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ANNEX 1

OXFORDSHIRE COUNTY COUNCIL

STATEMENT ON INTERNAL CONTROL 2005/06
SCOPE OF RESPONSIBILITY

1. Oxfordshire County Council is responsible for ensuring its business is conducted in accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively. The Council also has a duty under the Local Government Act 1999 to make arrangements to secure continuous improvement in the way in which its functions are exercised, having regard to a combination of economy, efficiency and effectiveness.

2. In discharging this overall responsibility, the Council is also responsible for ensuring that there is a sound system of internal control which facilitates the effective exercise of the Council’s functions and which includes arrangements for the management of risk.

THE PURPOSE OF THE SYSTEM OF INTERNAL CONTROL
3. The system of internal control is designed to manage risk to a reasonable level rather than to eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only provide reasonable and not absolute assurance of effectiveness. The system of internal control is based on an ongoing process designed to identify and prioritise the risks to the achievement of the Council’s policies, aims and objectives, to evaluate the impact of those risks, and to manage them efficiently, effectively and economically.

4. The system of internal control as outlined below has been in place at the Council for the year ended 31 March 2006 and up to the date of approval of the annual report and accounts.

THE INTERNAL CONTROL ENVIRONMENT

5. The key elements of the internal control environment operating within the Council are detailed below:

Establishment and Monitoring of the Authority’s Objectives

6. The Council's objectives are supported by six strategic priorities which are developed jointly by the Cabinet and the County Council Management Team (CCMT). Each strategic priority is supported by key targets against which progress is judged.  For 2005/06 the 5 strategic objectives are supported by 13 key priorities.  The Cabinet’s initial proposals are referred to the relevant Scrutiny Committee for further advice and consideration and then submitted to full Council for approval.

7. Corporate objectives, strategic priorities and key targets are documented within the Council's Corporate Plan. The achievement of key targets is allocated to specific Service areas, who work up the necessary operational arrangements to achieve them, including milestones and resource requirements. This stage also sees the development of directorate and service specific priorities. These are documented within Directorate and Service Plans which identify how they meet the Council's objectives and strategic priorities. These plans contain details of the actions to be taken in support of the key targets including action plans and milestones to be achieved along the way. These are used to monitor progress at both Directorate and corporate level.

8. Quarterly Performance Monitoring reports are provided to the Cabinet and CCMT to track progress of the implementation plans and performance against targets.

Facilitation of Policy and Decision Making

9. The Council’s Constitution sets out the roles of and relationships between the full Council, the Cabinet and Scrutiny and other Committees in the policy and decision making process and sets out their legal requirements.  It also sets out a record of what responsibility each Council body or individual has for particular types of decisions or for decisions relating to particular areas or functions.  The Constitution requires that all decisions taken by or on behalf of the Council will be made in accordance with the principles set out in the Constitution.
10. The Constitution also sets out how the public can access the decision making process and the Cabinet’s forward programme of decisions sets out what consultation will be undertaken before a decision is taken and with whom.  Many of the responsibilities of the Council committees require statutory consultation to precede a decision being taken. 

11. The Constitution is reviewed annually and in 2005/06 amendments, notably to the conduct of Full Council particularly in relation to formulation of motions and amendments and Contract Procedure Rules, were made.

12. The Scrutiny Committees play an active role in the review of policies and their outcomes, development of new policies, and in the performance of services.  They undertake much of this through scrutiny reviews which are supported by officers who are independent of directorates.  The Scrutiny function was subject to an independent evaluation commissioned from the Centre for Public Scrutiny with a report issued in May 2005. This highlighted strengths and areas for improvement.  An action plan to address the areas for improvement was approved by the Scrutiny Co-ordinating Group in July 2005 and is being implemented.  Regular progress reports are taken to the Co-ordinating Group.

Ensuring Compliance with established policies, procedures, laws and regulations

13. Ensuring compliance with established policies, procedures, laws and regulations involves a range of measures which include:

13.1 Notification of changes in the law, regulations and practice to Directorates;

13.2 Awareness, understanding and training carried out by internal officers and external experts;

13.3 The drawing up and circulation of guidance and advice on key procedures, policies and practices;

13.4 Proactive monitoring of compliance by relevant key officers including the Section 151 Officer, the Monitoring Officer, the Solicitor to the Council and the Head of Democratic Services;

13.5 Implementation of the corporate legal strategy.

14. Guidance and advice on all key policies and procedures have been reviewed and updated. All policies and guidance have been incorporated into a Managers Handbook. In addition they are also included in the Corporate Governance Library. The Handbook was launched with a series of briefings for managers on key corporate policies and is now supplemented by regular reminders to staff.

15. Compliance with the new or revised policies is monitored by the relevant key officers and is incorporated in the Internal Control Checklist completed by each Directorate and forms part of the Council’s Statement on Internal Control approved by the Audit Committee as part of the approval of the Statement of Accounts

16. Under Section 5 of the Local Government and Housing Act 1989 the Monitoring Officer is required to report to the Council where, in his opinion, a proposal, decision or omission by the Council, its Members or Officers is or is likely to be unlawful and also to report on any investigation by the Local Government Ombudsman.  It has not been necessary for the Monitoring Officer to issue a formal report for the year 2005/06.  

Ensuring that risk management is embedded

17. The Council has a Risk Management Strategy in place which aims to ensure that there is continuous improvement in the arrangements for managing risk and uncertainty across all directorates. The Director for Resources and the Chairman of the Audit Committee are nominated as Risk Champions.

18. The Council has in place a process for identifying, assessing, managing and reviewing the key areas of risk and uncertainty that could impact on the achievement of Council’s objectives and service priorities. Risk management is an integral part of the service planning process and this area will continue to develop as the Service and Resource Planning improvements are introduced.

19. A strategic risk register is in place that is owned and reviewed by CCMT and members of the Cabinet.  Service Risk Registers are owned and reviewed by each Head of Service with their management teams and the Director on a quarterly basis.

20. Risk Management in Projects is a standard defined in the Corporate Project Management Guidelines and includes the requirement for risk registers to be maintained as part of the risk management process.  Further work to improve the risk management process for projects is planned for 2006/07.

Ensuring the economical, effective and efficient use of resources

21. The Council has established an Annual Efficiency Statement (AES) Working Group to advise Directorates on achieving efficiency savings, to monitor progress on achieving AES targets and preparation of AES statements and to develop the AES programme in accordance with the needs of the Council. The Council has an Efficiency Savings Strategy to deliver economical, effective and efficient use of resources and to meet the needs of the medium term financial plan and the annual efficiency statement. The Annual Efficiency Statement Working Group reports to the Service and Resource Planning Group which in turn reports to the CCMT. Efficiency Savings are reported to Cabinet.

22. The County Council is developing a Value for Money Strategy that highlights areas of high cost and/or poor performance within service areas as part of the Value for Money process, incorporating a structured approach to benchmarking and to help identify activities to deliver the efficiency savings targets.

Financial Management and Reporting of Financial Management

23. Financial management is based on a framework of regular management information, financial regulations, contract standing orders and a structure of delegation and accountability. Development and maintenance of the system is undertaken by managers within the Council. In particular the system includes:

23.1 Comprehensive budgeting systems;

23.2 A medium term financial planning process;

23.3 Monthly financial management reports to the Cabinet, indicating projected financial performance against budgets in relation to both capital and revenue expenditure; and

23.4 Clearly defined capital expenditure guidelines.

24. Following an external review of the Council’s financial management arrangements in 2004, a Financial Management Implementation Plan was devised to address shortcomings. During 2005/06 a follow-up external review concluded that the Council had made sound overall progress in addressing the weaknesses previously identified, although it acknowledged that there is still on-going work to be completed. Progress on the Financial Management Implementation Plan will continue to be reported quarterly to the CCMT and the Audit Committee and will concentrate on the areas of  systems integration, financial training and improving links between financial and non-financial data. The Council is also undertaking a major revitalisation of its management information system to maximise the potential benefits and improve financial control.

25. In February 2006, the Cabinet approved the proposal to provide finance and human resources within a shared service function. Under this arrangement, all management and financial accounting and operational functions will be fully centralised. A key benefit of this arrangement should be the improvement of the financial control environment through standardisation. The Council is currently preparing the final design of the shared service and it is anticipated that phased implementation will commence from October 2006, with significant progress achieved by April 2007. A senior finance officer has been seconded to work on the finance stream of the project to ensure that Section 151 responsibilities are met.

26. The Internal Audit Service works with managers in assessing control environments and enhancing controls where necessary. Internal Audit has responsibility for the following:
Independently reviewing and appraising systems of control throughout the Authority;

26.1 Providing independent assurance to the Section 151 officer (Head of Finance & Procurement) on the key system of financial control;

26.2 Recommending improvements in control performance and productivity in achieving corporate objectives;

26.3 Working in partnership with our external auditors ensuring effective audit cover and optimising available audit resources;

26.4 Working within the Authority’s anti-fraud strategy, facilitated by formal whistle-blowing arrangements, to undertake investigations as necessary and to review the effectiveness of the Council’s anti-fraud and corruption arrangements.

27. The Audit Committee is responsible for approving the annual financial statements and for monitoring the performance and effectiveness of Internal Audit Services, External Audit and the Risk Management processes. The Audit Working Group, consisting of 3 elected members together with an independent Chair, reports to the Audit Committee and considers regular reports from internal and external audit on plans and audit outcomes. It also considers reports from the County Solicitor/Monitoring Officer on governance and the Statement on Internal Control and from the Corporate Risk Manager on the Risk Management Strategy.

Performance Management and the Reporting of Performance Management

28. The Council has operated under a performance management framework since 2002. This describes the arrangements that are regarded as the key elements of performance management and covers both organisational and individual performance. The framework covers organisational planning at both corporate and directorate levels, monitoring of performance by the Cabinet and CCMT, a generic appraisal process and managing poor performance policy. The framework is supported by published guidelines, a pocket guide to performance management and Training and Development modules.

29. The Council has introduced a new management competencies framework that sets out the management behaviours in relation to the following areas;

29.1 Active Communication;

29.2 Improving Performance;

29.3 Motivating & Influencing;

29.4 Decision Making;

29.5 Delivering Results;

29.6 Customer Focus;

29.7 Strategic Awareness;

29.8 Personal Effectiveness.

30. The Council is introducing a new Balanced Scorecard format for performance reporting at Cabinet and CCMT level in 2006/07. Directors and their Heads of Service are held to account by the Cabinet for their budgetary performance.  The Scrutiny function holds the Cabinet to account for its performance and the delivery of the Council’s objectives and priorities.

REVIEW OF EFFECTIVENESS

Sources of Assurance

31. The Council has responsibility for conducting, at least annually, a review of the effectiveness of the system of internal control. The review of the effectiveness of the system of control is informed by:

31.1 The work of the Audit Committee and the Audit Working Group;

31.2 The work of the SIC Working Group;

31.3 The Service Risk Registers and the Internal Control Checklist, completed by senior managers;

31.4 The work of the internal auditors;

31.5 The Audit Commission  in their annual audit and inspection letter;

31.6 Reports by our external auditors (KPMG);

31.7 Reports by other external  inspection bodies e.g. Audit Commission, Commission for Social Care Inspection and Office for Standards in Education (Ofsted).

32. Key to the review of the effectiveness of internal control is the operation of an assurance process undertaken by senior managers throughout the authority: risk registers are updated quarterly and internal control checklists are updated bi-annually  The assurance process itself was updated and formally reviewed and approved by the Audit Committee on 26 April 2006.  

The SIC Working Group

33. The SIC Working Group has monitored and reviewed the completion of risk registers and Internal Control Checklists (ICCs) during 2005/06.  All directorates have updated their ICCs bi-annually and have made significant progress in embedding the assessment process.  The end of year review shows that the assurance process has been further embedded in all directorates in their assessments relating to the internal control environment - for some this has meant a more critical, in depth assessment of the issues and for others the improvement is reflected in increased numbers of controls judged to be effective.  However the realignment of the two largest directorates in response to the Children’s Act 2004 does not enable a direct comparison to be made of the number of effective controls compared to their previous ICCs.  Key issues highlighted from the ICC process in 2005/06 include the need for a corporate approach to project management, more effective governance arrangements relating to  partnership working and securing compliance with ICT industry standard on information security (BS7799).  

Project Management

34. The need to strengthen the corporate approach to project management is confirmed by the findings of Internal Audit Services.  A Corporate Change Manager has now been appointed who will use the Internal Audit recommendations as a framework to complete the overhaul of project management within the County Council.  This will incorporate project management issues arising from the Scrutiny Review of the Cornmarket Reconstruction Project.  The Corporate Governance Scrutiny Committee has reviewed progress on the implementation of the findings of the Cornmarket Review.  This work was recognised in the Audit Commission’s Annual Audit and Inspection Letter of 2004/05 which stated “the lessons have been learned from this process through the full and public consideration of the scrutiny review.”    The introduction of the Change Management Board during 2005 has strengthened control over the major projects undertaken by the Council.  The creation of the Change Management Board was in direct response to the Gateway review of the SAP programme and the desire of the new political administration to focus efforts on the agreed change programme.  Since then the County Council has used the Gateway review process on three further occasions to ensure that there is an independent assessment of our major programmes and projects.

Partnerships

35. The Council is experiencing an increasing need to work in partnerships.  Partnership Guidelines have been published but the area remains a significant control issue.  Actions required to strengthen the control environment include:

35.1 Development of a corporate strategy for governance of partnerships;

35.2 Clarity over what partnerships have been entered into;

35.3 Further communication and training to embed the partnership guidelines so they become part of corporate culture.  
36. The appointment of a Head of Partnership Working from May 2006 will enable this significant control issue to be addressed.

Financial Control

37. The Council has continued to strengthen the overall financial control environment.  The Council commissioned Robson Rhodes to carry out an independent review of the progress made.  The report (published in February 2006) identified that the Council had made “sound overall progress in addressing the Financial Management Implementation Plan (FMIP) and is clearly on the right track in terms of process, procedures and culture”.  The report however recognised that not all the issues originally identified had been completed and made recommendations to further improve the financial control environment.  These recommendations have been developed to form a Financial Management Implementation Plan 2 (FMIP2).

38. The Directorate of Social and Community Services (formerly the Directorate of Social and Health Care) has made steady progress with the implementation of improvements in financial control.  Remaining actions, in particular the LINK project will be tracked via FMIP2.

39. The Robson Rhodes progress report identified that considerable progress was still required to integrate financial, resource and risk planning.  During 2006 the draft documentation developed during 2005 will be refined and implemented to strengthen the linkage between finance and resource planning for the 2007/08 budget.  This will be monitored as part of the FMIP2.  

Performance Management

40. Guidance has been issued covering collection of performance management information.  Only two performance indicators were reserved by the auditors during 2005/06 neither of which were Best Value Performance Indicators.

ICT Security

41. The Corporate ICT Security Policy was approved in May 2006.  It is now necessary to approve and implement a Security Improvement plan to enable the Council to obtain a statement of compliance from a qualified BS7799 auditor.

Risk Management

42. The recent improvements to the risk identification and assessment process at a strategic and service level have significantly improved the Council’s ability to identify and report on the most significant risks. All Service Risk Registers are now using the new format and risk assessment criteria.

43. The criteria to define the significant risks and the escalation process have been agreed by CCMT and considered by the Audit Working Group. Directors are reviewing these risks quarterly with their Heads of Service to ensure that they are being managed effectively.

44. Risk registers are in place for some projects but the extent of risk management of projects varies across directorates. This will be addressed by the action on project management during 2006/07. 

45. The introduction of the Risk Management Self Assessment Tool in September 2005 helped directorates to identify where their strengths and weaknesses are in the key areas of the Risk Management Strategy. Improvement plans have not yet been produced in detail and this will be the focus over the next six months.

Audit Working Group

46. The Audit Working Group has consolidated its position in managing internal control risks and is now regarded as the key focal point for members and officers to examine such risks in detail. The protocol with the external auditors is working well, ensuring timely monitoring and careful consideration of their work. Internal audit activity, including planning, resourcing and achievement, is reported and examined in detail at each meeting. Regular reports are received on risk management processes, including scrutiny of service risk registers and  corporate and strategic risks. Several issues raised by the Group have led to changes in how the Council manages internal control risks, for example, the approach to project management and the way in which service risks relate to strategic risks. The Group has programmed its activities to co-ordinate closely with those of the Audit Committee. The latter receives reports of the Group's activities at every meeting, including the identification of internal control matters which the Group wishes to bring to the Committee's attention. The Group has been involved in developing current recommendations for good practice such as CIPFA’s “Audit Committees: A Practical Guide for Local Authorities” (2005) and “A Toolkit for Local Authority Audit Committees” .
Internal Audit

47. Internal Audit Services has undergone significant change during 2005/06, with a new structure, and strategy in place for ensuring it can deliver a more effective service in the future. Work has been undertaken to address the weaknesses previously identified by the Council’s external auditors KPMG, and improvements have been made that are already bearing positive results. These improvements have been acknowledged by KPMG and in the follow up FMIP review by Robson Rhodes; although it is recognised that the full benefit of the changes may not be evident until the end of 2006/07.

48. The 2005/06 Internal Audit Plan has been undertaken by applying a systematic risk based methodology that is in compliance with proper practice, i.e. the Chartered Institute of Public Finance and Accountancy (CIPFA) Code of Practice for Internal Audit in Local Government 2003. The programme of assurance based internal audit assignments enables the Head of Internal Audit to provide a reasonable independent opinion on the adequacy and effectiveness of the system of internal control that covers the areas of Risk Management, Financial Control and Governance. The overall opinion is that there continues to be improvement in the control frameworks of the key processes in the Council, and there are no areas of major concern to report:

49. The risk management process is more defined, with better management controls being introduced for the escalation and reporting of key risks.

50. The assurance framework for informing the Statement on Internal Control was reviewed and it was concluded that the Internal Control Checklists were satisfactory with regard to the completeness and quality of their contents and that the SIC framework was adequate as a control model.

51. The controls in the key financial systems are generally effective, represented by opinions of “Qualified Assurance” in six of the seven systems. The Debtors system retained an opinion of “Limited Assurance”, as although it was recognised that improvement had been made on the previous year’s audit, testing identified further weaknesses, the most significant of which relate to data management and the authorisation and monitoring of debt write offs.

52. An audit of the Council’s overall project management arrangements highlighted several weaknesses in the control environment, such that only limited assurance could be given on the adequacy and effectiveness of the controls in this area.  The audit report has been considered by the Audit Working Group, CCMT and the Change Management Board. All the recommendations have been agreed, with progress on their implementation scheduled to be reported to the June meeting of the Audit Working Group.

53. Where controls have been found to be weak these have been reported to managers and actions with timescales agreed for making improvements. Internal Audit Services continue to monitor the control improvements and independently report on progress.   

54. The Council is undergoing a major change programme that is resulting in business process re-engineering of key processes. Although much of this will not take place until 2006/07, the internal audit work has taken into account where management have identified weaknesses to be addressed through business process re-engineering.

External Audit

55. The Council’s annual CPA assessment remains at 3 (performing well) and it was judged to be improving adequately.    The Auditor scored judgements have changed and revised criteria now apply.  Under this new regime the Council has achieved a score of 2 (adequate performance) for Use of Resources for the year 2004/05.  The areas of improvement are being addressed within the FMIP2.  

56. Responsibility for the external review of finance lies with the Audit Commission, undertaken by the appointment of external auditors. This is now undertaken by KPMG. In the Annual Audit and Inspection Letter for 2004/05, issued in January 2006 KPMG identified no fundamental weaknesses in the overall financial control framework  and issued an unqualified opinion for the 2004/05 accounts.  The Letter also raised the following key control issues:

56.1 The Abacus system still requires development as it does not facilitate the production of effective management information, making adequate controls, such as arrears monitoring information, hard to achieve.  KPMG acknowledged that there had been enhancements to the financial control processes around Abacus which has helped to demonstrate that transactions have been correctly accounted for in SAP.

56.2 A number of opportunities to improve Internal Audit Services were identified during the Interim Audit Report from KPMG.  The Final report for 2004/05 concluded that Internal Audit Services were making good progress towards improving its performance.

Other External Inspection Bodies

57. There are no reports of concerns relating to internal control as a result of external inspection of the Council’s services.

Other Issues

58. No other significant control issues have been raised as part of the ICC process.  The action plan to address weaknesses identified as part of the 2005/06 Interim Statement on Internal Control has been monitored by the Audit Committee. All actions that have not been completed or where weaknesses remain have been incorporated into the new action plan.

SIGNIFICANT INTERNAL CONTROL ISSUES

59. Accountability and responsibility for managing, monitoring progress and achieving these identified actions within the specified timescales is essential.  All action plans incorporate these principles and formally identify officers accountable for this process.  The SIC Working Group reviews and reports on progress on the implementation of the Action Plans to the Audit Committee.

60. Key actions arising from the control weaknesses highlighted above are as follows:

Action 
Timescale for Completion
Responsible Officer
Monitoring Body

Implement the recommendations of the Internal Audit Report on Project Management Arrangements 2005/06
Detailed deadlines as specified in Internal Audit Report.  All complete by 31 August 2006.
Assistant Chief Executive
CCMT

Develop corporate strategy for improving  governance arrangements of partnerships;  Identify all Partnerships entered into by the Council; and Communication and training on corporate guidelines for partnership working
December 2006
Assistant Chief Executive
Cabinet

Ongoing implementation of detailed action plans contained within FMIP2 to strengthen the overall financial control environment, including SAP Revitalisation and the LINK project in Social & Community Services. 
Deadlines as specified in the Financial Management Implementation Plan 2
Head of Finance & Procurement


Audit Committee

Adoption of integrated Service and Resource  Planning for 2006/07 and beyond.
Deadlines as specified in the Financial Management Implementation Plan 2
Director for Resources

Assistant Chief Executive
Cabinet

Implement ICT Security Improvement Plan to obtain BS7799 compliance.
December 2006
Head of ICT
Monitoring Officer

We are satisfied that these actions will enhance our internal control and Corporate Governance status and we will continue to review their implementation and operation

Signed on behalf of Oxfordshire County Council

……………………………………Date……………….

Chief Executive


……………………………………Date………………...

Leader of the Council

……………………………………Date……………….

Chief Financial Officer


……………………………………Date……………….

Monitoring Officer
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