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Introduction

This has been an extremely demanding year for the Council. In addition to the continuing financial pressures and increasing demands placed on services, the Council was in the first tranche of upper tier local authorities to be subject to Corporate Performance Assessment (CPA) undertaken by the Audit Commission. Alongside the demands which this process has placed on both senior officers and the Executive, the Council has continued to respond positively to a series of major national and local challenges including:

· revising the Council’s Corporate Strategy to reflect identified priorities and targets in relation to five key strategic objectives

· working with partners to implement Health Act flexibilities and develop pooled budget arrangements

· strengthening managerial leadership by the continued implementation of Raising our Performance
· negotiating a Public Service Agreement with the Government with a potential for a performance award grant of £13 million if specific service targets are achieved 

· implementing the broadband technology through the Oxfordshire Community Network

· implementing the new management information system

· reorganising Oxford City Schools

· exploring opportunities for the funding of capital schemes under the Private Finance Initiative

· transfer of the Council’s Homes for Older People to Registered Social Landlords

· working with partners to develop the Oxford Castle site.

Against this background the Council has been assessed as a fair Council in the recent CPA. The inspectors commented on the Council’s ambitious improvement programme and recognised the commitment to address the issues raised. Our work on key risk areas identifies that there is still much to do. 

This annual audit letter summarises the results of the 2001/02 audit. It takes into account the outcome of the CPA process, but retains as its main focus our statutory responsibility as the Council’s external auditor. The following key messages are highlighted for Members. 

KEY MESSAGES

Performance management

Comprehensive Performance Assessment

Oxfordshire has been assessed as fair in the recent CPA. The Audit Commission concluded that County Council Services for people in Oxfordshire are of a variable standard and that they are not always as consistent or reliable as they should be.

The Education service is satisfactory and the Education Action Zone has delivered real improvements. But the Council needs to address poorer performing services including social care and preventing crime and disorder. The process of agreeing improvement planning priorities for the future has already started. The priorities identified will need close monitoring by the Council if the level of proposed improvements are to be achieved.
Best Value Performance Plan and Indicators

An unqualified opinion was given on the Council’s Best Value Performance Plan (BVPP). There are two statutory recommendations because a large proportion of the estimates included in the BVPP were significantly different from the actual figures and there were significant omissions in the published BVPP. Production of accurate in-year figures is critical if the Council is to successfully monitor its performance.

Use of resources

We have undertaken a number of reviews to assess the Council’s arrangements for securing economy, efficiency and effectiveness in the use of resources.

The Council has made good progress in developing its new democratic arrangements. Our initial review indicated that further progress could be made by simplifying the forward plan and reviewing the use of individual Executive Member decision-making. 

We also undertook a range of reviews across social care and identified a number of areas for further improvement. A recurring theme was the need to continue to develop and strengthen partnership working including promoting the activities of the Joint Transitional Partnership Unit.

In addition, we have reviewed the Council’s progress in implementing recommendations from previous reviews and last year’s Letter and are generally satisfied with the progress being made. However, our work on school places suggest that further progress needs to be made to address the high level of unfilled places in secondary schools.
Accounts

Our work on the annual financial statements is complete and we issued an unqualified opinion on 19 December 2002. 

For the future the Council will need to bring forward its closedown process to ensure it can adopt its annual accounts no later than 30 June. This will mean planning more thoroughly and adopting speedier procedures for closing and publishing the accounts, including:

strengthening the arrangements for ensuring the accuracy of financial coding

adopt stronger procedures for control and use of journal vouchers

improve management of control accounts.

We completed the audit of the Council’s Pension Fund and issued an unqualified opinion on 31 October 2002.

Scope exists to make further improvements in the preparation and submission of grant claims.

Financial aspects of corporate governance

Legality of financial transactions

The Council’s overall arrangements for ensuring the legality of transactions with a financial consequence are satisfactory. However, we identified a number of issues in respect of the Externalisation of Homes for Older People. Our work is continuing and the Council are making available the relevant information to satisfy us that it has achieved best consideration as required by Section 123 of the Local Government Act 1972. 

Financial standing

The Council’s unallocated reserves (County fund) are low compared to other authorities. We reported our concerns in last year’s Annual Audit Letter and since then the Council has agreed a financial strategy to improve its financial standing and to restore balances to 
£10 million by 2007. However, Social Services continue to struggle to manage its finances and overspent by £6 million last year.

Corrective action has also been taken during 2002/03 to ensure planned savings are achieved. However, the latest projections forecast that County Fund balances will fall to  £1 million by 31 March 2003. This is partly due to a planned overspend on the city schools project and further pressures on social care budgets. 

The financial strategy plans to restore balances and help the Council deliver the organisational change and improvements set out in ‘Raising our Performance’. The strategy sets out challenging targets for the Council and we will continue to monitor your progress against the action plan in future audits.  

Systems of internal financial control

Weaknesses continue to exist in the Council’s arrangements for internal financial control. In particular, the Council’s Audit and Risk Management Service (ARMS) has identified significant weaknesses within the payroll, creditors and asylum seeker systems.

From 2002/03, Local Authorities are required to include within their annual accounts a statement on the system of internal financial control including significant identified weaknesses and the actions taken to rectify them. The Council will need to consider how best to discharge this responsibility and how it will manage the growing corporate governance agenda within its current structures.

Fraud and corruption
Arrangements for preventing and detecting fraud and corruption are satisfactory. However we have identified scope to strengthen the arrangements for maintaining registers of interest.

Our detailed recommendations arising from our work are attached to this Letter at Appendix 1 in the form of an action plan.

Audit objectives

This Annual Audit Letter summarises for Members the more important matters arising from our audit work in 2001/02.

Section 7 of the Local Government Act 1999 requires us to issue a report on the BVPP. Our statutory opinion and report on the Council’s BVPP has been issued separately however, the key issues are summarised in this Letter.

The Audit Commission has circulated to all audited bodies a statement that summarises the key responsibilities of auditors. Our audit has been conducted in accordance with the principles set out in that statement. What we say about the results of our audit should be viewed in the context of that more formal background.

Our audit work is based on the significant financial and operational risks that the Council faces and is structured around three main elements:

Performance management

· Securing economy, efficiency and effectiveness in the use of your resources.

· Collecting, recording and publishing specified performance information.

· Producing and publishing a BVPP in accordance with statutory requirements.
Accounts

· Presenting fairly the Council’s financial position in the statement of accounts.

Financial aspects of corporate governance

· Securing the legality of financial transactions.

· Ensuring your financial standing is soundly based.

· Ensuring that your systems of internal financial control are both adequate and effective.

· Ensuring proper standards of financial conduct, and the prevention and detection of fraud and corruption.

The Audit Commission’s Code of Practice is summarised at Exhibit 1 below.

Exhibit 1 

The Audit Commission’s Code of Practice
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Our audit has addressed the requirements of the Code of Audit Practice and we have worked with the Council to maximise the benefits of the integrated audit approach. We also liaise with our colleagues from the Audit Commission Inspection Service, other regulators and, for the first time, the Corporate Assessment Team (CAT) to complement our roles and minimise duplication.

In addition, we are required to audit specific government grant claims and returns on behalf of the Audit Commission.

Performance management

Our conclusions on the adequacy of the Council’s performance management arrangements this year have been drawn from a number of sources. The CPA of the Council has been undertaken and we liaised with the CAT, providing our judgements on the Council’s performance across the Code of Audit Practice areas. We completed our audit of the Council’s third BVPP and reviewed the accuracy of statutory performance information. We also agreed a programme of work, based on our assessment of risk, to examine the Council’s use of resources at the corporate and service level.

Comprehensive Performance Assessment

Oxfordshire has been assessed as fair in the recent CPA. The Audit Commission concluded that County Council Services for people in Oxfordshire are of a variable standard and that they are not always as consistent or reliable as they should be.

The Education service is satisfactory and the Education Action Zone has delivered real improvements. But the Council needs to address poorer performing services including social care and preventing crime and disorder. The process of agreeing improvement planning priorities for the future has already started. The priorities identified will need close monitoring by the Council if the level of proposed improvements are to be achieved.
The Audit Commission has developed a new performance management framework for Councils in England: CPA. The first CPAs have now been carried out for single tier and county councils. The government intends to use the outcome of the Commission’s CPA work to target support at those councils that need it most and to give freedoms and flexibilities to the better performing councils. The CPA process results in a score for performance across key service areas, together with an assessment of a council’s ability to improve. These scores are combined to place each council in one of five categories: excellent, good, fair, weak and poor. The results were published nationally on 12 December 2002.

The judgements in service areas are a combination of assessments from external agencies eg Ofsted, SSI, BFI, government offices results from best value inspections, auditor assessments and Performance Indicators (PIs). The judgement on ability to improve has been assessed by an independent review team against criteria in nine specific areas.

Oxfordshire were assessed as a fair Council with service performance scored three out of four. The Council scored two out of four for the way it is run. The inspectors commented on the Council’s ambitious improvement programme and recognised the clear sense of optimism and commitment to address the issues raised. Scores are on a 1-4 basis with one being low and four being high (Exhibit 2). 

Exhibit 2

CPA Scores

Service area
Service score

Education
3

Social Care
2

Libraries
2

Environment
3

Use of Resources
3

Overall
3

Ability to improve
2


We are now meeting with officers and Members to agree priorities and, importantly, to work out how auditors and inspectors can work with the Council to help it deliver real improvements. The Council’s ranking will influence both the amount of audit and inspection work that is undertaken in future years and the range of freedoms and flexibilities that will be granted from central government. Given the fair rating we do not anticipate any significant changes in the short-term. In addition, it is envisaged that priorities identified as part of the improvement planning will feed into the Council’s BVPP for 2003/04.

The outcome of the improvement discussions with the Council will influence the programme of audit and inspection work over the next few years. The Council leader has stated that Oxfordshire’s ambition is to be among the best. In order to achieve this ambition the Council will need to track the progress of its improvements priorities to enable it to monitor progress and target resources appropriately.

Best Value and Performance Indicators

An unqualified opinion was given on the Council’s BVPP. There are two statutory recommendations because a large proportion of the estimates included in the BVPP were significantly different from the actual figures and there were significant omissions in the published BVPP. Production of accurate in-year figures is critical if the Council is to successfully monitor its performance.

We have carried out the work required to give an opinion on the Council’s BVPP published in March 2002. This included a review of compliance with legislation and an audit of Performance Indicators, 15 of which were identified as CPA indicators and fed into the CPA assessment.  

Our statutory report on the BVPP has been issued separately. In summary:

· we found that the plan complied with legislative requirements and thus an unqualified opinion has been given

· we have included two statutory recommendations:

· review the arrangements for the setting of targets and ensure they are realistic and achievable (there were significant variances between published target information and the reported outturns indicating the setting of unrealistic targets)

· ensure that the BVPP contains all the performance information required by the legislation and statutory guidance (there were significant omissions from the published BVPP).

In February 2002, the Government relaxed the deadline for publishing BVPPs to 30 June. The Council decided to stick with the original deadline and published its BVPP on 31 March 2002 with estimated performance information for 2001/02. But there were a number of omissions from the published BVPP and the estimates were not subsequently updated by 30 June. However, it is understood that the Council intend to do so once the actual figures have been audited. A summary of omissions of PIs from the published BVPP is shown in Exhibit 3.

Exhibit 3fillin "Type Exhibit Title"
The information included in the published BVPP was incomplete

PI type
Number of indicators
Number omitted
Percentage omitted

Five-year upper quartile PIs
10
2
20%

2001/02 targets
127
18
14%

2001/02 outturn
129
19
15%

2002/03 targets
117
32
27%

In addition, a comparison of actual outturn with published target information identified significant variations (Exhibit 4). Although a proportion of the variance relates to the non-publication of individual targets we have concluded that unrealistic targets were set for some indicators.

EXhibit 4

Variance between targets and actuals

Section
Number with variance greater than +/-15%
% variance greater than +/-15%

Corporate Health
9
56

Education
15
55

Social Services
8
50

Environmental Services
3
43

Transport
16
76

Planning 
2
40

Cultural and Related Services
6
67

Fire Service
5
83

Total 
64
59

We commented on the need to improve the arrangements for collecting and reporting performance information last year. The Council is aware of the increasing emphasis on such information in the assessment of the Council’s performance both at a corporate and service level through CPA. As in previous years, we continue to encourage the Council to improve in this area.

The Council has responded positively to our concerns and has implemented a protocol to strengthen the arrangements for the collection of data for Best Value Performance Indicators (BVPIs). In particular, the Council has introduced a requirement to complete:

· complete standard proformas for the collection of data for individual BVPIs

· allocate responsibility for the production and delivery of BVPIs

· submit quarterly information to departmental management teams on the production and performance for individual BVPIs. 

We will continue to work with the Council to ensure the production of accurate performance indicators supported by clear working papers.

Use of resources

We have undertaken a number of reviews to assess the Council’s arrangements for securing economy, efficiency and effectiveness in the use of resources.

The Council has made good progress in developing its new democratic arrangements. Our initial review indicated that further progress could be made by simplifying the forward plan and reviewing the use of individual Executive member decision-making. 

We also undertook a range of reviews across social care and identified a number of areas for further improvement. A recurring theme was the need to continue to develop and strengthen partnership working including promoting the activities of the Joint Transitional Partnership Unit.

In addition, we have reviewed the Council’s progress in implementing recommendations from previous reviews and last year’s Letter and are generally satisfied with the progress being made. However, our work on school places suggest that further progress needs to be made to address the high level of unfilled places in secondary schools.

Democratic renewal

An important priority for the Council having established the revised political constitution is to consolidate the new arrangements to ensure maximum effectiveness.

We have undertaken an initial review and concluded that the Council had made progress in training Members and officers in the new system and the processes for conducting scrutiny reviews have been carefully considered. However, we have identified the following issues:

· although provision exists in the constitution for individual member decision-making this is not being used and may contribute to a higher than necessary workload for the executive

· the forward plan contains a useful introduction, however, it is lengthy and complex

· while the Council is not failing to set out key decisions within the forward plan since all decisions are included, key decisions should be clearly differentiated to meet the requirement for open and transparent decision-making. 
We are in the process of undertaking some further work in respect of the scrutiny function which we plan to report back to officers early in 2003.

Community strategy

The Council is now making good progress towards the production of its first community strategy, as required by the Local Government Act 2000. A structure and Terms of Reference for the Local Strategic Partnership (LSP) has been agreed, consisting of a widely drawn Stakeholder Forum and a smaller Steering Group consisting of representatives at senior level from key partner organisations. It is planned to use a number of Ambition Groups focused on developing and delivering action around specific issues. The Forum held its first meeting in June to consider an Issues Paper, identifying three top priorities. The outcome from the Forum meeting is being used to help to shape the draft community strategy. The Steering Group is due to meet for the third time in December.

A programme of consultation using a range of methods has been developed to elicit community views, including those of harder-to-reach groups such as young people, ethnic minorities and older people. An audit of existing county-wide partnership activity has been undertaken and partnerships are being brought into the LSP process as appropriate. Good relationships have been established with the district councils as the two-tier approach to community planning is implemented across Oxfordshire. At Member level, the County’s Deputy Leader sits on each of the district LSPs, whilst District Council members are included in membership of the Oxfordshire Community Partnership Steering Group. At officer level, the Council facilitates meetings of officers involved in community strategy activity across the county.

The Council has appointed a manager and supporting officer to take the LSP and community strategy forward and identified a budget of around £30K to support the work. Other senior officers and Members are involved as appropriate. Links between the emerging community strategy and the Oxfordshire Plan are developing which will help to ensure that the Council’s own commitments in respect of the strategy are funded and delivered.

The Partnership is on course to deliver a working draft of the strategy by March 2003 and a final version by December 2003. Some thought has been given to mechanisms for monitoring and evaluating delivery of the strategy and the Partnership needs to ensure that this aspect is fully developed. In addition, the question of resourcing action to deliver the strategy has yet to be fully addressed. Partners’ roles and responsibilities in respect of resourcing need consideration.

Public Service Agreements 

The Council have submitted a Local Public Service Agreement (LPSA) which will act as a focus for driving performance improvement across the County. It is in negotiation with government departments on 12 key performance target areas with a potential performance award grant of £13 million.

We will work with the Council to ensure that adequate systems are in place to record and monitor performance in respect of the agreed indicators.
Managing improvement through partnerships

Our overview in 2002 was developed and agreed with Oxfordshire’s Social Services to examine their overall approach to partnership working. Our objectives were to:

· provide an independent and objective view of the effectiveness of the current arrangements 

· identify strengths and areas for improvement in the overall approach

· assess where the Department should target efforts to strengthen partnership working.

Interviews with members of the senior management team identified the following issues:

· evidence of constructive relationships between partners

· objectives from partnership working are not always clear

· questions were raised about how to move forward from constructive approaches to a more formal approach.

We agreed on the selection of looked after children and mental health (provider services) as the partnerships for further work. We used an eight stage model to assess the Council’s arrangements in these two areas (Exhibit 5).

Exhibit 5

The eight-stage model for partnership working
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The key messages arising from our overview are summarised in Exhibit 6.

EXHIBIT 6

Managing improvement through partnerships

Looked after children

Overall effective partnership arrangements.

Model for partnership working given in Exhibit 10 clearly evident.

Key areas to target work are:

· extension of links to Cultural Services

· strengthening of partnership working between unit managers in social services and education officers

· integration of joint posts.

Mental health

Different stages of development of partnership working are evident in mental health. There are key areas for the Department to target work over the next year:

for Child and Adolescent Mental Health Services (CAMHS) there is a need to begin development of the partnership model with the agreed definition of joint objectives in the CAMHS strategy due by the end of the current year

adult and older people’s mental health services require a more structured approach to sustain the overall approach achieved in partnership working

officers in both social care and health across agencies require a clearer route to an agreed outcome for adult and older people’s mental health services. More explicit acknowledgement of whether this is integrated service provision or an application for care trust status is required.

Joint Transitional Partnership Unit

At the time of our overview this Unit was in the early stages of development. Our findings were:

the Unit’s position in the overall Oxfordshire Health and Social Care Partnership Development Framework is clear

the role of the Unit is not widely understood, effective promotion of its activities is therefore important

it will be important to ensure a perception of joint arrangements within the Unit if its remit to improve partnership working is to be achieved.


Our findings were presented to the Social and Health Care Scrutiny Committee on 30 October 2002 and we are currently in discussion with officers on options for further audit work.

Rehabilitation services for older people 

District Audit carried out cross-cutting exercises on rehabilitation services for the elderly across the appropriate agencies in Oxfordshire. A final report has been produced for Oxfordshire and action plans agreed. 

In Oxfordshire, a whole system approach to service planning is beginning to emerge; however, it is some way off being achieved on the ground. 

The level and balance of services is starting to be addressed, largely through the work of the Intermediate Care Strategy Group. This work is challenging because future resourcing levels are uncertain. Further work is needed to clarify the respective roles and eligibility criteria for many of the recently established community based intermediate care services. Until this service mapping exercise, together with the review of community hospitals, has been completed, it will not be possible to identify the gaps for frail elderly people with any certainty.

Working practices need reviewing, including: 

· the development of shared assessment processes and supporting documentation

· development of care pathways which cross agencies supported by shared patient records

· in reach and out reach working between acute and community services to maximise the use of existing resources and to ‘pull’ patients through the system

· structured approaches to team working and team development to improve service co-ordination and the sharing of good practice.

These represent essential building blocks to future service improvements and developments. They will also be the hardest things to change because they challenge existing professional and organisational cultures and behaviours. However, until progress is made in these areas there will continue to be variable, fragmentary working arrangements which prevent the achievement of fair, equitable service provision across the Oxfordshire Health economy for frail elderly people.

A workshop was held on 22 January 2002 to discuss the findings of this audit and to agree the actions required to progress the issues. Listed below are the key recommendations agreed by the workshop participants for priority attention:

· develop and implement a single assessment process 

· support the above through the introduction of a single patient record

· arrange for the outstanding county-wide therapies review to get underway

· progress the completion and implementation of the stroke care pathway across acute and community services

· progress the work required to co-locate the community based intermediate care services in each Primary Care Trust (PCT) area

· as part of the out-of-hours review, develop and implement a training for carers programme.

We will follow-up progress in 2003 on how these issues have been taken forward in the appropriate bodies.

Review of management arrangements - social services

Our review in 2001 assessed how greater clarity and simplicity could be achieved in the decision-making structure and process within the health and social care economy in Oxfordshire. The review covered all agencies and focussed on children’s services to demonstrate issues relevant to the wider economy.

The rapid rate of organisational change seen during the course of our review continues to be experienced across the health and social care economy, primarily with the formation of Thames Valley Strategic Health Authority and the proposed reconfiguration of PCTs within Oxfordshire. 

A review of the task force structure and modernisation framework took place in March 2002 resulting in the Oxfordshire Health and Social Care Partnership Development Framework. The task force structure has been rationalised with the formation of five Programme Boards with lead agencies for each key area, for example, access led by Oxford City PCT. Service networks such as cancer and coronary heart disease will cover the wider Thames Valley area.

The key messages arising from our review and progress made to date are summarised in 
Exhibit 7.

EXHIBIT 7 

Inter-agency management arrangements

Issue
Progress

Joint priorities across the health and social care economy are not well defined.
The review in March 2002 led to a reduced number of Programme Boards (PBs) whose role is to develop a three to five-year prioritised strategic work programme across health, social care and other relevant sectors. 

A Joint Transitional Partnership Unit for health and social care is being formed within the new structure. This Unit will have an important role in the development of joint priorities and fostering partnership working.

Joint agency bids for services are at a disadvantage in the present system. This is a key weakness in the current commissioning process. 
There is a clear timetable for the communication of PB strategic priorities and work plans, structure and function to the Chief Executives’ Board by September 2002. The development of a PCT commissioning board will support this process.

There is potential to streamline the decision-making structure by rationalising the number of groups and ensuring that the function of groups that remain is clearly defined.
The March 2002 review led to rationalisation of the task force structure. The reduction in the number of groups aims to give greater clarity and ensure planning processes are more streamlined. 

The structure has also enhanced the link to local government through the LSP.

There are no plans to manage under-performing task forces. This may impact on the quality of decision-making for the whole economy.
A Programme Manager will support each PB. Monitoring of performance will take place via the Chief Executives’ Board.

We will continue to monitor and report progress in future Letters, as appropriate.

Section 31 partnership arrangements – pooled budgets

The Government’s modernisation agenda includes increased joint working between social services and the NHS. Section 31 of the Health Act 1999 provides for the formalisation of such arrangements. 

The Council has entered into a Section 31 Partnership Agreement with the Oxfordshire Primary Care Trusts for adult residential and nursing care with effect from April 2002. 

The overall value of the pool is approximately £45 million for which the Council acts as Lead Commissioner.

The Council are looking to develop the existing pooled budget to cover all adults with Physical Disability. In addition, consideration is being given to using the Health Act Flexibilities to pool Learning Disability budgets.

We will continue to monitor the Council’s developing arrangements taking account of the work of the Council’s ARMS function, where appropriate.

E-government

The Council’s Implementing Electronic Government Statement No 2 sets out its overall approach to making 100 per cent of appropriate services available electronically by December 2005. In particular, the document identifies additional expenditure of approximately £7.5 million over the next three years and proposes the pursuit of a public private partnership or other finance agreement to fund the proposals. 

We will continue to monitor progress made by the Council and assess its capacity to deliver the e-government agenda as part of our audit planning for 2002/03 and 2003/04.

Follow-up of previous work

We have reviewed the Council’s progress in implementing the detailed Action Plans agreed following our reviews of Asset Management, National Grid for Learning and Schools Budgets.

In addition, we have reviewed progress in implementing the recommendations from last year’s Letter.

Overall we concluded that the Council had made progress in implementing the original recommendations. However, scope exists for further improvement and these are summarised in Exhibit 8.

EXHIBIT 8 

Follow-up progress

Original recommendation
Progress and further action

School budgets

Ensure that the division of responsibilities between traded and core financial services is clear.
A draft schools brochure has been produced which clarifies the split between core and traded activities. The Council needs to review the type of financial support offered to schools in the light of the introduction of the new MIS. 

Work with head teachers to establish a more risk based approach to Internal Audit.
ARMS are currently implementing Controls Risk Self Assessment (CRSA) for schools. In addition, Schools Finance have identified 20 high-risk schools for visits.

Consider what further schools could be covered by ARMS as part of this CRSA approach. 

Ensure that audit recommendations are followed up in subsequent audits.
Although ARMS monitor completed action plans there is no robust and timely approach to following-up the implementation of audit recommendations by individual schools.

National Grid for Learning (NGfL)

Review the membership and terms of reference of the ICT Steering Group. 
The ICT Steering Group meets once a term, with relatively poor attendance. The Council needs to improve the effectiveness of the Steering Group through implementation of the planned changes to meetings frequency and membership.

Establish a robust monitoring of performance levels for services provided by the supplier.
Schools have indicated that the standard of support has been declining. 

Ensure that schools have access to high-level technical expertise.

exhibit 8 cont’d

Original recommendation
Progress and further action

National Grid for Learning (NGfL) cont’d

Longer-term funding for updating hardware and software and for support and training is recognised by schools and members as a major issue.
Consider ways to improve the number of computers available to pupils to meet national targets.

The Council’s new Security and Privacy Guidelines need to tailored to meet the specific needs of schools. 
Provide schools with the Council’s updated guidance on contracting and on security and privacy.

Asset management

Introduce and use performance indicators for both internal and external comparison of running costs.
The Council has taken part in a benchmarking survey for administrative offices and the results are being used to improve running costs. Twelve local PIs have been adopted and data is being developed. However, the Council should ensure that realistic performance targets are set in relation to the PIs within the Asset Management Plan actions.

Increase the proportion of planned works in the total repairs and maintenance to at least good practice standard of 70%.
A year-on-year increase in the planned maintenance budget has been agreed. However, the Council needs to continue to explore ways to meet the 70% good practice standard.

Consider adopting a facilities management model.
This has been implemented for central offices and the Council are considering extending it to the approach to the remainder of the its estate.

Implement the Records Management Strategy.
Council accepts this issue needs a higher profile. The Council are working on a Global Information Management Strategy which will integrate proposals for accommodation, IT and work style. 

eXHIBIT 8 CONT’D

Original recommendation
Progress and further action

Asset management

Explore the possibility of sharing accommodation with other public agencies in Oxfordshire.
The Council have explored this issue, with limited success. The Council will continue to look at shared use of administrative buildings with districts.

We will continue to monitor implementation of our recommendations and report progress in future Letters, where appropriate.

Value for money indicators - school places

The 1996 Audit Commission report, Trading Places, and the associated audit examined LEAs’ approaches to matching the supply of school places with demand. 

District Audit originally reviewed Oxfordshire’s planning of school places in 1997. These indicators provide an opportunity to review the progress since then.

The indicators suggest that the Council has made many improvements in its management of school places:

· it has greatly improved the accuracy of its forecasts of pupil numbers (but further improvements are possible in its primary school forecasting)

· unfilled places in primary schools have been dramatically reduced since 1995/96 and are now slightly below the national average

· the level of ‘overcrowding’ in Oxfordshire’s primary and secondary schools remains very low

· Oxfordshire has reduced the number of small primary schools.

However, the indicators identify areas where further attention may be needed: 

· although the level of unfilled places in secondary schools remains high, and has seen little improvement since 1995/96 the Council is aware of the issues and the impact of the Oxford City Schools re-organisation should improve the position

· the number of admissions appeals for both primary and secondary schools is above the average of its neighbours, although it is below the national average.

In addition, 16 out of the County’s 27 sixth forms have less than 160 pupils which is a higher proportion than all but two of its neighbours.

Accounts

Our work on the annual financial statements is complete and we issued an unqualified opinion on 19 December 2002. 

For the future the Council will need to bring forward its closedown process to ensure it can adopt its annual accounts no later than 30 June. This will mean planning more thoroughly for closure and adopting speedier procedures for closing and publishing the accounts, including:

strengthening the arrangements for ensuring the accuracy of financial coding

adopt stronger procedures for control and use of journal vouchers

improve management of control accounts.

We completed the audit of the Council’s Pension Fund and issued an unqualified opinion on 31 October 2002.

Scope exists to make further improvements in the preparation and submission of grant claims.

The impact of the following initiatives will necessitate a much earlier closedown:

· Whole of Government Accounts regime

· publication of performance indicators by 30 June as set out in the Governments White Paper published in December 2001

· draft audit and accounts regulations.

In particular, the Council will need to review its processes to ensure that it can adopt financial statements no later than the end of June. 

For 2001/02 the financial statements were provided for audit on 20 August 2002 compared to a target date of 24 July. Members approved the statements on 11 September 2002. We are working with the Council to further develop the quality of the working papers to support the accounts and to clarify the availability of key documents at the commencement of the audit.
Our audit is complete. We have agreed a number of amendments to the financial statements, including a number of additional disclosures in respect of material events and issued an unqualified opinion on the accounts on 
19 December 2002. 

Our detailed report on the issues arising from the audit of the Council’s annual accounts will be discussed with officers early in 2003.

Grant claims

There are currently about 130 different types of claims and returns varying in both value and complexity, of which approximately one third are applicable at Oxfordshire County Council. Government departments are tending to adopt a firmer line with authorities whose claims are submitted incorrectly or after submission deadlines and consequently there is increasing pressure to ensure that claims are both completed and audited on time. 

Last year we reported on the continued problems with the preparation and submission of grant claims and returns, particularly the low priority given to their completion within the Council. Our work on the claims in respect of the financial year 2000/01 has shown some improvement in the position although there remains much to do (Exhibit 9). 

EXHIBIT 9

Analysis of grant claims


98/99
99/00
00/01

Submitted after due date
21%
56%
38%

Percentage of claims for which audit report qualified
19%
Nil
Nil

Percentage of claims with report or amendment
46%
38%
51%

Percentage where working papers considered inadequate
46%
74%
62%


Initial indications from our work on 2001/02 grant claims and returns are that there has been some further improvement in both the quality of working papers and submission process. However, there is still much to do and we are continuing to work with your officers to improve the position. 

To avoid additional audit time being spent on the certification of grant claims and returns, the Council should ensure that targets are introduced to enable performance to be monitored. 

We will be issuing a report to the Council highlighting the main problems encountered during our audit of the 2001/02 grant claims early in the new year.

Financial aspects of corporate governance

Legality of financial transactions

The Council’s overall arrangements for ensuring the legality of transactions with a financial consequence are satisfactory. However, we identified a number of issues in respect of the Externalisation of Homes for Older People. Our work is continuing and the Council are making available the relevant information to satisfy us that it has achieved best consideration as required by Section 123 of the Local Government Act 1972. 

During the year we continued to have ongoing discussions with officers on a number of issues including:

· externalisation of homes for older people

· disposal of the prison site

· Oxford City schools re-organisation

· agreements under section 31 of the Health Act 1999.

In addition, a number of issues have been raised directly with us by local government electors. However, at this stage there are no matters arising that we wish to bring to the attention of Members.

The findings of our review of the externalisation of homes for older people to Oxfordshire Care Partnership (OCP) compared to recognised good practice are summarised in Exhibit 10.

Exhibit 10

Externalisation of homes for older people 

Conclusion 
Further work

Legality 

Leasing arrangements for the transferred homes were still being negotiated. This has now been agreed.
We have asked the Council to demonstrate to us that it achieved best consideration as required by Section 123 of the Local Government Act 1972.

Project management 

The complexity of the scheme led to significant slippage against the original planned date for the letting of the contract.
Undertake a full review of the management of the project to determine lessons for the future.

Affordability, risk transfer and VFM 

The transfer took place with an unresolved affordability and VFM gap of £6.3m. Members decided to proceed with the transfer because of the potentially adverse impact to service delivery if the transfer was not completed.

The additional funding shortfall of £2.4m will be built into the 2002/03 budget setting process.
The post contract assessment should ensure that the Price Adjustment Mechanism has been fully developed.

There may need to be a partial termination of the contract if future cost increases are above the assumed financial model or if funding is reduced as a result of changes in legislation.
Ensure that the financial position is kept under review.

Affordability, risk transfer and VFM 

Our initial view on the treatment in the balance sheet is that we would not qualify our opinion on the Council’s accounts if the assets were accounted for ‘off balance sheet’. However, we noted that a key aspect of the accounting treatment is based on the contractual relations between the Council and OCP. 
The substance of the relationship between the Council and OCP, particularly the volume of care services purchased should be reviewed annually.

Exhibit 10 cont’d

Externalisation of homes for older people 

Conclusion 
Further work

Transitional arrangements and other financial considerations 

The post transfer contract monitoring arrangements were still being developed.
Ensure an effective client monitoring function is developed.

We will continue to pursue outstanding issues with officers and report progress in future Letters, where appropriate.

Financial standing

The Council’s unallocated reserves (County fund) are low compared to other authorities. We reported our concerns in last year’s Annual Audit Letter and since then the Council has agreed a financial strategy to improve its financial standing and to restore balances to £10 million by 2007. However, Social Services continue to struggle to manage its finances and overspent by £6 million last year.

Corrective action has also been taken during 2002/03 to ensure planned savings are achieved. However, the latest projections forecast that County Fund balances will fall to £1 million by 31 March 2003. This is partly due to a planned overspend on the city schools project and further pressures on social care budgets. 

The financial strategy plans to restore balances and help the Council deliver the organisational change and improvements set out in ‘Raising our Performance’. The strategy sets out challenging targets for the Council and we will continue to monitor your progress against the action plan in future audits.

We have looked at the Council’s arrangements over the following periods:

· performance in 2001/02

· progress during 2002/03

· looking ahead.

Performance in 2001/02

Overall balances have fallen compared to last year and the level of the County fund balance continues to cause concern (Exhibit 11).

EXHIBIT 11

County fund balances have fallen

Fund/reserve
31/03/01
(£000s)
31/3/02
(£000s)

County Fund
3,508
3,317

Committee c/fwd
3,213
(2,171)

Budget reserve
0
2,000

Total
6,721
3,146

LMS
10,671
9,465

Other Earmarked Reserves
13,844
15,924

Grand Total
31,236
28,535

The County Fund balance represents the accumulated surplus of Income and Expenditure net of any over and under spends held within the carry forward reserve.

The low level of unallocated reserves (County Fund) was referred to in last year’s Letter. During 2001/02 there was a small fall in the County Fund Balance to £3.3 million which represents 0.76 per cent of net expenditure.

The Committee carry forward reserve enables individual committees to manage financial pressures and plays a key part in the Council’s budgetary control. However, during 2001/02 it reduced by £5.4 million to an overall deficit of £2.2 million. The main reason for this was a £6 million overspend by Social Services caused by the non-achievement of savings targets.

Although the Council established a budget reserve of £2 million in 2001/02 to assist with its 2002/03 budget the deficit on committee carry forwards has meant that available reserves have fallen by 
£3.5 million.

Exhibit 12 shows that the County’s unallocated reserves (County Fund) are at a low level compared to a selection of other authorities in England below.

exhibit 12

General Fund and Reserves as a percentage of net operating expenditure
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Progress during 2002/03 

The Council faces further financial pressures in 2002/03 due to:

· implementation of e-government, particularly pressures arising from the Broadband initiative and associated IT projects

· pressures in respect of Social Services including out-standing asylum seeker invoices 

· continued pressures in respect of the City Schools re-organisation.

Based on information at the end of September 2002 the Council is forecasting year-end balances of £2.2 million. The principal reasons for the overall reduction in balances after offsetting the underspends, on the Programme Areas Carry Forward Reserve are:

· planned overspend of £3.5 million on the City Schools Re-organisation (to be recovered from future savings from closed schools)

· Social and Health Care forecast overspend of £3.1 million. 

However, there are further pressures amounting to £1.2 million leaving a forecast outturn position of £1 million balances. 

Looking ahead

The Council approved a financial strategy for the period 2003/04-2006/07 designed to help deliver the organisational change and improvement envisaged in raising our performance. 

Key actions include:

· maintain a robust level of balances and restore balances to a level of £10 million over the period 2003/04–2007/08

· exploit opportunities for additional funding, such as Public Service Agreements

· explore the potential for Private Finance Initiative funding

· tighten financial management

· identify and secure annual efficiency savings. 

We will continue to monitor implementation of the key actions in future audits.

Pension Fund

Last year’s Letter referred to a fall in the Council’s Pension Fund of £51.8 million (7.3 per cent) due primarily to fluctuations in the investment market. During 2001/02 there was a further fall of £11.9 million (1.8 per cent). The actuarial report prepared by the Council’s Actuary for 2001 shows a reduction in the overall funding level from 96 per cent in 1998 to 91 per cent in 2001. As a consequence the admitted bodies have increased their contributions to improve the overall funding levels. 

We are currently undertaking a review of the Council’s overall management arrangements of its pension fund including the performance of its fund manager’s. We will report the outcome of this work to the Council’s Best Value and Pension Fund Committees early in 2003.

Systems of internal financial control

Weaknesses continue to exist in the Council’s arrangements for internal financial control. In particular, the Council’s ARMS function has identified significant weaknesses within the payroll, creditors and asylum seeker systems.

From 2002/03, Local Authorities are required to include within their annual accounts a statement on the system of internal financial control including significant identified weaknesses and the actions taken to rectify them. The Council will need to consider how best to discharge this responsibility and how it will manage the growing corporate governance agenda within its current structures.

Our work on internal financial control embraces a review of your overall arrangements as well as an assessment of the adequacy and effectiveness of Internal Audit (IA).

In recent years we have commented on the need to deliver the Financial Control Environment Strategy to improve the Council’s control environment. Our main concerns relate to the reliability of some of the Council’s financial systems including those relevant to asylum seekers.

The Council responded to our concerns by undertaking a review of financial management within SSD (FINE report) and identified additional resources to implement the FINE recommendations. A report on progress made by the Council in implementing the recommendations was presented to the Executive in July 2002. The key recommendations together with the Council’s progress and proposals for further work are summarised in Exhibit 13.

exhibit 13

Progress on implementation of FINE Recommendations

Issue
Progress
Further work

Budgets 

Improve process for compiling budgets.
Bottom-up exercise completed on key budget areas including linking to activity. 
Need to reduce activity to affordable level.

Implement system for routine monitoring of budgets and define who has responsibility for managing each budget.
Procedure implemented to ensure all budget managers receive reports within three weeks of the end of calendar month.
Refine monitoring information and monitor agreed reductions to activity levels to deliver the budget.

EXHIBIT 13 CONT’D

Issue
Progress
Further work

Information

Improve availability and quality of information for budget holders.
Automatic download of financial information from LAFIS implemented.
Need to automatically download activity information to help budget holders manage their budgets.

Training

Implement training for budget managers.
Training programme developed and all budget managers required to attend.
Second stage covering monitoring information scheduled to take place Autumn/Winter  2002/03.

People

Balance the needs of clients with resources available.
Restructuring of finance team into a division responsible for Business Support.
Update job descriptions as part of the departmental restructuring.

Last year we reported on the failure of management structures and monitoring systems in respect of asylum seekers. We subsequently followed-up our recommendations and concluded that management structures and systems had been strengthened. However, the Council’s ARMS function has recently completed a detailed review of the procedures and adequacy of the controls in place in respect of asylum seekers. They concluded that despite implementing the majority of recommendations made in previous audits, controls remain week leaving the system open to significant abuse or error.

It is disappointing to note that despite the significant audit and management activity in this area there remains much to do in order to provide a secure and effective system of internal control within the asylum seeker area. This continues to represent a significant area of risk and we will re-visit as part of next year’s audit.

Audit and Risk Management Service 
Local Authorities are required to maintain an adequate and effective system of IA of their accounting records and control systems. It is a fundamental part of an audited body’s corporate governance arrangements. 

As in previous years, we seek to rely on IAs work in order to maximise the benefits from the overall audit effort.

Last year we commented on the significant change process IA were going through following implementation of the recommendations arising from the Best Value Review and the establishment of the new Audit and Risk Management Service. 

By the end of the financial year, considerable progress had been made:

· a three-year strategic plan was agreed and implemented from 2002/03

· three new style strategic reviews had been completed and reported upon

· a risk management strategy framework had been formulated 

· work on the Council’s key financial systems had started

· monitoring of the audit function incorporated into the new Best Value Committee.

However, many of these measures were not implemented until late in the year, our overall conclusion was that for the majority of 2001/02 ARMS did not fully comply with the standards set out in the Code of Practice for Internal Audit. However, since undertaking our review ARMS has been further strengthened and has completed the evaluation and testing of the Council’s key financial systems. We were therefore able to score the Council’s ARMS function 3 out of 4 (adequate) in the Auditor Judgement for input into the Audit Commission’s Comprehensive Performance Assessment model.

Corporate Governance

We have previously referred to the need for the Council to raise the profile of corporate governance and establish a forum for considering internal and external audit reports. The Council responded by bringing audit within the remit of the Best Value Committee.

From 2002/03 Local Authorities are required to include with their statement of accounts a statement on the System of Internal Financial Control. This statement sets out the framework within which financial control is managed and reviewed and the main components of the system, including the arrangements for Internal Audit. In addition, the Council will be expected to report on significant identified weaknesses and the actions undertaken to rectify these.

The Council will need to consider how best to address the increased workload associated with the corporate governance agenda within its current structures.

Fraud and corruption

Arrangements for preventing and detecting fraud and corruption are satisfactory. However we have identified scope to strengthen the arrangements for maintaining registers of interest and hospitality. 

We concluded that overall arrangements for prevention of fraud and corruption are generally satisfactory. However, we identified scope to strengthen the arrangements including:

· maintaining a register of interest for staff

· the need to review hospitality registers.

Future audit work

Our audit of the Council in 2002/03 and 2003/04 will involve two plans covering a 17-month period to reflect the new operational year established by the Audit Commission. This involves changing our audit year so that it runs from April to March, with effect from April 2003. We will discuss the implications of this change and the performance improvement plan required following the CPA, with your officers to ensure that the significant operational and financial risks that face the Council are addressed. 

Status of our Annual Audit Letter to the Council

Our Annual Audit Letter is prepared in the context of the Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission. Annual Audit Letters are prepared by appointed auditors and addressed to Members or officers. They are 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

I would like to take this opportunity to express my appreciation for the assistance received from officers during the course of the audit.

Our continuing aim is to provide a high standard of audit service which makes a practical and positive contribution to the work of the Council. We recognise the value of your co-operation and support in achieving this.

Judith Tench
District Auditor

29 January 2003

Reports issued during the audit

Report
Date

Audit Plan
Jan 2002

VFMIs – Planning school places
Jan 2002

Externalisation of Homes for Older People
Feb 2002

Rehabilitation Services for Older People
Mar 2002

Review of Audit and Risk Management Services
April 2002

Managing Improvement through Partnerships
Aug 2002

Review of Systems to Support the Opinion
Sept 2002

Registers of Interests, Gifts and Hospitality


Financial Aspects of Corporate Governance


BVPP and Performance Indicators
Sept 2002

Asset Management – Follow-Up
Oct 2002

School Budgets – Follow-Up
Oct 2002

National Grid for Learning - Follow-Up
Oct 2002

Audit of Annual Financial Statements
Dec 2002

Glossary

Description
Acronym

Corporate Performance Assessment
CPA

Best Value Performance Plan
BVPP

Audit and Risk Management Service
ARMS

Corporate Assessment Team
CAT

Best Value Performance Indicators
BVPIs

Local Strategic Partnership
LSP

Child and Adolescent Mental Health Services
CAMHS

Local Public Service Agreement
LPSA

Primary Care Trust
PCT

Controls Risk Self Assessment
CRSA
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