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ANNEX A

OXFORDSHIRE COUNTY COUNCIL

INTERIM STATEMENT ON INTERNAL CONTROL 2003/04

1. SCOPE OF RESPONSIBILITY

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.

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.

2. THE PURPOSE OF THE SYSTEM OF INTERNAL CONTROL

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 likelihood of those risks being realised and the impact should they be realised, and to manage them efficiently, effectively and economically.

The system of internal control as outlined below has been in place at the Council for the year ended 31 March 2004 and up to the date of approval of the annual report and accounts.

3. THE INTERNAL CONTROL ENVIRONMENT

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

(a) Establishment and Monitoring of the Authority’s Objectives

The Council’s objectives are developed by the Executive working with the County Council Management Team (CCMT). Within each objective ‘priorities for action’ are identified. The Oxfordshire Plan for 2003/04 had in excess of 50 priorities and for 2004/05 there are 5 Objectives and 13 ‘priorities for action’. The Executive’s initial proposals are referred to the relevant Scrutiny Committee for further advice and consideration and then submitted to full Council for approval, taking into account any amendments.

Corporate priorities are then referred to Directorates and Service areas to work up the operational arrangements, including targets, resource requirements.  Budget requirements to meet Service priorities are considered at this stage against available resources and external sources of funding. This stage also sees the development of directorate and service specific priorities. These are documented within the Service Plans of the service responsible for delivering the priority and are used to monitor implementation progress.

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

(b) Facilitation of Policy and Decision Making

The Council’s Constitution sets out the roles of and relationships between the full Council, the Executive 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 of the Council taken on behalf of the Council, will be made in accordance with the principles set out in the Constitution
The Constitution also sets out how the public can access the decision making process and the Executive’s forward programme of decisions sets out what consultation will be undertaken before a decision is taken and with whom.  Many of the statutory responsibilities of the Council committees require statutory consultation to precede a decision being taken.   

The Constitution is reviewed annually.

(c) Ensuring Compliance with established policies, procedures, laws and regulations (including how risk management is embedded in the activity of the Authority, how leadership is given to the risk management process, how staff are trained or equipped to manage risk in a way appropriate to their authority and duties)

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

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

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

· Notification of changes in the law, regulations and practice

· Monitoring of compliance by relevant key officers including the Section 151 Officer, the Monitoring Officer, the Solicitor to the Council and Head of Legal Services and the Head of Democratic Services.

· The corporate legal strategy

A Protocol for Managing Risks and Opportunities is in place which sets out the framework for embedding risk management into the key activities of the Council. Good progress has been made in embedding risk management into the service planning process and project management and for 2004/05 risk registers will be in place for all services.

(d) Ensuring the economical, effective and efficient use of resources 

The Council has established a Best Value Review programme. The programme of reviews is agreed by the Best Value & Audit Committee annually and focuses upon improving the levels of efficiency and effectiveness in key areas of the Council. Reviews for inclusion in the programmes have historically been proposed by directorates. For 2004 and beyond, efficiency savings have been identified as a key organisational issue. A Steering Group has been established to develop and propose to the Best Value & Audit Committee a ‘Value for Money’ programme of initiatives, including best value reviews, to achieve this. The Best Value Review programme is documented within the Oxfordshire Plan (Best Value Performance Plan). 

(e) Financial management and Reporting of Financial Management

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:

· Comprehensive budgeting systems

· A medium term financial planning process

· Monthly financial management reports to the Executive, indicating projected financial performance against budgets in relation to both capital and revenue expenditure

· Quarterly capital monitoring reports to the Executive (monthly for 2004/05)

· Clearly defined capital expenditure guidelines

(f) Performance Management and the Reporting of Performance Management

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 led to a revised method of organisational planning, driven by corporate objectives and priorities, quarterly monitoring of the performance by the Executive and CCMT, the introduction of a common Council appraisal process, a pocket guide to performance management and revised Training and Development modules.  Directors and their Services are held to account by the Executive for their budgetary performance.   

4. REVIEW OF EFFECTIVENESS

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 

· The work of managers within the Council

· The work of the internal auditors 

· The external auditors in their annual audit letter, and

· Reports by other independent inspection bodies (Audit Commission, SSI, Ofsted etc.)

In addition:-

The Executive receive a number of review and monitoring reports.

The Best Value & Audit Committee, whose terms of reference include both best value and audit, is responsible for approving the annual financial statements and for monitoring the performance and effectiveness of Audit and Risk Management processes.

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 Internal Audit Service works with managers in assessing control environments and enhancing controls where necessary. Internal Audit’s objectives include:

· Independently reviewing and appraising systems of control throughout the Authority

· Recommending improvements in control performance and productivity in achieving corporate objectives

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

· Working within the Authority’s anti-fraud strategy, facilitated by formal whistle-blowing arrangements, to identify fraud and undertake investigations as necessary.
For 2003/04, the Council has produced an interim Statement on Internal Control (SIC). A Working Group of senior officers, led by the Head of Legal Services, has coordinated the production of this interim SIC. In reviewing the effectiveness of the system of internal control, the Working Group has also drawn upon the work undertaken on Corporate Governance and action plans for improvements in the Auditor Scored Judgements in the Comprehensive Performance Assessment (CPA). The Working Group has also drawn upon a review of financial control undertaken by each Directorate in assessing their own view of their financial control environment. However it has not been possible to implement a comprehensive system of assurance for the current year. The key findings are dealt with in paragraph 5 below. 

In order to compile the Statement for 2004/05, the Council will need to ensure that a full review of the effectiveness of the system of internal control is undertaken including the submission of appropriate assurance statements.

5. SIGNIFICANT INTERNAL CONTROL ISSUES

In his Annual Letter for 2002/03 the District Auditor raised the following issues:

· The Council’s overall financial control environment needs strengthening

· Quality assurance arrangements for collecting performance information need strengthening

· Concern was raised around financial control issues within income and assessment within Social & Health Care, leading to a qualification limited by scope of the 2002/03 financial statements.

Additionally, in his 2003/04 review of the Internal Audit Service (formerly ARMS) and member involvement, the District Auditor raised concerns about the independence, status and resources of the Internal Audit Service.

Internal Audit undertook an independent assessment of those financial systems considered to be of highest control risk. The opinions ranged from no assurance to qualified assurance, with no system found to be adequate. Controls were found to be weakest in the more complex corporate financial systems, which incorporated a high degree of delegation to Directorates. Controls were found to be better managed where there was clearer management accountability and the system was generally stable. This applied equally to corporate and directorate financial systems.

The review of financial control undertaken by each directorate has identified risks which will be incorporated into the Internal Audit and other action plans for the coming year.

As a result of the financial control issues identified, an external review of financial management in Oxfordshire is currently being undertaken.

A review of Corporate Governance arrangements (including risk management) has been carried out, which has identified a number of issues which are set out in the action plan below.

The Council has recognised and made additional resources available in the 2004/05 Revenue Budget for strengthening the internal financial control environment, including the establishment of a team to lead on financial control issues within Financial Services

Accountability and responsibility for managing, monitoring progress and achieving these identified actions within the specified timescales is essential.  All action plans will incorporate  these principles and formally identify Officers accountable for this process.

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

Action 
Timescale for Completion

Responsible Officer



Establish Infrastructure Team to lead on financial control issues
June 2004
Sean Collins

External review of financial management, including the role of internal audit
July 2004
John Jackson

Review of financial procedure rules and development of financial procedure manual
September 2004
Sean Collins

Establishment of detailed action plans to strengthen the overall financial control environment, including timescales 
July 2004
Sean Collins

Audit of improvements in the collection arrangements for performance management information
October 2004
David Lines

Implementation of improvements in the financial control environment within Social & Health Care, particularly for income and assessment 
Ongoing until September 2004
Simon Kearney

Development of a performance and risk management strategy and framework
August 2004


David Lines

Review of existing project and programme management arrangements
August 2004


David Lines

Development of a Code of Corporate Governance
July 2004
Peter Clark

Review of the roles of Section 151 Officer and Monitoring Officer
December 2004
Chris Impey

Establish process for production of full SIC for 2004/05
July 2004
Peter Clark

Detailed action plans covering related areas of planned organisational improvement are contained within Raising Our Performance 2.

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
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