Putting the Community First B|A[R|INE[T

LONDON BOROUGH

MEETING
AUDIT COMMITTEE

DATE AND TIME
TUESDAY, 20 MARCH 2007 AT 7PM

VENUE
THE TOWN HALL, THE BURROUGHS, HENDON, NW4 4BG

TO: MEMBERS OF THE COMMITTEE (Quorum 3)

Chairman: Councillor Jeremy Davies
Vice Chairman: Councillor Daniel Thomas

Councillors:

Danish Chopra Dean Cohen Geof Cooke
Richard Cornelius Marina Yannakoudakis

Substitutes:

Councillors

Wayne Casey Mukesh Depala Monroe Palmer
Hugh Rayner Alan Schneiderman Agnes Slocombe

You are requested to attend the above meeting for which an Agenda is attached.
Janet Rawlings, Democratic Services Manager
Democratic Services contact: Katy Lam 020 8359 2015

CORPORATE GOVERNANCE DIRECTORATE

To view agenda papers on the website: http://committeepapers.barnet.gov.uk/democracy

FACILITIES FOR PEOPLE WITH DISABILITIES

The Town Hall has access for wheelchair users including lifts and toilets. If
you wish to let us know in advance that you will be attending the meeting
please telephone Katy Lam on 020 8359 2015. People with hearing
difficulties who have a text phone, may telephone our minicom number on
020 8203 8942. All of our Committee Rooms also have induction loops.

Town Hall, Hendon NW4 4BG


http://committeepapers.barnet.gov.uk/democracy

ORDER OF BUSINESS

Item Title of Report Contributors Page Nos
No.

1. MINUTES - -

2. ABSENCE OF MEMBERS

3. PUBLIC QUESTION TIME - -

4. DECLARATION OF MEMBERS' PERSONAL - -
AND PREJUDICIAL INTERESTS

5. MEMBERS ITEMS - -

6. Review of Effectiveness & Terms of Reference of | DDIR & CFO 1-8
the Audit Committee

7. Review of Financial Regulations DDfR & CFO 9-80

8. Update of the Contract Procedure Rules EDfR 81-110

9. External Audit Report on Data Quality DDfR & CFO 111 - 164

10. | External Audit Report on Grants Submission DDfR & CFO 165 — 189
Process

11. | 2006/7 Internal Audit Annual Plan HIAEG 190 — 224

12. | Annual Work Plan of the Corporate Anti-Fraud AHCAFT & 225 - 240
Team 2007 DDCG

13. | Corporate Risk Management Strategy EDfR 241 — 244

14. | Corporate Risks Update EDfR 245 — 252

15. | ANY OTHER ITEMS THAT THE CHAIRMAN - -

DECIDES ARE URGENT

Fire/Emergency Evacuation Procedure

If the fire alarm sounds continuously, or if you are instructed to do so, you must leave the
building by the nearest available exit. You will be directed to the nearest exit by

Committee staff or by uniformed porters. It is vital you follow their instructions.

You should proceed calmly; do not run and do not use the lifts.

Do not stop to collect personal belongings.

Once you are outside, please do not wait immediately next to the building, but move
some distance away and await further instructions.

Do not re-enter the building until told to do so.
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AGENDA ITEM: 6

Page nos. 1-8

Meeting
Date
Subject

Report of

Summary

Audit Committee
20 March 2007

Review of effectiveness and terms of reference
of the Audit Committee

Deputy Director for Resources & Chief Finance
Officer

To review the Committee’s effectiveness, as required annually
by its terms of reference, and to review the terms of reference.

Officer Contributors:

Status (public or exempt)
Wards affected

Enclosures

For decision by
Function of

Reason for urgency /
exemption from call-in (if
appropriate)

Clive Medlam, Deputy Director for Resources & Chief Finance
Officer; Michael Bradley, Head of Internal Audit & Ethical
Governance; Jonathan Bunt, Head of Strategic Finance

Public
none

Appendix A : Review of effectiveness
Appendix B : Terms of reference

The Audit Committee
Council

N/A

Contact for further information: Clive Medlam, Deputy Director for Resources & Chief Finance

0208 359 7110

www.barnet.gov.uk




1.2

1.3

2.1

3.1

4.1

5.1

6.1

7.1

8.1

RECOMMENDATIONS

The Committee’s views are sought on the review of effectiveness of the
Committee over the past year, as attached at Appendix A.

That the Committee identify any development requirements of its
Members, collectively or individually.

That the Committee consider the Committee’s terms of reference as set
out in the Constitution and at Appendix B and instruct the Deputy
Director for Resources & Chief Finance Officer to make any
recommendations for change to the Special Committee (Constitution
Review).

RELEVANT PREVIOUS DECISIONS

Audit Committee 15 February 2006 resolved to recommend to the Special
Committee (Constitution Review) that the proposed Terms of Reference for
the Audit Committee, including to conduct an annual review of the
Committee’s effectiveness, be adopted and included in the Constitution.
CORPORATE PRIORITIES AND POLICY CONSIDERATIONS

Reviewing the work of the Audit Committee is an essential aspect of corporate
governance.

RISK MANAGEMENT ISSUES

The majority of the Audit Committee’s work programme is inextricably linked
to risk management.

EQUALITIES AND DIVERSITY ISSUES

Monitoring of the Council’'s systems for accounting, regulation and control
contribute to the management of resources and ensuring the equitable
delivery of services to all members of the community.

FINANCIAL, STAFFING, ICT AND PROPERTY IMPLICATIONS

None.

LEGAL ISSUES

None.

CONSTITUTIONAL POWERS

This Committee’s terms of reference include a requirement to review annually
the Committee’s effectiveness

BACKGROUND INFORMATION



9.1

9.2

9.3

9.4

9.5

10.

10.1

Legal:
CFO:

Attached at Appendix A is a review of effectiveness for the past year, using
the recommended template from the Chartered Institute of Public Finance &
Accountancy (CIPFA) guidance on model audit committees. This shows that
the Audit Committee has substantially operated in line with recommended
practice.

In response to the large number of new Members joining the Committee in
May 2006, including a new chairman being appointed, a training event was
scheduled for the Committee ahead of some of the meetings during 2006/07.
Members are invited to consider what further training they would like
considered during 2007/08, either for the Committee as a whole or
individually.

In reviewing the Committee’s effectiveness it makes sense to also review its
terms of reference, which are set out in Appendix B. These were reviewed
during 2006 and were brought very much in line with the CIPFA model for
audit committees, although Members will recall that the majority of functions
were already being performed by the Committee previously.

There are no recommendations for changing any of the terms of reference. In
reviewing these, however, Members are asked to keep in mind the “Statement
of Purpose” set out in the terms of reference which are much more focused
than for a scrutiny committee.

One outstanding point from the discussion last year was whether there should
be co-option of external members. It was agreed that the practice within other
London Boroughs be investigated and to review the position within Barnet in
the light of this feedback. Information obtained from other boroughs will be
reported verbally at the meeting.

LIST OF BACKGROUND PAPERS

None.

MM
CM



Appendix A

Measuring the Effectiveness of the Audit Committee

Terms of Reference

Have the committee’s terms of reference
been approved by full council?

Do the terms of reference follow the
CIPFA model?

Internal Audit Process

Does the committee approve the strategic
audit approach and the annual
programme?

Is the work of internal audit reviewed
regularly?

Are summaries of quality questionnaires
from managers reviewed?

Is the annual report, from the head of
audit, presented to the committee?

External Audit Process

Are reports on the work of external audit
and other inspection agencies presented
to the committee?

Does the committee input into the
external audit programme?

Does the committee ensure that officers
are acting on and monitoring action taken
to implement recommendations?

Yes

Yes

Yes

Yes

No

Yes

Yes

Yes

Yes

As part of Constitution review that was
completed in 2006. This annual effectiveness
review also includes a short review of terms of
reference.

The Chief Finance Officer conducted the 2006
review against these.

Annual plan agreed in March/April every year.

Annually by External Audit.

Recently dropped as a performance indicator to
align Audit Committee and corporate
performance management arrangements.
However, information still recorded by Internal
Audit and can be reinstated if required.

Interim and annual reports are presented to the
Audit Committee by the Head of Internal Audit &
Ethical Governance. Report incorporates a
review against the Internal Audit work plan
agreed at the start of the year.

The Chairman of the Audit Committee also
reviewed the full range of External Audit reports
received during the year with the Head of
Strategic Finance, and further reports have now
been added to the annual work plan for the
committee.

The committee receives a report on the External
Audit plan, which it is able to make
recommendations on. The committee also asked
the external auditor to do some additional work
to review progress with fixed asset revaluations.
Response from officers and subsequent action
plans form part of the Internal Audit reports to
the committee. Where the committee is not
satisfied with the response by Directors to audit
recommendations, the committee requires the
Directors to attend its meetings to give an
explanation.



Does the committee take a role in
overseeing:

risk management strategies
internal control statements
anti-fraud arrangements
whistle-blowing strategies?

Membership

Has the membership of the committee
been formally agreed and a quorum set?

Is the chairman free of executive of
scrutiny functions?

Are members sufficiently independent of
the other key committees of the council?

Have all members’ skills and experiences
been assessed and training given for
identified gaps?

Can the committee access other
committees as necessary?

Meetings

Does the committee meet regularly?

Are separate, private meetings held with
the external auditor and the internal
auditor?

Are meetings free and open without
political influences being displayed?

Are decisions reached promptly?

Are agenda papers circulated in advance
of meetings to allow adequate
preparation by members?

Does the committee have the benefit of
attendance of appropriate officers at its
meetings?

Training
Is induction training provided?

Is more advanced training available as
required?

Administration

Yes
Yes
Yes
Yes

Yes

Partly
Met

Yes

Partly
Met

Yes

Yes

Yes

Yes

Yes
Yes

Yes

Yes
Yes

The committee approves the corporate
Statement on Internal Control (SIC) and
receives an annual report from the Corporate
Anti Fraud Team (CAFT), which includes whistle
blowing

The 2006 Constitution review introduced the
requirement for the chairman to be from an
opposition party. The current chairman,
however, is a substitute member for several
scrutiny committees.

No Cabinet members sit on the Audit
Committee.

In response to the large number of new
Members joining the committee in May 2006,
including a new chairman being appointed, a
training event was scheduled for the committee
ahead of some of the meetings during 2006/07.

Meetings are also planned around the dates for
key reports being produced, e.g. Statement of
Accounts, SIC, Annual Audit Letter.

Meetings are also open to the public.

Where it has been difficult to get reports
completed the chairman has agreed to
additional meetings rather than have late reports
circulating.

See earlier answer.
See earlier answer.



Does the authority’s Section 151 officer or Yes

deputy attend all meetings?

Are the key officers available to support Yes

the committee?




Appendix B

Audit Committee Statement of Purpose & Terms of Reference

Statement of Purpose

The purpose of an audit committee is to 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 it affects the authority’s exposure to risk and weakens
the control environment, and to oversee the financial reporting process.

Terms of Reference

Audit Activity

1. To consider the head of internal audit's annual report and opinion, and a
summary of internal audit activity (actual and proposed) and the level of
assurance it can give over the council’s corporate governance arrangements.

2. To consider summaries of specific internal audit reports as requested.

3. To consider reports dealing with the management and performance of the
providers of internal audit services.

4. To consider a report from internal audit on agreed recommendations not
implemented within a reasonable timescale.

5. To consider the external auditor’'s annual letter, relevant reports, and the report
to those charged with governance.

6. To consider specific reports as agreed with the external auditor.

7. To comment on the scope and depth of external audit work and to ensure it
gives value for money.

8. To liaise with the Audit Commission over the appointment of the Council’s
external auditors.

9. To commission work from the internal and external audit.
Regulatory Framework

10. To maintain an overview of the council’s constitution in respect of contract
procedure rules and financial regulations.

11. To review any issue referred to it by the chief executive or a director, or any
Council body.



12.

13.

14.

To monitor the effective development and operation of risk management and
corporate governance in the Council.

To monitor Council policies on ‘Raising Concerns at Work’ and the anti-fraud
and anti-corruption strategy and the Council's complaints process.

To oversee the production of the authority’s Statement on Internal Control and
to recommend its adoption.

15. To consider the Council’'s compliance with its own and other published
standards and controls.

Accounts

16. To review and approve the annual statement of accounts. Specifically, to

17.

consider whether appropriate accounting policies have been followed and
whether there are concerns arising from the financial statements or from the
audit that need to be brought to the attention of the Council.

To consider the external auditor’s report to those charged with governance on
issues arising from the audit of the accounts.

Review of Effectiveness

18.

To conduct an annual review of the effectiveness of the Audit Committee.
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AGENDA ITEM: 7

Page nos. 9 -80

Meeting
Date
Subject
Report of

Summary

Audit Committee
20 March 2007
Review of Financial Regulations

Deputy Director for Resources & Chief Finance
Officer

To update the council’s financial regulations.

Officer Contributors

Status (public or exempt)
Wards affected

Enclosures

For decision by
Function of

Reason for urgency /
exemption from call-in (if
appropriate)

Clive Medlam, Deputy Director for Resources & Chief Finance
Officer
Jonathan Bunt, Head of Strategic Finance

Public
Not applicable

Appendix A — Financial Regulations (revised)

Appendix B — Financial Regulations (current)

Appendix C — Comparison of current and revised Financial
Regulations

The Audit Committee
Council

None

Contact for further information: Clive Medlam, Deputy Director for Resources & Chief Finance
Officer on 020 8359 7110 or Jonathan Bunt, Head of Strategic Finance on 020 8359 7249

www.barnet.gov.uk

Beacon |
Council | com




1.2

2.2

3.1

4.1

5.1

6.1

7.1

8.1

RECOMMENDATIONS

That the revised financial regulations attached at Appendix A be
recommended to the Special Committee (Constitutional Review) for
approval and subsequent recommendation for adoption at Council in
place of the existing regulations.

That the Deputy Director for Resourcs & Chief Finance Officer be
instructed to update the Special Committee (Constitutional Review) of
the decision of this committee under 1.1.

RELEVANT PREVIOUS DECISIONS
Constitution Review Committee 22 March 2006 (Financial Regulations)

Council 11 April 2006 (Report of the Special Committee (Constitution Review)
22 March 2006)

CORPORATE PRIORITIES AND POLICY CONSIDERATIONS

It is important for reasons of corporate governance that Financial Regulations
are reviewed regularly and updated to reflect current best practice.

RISK MANAGEMENT ISSUES

Financial regulations govern the way the Council’s finances and assets are
managed. Failure to have these up to date could result in mismanagement of
Council funds and resources.

EQUALITIES AND DIVERSITY ISSUES

Effective systems of financial regulation, internal control and corporate
governance provide assurance on the effective allocation of resources and
quality of service provision for the benefit of the entire community.

FINANCIAL, STAFFING, ICT AND PROPERTY IMPLICATIONS

The financial regulations govern the way in which the council manages its
finances and assets.

LEGAL ISSUES

All issues dealt with in the report.

CONSTITUTIONAL POWERS

Constitution Part 3, Section 2 details the functions of the Audit Committee

including “to maintain an overview of the council’s constitution in respect of
contract procedure rules and financial regulations”.

10



9.1

9.2

9.3

9.4

10.
10.1

Legal:
CFO:

BACKGROUND INFORMATION

The current Financial Regulations were approved by the Constitution Review
Committee in March 2006 and subsequently Council in April 2006. The
changes approved at that time were focused on part one of the regulations to
simplify the wording, reflect necessary changes to responsibilities of Heads of
Service, enhance the control over capital expenditure and clarify the
arrangements for the submission of alternative budget motions to Council.

The review this year, which has led to the version attached as Appendix A of
the report, has focused equally on both part one and part two the regulations.

Part one looks at the financial management of the authority, and the changes
build upon the work completed in 2006, whereas part two focuses on the
financial administration arrangements of the authority and are updated to
reflect the changes in particular to the corporate structures and the
implementation of the Modernising Core Systems project and the resultant
impact on the Council’'s systems and processes.

Once approved, it is important that the revised regulations are briefed across
the Council.

LIST OF BACKGROUND PAPERS
None

MM
JB

11



Appendix A

Financial Regulations
(Amended April 2007)

Financial Regulations govern the way the council undertakes financial forward planning,
annual budget setting, budget monitoring and closing of the accounts — setting out the
responsibilities of Council, Cabinet (and Cabinet Committees), the Chief Finance Officer,
Directors, Heads of Service and Cost Centre Managers. These aspects are set out in Part
1 (Financial Management).

Financial Regulations also govern the way day to day financial administration is conducted
and financial controls are exercised. These aspects are set out in Part 2 (Financial
Administration).

Financial Regulations are supported by other elements of the Council Constitution, in
particular:-

e Scheme of Delegation
e Budget & Policy Framework Procedure Rules
e Contract Procedure Rules

e Rules on the Disposal of Land & Property.

Draft — Amend¢gdMarch 2007



Appendix A

Part 1 — Financial Management

Medium Term Financial Strategy
Financial Forward Planning
Annual Budget Setting

A W N P

Budget Management & Monitoring
e Latest Approved Budget
e Budget Monitoring
e Central Contingency
e Reporting to Members
e Authorisation of Non-Budgeted Expenditure
5 Further Responsibilities of Heads of Service
e Budget Monitoring
e External Funding
e Full Year Effects
e Impact on Other Services
e Partnership Working
¢ General Requirements
6 Closing of Accounts & Statement of Accounts
7  Treasury Management Framework
8 Pension Fund Management

11

MEDIUM TERM FINANCIAL STRATEGY

The Medium Term Financial Strategy, approved by Cabinet, sets out the
Executive’s approach on a range of issues, including:-

e the way in which corporate service priorities are considered as part of the
council’s capital and revenue budget processes;

e the level of balances and reserves (having taken account of advice from the
Chief Finance Officer);

e the approach to bidding for external funding;
e the setting of fees and charges;
e the management of financial risks;

e the recovery of debt.

Draft — Amended3viarch 2007




1.2

2.1

2.2

2.3

2.4

2.5

Appendix A

The Medium Term Financial Strategy will normally be approved by Cabinet at the
start of each four year municipal term, and be updated annually or sooner if there is
a need to respond to significant changes in resource and/or expenditure
assumptions.

FINANCIAL FORWARD PLANNING

The Chief Finance Officer, in consultation with the Cabinet Member with
responsibility for Resources, will maintain a Financial Forward Plan that covers a
period of at least four financial years, including the current financial year.

The Financial Forward Plan will be produced in line with the Medium Term Financial
Strategy and reported in conjunction with the annual budget, council tax and rent
proposals to Cabinet and Council before 11 March of the preceding financial year.
Further updates on the Financial Forward Plan may be reported during the year.

The Financial Forward Plan will cover revenue and capital budgets, and will
highlight how resources are being re-directed to address Corporate Plan priorities.

In respect to resources, the Financial Forward Plan will take account of the
following:-

e forecasts of formula and specific grants;

e increases in fees and charges, and the introduction of new charges;

e interest earnings;

e levels of reserves and balances;

e increased income from rents and council tax;

e capital receipts and grants.

In respect to expenditure, the Financial Forward Plan will take account of the
following:-

o full year effects of previous decisions;

e changes in responsibility arising from new or amended legislation or regulations,
net of increased income from new fees and charges;

e re-direction of resources to achieving Corporate Plan priorities and targets and
away from non priority areas;

e forecast changes in service demand;

e forecasts of inflation, pay awards and interest rates;
e efficiency savings;

e planned service reductions;

e prudential borrowing;

e financial risks.

Draft — Amended4varch 2007



2.6

3.1

3.2

3.3

3.4

3.5

3.6

3.7

Appendix A

In that the Financial Forward Plan has a four year horizon it is to be expected that
figures in later years will often be preliminary estimates and/or aspirations of future
decisions and changes in council policy.

ANNUAL BUDGET SETTING

The Executive will publish a draft budget and performance management plans for
consultation, usually after the Provisional Local Government Finance Settlement
has been announced. Arrangements for budget consultation will be determined by
the Executive.

The Chief Finance Officer will set the council taxbase for tax-setting purposes
before 31 January of the preceding financial year, and notify precepting and levying
bodies of this figure by this date. The Chief Finance Officer will, at the same time,
notify all Council Members.

The Executive will finalise its recommendations to Council on the revenue budget,
council tax, capital programme and rent levels taking account of the results of
budget consultation. This will normally be in February, following announcement of
the Final Local Government Finance Settlement.

The Executive’s recommendations to Council must be made in time for Council to
set the capital and revenue budget and council tax before 11 March of the
preceding financial year.

The budget and capital programme that the Executive recommends to Council must
be based on reasonable estimates of expenditure and income, and take account
of:-

e outturn forecasts for the current year;

e guidance from the Chief Finance Officer on the appropriate level of reserves,
balances and contingencies;

¢ financial risks associated with proposed budget developments, reductions and
ongoing projects;

o forecasts of capital receipts;

o affordability of prudential borrowing over the period of the council’s financial
forward plan;

e recommendations from the external auditor on matters such as the level of
reserves and provisions.

The budget recommended by the Executive will incorporate the latest projection of
income from fees and charges.

Directors and Heads of Service may approve changes to fees and charges annually

where the change is broadly in line with inflation. The date for annual increases
need not be 1 April.

Draft — Amendedgviarch 2007



3.8

3.9

3.10

3.11

4.1

4.2

4.3

4.4

Appendix A

Cabinet Resources Committee must approve changes to fees and charges that are
significantly different from inflation, the introduction of new fees and charges, and
changes to fees and charges outside the normal annual cycle.

Alternative Budget Motions

Alternative budget motions must be validated by the Chief Finance Officer before
they are accepted as a valid budget motion. This is essential since if an alternative
budget motion is approved, the Chief Finance Officer will need to amend the council
tax bills immediately following the Council meeting and Cabinet and officers will be
required to implement the detailed budget proposals.

The alternative budget motion must set out the appropriate changes to Cabinet’s
recommendations as they affect the budget for the forthcoming year and any
element of the Financial Forward Plan (e.g. balances, full year effects, council tax
levels). The Chief Finance Officer may also require further information to be
included if he/she considers it will improve the Council’s understanding of the
financial implications in the forthcoming or future years.

Any Member proposing to put an alternative budget motion to Council is
responsible for ensuring it is received by the Democratic Services Manager in line
with the deadline set out in Part 4, Section 1 of the Constitution. It is also their
responsibility to ensure they give the Chief Finance Officer sufficient time to fully
validate their alternative budget proposals.

BUDGET MANAGEMENT & MONITORING

Latest Approved Budget

The latest approved budget for a service or capital project is the budget determined
by Council prior to the start of the year, as amended subsequently by approved
variations throughout the year in accordance with the “Scheme of Virement”.

The Chief Finance Officer is responsible for maintaining the latest approved budget.
It is envisaged that the Scheme of Virement for revenue and capital budgets will be
determined by the Leader as part of the scheme of delegation. If this is not done,
the Chief Finance Officer must determine a scheme in consultation with the Cabinet
Member for Resources.

Budget Monitoring — General

Directors and Heads of Service should ensure that their cost centre managers do
not enter into commitments before satisfying themselves there is sufficient
approved budget provision. Directors and Heads of Service have no authority to
overspend revenue or capital budgets, or under-recover income budgets under their
control, and are responsible for monitoring their budgets to ensure this situation
does not arise.

Draft — Amendegviarch 2007



4.5

4.6

4.7

4.8

4.9

4.10

411

412

Appendix A

Directors and Heads of Service are required to notify the Chief Finance Officer of all
underspends, over-recovery of income or windfall benefits arising within their
revenue and capital budgets. Where these occur they should in the first instance
be returned to central contingencies unless regulations specify restrictions on their
use which make this inappropriate or the underspend, additional income or windfall
is to be used to offset uncontrollable overspends elsewhere within the service.
Where these exceptions occur, the Director or Head of Service is responsible for
notifying the Chief Finance Officer that this is to occur.

Directors and Heads of Service must notify the Chief Finance Officer of forecast
revenue budget or capital project overspends regardless of whether offsetting
savings or additional income or capital resources have been identified.

Budget Monitoring — Revenue

Having notified the Chief Finance Officer of a forecast revenue budget overspend,
the Director or Head of Service must submit proposals to the Chief Finance Officer
for offsetting the forecast overspend, together with an assessment of the impact
these corrective actions will have on service delivery and performance targets.
Approval to these budget variations will be in line with the Scheme of Virement (see
3.3).

When notifying the Chief Finance Officer of such a situation, Directors and Heads of
Service must advise if the problem relates solely to the current financial year or
needs to be addressed within the financial forward plan as well.

Some services or projects within the council’s budget and capital programme may
be wholly or part funded by time-limited external funding. As soon as the possibility
of expenditure slipping past the funding deadline is forecast, the cost centre /
project manager must notify the Chief Finance Officer immediately, and provide
options for reducing expenditure and/or identifying alternative funding. It should not
be assumed that the loss of external funding arising from expenditure slipping will
be met from central resources.

Budget Monitoring — Capital

Forecast overspends on approved capital projects must be communicated to the
Chief Finance Officer immediately

Having notified the Chief Finance Officer, the Director or Head of Service must
submit options to the Chief Finance Officer for offsetting the forecast overspend
(e.g. by reducing the project specification, or budget for other projects) and/or
identifying additional funding.

Due to the uncertainty around the generation and timing of capital receipts, and the
impact that delays could have on the level of prudential borrowing, project
managers must obtain the prior approval of the Chief Finance Officer before
entering into any individual capital commitment on an approved capital project over
£500,000.

Central Contingency

Draft — Amend¢gdMarch 2007



4.13

414

4.15

4.16

4.17

4.18

4.19

Appendix A

The Chief Finance Officer will determine which budget developments are to be held
within the central contingency.

Allocations from the central contingency relating to planned developments will be
approved by the Chief Finance Officer, in consultation with the Cabinet Member for
Resources, following the receipt from a Director or Head of Service of a fully costed
proposal to incur expenditure that is in line with planned development (including full
year effect). Where there is a significant increase in the full year effect, the
contingency allocation must be approved by Cabinet Resources Committee.

Allocations from the central contingency for unplanned expenditure up to £250,000,
including proposals to utilise underspends previously generated within the service
and returned to central contingency, will be approved by the Chief Finance Officer
in consultation with the Cabinet Member with responsibility for Resources. Where
there are competing bids for use of underspends, additional income or windfalls
previously returned to central contingency, priority will be given to the service(s)
that generated that return.

Allocations for unplanned expenditure over £250,000 must be approved by Cabinet
Resources Committee.

Reporting to Members

The Chief Finance Officer will report to each and every ordinary Cabinet Resources
Committee on the revenue and capital budgets and prudential borrowing indicators.

Reports on the revenue budget will normally include:-

e arevised forecast outturn;

e advice from the Chief Finance Officer on whether action is required to address
any diminution in reserves and, if necessary, proposals and/or options for action

that needs to be taken.

These reports will make recommendations for varying the approved budget
(revenue and capital) in the following circumstances:-

e allocations from the central contingency for unplanned expenditure over
£250,000, or for planned expenditure where there are significant full year
effects;

e underspends and windfall benefits returned to the centre;

e increases in service revenue budgets where overspends are considered
unavoidable and cannot be contained within the overall budget managed by a
Director or Head of Service;

e Vvariations in capital project budgets;

additions to the capital programme outside of the main budget cycle.

Authorisation of Non-Budgeted Expenditure

Draft — Amendegviarch 2007



4.20

4.21

5.1

5.2

5.3

Appendix A
In cases of urgency or emergency, the Chief Executive may approve revenue or
capital expenditure in excess of the latest approved budget.

The Chief Finance Officer may approve revenue or capital expenditure not provided
for within the latest approved budget if satisfied that:-

e the expenditure is wholly reimbursable to the Council; or
e compensatory savings have been identified;

and
e there are no significant full year effects.

In all circumstances, the expenditure must be consistent with the Corporate Plan
and performance management plans.

FURTHER RESPONSIBILITIES OF DIRECTORS AND HEADS OF SERVICE

Budget Monitoring

Directors and Heads of Service must establish arrangements for managing revenue
and capital budgets within their services. These arrangements must include:-

e schemes of delegation, which set out the authority that cost centre managers
and capital project managers have for taking budget decisions (within the
corporate scheme of virement); The scheme of delegation must also include
levels of responsibility for committing expenditure and responsibility for the
identification and collection of income due to the authority, control of Contracts,
HR establishment lists and staff recruitment;

e a budget monitoring framework that reports back to service management teams,
enabling Directors and Heads of Service to provide the Chief Finance Officer
with a report on their revenue and capital budgets in accordance with the
timetable he/she sets;

e details of who has authority to take decisions in respect to their service’s budget
in their absence.

External Funding

External funding covers bids to Government and other organisations that are
offering funding for projects that meet certain criteria. It also covers contributions
being sought from participating organisations and individuals.

Directors and Heads of Service must provide the Chief Finance Officer will details
of all bids for external funding. In particular, the following information must be
provided:-

e how the bid supports achievement of Corporate Plan targets;
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e whether the bid is for capital and/or revenue funding;

e revenue and capital matched funding contributions required from the council,
and how these will be identified;

e revenue and capital matched funding contributions required from other
organisations and individuals, how these amounts will be secured, and the risks
associated with them;

e an ‘exit strategy’, which sets out how budgets will be adjusted after the grant
expires;

e where the bid is for revenue funding:-

0 whether this is to support existing levels of activity or enhanced / new
activities;

0 proposals for reducing the activity OR incorporating it in the base budget
once the external funding is exhausted;

e where the bid is for capital funding :-

o whether an asset will be created, and if so, how this fits in with the
council’'s Asset Management Strategy;

o0 how the ongoing cost of maintaining the asset will be funded;
o whether the asset can / will be disposed of at a later date.

Directors and Heads of Service must not commit expenditure on projects requiring
matched funding contributions until the external funding has been confirmed, unless
approval has been given by the Chief Finance Officer. Decisions to proceed ahead
of confirming external funding will be taken after assessing all relevant risks. The
Chief Finance Officer has the right to refer the decision to the Cabinet Resources
Committee or Cabinet Member for Resources.

Directors and Heads of Service must advise the Chief Finance Officer of all grant
and subsidy notifications as soon as they are received. Where the amount notified
is greater than the budget, the excess will be deemed a windfall and should in the
first instance be returned to the central contingency unless regulations specify
restrictions on their use which make this inappropriate or the underspend, additional
income or windfall is to be used to offset uncontrollable overspends elsewhere
within the service. Where the amount notified is less than the budget, the Director
or Head of Service must notify the Chief Finance Officer of options for containing
any potential overspend.

Where external funding is applied for, it is the responsibility of the Director or Head
of Service to ensure that the monies are received from the paying body and,
wherever possible, received ahead of the planned expenditure being incurred by
the council.
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Directors and Heads of Service must ensure that all conditions associated with
external funding are met and that information required to complete grant and
subsidy claims is provided on time.

Full Year Effects

In preparing any estimates of expenditure and income, Directors and Heads of
Service must give proper consideration to full year effects.

Control of Establishment Lists

Directors and Heads of Service are responsible for making arrangements to ensure
control of the service HR Establishment list. In particular to ensure that proper
controls are in place to ensure that the service HR structure is fully and accurately
maintained in SAP and that a system of control is in place to ensure that no new
posts are created without adequate resources being in place.

Impact on Other Services

Before a Director or Head of Service makes a decision that could affect the budget
of another Director or Head of Service they must first consult with the other
Director(s) or Head(s) of Service.

Statement of Internal Control

Directors and Heads of Service must support the work on corporate risk
management led by the Executive Director for Resources, contributing to the
production of the annual Statement of Internal Control that has to be published
alongside the Statement of Accounts.

Partnership Working

Before entering into a partnership with another organisation that involves pooling
some of the council’s revenue and/or capital budgets, the Director or Head of
Service must ensure that adequate financial controls are in place. A financial risk
assessment must also be prepared and monitored over time.

General Requirements

Directors and Heads of Service must consult the Chief Finance Officer at an early
stage on any current or future matter or decision that has financial implications that
are not incorporated in the Financial Forward Plan or could impact on the Medium
Term Financial Strategy.

Directors and Heads of Service must adhere to guidance issued by the Executive
Director for Resources and Chief Finance Officer in respect to financial forward
planning, budget setting, budget monitoring and closing of the accounts.

CLOSING OF ACCOUNTS & STATEMENT OF ACCOUNTS
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The Chief Finance Officer is responsible for making arrangements for closing the
accounts and producing the annual Statement of Accounts, as well as all matters
relating to their audit and public inspection.

The Statement of Accounts will be prepared in accordance with the CIPFA Code of
Accounting Practice, which includes the deadline for their production and the
requirement to include a Statement on Internal Control (SIC).

Directors and Heads of Service must provide on time any information the Chief
Finance Officer requires to close the accounts and complete all grant and subsidy
claims.

In closing the accounts, the Chief Finance Officer may amend the originally
approved funding of revenue and capital services and projects if this is to the
council’s financial benefit.

The Annual Audit Letter includes the external auditor’s report and opinion on the
audit of the accounts, as well as comments and recommendations on the council’s
financial standing, the legality of financial transactions and internal control. This will
be reported each year to the Audit Committee, together with an appropriate action
plan.

TREASURY MANAGEMENT FRAMEWORK

The Council adopts the key recommendations contained in "The Prudential Code
for Capital Finance in Local Authorities - Interim Guidance & Notes Supplement”
(CIPFA, February 2004), "Treasury Management in the Public Services: Code of
Practice” (CIPFA, 2001) and any subsequent recommended good practice by
CIPFA.

Cabinet Resources Committee will create and maintain a Treasury Management
Policy Statement (TMPS), stating the policies and objectives of its treasury
management activities.

The Chief Finance Officer will create and maintain suitable Treasury Management
Practices (TMPs), setting out the manner in which the Authority will seek to achieve
those policies and objectives, and prescribing how it will manage and control those
activities.

Cabinet Resources Committee will receive reports on its treasury management
policies, practices and activities, including an annual strategy and plan in advance
of the year, and an annual report after its close in the form prescribed in the TMPs.
These reports will incorporate the prudential borrowing limits and performance
indicators.

The Chief Finance Officer has the delegated authority to undertake long term
borrowing on behalf of the Authority and will issue a Delegated Powers Report
immediately after this power is exercised to inform Members.

PENSION FUND MANAGEMENT
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The Chief Finance Officer is responsible for:-

appointing pension fund investment managers, independent investment
advisors and any other external advisors or administrators in respect to pension
fund investment management;

producing and publishing a Funding Strategy Statement;

recommending a Statement of Investment Principles to the General Functions
Committee, after consulting first with the Pension Fund Advisory Panel,

appointing actuaries;

communicating with other employers that are scheduled or admitted bodies as
appropriate on aspects of pension fund investment management;

keeping under reviewing arrangements for governance of the pension fund,
taking into account current best practice guidance.

The Pensions Manager is responsible for:-

approving early payment of deferred benefits under regulation 31;

exercising discretion not to actuarially reduce deferred benefits paid early under
regulation 31, on compassionate grounds or financial hardship grounds;

issuing a certificate of protection in pension benefits without an application from
the member (Regulation 23 of the 1997 Regulations);

determining that a member who has opted out of the Scheme on more than one
occasion should be able to rejoin the Scheme (Regulation 7 of the 1997
Regulations);

exercising the power to accept late applications (made more than 30 days after
return to work or, if does not return to work, 30 days after the date of leaving)
from a member who wishes to pay optional contributions for a period of absence
(Regulation 18 of the 1997 Regulations);

informing a member, who is entitled to a pension or retirement grant under two
or more provisions, which provision shall apply (Regulation 34 of the 1997
Regulations);

determining that late applications to convert scheme AVCs into a membership
credit will be accepted provided such a late claim is not made within one year of
attaining NRD or six months after leaving service whichever is the later
(Regulation 66 of the 1997 Regulations);

determining that any request for the inwards transfer of pension rights made
more than 12 months after the member joined the Scheme will only be accepted
with the Employer’s permission (Regulation 121 of the 1997 Regulations);
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determining that any request for joining previous Scheme membership (either
with this Employer and/or with another scheme employer) made more than 12
months after the member rejoined the Scheme will only be accepted with the
Employer's permission (Regulation 32 of the 1997 Regulations);

exercising absolute discretion in determining the recipient(s) of any death grant
payable from the Scheme (Regulation 38 of the 1997 Regulations);

deciding whether to treat education or training as continuous despite a break
(Regulation 44 of the 1997 Regulations), for the purpose of determining
eligibility for a child’s pension;

communicating with other employers that are scheduled or admitted bodies as
appropriate on aspects of pension fund investment management
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Part 2 — Financial Administration
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2.1

INTRODUCTION

These Financial Management Rules apply to all financial transactions of the Council
with the exception of schools with delegated budgets, which have their own set of
financial regulations.

They are designed to safeguard the interests of the Council and individual officers
by setting out clear procedures to be followed under the various sections.

This should be used in conjunction with other points of the constitution, legal
requirements and other codes of practice which may be issued under 1.5 of this
section.

The Chief Finance Officer or Head of Internal Audit and Ethical Governance, after
discussion with the relevant Chief Officer, may report any breach of this Code to the
Cabinet Meeting or Cabinet Resources Committee.

These Financial Management Rules may be supplemented at any time by other
codes of practice or instructions issued by the Chief Finance Officer.
ACCOUNTING

All accounting arrangements across the council shall be in a manner approved by

the Chief Finance Officer, taking into account best practice guidance issued by
relevant external bodies, such as CIPFA and the Audit Commission.
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There must be adequate separation of duties to ensure that no one officer is able to
handle any financial transaction from start to finish without there being some
mechanism for independent checking. By finish is meant the completion of the
accounting for the transaction.

All accounting should occur on SAP and any exceptions must be specifically
authorised by the Chief Finance Officer.

INTERNAL AUDIT

Under the Accounts and Audit Regulations 2006 the Council has a statutory
obligation to have an adequate and effective system of internal audit. The Head of
Internal Audit & Ethical Governance has the delegated authority for providing and
maintaining this service.

Objective, Role, Scope and Reporting

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

The objective of internal auditing is to assist officers and Members in the effective
discharge of their responsibilities. To this end, internal auditing furnishes them with
assurance, analyses, appraisals, counsel, and information concerning the activities
reviewed and risks not mitigated adequately. This objective includes promoting
effective control at reasonable cost.

The role of Internal Audit is to understand the key risks of the Council and to
examine and evaluate the adequacy and effectiveness of the system of risk
management and internal control operated by the Council and service
management.

Internal Audit has unrestricted access to all information (including records,
computer files, property and personnel) and activities undertaken by the Council, in
order to review, appraise and report on:-

e the adequacy and effectiveness of the systems of financial, operational and
management control and their operation in practice in relation to the
business risks to be addressed,;

e the extent of compliance with, relevance of, and financial effect of, policies,
standards, plans and procedures established by the Council and service
management and the extent of compliance with legislation and regulations,
including reporting requirements of regulatory bodies;

e the extent to which the assets and interests are acquired economically, used
efficiently, accounted for and safeguarded from losses of all kinds arising
from waste, extravagance, inefficient administration, poor value for money,
fraud or other cause and that adequate business continuity and risk
management strategies exist;
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e the suitability, accuracy, reliability and integrity of financial and other
management information and the means used to identify, measure, classify
and report such information;

e the integrity of processes and systems, including those under development,
to ensure that controls offer adequate protection against error, fraud and loss
of all kinds; and that the process aligns with the Council’s strategic goals;

e the suitability of the organisation of the units audited for carrying out their
functions, to ensure that services are provided in a way which is economical,
efficient and effective;

e the follow-up action taken to remedy weaknesses identified by Internal Audit
review, ensuring that good practice is identified and communicated widely;

e the operation of the Council’s Corporate Governance arrangements.

Independence

Internal Audit is independent of the activities audited. Internal Auditors are
independent when they can carry out their work freely and objectively.
Independence permits internal auditors to render the impartial and unbiased
judgements essential to the proper conduct of audits. It is achieved through
organisational status and objectivity.

The organisational status of the internal auditing service permits the
accomplishment of its audit responsibilities. The Head of Internal Audit & Ethical
Governance is responsible to the Corporate Governance Director and has access
to the Chief Executive and Audit Committee, thereby promoting independence and
ensuring a broad audit coverage, adequate consideration of audit reports, and
appropriate action on unmitigated risks reported.

The Head of Internal Audit & Ethical Governance shall be able to meet the
Chairman of the Audit Committee alone outside of the normal Audit Committee
meetings.

Objectivity is an independent mental attitude which internal auditors maintain in
performing audits. Internal auditors do not subordinate their judgement on audit
matters to that of others. Drafting procedures for systems, and designing, installing
and operating systems are not audit functions. Performing such activities impairs
audit objectivity.

Responsibility & Authority
Internal Audit is an integral part of the organisation and functions under the policies
established by management and the council.

The p