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Background and Scope

The Accounts and Audit Arrangements introduced from 1st April 2001 require all Town and Parish Councils to implement an independent internal audit examination of their Accounts and accounting processes annually. The Council complied with the requirements in terms of independence from the Council decision making process initially appointing Monmouth County Council to provide the function to the Council. The Council has reviewed the provision of this service and we, at Auditing Solutions Ltd, were subsequently appointed for 2012-13 and beyond. This report sets out those areas examined during the course of our interim visits to the Council, which took place over two part days on 19th and 22nd January 2015.

Internal Audit Approach

As the Council’s Internal Auditor and under the audit arrangements, we have a duty to complete the internal audit certificate in the Council’s Annual Return, which covers the basic financial systems and requires assurances to be provided in ten separate areas.
In order to meet these requirements, we have a duty to the Council and electorate to review and assess the adequacy of the Council’s financial controls and undertake a range of tests to ensure that effective controls are in place and being observed by members and the Council’s officers.
We have focused our attention on those areas we deem to be at greatest risk of possible financial irregularity or error based on past experience at similar councils, together with examining and testing a sample of transactions on the Council’s key financial systems that feed into the Accounts in order to provide the required level of assurance to facilitate our certification of the Annual Return at our final visit. 
Overall Conclusion

This report sets out detail of the areas of work examined to date. We are aware that staffing issues during the year have meant that there have been disruptions to the normal running of the Council’s office. Whilst acknowledging these challenges, it is our duty to report to the Council where we have identified weaknesses in processes and procedures. In light of this, our findings are detailed below along with recommendations for improvement. These recommendations are further summarised in the appended Action Plan. We would ask that, following consideration of the report and recommendations, the response section of the Action Plan be completed and returned to us in advance of our final visit.
Detailed Report

Maintenance of Accounting Records & Bank Reconciliations

The Council currently operates one bank account with the Co-op Bank, plus the placement of surplus funds in a period Bond, also with the Co-op. Edge accounting software is in use to maintain the Council’s financial records and assist in the preparation of the year-end Statement of Accounts.

Our objective here is to ensure that the accounting records are being maintained accurately and currently and that no anomalous entries appear in cashbooks or financial ledgers. We have therefore: -

· Ensured that an appropriate chart of accounts has been established and is being applied on the Edge accounting system;

· Examined transactions on the Council’s Current account for three months’ transactions (April, May and June 2014), together with the resultant month-end bank reconciliations produced by the accounting software for those same months, agreeing detail to the supporting bank statements; and

· Considered the security of the Edge software, as regards back-up and restore capabilities. 
We have noted that, as at the time of the interim audit visit, expenditure transactions had not been entered onto Edge after November 2014, whilst income transactions had not been entered onto Edge since June 2014. Whilst acknowledging the reasons for these delays, we are concerned about this backlog of data entry and the potential impact it has for the year-end financial accounting processes, together with the absence of any meaningful budget performance information in recent months. Furthermore, our sample testing of expenditure data entered onto Edge between July 2014 and the date of our interim visit identified five minor differences between the system and the amounts on the bank statements.
We are also concerned that no bank reconciliations have taken place since June 2014. This is a fundamental and key financial control and we would strongly recommend that they are undertaken at least monthly at a Council of Caldicot’s size.
Conclusions and recommendations
As noted above, we are concerned about the delays in entering data onto the accounting software and the accuracy of data once entered. Furthermore, the absence of production of bank reconciliations since June 2014 is a cause for concern as this a key control area without which the Council is potentially unlikely to identify any untoward activity on its bank account or be able to ensure the accuracy of data held in the accounting records.
R1.
It is imperative that financial transaction data is maintained currently and accurately with appropriate checks put in place to ensure compliance. 

R2.
Data entered onto the Edge accounting system since June 2014 requires urgent review and correction, where appropriate, to ensure that the correct detail is recorded.
R3.
Bank reconciliations for each month-end should also be prepared in order to further ensure the accuracy of data entered.

Review of Corporate Governance
Our objective here is to ensure that the Council has a robust regulatory framework in place; that Council and Committee meetings are conducted in accordance with the adopted Standing Orders and that, as far as we are able to ascertain, no actions of a potentially unlawful nature have been or are being considered for implementation. 
· We are pleased to note that Standing Orders were reviewed and re-approved at the Full Town Council meeting on 30th April 2014;

· The latest Financial Regulations available are dated March 2013. We note that they have not been more recently reviewed and reapproved, as the Council has deferred their review, as they were awaiting new model financial regulations from One Voice Wales which, it was  understood, would also incorporate the change in legislation re the repeal of Section 150(5) of the LG Act 1972;
· We note that, although the Council hold financial procedural documentation, it is not detailed enough to facilitate a new member of staff performing all of the necessary duties without further advice or support;
· We have commenced examination of the Council and standing committee’s minutes for the financial year to January 2015 to ensure that no issues exist or may be being considered by the Council that may have an adverse effect, through litigation or other causes, on the Council’s future financial stability; and
· Our examination of the current cheque book found that that one blank cheque had been signed by two members with two further blank cheques also signed by one member.

Conclusions and recommendations
We are concerned to note that blank cheques have been signed by members. This should never occur as members should always review the invoice against the cheque they are authorising at the time of signature, although we note from discussion with the Acting Clerk that this was an unusual occurrence and not standard practice.

We shall continue our review of minutes at future visits, also further considering governance issues.
R4.
The Council should undertake a review of and adopt appropriate Financial Regulations reflecting any changes in working practice following repeal of Section 150(5) of the LG Act 1972.
R5.
In line with best working practice, the Council should ensure that the existing financial procedural documentation is expanded to provide full detail to facilitate any new staff member effectively undertaking their duties.

R6.
In order to prevent any possible untoward action occurring, blank cheques should never be signed by members. 
Review of Expenditure & VAT
Our aim here is to ensure that: - 

· Council resources are released in accordance with the Council’s approved procedures and approved budgets;

· Payments are supported by appropriate documentation, either in the form of an original trade invoice or other appropriate form of document confirming the payment as due and/or an acknowledgement of receipt, where no other form of invoice is available;

· The correct expense codes have been applied to invoices when processed; and

· VAT has been appropriately identified and coded to the control account for periodic recovery.

We have commenced testing in this area for compliance with the above criteria examining a total sample of 44 payments including all those individually in excess of £1,000 plus every 15th drawn on the Council’s current bank account processed in the financial year to date, totalling £86,510.
Whilst all payments were supported by an appropriate invoice, receipt or minute approving payment of a grant, we noted that 5 of the 44 examined had no invoice certification slip on file. Of the remaining 39 invoices, all certification slips were signed by the clerk or acting clerk or “pp by the admin assistant”. However, of the 36 which required two Councillors to sign the invoice certification slip, 8 had not been signed (22%) and of the 3 which required the Mayor’s signature, 1 had not been signed (33%).
When reviewing the invoices to ensure the payments had been coded correctly on the accounting system, we noted that for 6 out of the 44 we were unable to check as no code was recorded. Of the remaining 38 payments, we noted some variation in coding in relation to the monthly payments to the Council’s KGVPF grounds maintenance contractor. Each month the payment is split over several codes but, from August 2014 onwards, these codes vary. 
We also note from our review of the minutes of the full Town Council meetings that, for some months, the cheque list were not presented to Council. Finally, we note that no VAT reclaims have been prepared for 2014-15 to date.
Conclusions and recommendations
Whilst we are satisfied from our sample testing of expenditure that the payments made substantively agreed to the invoices on file, we are concerned that the Council’s own procedures for evidencing approval of expenditure have not always been followed. Furthermore, whilst again acknowledging the challenges faced by the Council this year, we are concerned that cheque lists have not been submitted to every Town Council meeting.
R7.
Every effort should be made to ensure that the Council’s approved procedures for expenditure control are followed each time a payment is made and that the invoice certification slip is fully completed to evidence this.

R8.
The coding applied to expenditure in relation to the Council’s KGVPF grounds maintenance contractor since August 2014 should be re-examined to ensure accuracy and consistency.
R9.
The practice of presenting cheque lists to every Town Council meeting should be resumed.

R10.
The Council should ensure that a VAT reclaim for the year is prepared as soon as possible and thereafter return to the practice of completing them quarterly.

Assessment and Management of Risk

Our aim here is to ensure that the Council has put in place appropriate arrangements to identify all potential areas of risk of both a financial and health and safety nature, whilst also ensuring that appropriate arrangements exist to monitor and manage those risks in order to minimise the opportunity for their coming to fruition.

· We have examined the Council’s insurance policy and consider that cover is appropriate in all areas with Employers and Public Liability in place at £10 million and Fidelity Guarantee in place at £210,000; and 
· We note that the Council has again employed the services of Ellis Wittham during the year to assist in the risk management process. Additionally we are pleased to note that, in response to our previous recommendation, a specific financial risk assessment has been prepared and been approved by the Town Council in April 2014.

Conclusions
We are pleased to record that appropriate insurance cover is in place, although we have not at this stage examined and contrasted the insurance values and detail with that recorded in the Council’s asset register: we will consider this at our final visit for the year and report any issues arising accordingly.

Budgetary Control & Reserves

Our objective here is to ensure that the Council has a robust procedure in place for identifying and approving its future budgetary requirements and level of precept to be drawn down from the District Council: also, that an effective reporting and monitoring process is in place. Additionally, we aim to ensure that the Council retains appropriate funds in general and earmarked reserves to finance its ongoing spending plans, whilst retaining appropriate sums to cover any unplanned expenditure that might arise. 
We note that, although members received some budget performance reports in the early part of the year the minutes of the September to November 2014 full Town Council meetings state that financial comparisons were not available.
As in previous years, the budget and precept for 2015-16 was discussed and agreed at a meeting of the Finance and Estimates Committee in January. We note in the minutes that the figures were based on “the limited information available at the time of compilation of the draft estimates” and understand that this is due to the disruption caused by the staffing situation during the year. The minutes show further evidence that members have discussed the figures in detail and proposed some amendments where considered necessary.
Conclusions and recommendation
Whilst again acknowledging the difficulties experienced this year, we are concerned that members are not receiving up to date information regarding the Council’s financial performance against the agreed budget for most of the latter stages of the year.

We shall, at our final visit, assuming that data has been updated fully, examine the final budget outturn following up any significant variances that may exist to establish the reason for their existence, also assessing the adequacy of the Council’s reserves to finance ongoing revenue spending, together with any development aspirations.
R11.
As at R1 above, appropriate arrangements should be made to ensure that the accounting records are maintained currently with budgetary performance detail made available for members routinely at full Council meetings.
Review of Income

Our objective in this area is to ensure that the Council has robust arrangements in place to identify all income due, to ensure that it is both invoiced (where appropriate) and recovered within a reasonable time frame. The Council’s major income sources, apart from the Annual Precept, are burial and associated fees, allotment rents and hire income from various sources.

We are pleased to note that members regularly review the level of fees and charges in accordance with the requirements of its Financial Regulations paragraph 9.3.
Income is recorded in a manual register with basic practice requiring that detail is totalled and banked weekly. The register, in addition to supporting banking detail, forms the basis of posting to the accounting software. Our review of the manual register indicated that for the period 17th November 2014 to 7th January 2015, income was neither recorded in the register nor banked, the income (£3,772) being stored in the office safe and eventually banked on 7th January 2015.
We have examined the records maintained in respect of the hire of the Council Rooms, checking a sample to relevant supporting documentation, (i.e. the room booking calendar). We noted three instances where we could not verify that income had been received as yet and one where we could not verify that income had been invoiced.
Conclusions and recommendations
We are aware that this area has unfortunately been negatively affected by the staffing issues during the year: consequently some systems and controls do not appear to have operated as effectively as previously and would normally be expected.

We shall undertake further work at our final visit examining, inter alia, fees charged in relation to memorials and additional inscriptions. We shall also update our analysis of income across the various nominal account codes in order to provide assurance that income due is being received and that no obvious errors or omissions in posting have arisen.

R12.
Income received by the Council should be recorded in the manual register promptly on receipt and be banked regularly each week.
R13.
All income due to the Council should be invoiced as soon as is practical.

R14.
The Council should introduce an appropriate control system to enable verification that income due for the hire of the Council rooms has been paid.
Petty Cash Account

The Council does not operate a petty cash account.
Review of Salaries 

In examining the Council’s payroll function, we aim to confirm that extant legislation is being appropriately observed as regards adherence to the Employee Rights Act 1998 and the requirements of HM Revenues and Customs (HMRC) legislation as regards the deduction and payment over of income tax and NI contributions, together with meeting the requirements of the local government pension scheme, as most recently amended from 1st April 2014 as regards employees contribution bandings. To meet that objective, we have: -

· Noted that the Council contracted out the payroll function with effect from November 2014;

· Reviewed the one new contract of employment issued during the year, confirming that it was signed and dated correctly and included details of the employee’s hours of work and salary;
· Sample tested all employees’ payslips for January 2015 and agreed basic pay to each employee’s agreed terms and conditions;

· For the same month, checked that tax and NI deductions have been made accurately applying the appropriate tax code and NI Table: during this testing we noted two employees whose NI deductions have been taken using the non-pensionable Table A, although both contribute to the pension fund and Table D should be applied: this has resulted in the overpayment of the employees’ and Council’s NI contributions;
· Again for January 2015, ensured that the appropriate employee contributions to the pension scheme have been determined and paid over to the Pension Fund Administrators in accordance with the further revision to the scheme introduced from 1st April 2014; and
· Noted that the Council has not adopted an “LGPS Employer’s Discretions Policy”, as required under the revised LGPS 2014 Regulations.
We were unable to confirm via our review of minutes that the level of salaries and wages had been reviewed during the year.
Conclusions and recommendations
Our sample testing indicated that the new payroll provider had processed the employees’ salaries and wages accurately with the exception of the NI Table contribution rates for two employees.
R15.
The Council should discuss with the payroll service provider the apparent incorrect application of NI Table A to the two employees contributing to the pension fund and resulting in overpaid contributions. 

R16.
The Council should comply with the requirements of the LGPS 2014 Regulations and adopt an “LGPS Employer’s Discretion Policy” as now required.
Investments and Loans

The Council has one short-term “investment” in place with the Co-op bank, generally for a six month term. We note from the minutes of the Finance and Estimates committee meeting on 19th January 2015 that the Council agreed to re-invest it when it matures on 22nd January 2015.
The Council has no loans in place either repayable by or to it.
Conclusions

No issues arise warranting formal comment or recommendation in this area at present.
	Rec. No.
	Recommendation
	Response

	Maintenance of Accounting Records and Bank Reconciliations
	

	R1
	It is imperative that financial transaction data is maintained currently and accurately with appropriate checks put in place to ensure compliance. 


	

	R2
	Data entered onto the Edge accounting system since June 2014 requires urgent review and correction, where appropriate, to ensure that the correct detail is recorded.

	

	R3
	Bank reconciliations for each month-end should also be prepared in order to further ensure the accuracy of data entered.


	

	Review of Corporate Governance
	

	R4
	The Council should undertake a review of and adopt appropriate Financial Regulations reflecting any changes in working practice following repeal of Section 150(5) of the LG Act 1972.

	

	R5
	In line with best working practice, the Council should ensure that the existing financial procedural documentation is expanded to provide full detail to facilitate any new staff member effectively undertaking their duties.

	

	R6
	In order to prevent any possible untoward action occurring, blank cheques should never be signed by members. 


	

	Review of expenditure and VAT
	

	R7
	Every effort should be made to ensure that the Council’s approved procedures for expenditure control are followed each time a payment is made and that the invoice certification slip is fully completed to evidence this.


	

	R8
	The coding applied to expenditure in relation to the Council’s KGVPF grounds maintenance contractor since August 2014 should be re-examined to ensure accuracy and consistency.
	

	R9


	The practice of presenting cheque lists to every Town Council meeting should be resumed.


	

	R10
	The Council should ensure that a VAT reclaim for the year is prepared as soon as possible and thereafter return to the practice of completing them quarterly.


	


	Rec. No.
	Recommendation
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	Budgetary Control and Reserves
	

	R11
	As at R1 above, appropriate arrangements should be made to ensure that the accounting records are maintained currently with budgetary performance detail made available for members routinely at full Council meetings.

	

	Review of income
	

	R12
	Income received by the Council should be recorded in the manual register promptly on receipt and be banked regularly each week.

	

	R13
	All income due to the Council should be invoiced as soon as is practical.


	

	R14
	The Council should introduce an appropriate control system to enable verification that income due for the hire of the Council rooms has been paid.
	

	Salaries and wages
	

	R15
	The Council should discuss with the payroll service provider the apparent incorrect application of NI Table A to the two employees contributing to the pension fund and resulting in overpaid contributions. 


	

	R16
	The Council should comply with the requirements of the LGPS 2014 Regulations and adopt an “LGPS Employer’s Discretion Policy” as now required.

	


	
	
	



