Broads Authority

29 June 2007

Agenda Item No 8

Review of the Statement of Internal Control

Report by Director of Corporate Services

	Summary:
This report explains the purpose of the Statement of Internal Control, and the requirement to carry out an annual review of the Authority’s systems of internal control.

Recommendations: 

(i)
That the Statement of Internal Control be approved, having regard to any changes which may be necessary as a result of the comments received from Internal Audit.

(ii)
That the Action Plan for 2007/08 be endorsed and implemented.


1
Introduction

1.1
The Accounts and Audit Regulations 2003 established requirements relating to systems of internal control and the review and reporting of those systems. The regulations require that:


‘The relevant body shall be responsible for ensuring that the financial management of the body is adequate and effective and that the body has a sound system of internal control which facilitates the effective exercise of that body’s functions and which includes for the management of risk.’

1.2
The regulations also include a requirement to review the system at least once a year and publish a Statement of Internal Control (SIC) in the Statement of Accounts.

1.3
In its Annual Governance Report to the Authority, published in March 2007, the Audit Commission recommended that the SIC ‘should appear as a separate agenda item to the financial statements to ensure that it has sufficient prominence.’ It is stated that this would reduce the risk that proper consideration is not given to internal control issues in the preparation of the SIC.

1.4
The Authority is therefore required to conduct a review at least once a year of the effectiveness of its systems of internal control, which covers all the management arrangements, processes, procedures and information reporting systems.

1.5
The Authority is required to have a substantive system of internal control review and be able to evidence its existence to auditors. It is important that the SIC is signed by the Chairman of the Authority and the Chief Executive.

1.6
The Audit Commission has emphasised that responsibility for securing internal control does not lie with internal auditors and finance staff, although they have a significant input to the process. Instead the process of internal control is intended to cover all of the management processes, other procedures, information flows and reporting systems of the organisation, across all Directorates and incorporating corporate governance issues.

2
2006/07 Review of the System of Internal Control

2.1
The production and publication of the SIC is the result of an ongoing review of internal control, and not an activity which can be viewed in isolation. Compilation of the SIC involves the whole Authority:

· reviewing the adequacy of its control and governance arrangements;

· knowing where and how it needs to improve those arrangements; and

· communicating to users and stakeholders how better governance leads to better quality services.

2.2
During 2006/07 the review of the effectiveness of systems of internal control has been informed by the work of officers of the Authority, who have responsibility for the maintenance and review of the internal control environment, the internal auditors (Bentley Jennis Risk Management Ltd) and by responding to recommendations made by external auditors and inspectors.

2.3
Internal Audit has been asked to provide an opinion on whether the SIC is complete, whether it represents a true reflection of the control environment within the Authority and whether the control environment is appropriate. The outcome of this review will be reported.

3
Action Plan for Improvements

3.1
The Audit Commission has recommended that, in developing its SIC, ‘control issues identified should be supported by an appropriately monitored action plan.’

3.2
The SIC therefore sets out the work which will be carried out during 2007/08 in order to address/improve internal control issues, in order to ensure continuous improvement of the Authority’s systems of internal control. Some of these are issues identified by the Audit Commission in its annual Value for Money Conclusion of the Authority.

3.3
Progress on these will be monitored, and reported in the SIC published in June 2008.

4
Conclusion

4.1
The Authority is asked to endorse the review of the effectiveness of its systems of internal control, to confirm that it has arrangements in place to satisfy itself that its SIC is sound, that arrangements are in place to detect and deter fraud and corruption and to ensure that the legality of its transactions are adequate and effective.

4.2
It is recommended that the action plan for improvements is implemented in 2007/08 and that an ongoing review of the systems of internal control is continued in order to provide reasonable reassurance of its operation and effectiveness.
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APPENDIX 1

Broads Authority

Statement of Internal Control

1.
Scope and Responsibility


The Broads Authority is responsible for ensuring that its business is conducted in accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively. The Authority also has a duty under the Local Government Act 1999 to secure continuous improvement in the way in which its functions are exercised, having regard to a combination of economy, efficiency and effectiveness. In discharging this overall responsibility, the Authority is also responsible for ensuring that there is a sound system of internal control which facilitates the effective exercise of its functions and which includes arrangements for the management of risk.

2.
The Purpose of the System of Internal Control


The system of internal control is designed to manage risk to a reasonable level rather to eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only provide reasonable and not absolute assurance of effectiveness.


The system of internal control is based on an ongoing process designed to identify and prioritise the risks to the achievement of the Authority’s policies, aims and objectives, to evaluate the likelihood of those risks being realised and the impact should they be realised, and to manage them efficiently, effectively and economically.


The system of internal control has been in place at the Broads Authority for the year ended 31 March 2007 and up to the date of approval of the accounts.

3.
The Internal Control Elements


The key elements of the internal control environment include the following:

(i)
The Authority’s Objectives

· The Authority has established 20 year aims and 5 year priority objectives in its strategy and management plan, the Broads Plan 2004.


· The Management Plan is supported by a 5-Year Action Plan which sets out the actions which need to be taken by the Authority and its partner organisations to implement the Broads Plan.


· The Authority’s medium term strategy, including key priority objectives and financial planning over a three year timescale, is set out in the Annual Business Plan.


· An Annual Action Plan is developed from the 5-Year Action Plan.


· The Best Value Performance Plan, produced alongside the Business Plan, sets out annual objectives, priorities and measures of achievement, as well as recording progress with previously targeted objectives.


· Directorate and individual work programmes and targets are produced by managers, based on the Annual Action Plan, to link service priorities to the overall objectives of the Authority.


· All members of staff receive an annual Individual Performance Review (appraisal) and regular 1:1 discussions with managers as part of the Authority’s Performance Management Framework, to monitor progress and ensure that priority objectives are being satisfactorily progressed.

(ii)
Facilitation of Policy and Decision Making

· Members and officers have clearly defined roles, including a job description for members which is communicated to them at the time of their appointment, with clear channels of reporting.


· The principles of decision making and conduct at meetings are governed by the Authority’s Standing Orders.


· The Terms of Reference of Committees sets out the powers reserved to the Broads Authority and its committees.


· A formally adopted Scheme of Delegation sets out the powers delegated to named officers, and is supported by internal arrangements which specify those officers who are authorised to exercise the powers delegated to the Chief Executive on his behalf.


· Members of the Authority, in their individual capacity, have no executive powers and cannot individually make decisions. They have a role to play in contributing to the decision making process of the Authority by:

· determining the Authority’s policies, and approving and monitoring programmes to implement these policies;

· participating in the development of policy development, strategic thinking and innovation within the Authority, including through the development and maintenance of good working relations with officers; and

· representing the Authority, individually and corporately.


· Members are appointed to the Authority’s service committees, Navigation, Planning and Standards, and on occasion to represent the Authority on outside bodies.


· Members of the public have full access to the business of the Authority, and are able to attend meetings of the Broads Authority and its committees, other than on those occasions where the business is deemed to be of a sensitive or confidential nature.


· The Authority has a Public Question Time Scheme of Operation whereby members of the public are able to ask formal questions, make a statement or present a petition at meetings of the Broads Authority and its committees.

(iii)
Ethical Standards

· The Authority has adopted a Code of Conduct for Members, and a Code of Conduct for Members on the Planning Committee and Officers.


· A Register of Members Interests is maintained, and regularly reviewed and updated.


· The Authority has appointed a Standards Committee to oversee its ethical standards including a majority of independent members, one of whom Chairs the Committee.


· The Authority has appointed a Monitoring Officer under the Local Government and Housing Act 1989, with specific responsibilities which are set out in a job description.


· A Code of Conduct for Employees has been adopted, which forms part of the Authority’s Scheme of Local Conditions of Service and is communicated to all members of staff on appointment.


(iv)
Ensuring the Economical, Efficient and Effective Use of Resources

· The Authority is carrying out a series of service reviews to assess value for money and challenge service provision and delivery.


· Performance is measured against that of other service providers through a series of performance indicates.

(v)
Effective Communication and Engagement

· Regular consultation is carried out with Broads stakeholders and users.


(vi)
Financial Management and Reporting

· Financial regulations have been adopted which set out the overall framework which governs the management of the Authority’ finances.


· Standing Orders relating to Contracts have been adopted which set out procedures for the letting and management of contracts and which ensure competition for all contracts over a specific value.


· The Business Plan includes a three year financial plan covering both revenue and capital spend.


· The annual budget setting process involves officers and members, enabling priorities and ambitions to be assessed through a bidding and reduction approach.


· Comprehensive budgeting systems enable financial performance to be monitored.


· Monthly reports are given to mangers of income and expenditure against profiled targets, with explanations for any variances.


· Financial performance is considered on a regular basis by the Management Team and reported to the Broads Authority.


· The Authority has appointed an officer who has responsibility for the proper administration of its financial affairs, in accordance with Section 17 of the Norfolk and Suffolk Broads Act 1988.


· The Authority has a Procurement Policy, which is available to all members of staff.


· An Anti-Fraud and Corruption Strategy is in place, and available to all staff.


· The Authority has adopted an Annual Investment Strategy, in accordance with the Prudential Code, to guide its capital finance and accounting policy.

 (vii)
Performance Management and Reporting

· Progress against key priority objectives is monitored regularly by the Management Team and reported to the Broads Authority using a traffic light system.


· The Business Plan measures performance against key objectives and targets on an annual basis.


· Performance is measured through a series of performance indicators.


· The Authority reports to Defra in accordance with the Financial Grant Memorandum and otherwise as required with regard to achieving its purposes and objectives.

(viii)
Training

· Training is provided to all members of the Authority on the Code of Conduct.

(ix)
Other Corporate Controls and Policies

· An annual Internal Audit Plan is developed using a risk based approach.


· An independent assessment of the internal control framework is carried out by Internal Audit and the findings reported to and considered by senior members and the Broads Authority.


· A Strategic Risk Register has been established, which is regularly updated and annually reviewed by the Management Forum and Broads Authority.


· A corporate Health and Safety at Work Policy is in place, which is subject to regular review by the Safety Committee and Management Team, and supplemented by Codes of Practice.


· IT security and user policies are in place, including an Electronic Communications Policy.


· A formal complaints process is in place, and is available on the Authority’s website.

4.
Review of Effectiveness


The Broads Authority has responsibility for conducting, at least annually, a review of the effectiveness of its system of internal control. The review of effectiveness of the system is informed by the work of the internal auditors (Bentley Jennison Risk Management Ltd) and that of officers within the Authority who have responsibility for the development and maintenance of the internal audit environment, and also for responding to comments and recommendations made by external auditors and inspectors in their annual audit report and other reports.


The Authority does not operate through an Executive. All matters are dealt with by the full Authority, which is the prime decision maker, and its service committees. The Authority monitors the effectiveness of internal control systems through the consideration of regular performance management and budget monitoring reports, and through the receipt of reports from the Audit Commission and internal auditors.


The Chief Executive is responsible for day to day management and maintenance of internal controls within the Authority, with advice and support from the Treasurer and Financial Adviser, Monitoring Officer and other senior officers. The Treasurer and Financial Adviser and Monitoring Officer have provided an assurance that the Authority’s governance arrangements are adequate and are operating effectively and that there have been no significant control issues that have required the need for formal action in their respective roles, significant additional funding, had a material impact on the accounts or resulted in significant public interest, damaging the reputation of the Authority. Any issues which have been identified by the Treasurer and Financial Adviser and Monitoring Officer for improvement are set out in the Action Plan.


Internal audit reports are considered by the Director of Corporate Services, Head of Finance and other officers where appropriate, and action plans are drawn up to implement the recommendations of the internal auditors where appropriate. Each audit report contains an independent assurance of opinion on the adequacy and effectiveness of the controls in place to mitigate risks. The agreed actions are followed up subsequently to ensure implementation, thus ensuring that the Authority’s risks are properly managed. A summary report of the internal audit work carried out during the year, together with the agreed action plans is received by the Broads Authority.


In future the Authority proposes to develop a strategic three year audit plan for the Authority, using a risk based approach, to replace the existing annual programme.


The Authority’s Standards Committee has been asked to provide an annual ethical assessment of the activities of the Authority and what, if necessary, the Authority could do to improve its ethical standards. At its meeting on 6 June 2007 the Committee concluded that the ethical standards of the Authority were very high and that no problems had been encountered in this respect.


The 2006 Audit and Accounts Regulations require that a review of the effectiveness of internal audit be carried out by either a committee of the audited body (in this case the Broads Authority) or by that body meeting as a whole. The aim is not only to make the Authority more aware of the work of Internal Audit and their key role in governance but also to make those charged with governance more able to understand the connection between, and Authority’s responsibility for, risk management, internal control and the function of internal audit. The result of this review will help to inform the Statement of Internal Control.


(NOTE: Consideration of this Statement constitutes the review of effectiveness).


Additionally the Authority is informed of the work of Audit Commission appointed auditors and inspectors, including receipt of the annual Governance Report, annual audit and inspection letter and Audit Plan for the forthcoming year. In its annual Governance Report the Audit Commission qualified its value for money conclusion on the grounds that:

· the Authority had not put in place some of the necessary arrangement to maintain a sound system of internal control by 31 March 2006; and

· the Authority’s arrangements for the management of its asset base were inadequate as at 31 March 2006.

The annual report on risk management will be presented to the Authority at its September meeting. The Strategic Risk Register is reviewed annually by the Management Forum so that the Management Team can provide assurance that key strategic and operational risks have been identified, monitored and reviewed during the year and that key controls to mitigate the identified risks have operated effectively throughout the year.

Internal Audit has been asked to provide an opinion on whether this Statement of Control is complete, whether it represents a true reflection of the control environment present within the Authority and whether the control environment is appropriate. The outcome of this review will be reported.

5.
Significant Internal Control Issues


It is proposed that the following work will be carried out during the 2007/08 financial year in order to address any significant internal control issues and to secure the continuous improvement of the Authority’s system of internal control.

· Statement of Internal Control

Ensure that improvements are made to the process for collating the information which supports the Statement of Internal Control, and in presenting that information to members considering the Statement of Internal Control for approval. The Statement of Internal Control should appear as a separate agenda item to the financial statements to ensure that it has sufficient prominence.

Responsibility: Director of Corporate Services
Target date: report to Broads Authority on 29 June 2007


· Corporate Capital Strategy

Prepare an up to date Corporate Capital Strategy which is linked to the Authority’s corporate objectives and medium term financial strategy.

Responsibility: Director of Corporate Services/Head of Finance
Target date: 31 December 2007


· Asset Management Plan

Continue to develop an Asset Management Plan, identifying future costs of maintenance and replacement for all Broads Authority assets using GIS to map all structure.

Responsibility: Director of Countryside Management/Director of Waterways

Target date: 31 March 2008

· Internal Audit

Develop a strategic three year audit plan for the Authority, using a risk based approach, and arrange for a review of the effectiveness of internal audit to be carried out by the full Authority.

Responsibility: Director of Corporate Services/Head of Finance
Target date: 31 March 2008


· IT Disaster Recovery Plan

Develop an IT Disaster Recover Plan.

Responsibility: Head of Information Technology and Collector of Tolls
Target date: 31 March 2008


· Code of Conduct for Members

Adopt new Code of Conduct for Members in accordance with the Local Authorities (Model Code of Conduct) Order 2007 and provide training for all members.

Responsibility: Solicitor
Target date: 31 October 2007


· Terms of Reference and Scheme of Powers Delegated to Officers

Review Terms of Reference and Delegated Powers for formal consideration and adoption by the Broads Authority.

Responsibility: Director of Corporate Services
Target date: report to Broads Authority on 29 June 2007


· Financial Regulations and Standing Orders Relating to Contracts

Review Financial Regulations and Standing Orders Relating to Contracts for formal consideration and adoption by the Broads Authority.

Responsibility: Director of Corporate Services/Head of Finance
Target date: report to Broads Authority on 28 September 2007


· Strategic Risk Management

Update Risk Register for formal consideration by the Broads Authority.

Responsibility: Director of Corporate Services
Target date: report to Broads Authority on 28 September 2007


· National Park Authorities Performance Assessment (NPAPA)

Continue to implement NPAPA Action Plan and monitor progress.

Responsibility: Director of Corporate Services
Target date: 31 March 2007


· Work Programming

Introduce MS Project throughout the Authority as a means of planning and programming work.

Responsibility: Management Team
Target date: 31 October 2007


· Retention and Disposal Policy

Develop a Retention and Disposal Policy to provide guidance to officers in the retention and disposal of documentation.

Responsibility: Head of Administration and Committee Services
Target date: 31 October 2007


· Private Bill Powers

Provide training to staff in the implementation and exercise of powers set out in the Private Bill.

Responsibility: Solicitor
Target date: 31 March 2008
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	Signed
	

	
	Prof R K Turner

Chairman
	
	Dr J Packman

Chief Executive
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