee will be in March 2016.

Quality Assurance and Improvement Programme (QAIP)

The PSIAS require that HAFP develops and maintains a QAIP that covers all
aspects of Internal Audit activity, and which includes periodic assessments of
guality, performance and conformance with the standards. The main elements
of the QAIP are set out below.

The results of the quality reviews and assessments have been considered by
HAFP, who confirms that the standards of Internal Audit work comply with the
audit manual and the PSIAS. Page 20 of 86
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Review by external auditors BDO

BDO make use of Internal Audit’s work for their audits of key financial systems
and the audits of the grant subsidy claim for HB, and use Internal Audit results
to inform their opinion of the Council’s control environment.

Quality reviews by Internal Audit

Each audit assignment is subject to quality reviews by the Principal Audit
Manager (PAM) to establish that the field work and audit reports have been
prepared and completed in accordance with audit manual procedures, quality
standards and the objectives of the audit.

External assessment

The PSIAS set new requirements in terms of external assessments, which must
be conducted at least every five years by a qualified, independent assessor (or
assessment team) from outside the organisation. LDC has until March 2018 to
have carried out an external assessment.

HAFP has previously agreed with the Audit and Standards Committee that he
will put in place suitable arrangements for an external assessment, and will
report the arrangements to the Committee. As anticipated the most economic
arrangements will involve the internal audit services in neighbouring authorities
in a shared assessment process. During March 2015, the outline arrangements
for the assessments were agreed with the authorities comprising the Sussex
Audit Group. Following a pilot assessment at a neighbouring authority that is
planned for later in 2015/16, Lewes is scheduled to be assessed during
2016/17.

Internal assessment

The PSIAS require that there are annual internal assessments that are carried
out by people external to Internal Audit, but with a sufficient knowledge of
internal audit practices, including knowledge of the PSIAS, the LGAN and/or II1A
practice guidance.

The PAM has carried out the internal assessment for 2014/15, comparing
Internal Audit processes and procedures with the requirements of the PSIAS
and LGAN. The PAM is not external to internal audit but has the necessary
knowledge of internal audit practices, PSIAS, LGAN and IIA practice guidance.

HAFP has reviewed the results of the internal assessment, and confirms that
Internal Audit works in accordance with the detailed requirements of the PSIAS
and LGAN in the planning, management, conduct and reporting of
engagements.

Feedback from Users

Customer satisfaction surveys have been part of Internal Audit’s quality
assurance measures since 2001. The PSIAS and LGAN require that
performance monitoring arrangements include obtaining feedback from
stakeholders.

During May 2015, feedback questionnaires were sent to the Chief Executive
and members of the Corporate Management Team (CMT), and to those service

managers who have had direct contact with Internal Audit during 2014/15. All
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comments from that exercise were reported as Very Good, Good or
Satisfactory.

Performance Indicators (PIs)

Proposals for a revised set of Pls for Internal Audit were agreed at the
September 2013 meeting of the Committee, and the new Pls formed the
framework for the report on Internal Audit Benchmarking that was presented to
the December 2013 meeting of the Committee.

The Performance Indicator (PI) results for 2013/14, 2014/15 and the targets for
2015/16 are detailed at Appendix A. The main factors leading to variances from
the performance targets can be summarised as:

o The unplanned work by HAFP on the investigation of the relationship
between the Council and Seaford and District Constitutional Club has
added to the effective staffing of Internal Audit, increased the number of
chargeable days, and increased staffing costs.

o Total costs are higher than target because of the increased staff costs and
increases in the internal recharges for accommodation and other support
costs.

o The number of non-chargeable days is higher than target mainly because
of additional training, and time spent on Health and Safety that was not
originally planned.

o Not all the recommendations from the investigation of the relationship
between the Council and Seaford and District Constitutional Club had
been implemented by the end of 2014/15. Internal Audit is advised that
the recommendations have since been actioned as part of the
arrangements for inducting new Councillors after the May 2015 elections.

Fraud Investigation Team

During the early months of 2014/15 there was some uncertainty over the future
of the Benefit Fraud Investigations Team following the set up a national Single

Fraud Investigation Service (SFIS) within DWP to manage the investigation of

Benefit fraud.

CMT agreed a business case for the Investigations Team to work as part of
Internal Audit from 1 November 2014, and from that date the team has been
working on the prevention and detection of fraud across additional areas of
Council services including tenancy fraud and business rates (NDR) fraud.
Every meeting of the Audit and Standards Committee receives a progress
report on the work of the Investigations Team.

The Investigation Team is a member of the East Sussex Fraud Officers Group
(ESFOG), a body that enables information sharing and joint initiatives with
neighbouring authorities on a wide range of counter fraud work. In response to
offers of funding from DCLG for counter fraud initiatives, a sub group of six
authorities within ESFOG submitted a successful funding bid for the
development of a ‘Hub’ approach to coordinating new anti-fraud initiatives
across East Sussex.

The Hub is managed by officers at I?gft%ﬁgéne BC in accordance with the
corporate governance arrangeﬁ?é?ﬁ authority, with input from ESFOG
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partners as appropriate. The early months of the Hub arrangement have seen
a programme of standardised training and planning, the testing of case
management and data sharing systems, and a pilot scheme (at Eastbourne BC)
for a tenancy management application. All these developments have been
funded from the DCLG grant. Work on cases in the separate authorities will
take priority until there is a fully coordinated Hub joint exercise.

Since November 2014, the work on developing the team’s approach to counter
tenancy fraud has included attendance at the national Tenancy Fraud
Conference, obtaining best practice guidance from other authorities, and
establishing referral arrangements with LDC officers in Housing. A total of 14
suspected cases of tenancy fraud have been being investigated, and eight of
these cases are still underway. Four cases have been closed as the
investigations have established that there has been no fraud. Two properties
have been returned to the Council’s housing stock after the team had proved
abandonment by the tenant.

Internal Audit has in place an agreement with DWP for the management of
cases of HB fraud. The team works with local DWP officers to help ensure
efficient operation of the processes covered by the agreement. The major work
on each HB case will be the responsibility of the national Single Fraud
Investigation Service (SFIS). LDC retains a role in referring cases of suspected
HB fraud to SFIS and handling requests for information, dealing with the cases
of suspected CT Reduction Scheme (CTRS) fraud that are often linked to HB
cases, and administering the penalties for cases that are not subject to
prosecution. A total of 90 HB cases have been passed to SFIS, and 45
information requests have been actioned. There are currently 42 cases of
suspected CTRS fraud under review.

NDR is the next priority area for the team, based upon some initial research and
a small pilot study. In early June 2015 the team attended training on counter
fraud work for NDR in an exercise organised by the Hub, and is working with
LDC officers in the Revenues team to set up a referrals process.

Financial Appraisal
There are no additional financial implications arising from this report.
Sustainability Implications

I have not completed the Sustainability Implications Questionnaire as this report
is exempt from the requirement because it is a progress report.

Risk Management Implications

The risk assessment shows that if the Audit and Standards Committee does not
ensure that Internal Audit is able to discharge its functions effectively there is a
risk that a key aspect of the Council’s internal control arrangements will not
comply fully with best practice. At present, this risk is mitigated by an effective
Internal Audit service that is subject to proper management oversight and
monitoring by the Audit and Standards Committee.
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14 Equality Screening

14.1 | have given due regard to equalities issues and, as this is an internal progress
monitoring report with no key decisions, screening for equalities is not required.

15 Background Papers

Audit Plan 2014/15

16 Appendices

Appendix A: Performance Indicators (PIs) for Internal Audit.
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satisfaction questionnaires in
Categories 1 (Very Good), 2
(Good) or 3 (Satisfactory).

APPENDIX A PERFORMANCE INDICATORS (PIs) FOR INTERNAL AUDIT
Performance Indicator Actual Target Actual Target
2013/14 2014/15 2014/15 2015/16

Input of resources

1 Staffing FTE 3.80 3.20 3.38 3.25

2 Employee costs £167,539 £153,003 £164,592 £154,662

3 Total costs £200,167 £184,126 £191,750 £187,962

4 Cost per chargeable day £270.13 £281.97 £280.75 £281.80

Productivity and Efficiency

5 Number of core systems audits 14 14 14 14
carried out in the year

6 Number of days spent on core 260 285 336 285
systems audits

7 Number of audits/reviews in 48 37 33 39
original plan

8 % of original plan carried out 79% 90% 89% 90%

9 Number of audits/reviews in 59 - 39 -
revised plan

10 % of revised plan carried out 83% 90% 90% 90%

11 Number of chargeable days 741 653 683 667

12 Number of non-chargeable days 225 168 178 171

13 % of draft reports issued within 15 100% 95% 90% 95%
days of the end of the audit

Compliance with professional

standards

14 Positive opinion from BDO review Positive Positive TBC TBC
of Internal Audit as per opinion opinion
Management Letter.

15 Total external audit fee £72,872 £70,520 TBC TBC

Outcome and degree of influence

of the service

16 % of recommendations 61% 90% 67% 90%
implemented by the agreed date.

17 All comments from client 100% 100% 100% 100%

Notes

All the Pls are for the Internal Audit service. There are no Pls for the Fraud Investigations

Team.

Iltem 1(Actual 2014/15 and Target 2015/16) reflect the additional time spent by HAFP on
Internal Audit work in 2014/15 and the coming year. The authorised complement for the

Division has not changed and the budget is as originally approved.

Items 3 and 4 (Target 2014/15) have been adjusted to include planned recharges for IT and
accommodation facilities that were nqraigeludedf\gBen the target was set. Target and actual

results are on a consistent basis.




Item 9 reflects the position by the end of the year, with audits having been added to/taken
from the plan. No target or forecast is appropriate.

Item 16 (Actual) reflects the position at the year-end in that not all the recommendations
from the investigation of the relationship between the Council and Seaford and District
Constitutional Club had then been implemented. Internal Audit is advised that the
recommendations have since been actioned as part of the arrangements for inducting new
Councillors after the May 2015 elections.

Item 17 includes results from questionnaires sent to audit clients, and members of the
Corporate Management Team.
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Agenda Item No: 10 Report 75/15

No:
Report Title: Interim Report on the Council’s Systems of Internal
Control 2015/16
Report To: Audit and Standards Committee Date: 22 June 2015
Ward(s) Affected:  All
Report By: Head of Audit, Fraud and Procurement
Contact Officer
Name: David Heath
Post Title: Head of Audit, Fraud and Procurement
E-mail: David.Heath@lewes.gov.uk
Tel no: 01273 484157

Purpose of Report:

To inform Councillors on the adequacy and effectiveness of the Council’s
systems of internal control during the first two months of 2015/16, and to
summarise the work on which this opinion is based.

Officers Recommendation(s):

1 To note that the overall standards of internal control were satisfactory during the
first two months of 2015/16 (as shown in Section 3).

Reasons for Recommendations

1  The remit of the Audit and Standards Committee includes the duties to agree an
Annual Audit Plan and keep it under review, and to keep under review the probity
and effectiveness of internal controls, both financial and operational, including the
Council’s arrangements for identifying and managing risk.

Information
2 Background

2.1 The Chartered Institute of Public Finance and Accountancy (CIPFA) has, with the
other governing bodies that set auditing standards for the various parts of the public
sector, adopted a common set of Public Sector Internal Audit Standards (PSIAS)
that apply from 1 April 2013. The Head of Audit, Fraud and Procurement (HAFP)
advised the Audit and Standards Committee of the effect of the new standards at its
March 2013 meeting.

2.2 The PSIAS 2013 specify the requirements for the reporting to the Audit and
Standards Committee and senior management by HAFP. These requirements are
met via a series of reports, including interim reports to each meeting of the

Committee. Each interim report includes a review of the work undertaken by
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Internal Audit compared to the annual programme, an opinion of HAFP on the
internal control, risk management and governance environment at the Council,
together with any significant risk exposures and control issues, in the period since
the beginning of the financial year. Each interim report will contain an appendix that
includes an outline of each of the final audit reports issued since the previous
meeting of the Committee, and an appendix that outlines any significant
recommendations that have not yet been implemented.

3 Internal Control Environment at Lewes District Council

3.1 The Annual Report on the Council’s Systems of Internal Control for 2014/15
included the opinion of HAFP that the overall standards of internal control are
satisfactory. This opinion was based on the work of Internal Audit and the Council’s
external auditors, BDO, and the Council’s work on risk management. In the two
months since the start of the financial year there has been nothing to cause that
opinion to change and there have been no instances in which internal control issues
created significant risks for Council activities or services.

4 Internal Audit work 2015/16

4.1 This section of the report summarises the work undertaken by Internal Audit during
the first two months of the year, compared to the annual plan that was presented to
the Audit and Standards Committee in March 2015. The plan is subject to approval
at this meeting of the Committee because the March 2015 meeting was not quorate.
Further information on each of the audits completed since the previous meeting of
the Committee is given at Appendix A.

4.2 Table 1 shows that a total of 92 audit days have been undertaken compared to 102
planned. The variance of 10 days has arisen from unplanned involvement on the
May 2015 elections and HAFP’s focus on procurement issues in the first two
months. The variance is not significant at this stage, and it is estimated that the
audit days will be at or close to plan by the year end.

Table 1: Plan audit days compared to actual audit days for April to May 2015

Actual Plan audit Actual Pro rata
. audit days days for audit days lan audit
Audit Area for the ygar theyyear to datey pdays to
2014/15 2015/16 date
Main Systems 336 285 47
Central Systems 25 50 2
Departmental Systems 79 105 29
Performance and Management Scrutiny 39 45 1
Computer Audit 28 55 1
Management Responsibilities/Unplanned Audits 176 127 12
Total 683 667 92 102

Note: The ‘Pro rata plan audit days to date’ provides a broad guide to the resources required to carry out
planned audits. The actual timing of the individual audits will depend on a variety of factors, including the
workloads and other commitments in the departments to be audited.

4.3 Main Systems: The initial work has been on completing the testing of the major
financial systems in order to gain assurance on the adequacy of internal controls for

the Annual Governance Statement (AGS) and to inform BDO’s work on the
Council’s accounts for 2014/13?3A%?£ﬂ23%@rt has been prepared.
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The priority work on behalf of BDO to test the Council’s subsidy claims for Benefits
for 2014/15 is at the planning stage, with detailed preparations for the testing now
underway.

Central Systems: Final reports have been issued for the audits of Ethics and
Building Control. Work on the audit of Health and Safety from the 2014/15
programme is underway.

Departmental Systems: Work on the audit of Housing Management from the
2014/15 programme is underway. The audit of Trade Waste is at the draft report
stage.

Performance and Management Scrutiny: As part of planned work on Programme
Nexus, the Principal Audit Manager (PAM) is part of the officer group that has been
evaluating the tenders submitted by suppliers. HAFP has been regularly involved
as part of the procurement team for the project.

Computer Audit: Internal Audit completed the IT aspects of the testing of the main
financial systems.

Management Responsibilities/Unplanned Audits: This category provides
resources for activities such as support for the Audit and Standards Committee,
managing the Fraud Investigations Team, liaison with BDO, managing the Follow
Up procedures, as well as for special projects or investigations.

Internal Audit continues to coordinate the Council’s work on the 2014/15 NFI data
matching exercise. The base data was forwarded to the Audit Commission in
October 2014 and the reported matches for LDC were received on 29 January
2015. There are 1,526 matches detailed across 49 reports, each report setting out
different types of potential frauds among HB claimants, housing tenants, and
anyone receiving payment from the Council. The review and investigation of the
matches continues, with the initial work having been to analyse and assess the
matches to weed out those that are the result of error, coincidence or entirely proper
activity.

Follow up of Audit Recommendations

All audit recommendations are followed up to determine whether control issues
noted by the original audits have been resolved. The early focus for follow up in
2015/16 has been on confirming the implementation of the recommendations that
had been agreed in the previous year. The results of this work are reported
separately to this meeting of the Committee.

Quality Reviews/Customer Satisfaction Surveys/Performance Indicators (PIs)

The results of the Internal Audit quality reviews, customer satisfaction surveys and
Pls for 2015/16 are reported separately to this meeting of the Audit and Standards
Committee. The results enabled the HAFP to report that the Internal Audit service
at Lewes is fully effective, is subject to satisfactory management oversight, achieves
its aims, and objectives, and operates in accordance with the Internal Audit Strategy
as approved by the Audit and Standards Committee.

Proposals for a revised set of Iﬁlgér%rzlgtg{ Audit were agreed at the September

2013 meeting of the Committee. The new Pls form the framework for the reporting
on Internal Audit Benchmarking, and the results for 2014/15 will be reported to the
September 2015 meeting of the Committee.
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Combatting Fraud and Corruption
National reporting

The Annual Report on the Council’s work to combat Fraud and Corruption 2013/14
was presented to the September 2014 meeting of the Committee. The report
advised that the numbers and values of the fraud cases at LDC had been submitted
to the Audit Commission in May 2014 as part of the fraud and corruption survey that
all Local Authorities are required to complete.

Local developments

There had been some uncertainty over the future of the Benefit Fraud Investigations
Team. CMT agreed a business case for the Investigations Team to work as part of

Internal Audit from 1 November 2014 and from that date the team has been working
on the prevention and detection of fraud across additional areas of Council services
including tenancy fraud and business rates (NDR) fraud. Each interim report to the

Committee contains a summary of the team’s work (see 7.5 -7.7).

The Investigation Team will maintain its memberships of the East Sussex Fraud
Officers Group (ESFOG) and the Sussex Tenancy Fraud Forum (TFF), bodies that
enable information sharing and joint initiatives with neighbouring authorities on a
wide range of counter fraud work.

A sub group of six authorities within ESFOG is developing a ‘Hub’ approach to
coordinating new anti-fraud initiatives across East Sussex and Brighton. The Hub is
managed by officers at Eastbourne BC with input from ESFOG partners, and the
initial stages have seen a programme of standardised training and planning, and
trials of case management systems. Work on cases in the separate authorities will
take priority until there is a fully coordinated Hub joint exercise.

LDC Investigations Team

Since November 2014, the work on developing the team’s approach to counter
tenancy fraud has included attendance at the national Tenancy Fraud Conference,
obtaining best practice guidance from other authorities, and establishing referral
arrangements with LDC officers in Housing. Eight suspected cases of tenancy
fraud are currently being investigated. Two properties have been returned to the
housing stock as a result of successful investigations. Four other cases were
closed as the investigations established that there was no tenancy fraud.

Internal Audit has in place an agreement with DWP for the management of cases of
HB fraud. The team works with local DWP officers to help ensure efficient operation
of the processes covered by the agreement. The major work on each HB case will
be the responsibility of the national Single Fraud Investigation Service (SFIS). LDC
retains a role in referring cases of suspected HB fraud to SFIS and handling
requests for information, dealing with the cases of suspected CT Reduction Scheme
(CTRS) fraud that are often linked to HB cases, and administering the penalties for
cases that are not subject to prosecution. A total of 90 HB cases have been passed
to SFIS, and 45 information requests have been actioned. There are currently 42
cases of suspected CTRS fraud under review.

NDR fraud is the next priority gsgadosdhs tgam, based upon some initial research
and a small pilot study. In early June 2015, the team attended training on counter
fraud work for NDR in an exercise organised by the Hub, and is working with LDC
officers in the Revenues team to set up a referrals process. The team is liaising
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with officers from Eastbourne BC to establish the first stages of a coordinated Hub
joint exercise on NDR.

Risk Management

Cabinet approved the Risk Management Strategy in September 2003. Since then
risk management at the Council has been developed via a series of action plans,
with the result that all the elements of the risk management framework set out in the
strategy are in place and are maintained at best practice standards.

The risk management process has identified that most risks are mitigated by the
effective operation of controls or other measures. However, there are some risks
that are beyond its control, for example a major incident, a ‘flu’ pandemic, a
downturn in the national economy or a major change in government policy or
legislation. The Council has sound planning and response measures to mitigate the
effects of such events, and continues to monitor risks and the effectiveness of
controls. The overall satisfactory situation for risk management has helped to
inform the opinion on the internal control environment.

In response to the Government’s national deficit reduction plan, the Corporate
Management Team (CMT) put in place a phased programme to make savings in the
Council’s budgets. The programme commenced in 2011/12 and has achieved each
of its annual savings targets including that for the current year 2013/14. The savings
target for the next two years is £1.146m, with £596,000 in 2014/15 and £550,000 in
the year after. The source of savings from this point forward will continue to come
from structural change rather than incremental change. The savings target for
2014/15 will mainly derive from efficiencies in procurement and the new Agile
Working environment.

The system of management assurance (see Section 9) has confirmed the proper
operation of controls and the absence of significant control issues during the period
of the savings programme so far. HAFP will monitor the impact on the control
environment of the planned savings, and this exercise will be ongoing while the
programme of savings continues. It will be necessary to consider any potential risks
arising from the savings programme in the Annual Governance Statement (AGS)
that will be presented to the September 2015 meeting of the Committee (see
Section 10).

The Annual Report on Risk Management was presented to Cabinet at its March
2015 meeting. This report confirmed the strategic risks identified by CMT and the
action plan for risk management for the year ahead. This report is presented to the
Audit and Standards Committee for information (see Appendix B).

System of management assurance

The Council operates a management assurance system, which enabled senior
officers to confirm the proper operation of internal controls, including compliance
with the Constitution, in those services for which they were responsible in 2014/15.
A joint statement by the Chief Finance Officer (Section 151) and Monitoring Officer
confirmed that there were no significant governance issues for the Council in
2014/15 and there has been nothing in the first two months of the financial year to
change these assessments.
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Corporate governance

In January 2015, HAFP reviewed the Council’s Local Code of Corporate
Governance, and concluded that the arrangements remain satisfactory and fit for
purpose. These results were reported to the January 2015 meeting of the
Committee.

The Council is required to produce an Annual Governance Statement (AGS), which
outlines the main elements of the Council’s governance arrangements and the
results of the annual review of the governance framework including the system of
internal control. The AGS for 2014/15 is to be reported to the September 2015
meeting of the Audit and Standards Committee.

External assurance

The Government relies on external auditors to periodically review the work of the
Council to make sure it is meeting its statutory obligations and performing well in its
services. The results of these external reviews have helped inform the opinion on
the internal control environment. The recent results are summarised below.

Annual Audit Letter for 2013/14 (October 2014) — This report summarises the key
issues from the work carried out by BDO during the year, and was presented to the
December 2014 meeting of the Committee. The key issues were:

o BDO issued an unqualified true and fair opinion on the financial statements for
2013/14.

o BDO identified three misstatements in relation to revaluations of land and
buildings and the accounting for the value of additions to HRA Council
dwellings. Appropriate amendments were made to the financial statements.
As these corrections relate to capital transactions and valuations there was no
impact on the General Fund or HRA balance.

o BDO did not identify any significant deficiencies in internal controls but,
working with Internal Audit, BDO observed instances where purchase orders
were either in excess of the officer’s formal authorisation limits or were placed
by officers not on the authorised signatory list. Management has agreed to
review and strengthen this control.

o BDO were satisfied that the Council has robust systems and processes to
manage financial risks and opportunities effectively and to secure a stable
financial position that enables it to continue to operate for the foreseeable
future, and BDO therefore issued an unqualified value for money conclusion.

o BDO noted that the Council maintains healthy levels of earmarked reserves
and balances, and Members have agreed a policy to use reserves to fund
investments and non-recurring expenditure.

o BDO were satisfied that the Annual Governance Statement (AGS) was not
inconsistent or misleading with other information they were aware of from the
audit of the financial statements and complies with ‘Delivering Good
Governance in Local Government’ (CIPFA/Solace).

o BDO noted that the Council’s Whole of Government Accounts (WGA)
submission is below the threshold for audit and they were required only to
review the total amounts in the Data Collection Tool for property, plant and
equipment and for the net pension liability. BDO reported that the values in
the Data Collection Tool ‘F‘%Peecﬁ‘%iis%qt with the audited financial statements.

o The Medium Term Financial Strategy was updated during the year and
Members continue to consider options for achieving additional savings, with



these likely to arise from the continued organisational development process
and Programme Nexus.

BDO have completed their review of the Housing Pooled Capital Receipts
2013/14 and have no matters to report.

BDO reported on the results of the most recent grant claims and returns
certification report that covered three returns for 2012/13 amounting to £67
million. The Housing Pooled Capital Receipts return and National Non
Domestic Rates returns were certified without amendment or qualification.
The BDO audit of the Housing and Council Tax Benefits subsidy claim for
2012/13 found a number of errors in processing. Following further discussion
and the provision of additional supporting information by the Council, DWP
amended its assessment of the impact on the claim and made a deduction of
approximately £4,000 from the final settlement.

11.3 Grant Claims and Returns Certification for year ended 31 March 2014 (March
2015). The report was presented to the March 2015 meeting of the Committee.
The key points were:

12
12.1
13
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141

The audit found errors in the administration of benefits involving non-HRA rent
rebates, HRA rent rebates and rent allowances. The Council had already
recognised the issues in the administration of benefits, and a review of the
management and control structures was carried out in the summer of 2014.
The Council believes that the results for the second half of 2014/15 will show
material improvements from those that were the subject of the BDO report.

The audit identified deficiencies in the Council’'s systems and controls around
the identification of uncashed payments, and the writing back of these within

the subsidy form. The Council will work with BDO to identify and put in place
systems and processes that alleviate the weaknesses identified.

As a result of the errors found in administering benefits, BDO qualified the
claim across all benefit expenditure types. The additional work required to be
completed by the Council and BDO meant that the audited claim was
submitted to DWP two months after the deadline date.

BDO and the Council will agree a timetable for completing the work on the
next subsidy claim to assist both parties in planning and completing the audit
on a timely basis.

The certification of the returns for the Pooling of Housing Capital Receipts was
completed satisfactorily, and the claim was submitted as unqualified and
without amendment.

Financial Appraisal

There are no additional financial implications from this report.

Sustainability Implications

I have not completed the Sustainability Implications Questionnaire as this report is
exempt from the requirement because it is an internal monitoring report.

Risk Management Implicatiofigge 33 of 86

If the Audit and Standards Committee does not ensure proper oversight of the
adequacy and effectiveness of the Council’s systems of internal control there is a



risk that key aspects of the Council’s control arrangements may not comply with
best practice.

15 Legal Implications
15.1 There are no legal implications arising from this report.
16 Equality Screening

16.1 This report is for information only and involves no key decisions. Therefore,
screening for equality impacts is not required.

17 Background Papers

Strateqgic Audit Plan 2015 to 2018

18 Appendices
18.1 Appendix A: Statement of Internal Audit work and key issues.

18.2 There is no Log of Significant Outstanding Recommendations (normally Appendix
B) for this report.

18.3 Appendix B: Risk Management — Annual Report to Cabinet
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APPENDIX A

Statement of Internal Audit work and key issues
Audit report: Ethics

Date of final issue: 20 May 2015

Overall opinion:

From the work carried out as part of this review, Internal Audit had obtained
substantial assurance that the Council has an adequate framework of policies and
procedures governing ethical standards at the Council. The framework is set out in
the Council’s Local Code of Corporate Governance, which includes the
responsibilities for monitoring and review. In all significant respects, the framework is
operating as intended and provides reasonable control over the ethics related
objectives, programmes and activities of the Council. The repo