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Minutes of a meeting of the GOVERNANCE AND AUDIT COMMITTEE held in
Meeting Room 1, Council Offices, Priory Road, Spalding, on Tuesday, 10 March
2015 at 6.30 pm.
PRESENT
G R Aley (Chairman)
R M Rudkin (Vice-Chairman)
F Biggadike

A Harrison

A M Newton

Apologies for absence were received from or on behalf of Councillors C J T H Brewis
and P E Coupland, and Neil Bellamy (Audit Director, KPMG)
In Attendance: Helen Brookes (Manager, KPMG), Lucy Pledge (Head of Audit and
Risk Management, Audit Lincolnshire) John Scott (Audit Manager, Audit
Lincolnshire), the Chief Executive, the Executive Director (Place), the National
Management Trainee and the Democratic Services Officer
Action By

31.

MINUTES
The minutes of the Governance and Audit Committee meeting
held on 18 December 2014 were signed by the Chairman as a
correct record.

32.

QUARTERLY RISK REPORT
The Chairman advised that with his agreement, this item be
moved up the agenda for consideration.
Consideration was given to the report of the Executive Director of
Commissioning and Governance, which updated the Committee
on the state of risk management within the organisation.
The updated strategic risk register included 10 strategic risks.
These covered the over-arching risks that may affect the strategic
direction of the council, rather than risks linked to business
continuity or those that affected discreet service areas.
Risks were grouped into two categories:




Strategic – these were risks that affected the whole and long
term plan of the council. These risks could fundamentally
impact upon the Authority’s reputation, the organisation that it
was, and the dependable, accountable delivery of public
services.
Operational – these risks concerned the day to day activities in
the delivery of functions and services.
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Risks were rated using a 3x3 matrix through a numerical number
that combined the impact score of the risk occurring, with the
likelihood score of it happening. Risks were then classed as
High, Medium or Low risk, dependent on their rating.
The risk summary covered two areas: a) The risk summary table
showed the total number of risks by category and the percentage
of high, medium and low risks within each category; and b) The
exceptions report, a detailed report to provide focus on high level
risks.
Two Risk Summary Tables were detailed within the report,
showing the risk position at 30 September 2014 (Quarter 2,
2014/15) and 31 December 2014 (Quarter 3, 2014/15). The tables
detailed 9 strategic risks and 64 operational risks and 10 strategic
risks and 65 operational risks respectively. This information
informed that:








Strategic risks were predominantly medium;
One strategic risk had been closed, two had been created;
Operational risks were predominantly medium and low level
risks;
Two operational risks had been created within Environmental
Health and Human Resources;
One risk had been closed in Community Development;
One operational risk had increased from a medium to a high
rating within Corporate Improvement and Performance; and
Two operational risks had been reduced from medium to low
rating within Environmental Services and Corporate
Improvement and Performance.

Therefore:



Strategic Risk Overview: Overall rating was medium; and
Operational Risk Overview: Overall rating was evenly spread
across medium and low.

The Business Intelligence Officer advised that an additional level
had been built into risk reporting. A Risk Board, let by officers,
had been set up to examine risk ratings given to corporate risk,
and the Board met on a monthly basis.
Consideration was given to the report, and the following issues
were raised:


Risk Reference S-09 – Staff recruitment and retention at all
levels within both organisations. Had any risks arisen due to
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short-staffing?
o The Business Intelligence Officer advised that
attention was being paid to this risk. There were
currently no results from the first Risk Board
meeting due to its first meeting falling so close to
this one however, information from the Risk Board
would be included in future reports.
o The Executive Director, Place, commented that the
report under consideration now, (Quarter 3) was for
the period to the end of December. There was a lag
in information between the timeframe that each
report covered, and when it was considered. When
reporting, areas could be highlighted where there
may be implications. She cited, as an example, the
dry recycling contract, which in the report for
Quarter 3 had a lower risk rating, but as a result of
subsequent events and the contract having been
rescinded, now had an increased risk rating.


Failure to comply with equalities legislation and guidelines.
This risk had increased from medium to high. Why had the
risk increased, it should have been identified in the Policy
Register?
o The Business Intelligence Officer confirmed that the
Equalities Policy was out of date and needed to be
reviewed. There was currently no officer to
undertake this role and the post was currently
vacant however, it was anticipated that this post
would soon be filled.



Was failure to deliver the Council’s Corporate Priorities still
considered to be a risk?
o The Executive Director (Place) reiterated the fact
that performance data for Quarter 3 was almost
three months out of date when considered now.
She confirmed that new Corporate Priorities had
been agreed in February, and that performance in
this area should now improve.



Members commented in general that the risk summary reports
were much improved and easier to interpret.

AGREED:
That the report be noted.

CD
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33.

EXTERNAL AUDIT PLAN 2014/15
Consideration was given to KPMG’s External Audit Plan for
2014/15, which was presented to the Committee by the Audit
Manager, KPMG.
The external auditor’s statutory responsibilities and powers were
set out in the Audit Commission Act 1998 and the Audit
Commission’s Code of Audit Practice.
The Audit Commission was due to close at 31 March 2015.
However, audit responsibilities under the Audit Commission Act
1998 and the Code of Audit Practice in respect of the 2014/15
financial year remained unchanged. Details of the new
arrangements were set out in Appendix 4 of the report.
The Code of Audit Practice summarised the auditor’s
responsibilities into two objectives, requiring them to audit/review
and report on the Authority’s:



Financial statements (including the Annual Governance
Statement): providing an opinion on the Authority’s accounts;
and
Use of resources: concluding on the arrangements in place for
securing economy, efficiency and effectiveness in the
Authority’s use of resources (the value for money conclusion).

Section two of the report included headline messages, focusing
on the key risks identified for the year. The following risk was
identified:


The impact of changes in accounting standards on the
consolidation of the Council’s joint venture company,
Compass Point Business Services (East Coast) Ltd (CPBS)..

Section three of the report outlined KPMG’s audit approach. This
was undertaken in four stages: Stage 1 – Planning (January to
February); Stage 2 – Control evaluation (March to April); Stage 3
– Substantive procedures (August to September); and Stage 4 –
Completion (September).
Section four of the report provided more detail on the impact of
changes in accounting standards on the consolidation of the
Council’s joint venture company, Compass Point, as detailed
above. KPMG would assess the Authority’s progress in
addressing this risk area as part of its interim work, and conclude
this work at year end.
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Section five of the report explained KPMG’s approach to Value for
Money (VFM) work. In meeting their statutory responsibilities
relating to economy, efficiency and effectiveness, the
Commission’s Code of Audit Practice required auditors to:



Plan their work based on consideration of the significant risks
of giving a wrong conclusion (audit risk); and
Carry out only as much work as was appropriate to enable
them to give a safe VFM conclusion.

The VFM audit methodology remained unchanged from last year,
There were only relatively minor amendments to reflect the key
issues facing the local government sector. The specified criteria
for VFM conclusion were:



The organisation had proper arrangements in place for
securing financial resilience; and
The organisation had proper arrangements for challenging
how it secured economy, efficiency and effectiveness.

Section six of the report provided information on the audit team,
its proposed deliverables, the timescales and fees for their work.
Under the audit deliverables, the following information would be
provided to the Committee






External Audit Plan – March 2015;
Report to Those Charged with Governance (ISA 260 report) –
September 2015;
Auditor’s Report – September 2015;
Whole of Government Accounts – September 2015; and
Annual Audit Letter – November 2015

The planned audit fee for 2014/15 was £59,382. KPMG’s Audit
Fee Letter 2014/15, presented to the Committee in April 2014,
first set out the fees for the 2014/15 audit. The auditors had
considered it necessary to make a minor change to the agreed
fees at this stage in respect of the addition of £900 made
available by the Audit Commission to reflect the work associated
with NNDR. The audit fee included work on the VFM conclusion
and the audit of the Authority’s financial statements.
AGREED:
That the External Audit Plan 2014/15 be agreed.

MF, JK
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34.

CERTIFICATION OF GRANTS AND RETURNS 2013/14
Consideration was given to KPMG’s Certification of grants and
returns 2013/14. In 2013/14, certification work was carried out on
the following claims/returns:



Housing Benefit Subsidy Claim – Certified value £18,974.66
Pooling of Housing Capital Receipts – Certified value
£585,619

Housing Benefit Subsidy
As in previous years, KPMG’s certification work identified a range
of issues in relation to the Housing Benefit Subsidy claim as
follows:


Due to issues identified in the previous year and, as a result of
KPMG’s initial testing of a sample of non-Housing Revenue
Account (HRA) rent rebate cases, testing of the accuracy of
100% of the cases within this section of the claim was
performed. This resulted in a number of small amendments to
the claim being necessary, without any effect on the subsidy
claimed.



KPMG had to issue a qualification letter due to various issues
identified as a result of sample testing from which no
conclusion could be reached as to whether the claim was fairly
stated. These issues included errors relating to the
misclassification of overpayments within the subsidy claim
form and errors relating to the incorrect processing or
application of:
o weekly earnings resulting in both under and over paid
benefit for rent rebates;
o pension savings credits resulting in both under and over
paid benefit for rent rebates;
o termination date of a claim resulting in overpaid benefit
for rent rebates;
o the appropriate Local Housing Association (LHA) rate
resulting in underpaid benefit for rent allowances;
o eligible rent resulting in both under and over paid
benefit for rent allowances; and
o weekly earnings resulting in both under and over paid
benefit for rent allowances.

As there are no specific causes for these errors, with all arising
from general processing errors, KPMG had made no
recommendations to the Authority to improve its claims
completion processes in respect of this claim for this year.
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In their 2012/13 Certification Annual Report two recommendations
had been raised relating to:


The need for refresher training for staff involved in the
completion of Audit Commission housing benefit workbooks;
and



The requirement for the S151 Officer to produce, and for
Members to approve, an annual report on the Authority’s Risk
Based Verification policy.

KPMG were satisfied that the Council has improved its
arrangements and had addressed both of these
recommendations. Full details were included in Appendix 1,
attached to the report.
Pooling of Housing Capital Receipts
KPMG’s certification work in respect of this claim identified a
small number of errors in relation to the Authority’s overpayment
of pool-able capital receipts in relation to Housing Act Advances
repayments, resulting in an adjustment of £479 to the return.
The Authority had identified the cause of this error and had
already put in place corrective action to ensure that it did not reoccur. Consequently KMPG had made no recommendations to
the Authority in respect of this claim for this year.
The Executive Director Place advised the committee that there
was a risk with regard to the Local Authority Subsidy Claim
Certification. The Department of Work and Pensions (DWP) had
penalised the Authority in the amount £99,286. The Executive
Director had written to the DWP to state that the error rate
resulting in the penalty was ultimately as a result of a small value
error, which was isolated. In addition, the auditors had not
highlighted this as a major issue as no changes had been
recommended. However a response had been received from the
DWP yesterday rejecting the mitigating circumstances, and
advising that there was no further recourse for appeal available to
the Authority.
Members considered the information and raised the following
issues:


With regard to the Local Authority Subsidy Claim issue, were
systems robust enough to ensure this situation did not arise
again?
o Errors could not be eliminated completely. The
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DWP did allow for a certain margin of error as it
acknowledged that benefits was a complex area.
The errors in this particular situation were as a result
of where overpayments had been made.


What was the risk level for the current year to date?
o The Authority was currently at risk. The Local
Authority error rate had been reported – it was
currently slightly above the lower threshold but
slightly below the higher threshold.



Had the situation arisen due to input errors?
o The situation had not necessarily been caused by
input errors alone. It was a complex area, errors
seemed to be one-off errors in a number of places
and there was no pattern to them.
o If the issue was simply down to poor performance in
the Benefits department, this would have been
backed up within the Auditor’s recommendations,
and this had not happened.



How could the system be made more robust?
o Error rates should be checked from the start of the
year, internal quality control should be improved,
independent of auditors, and more detailed checks
should be undertaken. SHDC would expect
assurance from CPBS with regard to quality control
in the future.
o In addition, SHDC calculated its benefit on a weekly
basis whilst East Lindsey District Council (ELDC),
(for whom CPBS also provided a service) did this
monthly. This created a greater risk for SHDC as it
meant that the risk of error was four times higher.



Why did SHDC calculate benefit on a weekly basis?
o The weekly payment was an historical system
limited to the HRA tenants only.
o The weekly payment had no major impact on the
errors.

AGREED:
That the Certification of grants and returns 2013/14 be noted.
(The Chief Executive joined the meeting during discussion of this
item.)

MF, JK
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35.

INTERNAL AUDIT UPDATE REPORT
Consideration was given to the report of the Head of Audit & Risk
Management – Audit Lincolnshire, and the Shared Manager,
Finance which provided an update on progress with the Audit
Plan between November 2014 and January 2015.
The purpose of the report was to:





Advise of progress being made with the 2014/15 Audit
Plan;
Provide details of the audit work during the period;
Provide details of the current position with agreed
management actions in respect of previously issued
reports; and
Update the committee on any changes to the 2014/15
Audit Plan and any other matters that may be relevant to
the Governance and Audit Committee role.

Contained within the appendices which were attached to the
report was detailed information in relation to assurance
definitions; audits with limited assurance; outstanding
recommendations as at February 2015; outstanding
recommendations as at February 2015 (detail); and the Internal
Audit Plan and Schedule
Members considered the information detailed within the report,
and the following issues were raised:


Appendix 4, Item 1 (issue with reporting on rent collection) –
How were periods identified with regard to arrears?
o The information could be identified for credit control
purposes however, this issue was regarding
automatic reporting and was a system issue. This
was not considered to be operationally damaging as
it was not a collection issue, but a reporting issue.



Appendix 2 (Audits where assurance was assessed as ‘Major
improvement needed’ or ‘Inadequate’) – Some key
recommendations were near completion, would these be up to
date by the next quarter?
o The latest date for completion was July 2015.
Completion was staggered so some issues would
be completed earlier. Some of the outstanding
recommendations would fall within the next two
reporting quarters. The issues would be picked up
by the Risk and Audit Board.
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The covering report stated that progress of projects within the
14/15 plan was less than expected and that some were taking
longer than expected. Why was this?
o More audits had taken place within the last six
months. Some had required finer detail and were
therefore taking longer than anticipated. Most
should be finalised by 31 March 2015, and some
would be deferred to 2015/16.



Appendix 4, item 20. Discussions with a sample of Council
staff identified that 3 out of 9 had not received training on data
protection, and 1 out of 9 had not received training on FOI.
Was this as a result of staff turnover?
o There had been a period where the Induction
Programme (which incorporated Data Protection
and FOI) had not been undertaken however, this
had now restarted. Development packages were
not as stringent as they could have been however,
this had been identified as part of the Staff Action
Plan. This issue was not a result of staff turnover.



The report in general appeared to have become longer and
there was more information on it. Was this an indication of an
increase in risk?
o The purpose of Internal Audit was to identify areas
for improvement that needed to be addressed. The
report showed that the number of recommendations
that had been actioned was actually higher than the
number of outstanding items, and that for those that
were outstanding, there were completion dates
alongside them.
o The volume and number of recommendations could
vary from year to year depending on the areas being
looked into.
o There was a lot of data within the report however, it
was very comprehensive. Not all Audit Committees
saw this level of detail however, the amount of
information to be reported was not out of step with
other organisations, it simply appeared a lot, due to
the detail.
o This Audit Committee had required the amount of
detail within the report. A separate report could be
prepared following work with the Risk and Audit
Group, and then an exception report could be
brought to the Committee in place of the current
detailed report.
o If outstanding work was due to a management
issue, the appropriate officer could be asked to
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attend the Governance and Audit Committee,
although the Executive Director, Place cautioned
that the accountable manager may not necessarily
be the officer responsible for the poor performance.
The Risk and Audit Board would hold the correct
level of manager to account, and the minutes from
that meeting could be used to select the correct
person to attend a future meeting of the Governance
and Audit Committee if it wished to investigate
further.
o Managers should be held to account by exception,
in a similar way to how performance was
monitored. Rather than providing the Committee
with all of the information, it would be more helpful
to identify where the issues lay and to focus on this.


Appendix 4, item 19 – ‘Review of top suppliers by payment
value found that there were no tendering
arrangements/contracts in place for 4 out of 10 sampled’.
Why was this?
o There had been a tendency to simply roll on
contracts when they came to the end of their term.
The Corporate Management Team (CMT) was now
focusing on this issue. In addition, many
departments had their own separate list of
contractors. A centralised contract register, with
details of contract expiry dates, was required, to
allow all suppliers the opportunity to apply for
contracts.

AGREED:
a) That the report be noted; and
b) That following the start of the new municipal year, the
Governance and Audit Committee consider the update
information reported to it, and the level of detail required.
36.

DRAFT INTERNAL AUDIT PLAN 2015/16
Consideration was given to the report of Audit Lincolnshire which
presented to the Committee the Draft Internal Audit Plan 2015/16.
The Internal Audit Plan 15/16 had been developed with
Management and a risk assessment of Council functions. The
detailed plan was attached at Appendix A.
Internal Audit was a statutory service required under the Account

MF, JK
MF, JK CM
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and Audit regulations 2011. It provided independent assurance
designed to add value and improve how the Council operated. It
helped the Council achieve its priorities and objectives by bringing
a systematic, disciplined approach to evaluate and improve the
management of risk, control and governance processes.
Internal Audit’s work was carried out in conformance with the UK
Public Sector Internal Audit Standards. These required that the
scope of Internal Audit covered the whole range of Council
activities – seeking to provide an annual internal audit opinion of
the governance, risk and internal control environment of the
Council, which had been established to:







Achieve strategic objectives;
Ensure effective and efficient operational systems and
programmes;
Safeguard assets and interests of all kinds (including risks that
related to work it undertook through partnerships);
Ensure the reliability and integrity of financial and operational
information;
Ensure economic, efficient and effective use of council
resources;
Ensure compliance with established policies, procedures,
laws, regulations and contracts

In developing the Internal Audit Plan, Audit Lincolnshire had:




Taken into account management’s assessment of risk
(including those set out in strategic and operational risk
registers);
Obtained assurances present on the Council’s critical systems
and key projects;
Used their own risk assessment against each activity,
assessing their significance, sensitivity and materiality –
ranking the activity as high, medium or low risk.

Their aim was to align their work with other assurance functions –
seeking to look at different ways of leveraging assurance to help
maximise the best use of the Internal Audit resource and other
assurance functions in the Council.
The Audit Plan had been considered by CMT.
The proposed audits were detailed in Appendix C within the
Internal Audit Plan, and a schedule of audits would be developed
with management once the plan had been approved.
The Executive Director, Place commented that the Audit Plan was

- 40 GOVERNANCE AND AUDIT - 10 March
2015

a management responsibility, ensuring that risks were identified
and discussed at CMT and other relevant forums. Members had
the opportunity to sit outside of this process and raise any
potential issues that they felt were risks.
Members raised the following issues:


Would the new housing company be audited?
o If members agreed that the company be
established, as a company it would be audited in its
own right, and would also be audited through the
internal audit process.



Would Legal Services be audited?
o This area had been identified by the internal
auditors. A specific focus had to be agreed, and this
would be agreed once the outcome of the current
review into Legal Services had concluded.

AGREED:
That the proposed Internal Audit Plan for 2015/16 be approved.
37.

AUDIT MANDATORY ENQUIRIES
Consideration was given to the report of the Shared Manager,
Finance which asked members to confirm the response to the
external audit mandatory enquiries.
In order to comply with a number of International Standards of
Auditing, external auditors were required to obtain an
understanding on how those charged with governance exercised
oversight of management’s process in relation to fraud, laws and
regulations and going concern. To assist this work, which formed
part of the annual audit, the external auditor issued a number of
questions to those charged with governance. In previous years
these enquiries had been directly to the Chairman of the
Governance and Audit Committee. In order to recognise the
whole Committee’s governance role, this year these audit
enquiries were being brought before the Committee.
Appendix A set out the enquires to those charged with
governance. It had been pre-populated to a large extent, where
possible, following discussion between the Chairman of the
Governance and Audit Committee and the Shared Manager,
Finance. However, one question on fraud asked for an opinion
and it was therefore felt inappropriate to pre-empt the
Committee’s response.

MF, JK
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Members were asked to consider these responses and to be
satisfied that they corresponded to the Committee’s own view of
affairs, or whether the responses required modification.
The Committee agreed that they did not have any great concerns,
based on identified fraud, and that no trends had been identified.
Procedures were felt to be fairly robust. No large fraud risks had
been identified by Internal Audit. The Auditors confirmed that
Lincolnshire Counter Fraud Partnership funding had been
successful. Improvement of processes was always being looked
at and intelligence sharing with peers was encouraged. The Chief
Executive added that a robust Whistleblowing Policy was also a
benefit to the Authority.
AGREED:
a) That the report of the Shared Manager, Finance be noted; and
b) That the responses to the mandatory enquiries be approved,
to include the Governance and Audit Committee’s satisfaction
with regard to fraud risks, including the nature, extent and
frequency of such assessment, so that these could be issued
to the external auditor.
38.

MF, JK
MF, JK

GOVERNANCE AND AUDIT COMMITTEE WORK
PROGRAMME
Consideration was given to the report of the Democratic Services
and Legal Manager, which presented the Work Programme of the
Governance and Audit Committee, as set out in Appendix A within
the report.
The schedule of meetings for 2015/16 was now available, and
dates for Governance and Audit meetings had been added to the
Work Programme. Regular items had been transferred from the
2014/15 municipal year to the appropriate meeting dates for the
new municipal year. Contributors were requested to confirm that
the reports requested, and the meeting dates on which they were
to be reported, were correct.
The Committee considered the report and the Work Programme
for the forthcoming year and agreed all items on it were correct.
AGREED:
That the report be noted.

MF, JK,
CM
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(The meeting ended at 8.05 pm)
(End of minutes)

