WARDS AFFECTED: All Item No
AUDIT COMMITTEE
25 November 2011
REPORT OF DEPUTY CHIEF EXECUTIVE & CORPORATE DIRECTOR FOR
RESOURCES

INTERNAL AUDIT REPORTS SELECTED FOR EXAMINATION

1 PURPOSE OF REPORT

This report presents the Internal Audit reports selected for detailed examination at
the July 2011 meeting. The Audit Committee should appraise the quality and scope
of the Internal Audit work and determine whether the action taken by the audited
service has been sufficiently robust and prompt in response to the audit findings.
Colleagues from both Internal Audit and the reviewed service will be present at the
meeting to assist the Committee with this activity.

2 RECOMMENDATIONS

To critically appraise the Internal Audit reports at Appendix A (15 Plus Service) and
Appendix B (Top Valley School and Engineering College) to:

» determine whether the audit work was of an appropriate quality and scope;
» determine whether the service response was sufficient, robust and prompt;
* make any further observations and/or comments considered relevant;

* determine any further action.

3 REASONS FOR CONSIDERATION

The critical appraisal of selected Internal Audit reports is an important aspect of the
Audit Committee’s governance work. This helps the Committee to fulfil its
responsibility to receive reports on the work undertaken by Internal Audit and to
monitor its performance. In doing this, the Committee is testing the robustness of
and contributing to the organisation’s audit and other governance arrangements.
This also aids development of a deep understanding of the Council’s internal control
environment and Internal Audit working practices. Issues to consider are:

* how the audit was selected — for example the risk assessment, the potential
for fraud, previous track record of the service, frequency of the audit;

 whether the audit coverage was appropriate, adequate and correctly
focussed,;

* the time spent on the audit against the outcomes and findings;

» the quality of the Internal Audit report;

» the actual findings and the impact on the service and the Council overall;

» the service’s response to the audit recommendations;



« the speed and robustness of the actions taken to address the
recommendations;

* whether there are any learning points or principles that could be applied in
future audit or governance work.

The above list is illustrative only and the Committee is at liberty to explore other
governance issues.

4 OVERVIEW OF WORK UNDERTAKEN

Appendix A is a final report issued 31 December 2010 focussing on the 15 Plus
Service provided by Children & Families. An outline of the audit work and a
summary of the key issues are set out in Table A.

TABLE A — Final Audit Report — 15 Plus Service

Reason for audit

The Head of Children in Care (HOC) requested Internal Audit to undertake a review
of the 15 Plus Service in order to ensure that it was complying with Financial
Regulations and statutory and best practice. The review covered the following three
aspects of the service areas operation:

* Provision of Accommodation

* Petty Cash

» Leaving Care Grants

Assurance level: Limited

Key findings

* No formal contracts existed for the provision of accommodation. A review of the
payments made to suppliers of accommodation found that only three orders had
been raised since January 2010.

* The Leaving Care Act provides a framework that includes a priority list of items
that could be funded. However, Nottingham City Council did not have a
definitive list, with the exception of those basic items required to equip first time
accommodation.

* The Council had not produced a definitive policy or a list of items that it is
prepared to fund for care leavers.

* There were weaknesses found in the use of petty cash to make payments.

* Records for tracking the amounts paid out in Leaving Care Grant and bursaries
to clients were inadequate.




Recommendations

Total: 12 High Priority: 6 Medium Priority: 6
Time taken
Actual days: 24 Planned days: 16.5

The difference between actual days and planned days was because the original
estimate was based on discussions of the perceived issues with the HOC. As work
progressed, additional procurement related issues were considered and operational
difficulties were encountered due a restructuring of the service.

Implementation of recommendations

The ownership of Internal Audit recommendations is the responsibility of the audit
client. An update of progress has been included in the report. In summary all
recommendations are complete or plans are set in place to complete them or
address the underlying issue before the end of 2011.

Appendix B is a final report issued in 28 March 2011 focussing on Top Valley
School and Engineering College. An outline of the audit work and a summary of the
key issues are set out in Table B.

TABLE B — Final Audit Report — Top Valley School = and Engineering College

Reason for audit

The audit was completed as part of the Audit Plan for 2010/11, with the aim of

safeguarding the assets and resources of the school and ensuring:

« compliance with standards incorporated in the (now defunct) FMSIiS

» effective budgetary control

» the reliability of financial records

» that other financial and administration procedures are operating effectively and
in accordance with statutory requirements

Assurance level: | A rating was provided in respect of eight areas of governance.
This is given below.

Area Rating
Leadership & Governance Adequate
People Management Good
Policy & Strategy Adequate
Partnership & Resources Good
Processes Good
Purchasing Adequate
Invoice Processing Adequate

Voluntary Funds Poor




Key findings

* Meetings of the Governors’ sub-committees had not been held on a term by
term basis.

* The school was operating with a deficit budget and had no deficit recovery plan
in place. It is was agreed with School's Finance that due to the school receiving
a notice to improve in July 2010 and the uncertainty of the future of school’s
funding, the school had until the end of March 2011 to have a deficit recovery
plan in place.

» Testing identified a purchase where no alternative quotations had been obtained
by the school.

« Concerns were raised at the lack of records in operation for the recording of
income for the School Fund.

Recommendations

Total: 9 High Priority: 5 Medium Priority: 2
Time taken

Actual days: 5 Planned days: 3.5

The Office Manager was new to the authority and had not been audited before.
Information was not available when the audit commenced and took longer to obtain
than planned. The initial report highlighted 23 recommendations and the school was
given extra time to implement them.

Implementation of recommendations

The ownership of Internal Audit recommendations is the responsibility of the audit
client. Eight of the nine recommendations from this report have now been
implemented and a plan is in place to address the issues of the remaining
recommendation (producing a deficit recovery plan).

5. BACKGROUND PAPERS OTHER THAN PUBLISHED WORKS OR THOSE
DISCLOSING EXEMPT OR CONFIDENTIAL INFORMATION

None

6. PUBLISHED DOCUMENTS REFERRED TO IN COMPILING THIS REPORT

Minutes and report from the Audit Committee dated 29 July 2011

Carole Mills-Evans
Deputy Chief Executive & Corporate Director for Resources

Author and contact colleague

Shail Shah

Head of Internal Audit

@ 0115-8764245

>4 shail.shah@nottinghamcity.gov.uk
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1 Executive Summary and Opinion

11

1.2

1.3

1.4

1.5

1.6

1.7

1.8

1.9

1.10

The Head of Children in Care requested Internal Audit to undertake a review of the 15
Plus Service in order to ensure that the service was complying with Financial
Regulations and statutory and best practice.

This review covered the following three aspects of the service areas operation:
* Provision of Accommodation
* Petty Cash
* Leaving Care Grants

We extracted data from the OneWorld Nominal Ledger file to review the types of
expenditure being incurred. This data covered the period 1 January 2010 to 24
September 2010 and covered the following business units:

« ECGBO040 — Aftercare 1011
*  EKAX300 — Unaccompanied Asylum Seekers
« ECGBO041 — 15+ Service 1011

We sample checked the petty cash claims for July and August 2010 in order to
identify high value payments and identify the types of payments being made.

We also requested and obtained an abbreviated listing of Care First references, from
the Care First system in order to confirm the Leaving Care Team’s involvement and to
validate the payment being made.

Accommodation

Accommodation is provided to unaccompanied asylum seekers though a letting
agent, Whitegates. The cost of this accommodation includes all the utility bills as well
as rent and council tax. Young care leavers have also been placed with other
agencies such as TBR and the National Foster Care Agency.

The 15 Plus Team also uses the Placements Team to place care leavers and may
place them with other agencies.

The City Council has incurred costs in excess of £100,000 (January 2010 to
September 2010) with Whitegates, TBR and the National Foster Care Agency, but no
formal contracts exist. This breaches Financial Regulations (Contract Procedure Rule
paragraph 6.2) which requires that at least three tenders should be sought.

We understand that the issue surrounding the commissioning of accommodation is
being addressed by the Children and Families Commissioning Team and that it is
envisaged that a framework will be in place by June 2011 for the placement of care
leavers. We understand that tenders have been issued for the Leaving Care
accommodation contracts.

We have reviewed the payments made to suppliers of accommodation and note that
very few orders have been raised. This breaches Financial Regulations (Contract
Procedure Rules Paragraph 10) which requires official orders to be raised to allow
accurate monitoring of commitment and spend and the accurate processing of
invoices. This failure also has the effect of delaying payments to suppliers as

Private & Confidential 2 Internal Audit



1.11

1.12

1.13

1.14

1.15

1.16

1.17

1.18

1.19

1.20

1.21

colleagues within Accounts Payable have then to try and trace the originator of the
placement for the invoice to be certified and paid.

Petty Cash

The section has two petty cash imprest accounts. We reconciled both accounts and
found that each float balanced to the physical cash held.

The petty cash floats are held securely at night and weekends, as are the cheque
books that are associated with the imprest accounts.

There are a limited number of signatories able to sign the cheques relating to the
accounts. Each cheque drawn requires the signature of two officers before the
cheque can be issued.

The value of the payments made through petty cash varies. However, it has been
noted that some payments made exceed the £50.00 petty cash limit, as stipulated
within the Financial Regulations (Corporate Financial Process Rules and Standards
(CFPRS15)). The highest value identified within our sample was a payment of £2800
in respect of rent arrears for one individual.

Leaving Care Grants

The Leaving Care Grant is a discretionary payment that can be made to care leavers
to help them with their basic needs for their accommodation.

The Leaving Care Act provides a framework that includes a priority list of items that
could be funded. However, Nottingham City Council does not have a definitive list,
with the exception of those basic items required to equip first time accommodation.

Strategic Finance and Foster Care have a “policy” document that sets out, in outline,
what types of items that may be purchased and the total value of the Leaving Care
Grant.

The Leaving Care Team has a list of basic items that may be purchased and we
understand that the actual requirements for each individual are discussed and agreed
as part of the individual's pathway plan.

Nottingham City Council has not produced a definitive policy or a list of items that it is
prepared to fund for care leavers. We found that a number of different authorities
publish their leaving care policy on the internet and that these policies include a list of
items that they will fund and the level of funding provided.

Leaving Care Living Allowance

Amounts are paid to care leavers as a living allowance either through the Foster Care
System or through petty cash. The rate for these allowances has been increased
steadily for a number of years but has not been published as part of any leaving care
policy. In addition, the rate has not been properly reviewed to ensure that it covers
day to day living costs. A review of this allowance may help reduce the number of
hardship payments being made.

Individual Client Expenditure Records

The 15 Plus Team maintain a series of Excel workbooks that contain the detailed
records of all payments made to individual clients. These records provide a means of
tracking the amounts paid out in Leaving Care Grant and bursaries to clients, to
ensure that no overpayments occur. The maintenance of these records also ensures

Private & Confidential 3 Internal Audit



1.22

1.23

that colleagues within the Kilbourne Street and Brook Street offices do not duplicate
payments to the same client.

These records have further usage in that both the Home Office, in the case of
unaccompanied asylum seeks, and the City Councils Leaving Care Advisers have a
record of the expenditure incurred by each individual. In the case of the Advisers,
they are then able to provide relevant advice where young person is struggling to
manage their own financial affairs.

These records are not comprehensive and do not contain a full audit trail, detailing for
example, who recorded each transaction or the recipient of each payment made. Any
of these records could be changed and there would be no record of who made the
change or why. Unauthorised amendments or entries to the data could occur without
detection because the workbooks are not password protected. In addition, these
records are not linked to the primary records held within CareFirst

Care First Data

1.24

1.25

1.26

1.27

Opinion

1.28

1.29

1.30

CareFirst is the primary record of those citizens who are currently in the care of
Nottingham City Council. This system contains all the primary data required to identify
individual citizens, name address, CareFirst reference and dates of birth.

Some of the petty cash vouchers and all of the Foster Care records contain the name
of the individual citizen and their CareFirst reference number. Therefore, there is a
duplication of effort in recording basic data.

Whilst reviewing the payments made, we cross-referenced petty cash data and foster
care records with records in CareFirst. In three instances we found that incorrect
CareFirst references have been recorded within Foster Care. We also note that the
dates of birth are incorrect in two instances, within CareFirst.

For those cases sampled, we found an appropriate entry within CareFirst. We are
able to conclude therefore that payments are being made to valid City Council
citizens.

We are required to provide an opinion on the adequacy and effectiveness of internal
controls in relation to the area under review. Our opinion is based on the work
performed as set out in the agreed Audit Brief.

We are able to give Limited Assurance in that steps are being taken to address the
issues around the commissioning of accommodation and that the petty cash is held
securely.

However, there are a number of issues that need to the addressed as a matter of
priority as they either breach Financial Regulation or they expose the City Council to
unnecessary risk. These are:

* Financial Regulations state that the maximum amount that can be paid through
Petty Cash is £50 and this limit must be adhered to.

* Alternative methods of payment should be used for anything above this value
and where practical alternative means such as corporate procurement card
should be used.

Private & Confidential 4 Internal Audit



* The policy and available funding for the Leaving Care Grant should be published
as this would remove any ambiguity as to costs that will be met by Nottingham
City Council.

* The level of allowances paid to care leavers should be reviewed and published.

+ Data held within Care First should be reviewed to ensure that it is both accurate
and complete.

Management Responsibility

Whilst a number of recommendations are included in this report, it is the responsibility of
management to determine the action that will be taken in response to each recommendation.
Management should assess the risks to the objectives involved and the cost-effectiveness of
the control improvements suggested.

It is expected that management will respond to this draft report within 10 working days of
receipt.

Management is responsible for ensuring that all agreed recommendations are implemented
within the agreed timescales.

The City Council’s Audit Committee review summary Internal Audit reports and the main issues
arising, and seek assurance that action has been taken where necessary. As a consequence
we provide details of each final audit and recommendations made. Management may be
required to attend Committee or respond to it in relation to actions agreed and taken

Management should note that any recommendations that relate to Financial Regulations must
be implemented unless a satisfactory business case has been agreed justifying why the
recommendation will not be implemented.

Private & Confidential 5 Internal Audit
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Glossary of Terms

Levels of Assurance

We use four categories to classify internal audit assurance over the processes
examined, these are defined as follows:

High
Assurance

Significant
Assurance

Limited
Assurance

No
Assurance

High assurance that the system of internal control is
designed to meet the organisation’s objectives and controls
are consistently applied in all the areas reviewed. Our work
found some low impact control weaknesses which, if
addressed, would improve overall control. These
weaknesses are unlikely to impair the achievement of the
objectives of the system.

Significant assurance that there is a generally sound system
of control designed to meet the organisation’s objectives
and that controls are generally being applied consistently in
the areas reviewed. However, some weakness in the design
or inconsistent application of controls put the achievement of
particular objectives at risk.

Limited assurance as weaknesses in the design or
inconsistent application of controls put the achievement of
the organisation’s objectives at risk in the areas reviewed.

No assurance as weaknesses in control, or consistent non-
compliance with key controls, could result in failure to
achieve the organisation’s objectives in the areas reviewed.

Where appropriate we may also comment on the level of assurance we can
give that objectives will be met. This may apply when there are risks either
partially or wholly outside of the control of management.

Categorisation of Recommendations

The recommendations within this report have been categorised by Internal

Audit as:

High Priority

Medium Priority

Low Priority

A fundamental weakness which presents material risk to the
audited body and requires urgent attention by management.

A significant weakness whose impact or frequency presents
an unacceptable risk to the audited body that should be
addressed by management.

The audited body is not exposed to any significant risk, but
the recommendation merits attention.

In all cases Internal Audit will follow up implementation of the recommendations by

the agreed date.
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1.2

1.3

1.4

1.5

1.6

Executive Summary

This report has been prepared following the visit to your school by
Internal Audit on 19™ October 2010. Relevant records have been
examined, and discussions held with staff as appropriate.

An external assessment of the Financial Management Standard in
Schools (FMSIS) was carried out, alongside our standard audit testing
for Purchasing and the School Fund to evaluate the efficiency of
financial systems in operation at the school.

Since Internal Audit visited your school the Government has
announced that the FMSIS is to end. However, Internal Audit will still
provide your school with an independent assessment of the school’s
financial controls.

Internal Audit Assessment

Although certain procedures were found to meet the standards of good
practice, our review identified some key areas where improvements in
the school’s financial management procedures could be made. Details
of these can be found in the section of the report marked Action Plan.

The school has a period of 3 months, from the date of the draft report
(20" January 2011), to implement our recommendations and provide
evidence in each case. If the school is unable to address these
weaknesses by this time, we will report our concerns to the City
Council's Section 151 Officer, who is responsible for ensuring that the
financial controls operating within schools are in accordance with our
policies i.e. Financial Regulations, Financial Administration and Control
Policy.

In those areas where it is impractical to implement our
recommendations in full (for example, because of limited resources),
Governors should consider alternative ways of minimising risk. We are
always pleased to discuss these matters and offer advice if required.

Private & Confidential Internal Audit
Top Valley School & Engineering 2
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Our conclusion for each of the areas examined is shown below:

Area Rating
Leadership & Governance Adequate
People Management Good
Policy & Strategy Adequate
Partnership & Resources Good
Processes Good
Purchasing Adequate
Invoice Processing Adequate
Voluntary Funds Poor

A key to our ratings is included in the attached glossary.

1.7 We would like to thank the Head Teacher and all other members of
staff who provided help and assistance during the Internal Audit
Assessment.
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2 Scope & Approach

2.1  The controls subject to audit examination are those which:-

 Ensure compliance with the Scheme for Financing Schools (Fair
Funding).

» Ensure effective budgetary control.
» Safeguard the assets and resources of the school.
» Ensure the reliability of financial records.

» Ensure that other financial and administration procedures are operating
effectively and in accordance with statutory requirements.

2.2 The following areas were examined during the course of the audit;
these are based on the recent external assessment for FMSIS and on
the joint Ofsted/Audit Commission publication “Keeping your Balance”.
Our finding and recommendations are set out in section three of the
report:

* Leadership & Governance
* People Management

* Policy & Strategy

» Partnership & Resources
* Processes

* Purchasing

* Invoice Processing

* Voluntary Funds

Private & Confidential Internal Audit
Top Valley School & Engineering 4
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Glossary of Terms

1 Key to ratings for standard audit testing

Good High level of assurance can be given as controls are in
place, which are operating effectively.

Adequate Some controls are not in place or are not operating
effectively.
Limited Limited assurance as some key controls are not in place

or there are a significant number of recommendations.

Poor No assurance can be seen as a number of key controls
are not in place.

2 Categorisation of Recommendations
The recommendations within this report have been categorised by Internal Audit as:

High Priority Weaknesses in the system of controls, financial or
otherwise, or failures to adhere to corporate and local
management policies, or a combination thereof, which
are of such fundamental importance that there is a
strong likelihood that the service’s ability to satisfy its
business objectives, goals, and responsibilities will be
severely jeopardised.

Medium Priority Weaknesses in the system of controls, financial or
otherwise, or failures to adhere to corporate and local
management policies, or a combination thereof, which,
whilst not of fundamental importance, are of such
significance that there is some likelihood that the
service’s ability to satisfy its business objectives, goals,
and responsibilities may be jeopardised.

Low Priority Minor weaknesses in the system of controls, financial or
otherwise, or failures to fully adhere to corporate and
local management policies, or a combination thereof that
are of limited significance, but which if addressed would
assist the service in better satisfying its business
objectives, goals, and responsibilities.
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