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Key messages

CPA

The Council moved from ‘good’ to ‘excellent’ in the CPA categories in December 2003. Our corporate assessment in November 2003 found that the Council is a strong organisation which had continued to develop and to improve local services since the first corporate assessment in 2002. There are some areas where progress has been slower, particularly in Human Resources, procurement and development control; the Council has the capacity and desire to make the necessary improvements, but Members need to ensure that they continue to monitor these services to ensure that progress is made.

Inspections

Care for Your Area

The Council’s Care for Your Area services gained the highest inspection judgements of excellent services with excellent prospects for improvement. These services had improved from fair/promising inspection judgements in 2001. The Council now needs to ensure that the learning for service improvement gained in Care for Your Area is shared across its services.

Libraries

The libraries service was judged to be ‘good’ with ‘promising prospects for improvement’. While the inspection found many good features in the service, the Council needs to address the refurbishment of the library buildings, particularly to meet the requirements of the Disability Discrimination Act, to improve the marketing and promotion of the service and improve management information systems.

Financial standing

The arrangements for financial management have been improved with the introduction of budget and performance clinics during 2003. 

The action being taken to deal with Social Services overspends, and to ensure a prudent HRA balance is maintained, will need to be monitored by Members, as will progress on the programme to meet decent homes standards.

The purpose of this Letter

This is our first joint audit and inspection ‘Annual Letter’ for Members which incorporates the Annual Audit Letter, and is presented by the Council’s Relationship Manager and District Auditor. The Letter summarises the conclusions and significant issues arising from our 2002/2003 audit and inspection programme and comments on other current issues.

We have issued separate reports during the year having completed specific aspects of our programme. These reports are listed at Appendix 1 for information.

Auditors’ responsibilities are summarised in the Audit Commission’s statement of key responsibilities of auditors. The responsibilities of Audit Commission inspectors are detailed in section 10 of the Local Government Act 1999. What we say in this Letter should be viewed in the context of that more formal background.

Background to the audit and inspection programme

To ensure that councils receive a tailored seamless service, integrated with the work of other inspectorates, the Audit Commission has appointed a Relationship Manager for each council. The Relationship Manager is the Commission’s primary point of contact with you and is also the interface between the Commission and the other inspectorates, Government Office and other key stakeholders.

As explained in the Commission’s fees letter, we have changed our operational year so that it now runs from April to March, with effect from April 2003. This Letter covers the transitional arrangements for 2002/2003, and an integrated audit and inspection plan has been implemented for 2003/2004 with effect from April 2003.

Objectives of audit and inspection

Audit

The main objective of your appointed auditor is to plan and carry out an audit that meets the requirements of the Code of Audit Practice. We adopt a risk-based approach to planning our audit, and our audit work has focused on your significant financial and operational risks that are relevant to the auditors’ responsibilities. 

Central to the audit are your corporate governance arrangements. Your audit is then structured around the three elements of the responsibilities as set out in the Code and shown in Exhibit 1.

Exhibit 1 the three main elements of 
audit objectives

[image: image4.png]0 2 ssi0n




Accounts

· Opinion

Financial aspects of corporate governance

· Financial standing

· Systems of internal financial control

· Standards of financial conduct and the prevention and detection of fraud and corruption

· Legality of transactions

Performance management

· Use of resources

· Performance information

· Best Value Performance Plan

Inspection

Inspection work is based around section 10 of the Local Government Act 1999, which requires inspectors to carry out inspections and deliver reports that will:

· enable the Council and the public to judge whether Best Value is being delivered

· enable the Council to assess how well it is doing

· enable the Government to assess how well its policies are being implemented

· identify failing services where remedial action may be necessary.

Council performance

CPA scorecard

The CPA scorecard summarises the Council’s performance during the past year; it was published on the Audit Commission’s website on 18 December 2003.

The Council has moved from ‘good’ to ‘excellent’ in the CPA categories. 

Stockton-on-Tees Borough Council has made significant improvements to local services over the last year. 

The Council now provides high-quality education and street cleaning and waste services. Housing, libraries and benefits services have also improved. Social Services have improved in some areas – more older people are now helped to live at home and the educational achievements of children looked after by the Council are rising – but there is room for improvement in other parts of the service.

The Council works very well with partners to improve the local area and to improve services for local people. As an organisation, the Council has a strong focus on improvement and it has made good progress in making services available electronically.

The Council is well placed to further improve the way it works and the services it provides to local people. 

CPA improvement report

This section reproduces the summary of the report of the corporate assessment which was carried out in November 2003.

Stockton-on-Tees Borough Council is a strong organisation. It has continued to develop since its first corporate assessment in 2002 and has addressed many of the areas identified for development. Inevitably changes are often recent. It services its local community well and continues to improve. It is well organised with a clear sense of direction and effective leadership. Staff are focused and committed. Elected Members are managing their political differences and generally work together constructively to improve outcomes for their local community. The Council is self aware and has a deliberate approach to addressing its improvement agenda.

The Council is clear about what matters and where its priorities lie. In partnership with its neighbour, Middlesbrough, Stockton has taken decisive and necessary initial action to begin to translate the shared vision for the Tees Valley into action to develop the riverside area. The Renaissance Board (the local strategic partnership) continues to develop and is being expanded to involve representation from all sections of the Borough. It is well structured to ensure geographical and thematic focus. It engages in focused discussion, debate and review of the local regeneration and development agenda. The Council’s role within Renaissance is mature and participative.

Stockton’s approach to addressing areas for improvement has overall been systematic and integrated into its Council plan. Notably this has included a thorough and well managed process to secure a more consistent and comprehensive approach to customer focus. Scrutiny and support for elected Members has significantly improved. Good progress has been made in IT and e-government. 

Elsewhere some developments have been slower, often arising from difficulties in recruitment. This has affected the pace in addressing procurement, human resource and development control issues in particular. Progress in developing more coherent and consistent approaches to human resource management has additionally been impeded by the attention which the Council has needed to give to address its single status agenda. The Council’s attention to the project and resource management of the arms length management organisation (ALMO) for housing has not been as good as it could have been.

Improvements in outcomes for the local community have been secured through the actions of the Council and its partners. Particular successes have been in the performance of Care for Your Area and library services. Improvements have been registered in its neighbourhood management pilot and through its housing renewal programme. Most indicators of performance show consistent improvement. Social Services’ overall rating has not progressed and development control performance is a weakness. The Council’s deliberate approach to diversity and equality issues is yielding some good results but the Council is starting from a low base of awareness and provision. Processes for managing performance information to drive improvement are extensive and improving.

Stockton has areas where it needs to improve. But it has both the capacity and desire to do so. It has responded to external challenge as well as demonstrating a firm commitment to continuous improvement through deliberate learning and self-challenge. 

Other Audit Commission inspections

We carried out two inspections during summer 2003. These were included in the CPA assessment in December 2003.

Care for Your Area

Our inspection of Care for Your Area services – refuse collection, recycling, street cleaning and grounds maintenance – found excellent services with excellent prospects for improvement. This is the highest inspection score and reflects significant improvement since the first inspection in 2001, which found fair services (with promising prospects for improvement). The Council has achieved the improvements through changing the way it works and by working closely with local communities. The service is easy to contact, including through the Council’s website; the bin collection service is reliable; there is a wide range of activities to encourage people to recycle and reduce waste; and the Council has the highest proportion in the country of waste which it reuses. The inspection recommended that the Council sets even more challenging targets, ensures that consultation reaches all groups in local communities, extends educational initiatives, provides more information on recycling and develops risk management procedures in these services.

Libraries

Our inspection found that the Council’s libraries service is ‘good’ with ‘promising prospects for improvement’. Customer satisfaction is high, the stock of books is high, and the service reaches many sections of the community. Staff are committed to improving the service and are supported by a good training programme. However, some library buildings are in need of refurbishment and not all have disabled access. The service did not have a clear idea of its users and it needed to develop some areas of work, including with young people. The inspection recommended that the Council develops a detailed plan for the refurbishment, including disabled access, of library buildings, develops the marketing and promotion of the service, and improves information on service users.

The future of CPA

The Audit Commission has consulted on the future arrangements for CPA and has concluded that it will be developed by:

· the introduction of a new CPA framework in 2005/2006 and again in 2010, that enables assessments to be made in the context of an agreed set of local and national policy priorities

· the release of annual improvement reports in December 2003 and December 2004.

The CPA programme from January 2005 will seek to understand the impact of the Council in their locality, and to recognise the leverage, 
co-ordination and leadership the Council provides to achieve a wider improvement agenda.

The precise shape and nature of this approach has yet to be finalised, though the Commission has recognised the need to agree the strategy for improvement reporting after 2004, leading up to a further re-assessment from 2010.

Financial aspects of corporate governance

Financial standing

The Council continues to keep a prudent level of general balances at 5% of net operating expenditure. The arrangements for financial management have been improved with the introduction of budget and performance clinics during 2003. Action is being taken to deal with Social Services overspends and to ensure a prudent HRA balance is maintained.

Members need to monitor progress on the programme to meet decent homes standards.

The Council carried out a significant review of its budgetary control procedures during 2002/2003 following the ‘unitisation’ of financial and other core services. This has led to more frequent monitoring of spending on a consistent basis across the Council. In September the Council held its first performance and budget clinics, which provided an opportunity to review and monitor financial and performance information together to ensure delivery of the Council’s overall objectives. 

Three issues warrant further comment.

Social Services

Like many other Social Services departments, Stockton’s Social Services faces financial pressure. At 31 March 2003 the department carried forward a managed commitment of £2.4m, which is £1.9m commitment brought forward from the previous year and an in-year overspend of £0.5m. The department has developed a recovery plan to be implemented over the next two years to reduce the commitment to zero, but there are a number of issues that could impede the achievement of the plan:

· a number of savings are dependent on vacancies, the level of which could impact on the achievement of key performance targets

· high levels of agency placements, which were a contributory factor to the overspends, are continuing into this financial year

· services deferred for a year as part of the recovery plan will need to be funded in the future.

The recovery plan will be monitored as part of the budget and performance clinics where financial pressures which are impacting on performance should be identified and addressed. In addition, officers have recognised the need to improve the method of predicting future demands on services and this has been built into the department’s risk assessment. 

Work done by SSI and officers indicates that Social Services expenditure per head in Stockton is lower than in comparable authorities - £218 compared to £250. The implications of this difference in spending levels might identify a need to review how Social Services contribute to the Council’s agenda for promoting achievement and tackling disadvantage in future.

Housing Revenue Account

The Council’s ALMO, Tristar Homes, was set up in April 2002. The transfer of the management of the housing stock in a tight timescale has been a significant achievement. The Council has recognised that now, some 18 months since inception, is an appropriate time to review the performance of, and relationship with, Tristar Homes and a select committee review is currently underway.

Our work indicates that there needs to be a clearer understanding and sharing of the financial objectives for the HRA and a joint responsibility for achieving them. Officers are currently working on a number of issues. We will be monitoring:

· how efficiency savings are to be built into future management fees to support Best Value principles

· by how much repair and maintenance costs can be reduced by following recommendations from the housing inspectors and as a result of decent homes standard works

· a shared understanding of the impact of variations, sometimes outside the Council’s control, in retained function costs

· a prudent level of balances based on a thorough shared risk assessment.

The HRA surplus at 31 March 2003 stands at £905,000, which is a significant improvement on the previous year’s deficit of £600,000 and in line with the target of £1m. Additional revenue subsidy of £1.3m assisted in achieving the target balance.

Officers’ current projections indicate that the outturn for 31 March 2004 is a balance of some £500k. The Council and the Tristar board have agreed that an element of the ALMO subsidy will be put back into balances to ensure that the target of £1m is achieved. Officers are regularly monitoring outturn projections and the implications of any further need to find efficiency savings to meet the target balance will need to be addressed.
Decent homes standard - funding

The Council has been awarded credit approvals of £44m to improve its Council houses to decent homes standards, which need to be spent by 30 June 2004. This is a major task to be completed in a very tight timescale. Four contractors are to carry out the work, and contracts were signed in December 2003. Officers are satisfied that the contractors can still deliver the required amount of work in time so that no funding is lost.

In order to move the decent homes standard works forward and ensure the credit approvals were spent by the due date, contracts running at the end of 2002/2003 have been extended on current prices plus inflation. This work has been outside the target price regime. The financial implications of these contracts on the overall budget will need to be assessed when accurate actual costs are available. 

The Council is likely to receive a further £8m of credit approvals, but officers have identified a shortfall in the funding of some £4m arising from stock rationalisation, survey information and the window replacement programme. This shortfall may need to be reassessed as costs to date are received.

The average cost of work per property will need to be contained within expected limits to enable the full planned programme of work to be achieved. Officers are regularly monitoring and profiling the costs of the decent homes standard works. Members will also need to be involved in this process to satisfy themselves that the spend profile maximises the funding available and that the programme meets its objectives.

Systems of internal financial control

No issues have arisen for the attention of Members. This year the Council will need to assess what information it will require to carry out the role envisaged in the Accounts and Audit Regulations to support the Statement of Internal Financial Control from 2003/2004 onwards.

The Council has included a Statement of Internal Financial Control in its statements of account for the first time in 2002/2003. This was signed by the Director of Corporate Resources as Chief Financial Officer. From next year the statement has to be signed by an appropriate Member. 

The Accounts and Audit Regulations require the Council to review the effectiveness of its internal controls. Members need to assess, in conjunction with the Director of Corporate Resources and Chief Internal Auditor, how they intend to carry out this function. We have supplied a checklist to the Director of Corporate Resources to support you in this task.

Standards of financial conduct and the prevention and detection of fraud and corruption

The Council arrangements have been strengthened by the efforts made to raise awareness of fraud and corruption issues across the Council.

National fraud initiative

The Council has once again taken part in the Audit Commission’s national fraud initiative. No cases for further investigation were found, although some cases are still being assessed. To improve the procedures the Council could introduce a central record detailing:

· what matches are being reviewed and by whom

· within what timescales

· stage reached.

This would facilitate monitoring by key officers and Members as part of their role in assessing corporate governance arrangements.

Legality of transactions

Overall arrangements are satisfactory. There is an ongoing need to ensure that contributions to ANEC are used properly and in line with the Code of Conduct for local authority publicity.

ANEC publicity

As in a number of north east councils, a local elector raised concerns that contributions made by the Council to the Association of North East Councils (ANEC) were being used to support a ‘yes’ vote for an elected regional assembly, in contravention of the Code of Conduct on local authority publicity. In response, the Council undertook to ensure that its contributions would be used properly and that it would keep this matter under review as the debate on regional government moves forward.

Audit assurance work

Accounts

We gave an unqualified opinion on the accounts on 15 December 2003. The quality of working papers and audit trails need to be improved, particularly in relation to the HRA.

The statement of accounts was produced by the end of July, a month earlier than last year. This is an improvement and ensures that the Council is well placed to meet the earlier closure deadlines imposed by the Accounts and Audit Regulations 2003. However, the audit trail and some of the working papers did not meet the standards achieved in previous years. As a result, we have had to spend longer than anticipated on the verification of the statements.

The main problems related to the quality of working papers and information provided to support the Housing Revenue Account (HRA). Although there are protocols in place covering the provision of information by Tristar, it appears that these were not adhered to, for example:

· officers in the Council have not received adequate supporting evidence to support figures supplied by Tristar for the HRA and capital accounts

· checks are not being carried out by the Council’s officers on information supplied by Tristar.

The current protocols need to be reviewed to ensure that appropriate documentation is provided and necessary checks are carried out.

We experienced similar problems with the housing subsidy base data return. In order to meet the deadlines for the submission of the audited claim we have had to report to the Government department that:

· stock figures could not be reconciled to the Council’s or Tristar’s prime data

· we could not verify disposals of property to the property database

· the average rent calculation was not in line with Government guidance.

We do not know whether these errors will result in subsidy being withheld pending further work. It is important that claims and returns of this significance are properly completed and have an adequate audit trail to allow us to certify them without qualification and a risk of loss of grant income to the Council.

Reporting to the Council

There is a new auditing standard which applies to our audit of your accounts (SAS610). This requires us to report issues arising from our audit to ‘those charged with governance’ before we give an audit opinion on your financial statements. In Stockton this requires us to report to the Audit and Performance Committee.

In previous years we have discussed such issues with officers rather than Members, but the new auditing standard encourages openness and accountability by requiring Members to take responsibility for the Council’s accounts.

We reported to the Performance Review and Audit Committee under SAS610 on 1 December 2003. Our report primarily concerned the need for better records to support the final accounts.

Best Value Performance Plan audit

The Council’s Best Value Performance Plan complied in all significant respects with statutory requirements. Supporting information for the majority of PIs was supplied in electronic format, which streamlined the audit process. Officers need to ensure that information held in Social Services is adequate to support the PI calculations. 

Whilst complying with statutory guidance the Council’s performance plan could be further improved by:

· providing a programme for future service reviews; at present only current reviews are listed

· setting out savings and efficiencies as a result of service reviews more clearly.

Officers are proposing to address these points in next year’s plan.

Stockton’s approach to the collation and validation of the statutory PIs is good and assisted the audit process. All required indicators were included, including outturn data, which is a considerable achievement. One Social Services PI was qualified because supporting records were poor. Officers in the department are improving the filing system and quality of case files so this problem should not re-occur.

Audit fees

The proposed fee for the 2002/2003 audit programme was set out in our Audit and Inspection Plan at the start of the year. The table below shows the actual fees for 2002/2003 compared with that initial plan.

exhibit 2 audit fees

	Audit area
	Plan 2002/2003
	Actual 2002/2003

	Accounts
	£45,000
	£48,000

	Financial aspects of corporate governance
	£60,000
	£60,000

	Performance
	£14,000
	£14,000

	TOTAL CODE OF AUDIT PRACTICE AUDIT FEE
	£119,000
	£122,000

	Certification of grant claims
	£68,000
	£67,725 to end Dec

	TOTAL AUDIT FEE
	£187,000
	£189,725


Future audit and inspection work

Our audit and inspection programme for 2003/2004 is included in the Audit and Inspection Plan 2002/2004 which was issued in May 2003. The key areas of audit work to be completed in 2003/2004 are:

· corporate governance

· performance management

· accounts.

We will discuss the timetable for planning the 2004/2005 audit and inspection programme, linked to your improvement priorities, with officers early in 2004. 

Status of our Audit and Inspection Annual Letter

Our Annual Letter is prepared in the context of the Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission. The Letter is prepared by the District Auditor and the Relationship Manager and is addressed to Members and officers. It is prepared for the sole use of the audited body, and no responsibility is taken by auditors to any Member or officer in their individual capacity, or to any third party.

Closing remarks

This Letter has been discussed with senior officers. A copy of the Letter will be provided to all Members and will be presented to Cabinet.

Finally, we would like to take this opportunity to express our appreciation for the assistance and co-operation provided during the course of the work. Our aim is to deliver a high standard of audit and inspection which makes a positive and practical contribution which supports the Council’s improvement agenda. We recognise the value of your co-operation and support.
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David Parkin

District Auditor
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Sarah Diggle

Relationship Manager

January 2004

APPENDIX 1

Audit and inspection reports issued during 2002/2003

	Statement of Internal Financial Control
	July 2003

	Core Process Review and Financial Aspects of Corporate Governance
	August 2003

	Delayed Discharge Arrangements
	October 2003

	Libraries Inspection Report
	October 2003

	Care for Your Area Inspection Report
	October 2003

	SAS610 report
	November 2003

	Corporate Assessment Inspection
	December 2003

	Final Accounts Memorandum
	December 2003
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