Finance & Audit
Scrutiny Panel

Town Hall, Colchester

18 November 2008 at 6:00pm

The Finance and Audit Scrutiny Panel deals with
the review of service areas and associated budgets,

and monitors the financial performance of the Council,
and the operational performance of the Council. The
panel scrutinises the Council's audit arrangements,
including the annual audit letter and audit plans, and
Portfolio Holder 'Service' decisions reviewed under
the Call in procedure.



Information for Members of the Public

Access to information and meetings

You have the right to attend all meetings of the Council, its Committees and Cabinet. You also
have the right to see the agenda, which is usually published 5 working days before the meeting,
and minutes once they are published. Dates of the meetings are available at
www.colchester.gov.uk or from Democratic Services.

Have Your Say!

The Council values contributions from members of the public. Under the Council's Have Your Say!
policy you can ask questions or express a view to meetings, with the exception of Standards
Committee meetings. If you wish to speak at a meeting or wish to find out more, please pick up
the leaflet called “Have Your Say” at Council offices and at www.colchester.gov.uk.

Private Sessions

Occasionally meetings will need to discuss issues in private. This can only happen on a limited
range of issues, which are set by law. When a committee does so, you will be asked to leave the
meeting.

Mobile phones, pagers, cameras, audio recorders

Please ensure that all mobile phones and pagers are turned off before the meeting begins and
note that photography or audio recording is not permitted.

Access

There is wheelchair access to the Town Hall from West Stockwell Street. There is an induction
loop in all the meeting rooms. If you need help with reading or understanding this document please
take it to Angel Court Council offices, High Street, Colchester or telephone (01206) 282222 or
textphone 18001 followed by the full number that you wish to call, and we will try to provide a
reading service, translation or other formats you may need.

Facilities

Toilets are located on the second floor of the Town Hall, access via the lift. A vending machine
selling hot and cold drinks is located on the ground floor.

Evacuation Procedures

Evacuate the building using the nearest available exit. Make your way to the assembly area in the
car park in St Runwald Street behind the Town Hall. Do not re-enter the building until the Town Hall
staff advise you that it is safe to do so.

Colchester Borough Council, Angel Court, High Street, Colchester
telephone (01206) 282222 or
textphone 18001 followed by the full number that you wish to call
e-mail: democratic.services@colchester.gov.uk
www.colchester.gov.uk




Terms of Reference

Finance and Audit Scrutiny Panel

To review all existing service plans and associated budget provisions
against options for alternative levels of service provision and the corporate
policies of the Council, and make recommendations to the Cabinet

To have an overview of the Council's internal and external audit
arrangements and in particular with regard to the annual audit plan, the
audit work programme and progress reports, and to make
recommendations to the Cabinet

To monitor the operational and financial performance of the Council, and to
make recommendations to the Cabinet in relation to operational
performance, financial outturns, revenue and capital expenditure monitors

To scrutinise the Audit Commission's annual audit letter
To scrutinise progress made on best value action plans

To scrutinise executive 'service' decisions made by Portfolio Holders and
officers taking key decisions which have been made but not implemented
referred to the Panel through the call-in procedure

The panel may a) confirm the decision, which may then be
implemented immediately, b) refer the decision back to the decision
taker for further consideration setting out in writing the nature of its
concerns, or c) refer the matter to full Council in the event that the
Panel considers the decision to be contrary to the Policy Framework
of the Council or contrary to, or not wholly in accordance with the
Budget.



COLCHESTER BOROUGH COUNCIL
FINANCE & AUDIT SCRUTINY PANEL
18 November 2008 at 6:00pm

Members

Chairman : Councillor Lissimore.

Deputy Chairman . Councillor Willetts.
Councillors Bentley, Bouckley, Goss, Harris, Maclean,
Manning, Offen, Oxford and Sykes.

Substitute Members : Al members of the Council who are not Cabinet members or

members of this Panel.

Agenda - Part A

(open to the public including the media)

Members of the public may wish to note that Agenda items 1 to 5 are normally brief
and items 6 to 9 are standard items for which there may be no business to consider.

Pages
1. Welcome and Announcements

(@) The Chairman to welcome members of the public and
Councillors and to remind all speakers of the requirement for
microphones to be used at all times.

(b) Atthe Chairman's discretion, to announce information on:

« action in the event of an emergency;

« mobile phones switched to off or to silent;
« location of toilets;

« introduction of members of the meeting.

2. Substitutions

Members may arrange for a substitute councillor to attend a meeting
on their behalf, subject to prior notice being given. The attendance of
substitute councillors must be recorded.

3. Urgent Iltems

To announce any items not on the agenda which the Chairman has
agreed to consider because they are urgent and to give reasons for
the urgency.

4. Declarations of Interest

The Chairman to invite Councillors to declare individually any personal



interests they may have in the items on the agenda.

If the personal interest arises because of a Councillor's membership
of or position of control or management on:

« any body to which the Councillor has been appointed or
nominated by the Council; or
« another public body

then the interest need only be declared if the Councillor intends to
speak on that item.

If a Councillor declares a personal interest they must also consider
whether they have a prejudicial interest. If they have a prejudicial
interest they must leave the room for that item.

If a Councillor wishes to make representations on an item on which
they have a prejudicial interest they may do so if members of the
public are allowed to make representations. In such circumstances a
Councillor must leave the room immediately once they have finished
speaking.

An interest is considered to be prejudicial if a member of the public
with knowledge of the relevant facts would reasonably regard it as so

significant that it is likely to prejudice the Councillor’s judgement of the

public interest.

Councillors should consult paragraph 7 of the Meetings General
Procedure Rules for further guidance.

Minutes

To confirm as a correct record the minutes of the meeting held on 21
October 2008.

Have Your Say!

(a) The Chairman to invite members of the public to indicate if they
wish to speak or present a petition at this meeting — either on an item
on the agenda or on a general matter not on this agenda. You should
indicate your wish to speak at this point if your name has not been
noted by Council staff.

(b) The Chairman to invite contributions from members of the public
who wish to Have Your Say! on a general matter not on this agenda.

Items requested by members of the Panel and other
Members

(a) To evaluate requests by members of the Panel for an item



10.

11.

12.

13.

14.

15.

relevant to the Panel’s functions to be considered.

(b) To evaluate requests by other members of the Council for an item

relevant to the Panel’s functions to be considered.

Referred items under the Call in Procedure

To consider any Portfolio Holder decisions, taken under the Call in
Procedure.

The panel may a) confirm the decision, which may then be
implemented immediately, b) confirm the decision back to the
decision taker for further consideration setting out in writing the
nature of its concerns, or c) refer the matter to full Council in the
event that the panel considers the decision to be contrary to the
Policy Framework of the Council or contrary to, or not wholly in
accordance with the Budget.

Decisions taken under special urgency provisions

To consider any Portfolio Holder decisions taken under the special
urgency provisions.

Work Programme 2008-09
See report from the Scrutiny Officer.
2nd Quarter Internal Audit Assurance Report

See report from the Head of Resource Management.

Financial Monitoring Report, period April to September 2008

See report from the Head of Resource Management.

Capital Expenditure Monitor 2008/09

See report from the Head of Resource Management.

Treasury Management - Investment Policy

See report from the Head of Resource Management.

Exclusion of the public

In accordance with Section 100A(4) of the Local Government Act
1972 and in accordance with The Local Authorities (Executive
Arrangements) (Access to Information) (England) Regulations 2000

6-17

18 - 33

34 -47

48 - 56



(as amended) to exclude the public, including the press, from the
meeting so that any items containing exempt information (for example
confidential personal, financial or legal advice), in Part B of this
agenda (printed on yellow paper) can be decided. (Exempt information
is defined in Section 1001 and Schedule 12A of the Local Government

Act 1972).






FINANCE & AUDIT SCRUTINY PANEL
21 OCTOBER 2008

Present:-  Councillor Sue Lissimore (Chairman)
Councillors John Bouckley, Martin Goss, Dave Harris,
Jon Manning, Gerard Oxford, Laura Sykes and
Dennis Willetts
Also in Attendance :- Paul Smith

Substitute Members :-  Councillor Kevin Foster for Councillor Kevin Bentley
Councillor Jackie Garnett for Councillor Jackie Maclean
Councillor Nigel Hogg for Councillor Nigel Offen

31. Minutes

The minute for the meetings held on the 2 and 16 September 2008 was confirmed as a
correct record.

32. Have Your Say!

Mr. Andy Hamilton addressed the panel saying he was concerned about the way the
Council conducted business in secrecy, hiding the facts, and how information gets
disclosed through the press. Mr. Hamilton said his feelings were reflected at this
meeting by the report on the Financial Arrangements for Firstsite Newsite, to be taken
in closed session. Mr. Hamilton said he believed there were discrepancies in the
details of the Firstsite Newsite finances as disclosed in the 2006-07 Public Accounts,
and to further conceal the current financial position would only create more problems
than if the item was taken in open session.

Mr. Nick Chilvers addressed the panel saying that whilst he was not personally against
the concept of a visual arts facility for Colchester, he believed the current project was
out of proportion to the needs of Colchester in terms of size and cost, and that the
suggested benefits to the Town were exaggerated. In suggesting questions that may
be asked by the panel on the item of the Financial Arrangements for Firstsite Newsite,
to be taken this evening in closed session, Mr. Chilvers said some comments by the
public may be misinformed, but this is not surprising given that the public are not
informed and become sceptical. Mr. Chilvers concluded by saying that given the
current financial worries for local people there are now more important things than the
Visual Arts Facility to consider, a project where nobody had covered themselves in
glory, a project that was a public relations and financial disaster.

Councillor Dave Harris (in respect of being a current Member of Colchester
Borough Homes) declared a personal interest in the following item pursuant to the
provisions of Meetings General Procedure Rule 7(3)

Councillor Sue Lissimore (in respnect of beina a former Member of Colchester



Borough Homes) declared a personal interest in the following item pursuant to the
provisions of Meetings General Procedure Rule 7(3)

33.

34.

Work Programme 2008-09

In response to Councillor Oxford, Mr. lan Vipond confirmed that a piece of work was
currently being undertaken on reviewing the remaining Decent Homes Programme, and
he anticipated that this report would be completed shortly.

RESOLVED that;

i) An update report on Treasury Management — Investments would be scheduled
into the work programme for the meeting on 20 January 2009.

i) The Scrutiny Officer would review the work programme from the 20 January
2009 onwards, to even out the work load for each meeting.

iii) The Scrutiny Officer confirmed that an additional meeting date, probably in late
November / early December would be agreed with the panel and scheduled
accordingly, to review the final report following the review of the Decent Homes
Contract.

iv) The Scrutiny Officer confirmed that a meeting date, to be agreed with the panel
would be arranged to review the Financial Arrangements for Firstsite Newsite.

1st and 2nd Quarter Risk Management Progress Report

Ms. Hayley McGrath, Audit and Risk Manager, attended the meeting for this item, and
presented the 15t and 2nd Quarter Risk Management Progress Report.

In response to Councillor Willetts, Ms. McGrath explained the process for analysing
risk, i.e. the probability of the risk occurring (a score of 1-3), multiplied by the impact of
the risk occurring (a score of 1-3). Councillor Smith, Portfolio Holder for Resources
and Business in response to Councillor Willetts said the assessment was based on
likelihood and impact, so for instance, there maybe a view taken of a shortage of funds
for a strategic risk, but the overall view is that should the risk occur this would not have a
major impact. Councillor Smith said managing the risks can mitigate the score.

In response to Councillor Harris and Foster, Ms. McGrath confirmed that the Risk
Register was regularly reviewed by the Executive and Heads of Service. Ms. Ann
Wain, Executive Director said the Council did have a robust performance appraisal
system in place and all members of staff are appraised annually with a six monthly
follow-up review. Ms. Wain said the ‘People Strategy’ ensures the skills and capacity
are appropriately based and identifies priority areas for improvement. Member
Development Programmes and personal development and appraisal are in place to
avoid vulnerability, and local salaries are benchmarked to ensure Colchester remains
competitive.



35.

In response to Councillor Goss, Ms. McGrath explained that the Strategic Risk Register
was for the aims of Colchester Borough Council, that were high level issues, and for
this reason did not show any great changes report on report. The Operational Risk
Register concerned the day to day business of the Council. This register was currently
under review and development, and the risks would feed into the reports to the panel
shortly. Ms. McGrath said Councillor Goss’s suggestion for clearer (traffic lights)
scoring and identification would be considered.

RESOLVED that the panel commented and noted the 15t and 2" Quarter Risk
Management Progress Report.

Treasury Management - Investments

Mr Warboys, Head of Resource Management attended the meeting for this item and
presented the report on Treasury Management — Investments.

In response to Councillor Lissimore, Mr. Warboys said there was no absolute
guarantee that the Council would receive a return from the current investments with the
Icelandic banks. Mr. Warboys said Colchester, along with 123 other local authorities
with similar investments are in continual joint discussions with the Local Government
Association, who are liaising with Government.

In response to Councillor Hogg, Mr. Warboys said officers manage all daily investment
transactions, in strict compliance with Council policy. The Portfolio Holder did not get
involved at this level. Mr. Plummer, Finance Manager, said officers continually monitor
cash flow movements on a daily basis, and any surplus cash (from cash flows) is
invested in line with the Council policy and to provide appropriate returns. Some
reserves and balances are often subject to consideration of ‘longer term’ investment
periods, and guidance on these investments is sought from the Treasury Management
Advisors who offer a view. The policy and procedure undertaken by officers is within
the policy guidelines agreed by Council and is of a similar general approach taken by
other local authorities.

In response to Councillor Goss, Mr. Plummer said no comments were raised by any
Councillors following speculative press comments in March 2008. On 2 May, Mr.
Plummer said the Council had approximately £10-12 million invested in Icelandic banks
(the figure was confirmed as being £12m), and confirmed that the Council had
previously invested money in Northern Rock and the Bradford and Bingley Building
Society, though all the investments made with these financial institutions were repaid on
time.

In response to Councillor Foster, Mr. Warboys said that at the time of the investment
there was no change to the Landsbanki Islands credit rating and that no advice had
therefore be received to not invest in Icelandic banks. Changes in credit ratings had
been received for other Icelandic banks and the Council had therefore removed them
from the lending list.
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In response to Councillor Willetts, Mr. Plummer said the Treasury Management
Advisors are paid a ‘flat rate fee’, for a wide range of financial services, and are not
paid any performance related fees. In response to Councillor Oxford, Mr. Warboys
and Mr. Plummer confirmed that whilst they appreciated member's comments and
concerns on the Icelandic investments, Sector Treasury Services, who provide the
Council with credit ratings produced by Fitch, did not advise of any change in the credit
ratings of Landsbanki Islands as the rating had not changed. Had such a change been
made, the Council would have acted accordingly.

Councillor Smith, Portfolio Holder for Resources and Business, in response to
Councillors Willetts and Foster said the Cabinet would be reviewing the Treasury
Management Policy, given that lessons need to be learnt from recent events. The
outcomes of this review are not yet known, but ways of mitigating against recent events
will be addressed.

In response to Councillor Manning, Mr. Warboys confirmed that the Council’s
investments were spread, which in turn, spread the risk, though confirming the
investments could be more widely spread.

Mr. Plummer confirmed that recent Government statements of support and comments
from the Icelandic banks receivers were positive. The LGA statement said there had

been no indication of councils investing recklessness and that councils may receive a
share of the Icelandic funds seized by the Government.

The Chairman thanked officers for preparing a comprehensive report at short notice
and responding to questions from the panel.

RESOLVED that the panel noted and commented on the current situation in respect of
the Council’s investments and specifically our outstanding deposits in the Icelandic
bank, Landsbanki.

Firstsite:newsite

Mr. lan Vipond, Executive Director, attended the meeting for this item and addressed
the panel. Mr. Vipond in response to the comments concerning the confidentiality of the
report said he recognised the need to be as open as possible given the genuine
concerns of the public and the increase in project costs, a view endorsed by Councillor
Hunt, Portfolio Holder for Customer Services and ICT.

Mr. Vipond said reports on contractual arrangements with third parties, by their nature, if
they include details of contracts will inevitably be confidential. Likewise, if a report
deals with issues putting forward tactics for future procurement it will inevitably be
confidential to avoid publically exposing the Council’s tactics before they are acted out.

In the context of the report on the Financial Arrangements for Firstsite Newsite, Mr.
Vipond suggested that following the review of this item this evening, he would review
the report to see what is genuinely confidential and then produce a public statement to
be issued with the minutes of this meeting.



Following lengthy discussions on how this review should progress, members put
forward three proposals, as follows;

Proposal 1, the panel would review this report, this evening in public, mindful that no
part of the report considered confidential would be referred to, or discussed (FOUR
voted FOR, FIVE voted AGAINST and TWO abstained). This proposal was therefore
declined.

Proposal 2, the panel would review this item at a later date, to be confirmed, with as
much information supplied within a non-confidential report, to be discussed in open
session, and any confidential detail discussed on part B of the agenda (SIX voted
FOR, FIVE voted AGAINST). This proposal was accepted by the panel.

The third proposal of continuing the meeting as originally planned was therefore not
considered.

RESOLVED that;

i) The panel agreed to review this item at a later date, to be confirmed, with as
much information supplied within a non-confidential report, to be discussed in open
session, and any confidential detail discussed on part B of the agenda.

ii) The panel agreed that in future, when a report is drafted for scrutiny, officers
should make every effort to provide a non-confidential report, to sit alongside a
confidential report if needed, thereby allowing members of the public to see some
written detail, hear an open debate, and have an opportunity to respond under ‘Have
Your Say’.
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COLCHESTER
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Report of Head of Resource Management Author Hayley McGrath
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Title 2nd Quarter Internal Audit Assurance Report

Wards Not applicable

affected

This report concerns Internal Audit Activity between
July and September 2008
1. Actions Required

1.1

2.1

2.2

41

To note and comment upon the Council’s performance relating to:

> Executing the 2nd quarter of the Internal Audit plan for 2008/09;
> Performance of internal audit by reference to national best practice benchmarks

Reason for Scrutiny

The Accounts and Audit Regulations 2003 require local authorities to maintain an
adequate and effective system of internal audit.

Internal audit is a key element of the Council’s corporate governance framework. Robust
implementation of audit recommendations gives assurance to members and
management that services are operating effectively, efficiently and economically and in
accordance with legislative requirements and professional standards.

Key Messages

> The planned audit coverage is slightly lower than anticipated for the year so far,
this is due to two audits being postponed until later in the year by the auditees.

> The assurance level for the Construction Industry Scheme audit has increased
from ‘no assurance’ at the last audit in 2006 to ‘substantial’.

> One audit carried out this quarter, Equity Share Scheme, has an increased
assurance from ‘limited’ to ‘substantial’

> One repeat audit, Risk Management, has a decreased assurance from
‘substantial’ to ‘limited’.

> Two priority 2 recommendations and two priority 3 recommendations made this

quarter (Museums merged service and the Environmental system) were not
agreed by management.

Supporting Information

This report has been designed to show:
e Detailed information concerning audits finalised in the quarter
e Details of the effectiveness of the Internal Audit Provider to deliver the service




4.2

4.3

4.4

5.1

5.2

Using a risk-based approach, internal audit generate reports, for all audits, with
recommendations to improve the effectiveness of the internal control framework and
maximise potential for service improvement across the Council. The audit plan consists
of a mix of regularity, systems and probity audits. Only systems audits generate an
assurance level, these are categorised as follows:

Full Assurance — a sound system of control

Substantial Assurance — basically a sound system with some weaknesses

Limited Assurance — weaknesses that may put the system objectives at risk

No Assurance — control is generally weak leaving the system open to error or abuse

Internal Audit categorise recommendations according to their level of priority as follows:
e Priority 1 — Major issues for the attention of senior management

e Priority 2 — Other recommendations for local management action

e Priority 3 — Minor matters

Internal audit categorise the tracking of recommendations as follows:
e Fully implemented

e Partially implemented

¢ Not implemented

Performance Qtr 2 2008/09

Use of Audit Resources:

Days %
Audit days delivered — Q1 74 13
Audit days delivered — Q2 139 25
Remaining Days — per agreed Audit Plan* 353 62

566 100

*The contracted number of audit days is 505 per annum, however there were an
additional 61 days carried forward from last year.

Summary of Audits finalised during the quarter:

Total No. of Level of Assurance Change in
Reports — Systems Audits* Assurance Level —
compared to last
audit
A | 2 v
Other | Systems | Full | Substantial | Limited | No (or 1%
Audit)
Audits finalised - Q2 | 2 4 - 4 - - 2 2 -
From Q1 - - - - - - - - -
b/f from 2007/08 - 3 - 1 2 - - 2 1
Work in progress -Q2 | - 4
From Q1 - 1
b/f from 2007/08 - 2

*Only systems audits are given an assurance level.

Please see Appendix 1 for a summary of results and outcomes of the 9 audits finalised in
Quarter 2.



Comments on Audits finalised this Quarter

There are two audits finalised during the quarter where recommendations were not
agreed. These were the Museums Merged Service and the Environmental System. The
recommendations and auditee comments are detailed in appendix 1. The comments
from the auditees have been reviewed and it is confirmed that it would not be practical to
implement the recommendations.

The assurance level for Risk Management was reduced from substantial to limited.
Although there are only 5 level 2 recommendations, which would normally constitute a
substantial assurance, due to the importance of the system it was felt that limited was
more appropriate. The recommendations relate to issues surrounding the operational risk
registers and reporting. Work has already been carried out to resolve these issues and
one of the recommendations, reporting arrangements, has already been fully
implemented.

Status of all recommendations as at 30th September 2008 (Audits Finalised by
Priority):

Due | Due Due Total Fully Partially Not
Q1 Q2 Q3 Due Implemented Implemented Implemented
(c/fwd) (c/fwd)
Priority 1
2008/09 0 0 0 0 0 0 0
2007/8 2 0 0 2 1 0 1
Total 2 0 0 2 1 0 1
Priority 2
2008/09 8 17 0 25 23 2 0
2007/8 34 | 8 0 42 14 25 3
Total 42 25 0 67 37 27 3
Priority 3
2008/09 2 6 0 8 5 3 0
2007/8 4 1 0 ) 4 1 0
Total 6 7 0 13 9 4 0
Total
2008/09 10 23 0 33 28 5 0
2007/8 40 | 9 0 a7 18 26 3
Total 50 32 0 80 46 31 3
Percentage 57% 39% 4%

All recommendations from 2008/09, that are due, are included in the above table,
including implemented, only outstanding recommendations from other years are
included. All recommendations where auditee’s have confirmed implementation but a
follow-up audit has not been completed have been included as ‘partially’ implemented to
ensure that they are monitored until they are confirmed by Internal Audit. The figures
above do not include any recommendations that are not yet due for completion.



5.5 Status of Outstanding Recommendations as at 30" September 2008 (Audits
Finalised by Service):
The 80 recommendations that are due (from the table above) are made up as follows:
Customer | Corporate | Environmental Life Resource Strategic Street
Service Services & Protective Opportunities | Management Policy & Services
Centre Services Regeneration
Priority 1
2008/9 - - - - - - -
Other - 2 - - - - -
Total 2 -
Priority 2
2008/9 - 7 10 5 3 - -
Other 3 12 3 4 1 7 :
Total 3 19 13 9 14 7
Priority 3
2008/9 - - 2 5 1 - -
Other 1 2 - - - 2 -
Total 1 2 2 5 1 2
Total
2008/9 - 7 12 10 4 - -
Other 4 16 3 4 11 9 -
Total 4 23 15 14 15 9 0
Please see Appendix 2 for details of individual audits as at 30" September 2008. This
details all audits undertaken in 2008/09 and ‘outstanding’ audits from previous years.
Comment:
The outstanding recommendations will continue to be closely monitored and progress
will be reported to the panel each quarter.
5.6  Performance of Internal Audit 2008/09 to date — Key Performance Indicators (KPls):
KPI Target Actual
Efficiency:
Percentage of annual plan completed (to at least draft report 50% 38%
stage)
Average days between exit meeting and issue of draft report 10 max
Average days between receipt of management response and 10 max
issue final report
Quality:
Meets CIPFA Code of Practice — per Audit Commission Positive Positive
Results of Client Satisfaction Questionnaires (Score out of 10) 7.8 8.5
Percentage of all recommendations agreed 95% 97%
Percentage of Priority 1 recommendations implemented 100%
Percentage of Priority 2 & 3 recommendations implemented 90%
Improved assurance for 2" & subsequent audit reviews — as a 25% 30%
percentage of all recurring reviews

The key performance indicators show that the internal audit provider is successfully
meeting or exceeding the majority of standards. One target that has not been met is the
percentage of annual plan completed, this is due two audits being postponed to later in
the year due to operational reasons.



6.1

6.2

6.3

7.1

8.1

9.1

10.

10.1

1.

11.1

Colchester Borough Homes

Colchester Borough Homes have their own agreed audit plan which is administered by
the Council’s auditors. The coverage of the plan, and the scope of the audits, is decided
by Colchester Borough Homes and in general the audits do not affect the systems
operated by the Council.

However there are a few audits that, whilst they are carried out for either Colchester
Borough Homes or the Council, have a direct relevance and impact on the other
organisation and in these circumstances it is appropriate that the results of the audit are
reported to both organisations. These are known as joint audits.

There were no joint audits finalised in the second quarter.

External Audit

The last item to be received from the external auditors was the annual audit and
inspection letter for 2006/07 which was reported to Accounts and Regulatory on 30™
June 2008. No new audit reports were issued by external audit in the second quarter. As
there are no outstanding external audit recommendations from previous reports, a
separate monitoring report has not been presented this quarter.

Proposals

To note and comment upon the Councils progress and performance in implementing
quarter 2 of the Internal Audit program for 2008/09.

Strategic Plan Implications

The audit plan has been set with due regard to the identified key strategic risks to the
Council. The strategic risk register reflects the objectives of the strategic plan. Therefore
the audit work confirms the effectiveness of the processes required to achieve the
strategic objectives.

Risk Management Implications

The failure to implement recommendations may have an effect on the ability of the
Council to control its risks and therefore the recommendations that are still outstanding
should be incorporated into the risk management process.

Other Standard References

There are no direct Publicity, Financial, Consultation, Human Rights, Community Safety
or Health and Safety implications as a result of this report.
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Appendix 1

Summary of Audits Finalised in Quarter 2:

Priority of
Recommendations
221 - Environmental System Days Assurance 1 2 3 Agreed
Substantial
10 (first audit) - 8 5 10

Scope of Audit: This review examined the following areas relating to the Environmental computer

system:

Logical Access Controls;

System administration and support;

User administration;

Input Controls;

Processing Controls;

Output Controls;

Interface Controls;

Management Trail; and

Back Up, Recovery and Contingency Planning

Key Outcomes: The recommendations resulting from this review are summarised as follows:

In addition to the current procedure to identify and revoke leavers from the system, the application
controllers should be notified by HR once leavers are identified. (3) Not agreed The number of
users of APP is small in comparison to the number of employees within the Council. To
monitor all leavers against the APP user database would involve a lot of time and wasted
effort. The monthly review currently carried out is deemed to be adequate, as an individual
that has left the authority would need to gain access to a networked PC to access APP and
their access would be blocked at the network level.

The possibility to configure the system to be able to enforce a password combination of alphabetic
and numeric characters is investigated with the supplier. The password reuse parameter should
also be set to prevent users from recycling their passwords. (2)

The roles defined within the application should be reviewed to determine whether they
afford appropriate access permissions to users. (2)

A periodic review of the user permissions on the application should be performed to ensure
that all users are active and that their access is allocated in line with their job role. (2)
Formal procedures should be established for the regular management review of system
administration, Superuser and 3rd party / supplier activities on the system. (2)

The possibility to configure the system to report on security violations should be investigated with
the supplier. Once established these should be reviewed on a periodic basis. (2)

Management locate and retain a copy of the contract with the supplier. This should be reviewed to
ensure that it has been signed and is up to date. Formal procedures should also be established for
monitoring the service provided against the Service Level Agreement (SLA) for support from the
software supplier (3)

Management review the configuration of input data formatting and consider establishing the
following specific controls on the application system to help improve data quality: Configure range
limits to check against future application dates accepted on the planning module; and make the
following fields mandatory 'Application Type' and 'Application Details' (for the planning module), and
'Premises’ (for the building & licensing modules). (2) not agreed. The supplier will not amend date
fields or make fields mandatory as this would affect all companies they provide this software
to.

Daily inputs to the Planning module should be reconciled. (3) Not Agreed Working practises are
currently not available to achieve this.

Management draw up a schedule of reports on appropriate exceptions and errors on the system. A
procedure should then be established for the regular review of such reports. (3)
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e Management investigate the possibility to automate the license charge rates to link with their
respective bands. (3)

e The audit trail facility is configured to report on the before and after images for modifications to the
system as well as changes to master data. Data changes should be regularly reviewed by the
system controllers where appropriate.(2)

o Effective Disaster Recovery (DR) and Business Continuity procedures and plans be developed and
tested on an annual basis to ensure that in the event of a disaster, business can continue and the
system servers can be recovered in a timely manner. Documented restore procedures should also
be established and stored at the off site location. (2)

Priority of
Recommendations
233 — Museums Merged Service Days Assurance 1 2 3 Agreed
Limited
15 (first audit) 10 - 10

Scope of Audit: The audit was designed to provide a review of the following areas

e Policies and procedures covering all sites are in place and have been made available to all relevant
members of staff;

Regular meetings are held between all parties to discuss relevant issues and resolve any problems;

Income and stock are held in accordance with the Council’s procedures;

Cash sales are fully and promptly remitted to the Cash Office;

Access to cashiers keys and buildings are controlled;

Adequate museum inventories are maintained;

Effective stock control, purchases and storage arrangements are in place;

Deliveries are effectively checked and recorded on the appropriate system;

Assurance is gained by management that exhibits are held securely and safely and adequate
insurance arrangements are in place; and

e Management receive regular performance information on all sites.

Key Outcomes: The recommendations resulting from this review are summarised as follows:

e Procedures should be drafted covering the merged services and made available to staff.(2)

e The Museum Service should enquire of Resource Management as to whether they can have access
to the general ledger and/or additional finance reports to enable them to reconcile takings on a daily
basis.(1) Partially agreed — The issue lies outside of the control of the service and has been
discussed with the Cash Office.

e Cashing up sheets should be independently checked and signed to evidence the check.(2)

e The reason for the refund should be annotated on the original receipt and the receipt should be
retained on file. The refund should be signed by the two members of staff involved with the
refund.(2)

e Complete records should be maintained of all hire bookings. In addition, bookings should be
allocated unique reference numbers and the details of the booking recorded on a database.(2)

e A key register should be implemented for the Ipswich museums. The register should be reviewed
on a regular basis to ensure that keys are only held by appropriate members of staff.(2)

e Regular checks should be undertaken to ensure that all Museum Object Entry Forms are held on
file.(2)

o Whenever items are moved, the location of the item should be updated on MODES.(2)

o  Stock transfers should be completed for items delivered to the outlets for sale.(2)

e Regular reviews should be undertaken of vending machine stock, takings, profitability, etc. In
addition, as the machines operate on a dual-level pricing system, the Museums Service should
investigate with the suppliers the availability of information in order for reconciliations to be
undertaken(2) Not agreed There is not a practical way of reconciling stock with takings due to
the dual pricing system and staff cards being topped up with credit.

e Delivery notes should be checked on receipt of goods and signed by the officer who receives them.
These should then be forwarded to the Resource Centre as notification that the order is complete.
(2)
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Priority of
Recommendations
227 - Risk Management Days Assurance 1 2 3 Agreed
10 Limited ¥ - 5 - 5

Scope of Audit: This review examined the following areas relating to Risk Management:
e Policies and procedures;

Identification, recording, evaluation and assessment of risks;

Elimination of potential risks;

Informing senior management within the Council; and

Management information and reporting.

Key Outcomes: The recommendations resulting from this review are summarised as follows:

e A consistent approach should be taken by all services in the preparation of risk registers. All
registers should incorporate version details, action plans, target dates and assigned officers on all
occasions.(2)

o The risk register in place for each of the Council's Services be subject to regular review by the Audit
& Risk Manager and that the high level risks be reviewed by the Strategic Performance
Management Board at appropriate intervals.(2)

e Action plans are produced by each service to address any risk management issues identified.(2)

e The new reporting arrangements, as set out in the current Risk Management Strategy, be adhered
to. Monitoring should be completed to ensure that all of the processes detailed are completed on a
timely basis.(2)

e Performance Monitoring be undertaken and reported to senior management as proposed in the RM
Strategy.(2)

Priority of
Recommendations
302 — Anchor Trust Days Assurance 1 2 3  Agreed
3 Regularity - 1 1 2

Scope of Audit: This review examined the following areas:

Authorisation and payment of Anchor Trust administration fees on grants;
Coding of payments to Anchor Trust;

Documentation produced and maintained by Anchor Trust for grant works;
Payments to contractors for grant works;

Funding arrangement; and

Management information.

Key Outcomes: The recommendations resulting from this review are summarised as follows:

¢ Management should ensure that the Anchor Trust fee amount is correctly calculated. (3)

e Management should ensure that the Anchor Trust produces regular quarterly reports in accordance
with the term of the agreement. Furthermore, regular quarterly meetings should take place between
the Anchor Trust Staying Put Manager and the Home Improvement Manager to discuss issues
pertinent to the scheme.(2)
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Priority of
Recommendations

305 - Land Charges Days Assurance 1 2 3 Agreed
7 Subsianhal i 4 ) 4

Scope of Audit: This review examined the following areas:

All applications for Land Charges are processed promptly and fully accounted for;

Liability for incorrect information given rests with the provider of that information;

The correct charge is levied by the Council for the examination of the charges register; and
All income collected in promptly banked and fully accounted for.

Key Outcomes: The recommendations resulting from this review are summarised as follows:

e Management should consider monitoring the time taken to process land searches on an annual
basis.(2)

e Management should ensure that search fees are formally reviewed every year and evidence is
retained.(2)

¢ Management should ensure that all receipts issued by the cash office are reconciled to the daily
activity reports and retained by the Land Charges Manager.(2)

e It is recommended that an agreement should be put in place with Essex County Council’'s (ECC)
Highways Department to ensure that they take full responsibility for the information that they

supply.(2)

Priority of
Recommendations
315 — Construction Industry

Scheme Days Assurance 1 2 3  Agreed
10 Subsiantlal i 2 ) 2

Scope of Audit: This review examined the following areas:
Contractor Registration and Obligations;

Checking Sub-Contractors Employment Status and Verifying Them;
Paying Sub-Contractors and Making Deductions under CIS;

Paying over Deductions to HMRC;

Deduction Statements and Monthly Returns; and

Record Keeping under CIS.

Key Outcomes: The recommendations resulting from this review are summarised as follows:

o All staff should be reminded of the need to confirm whether purchase orders made via the
procurement system are affected by the CIS scheme, thus confirming to Accounts Payable that sub-
contractors are CIS registered and self employed, or otherwise. The Accounts Payable team should
also advise relevant staff that they are able to offer advice should a query arise.(2)

e The deduction statements issued to sub-contractors should be reconciled to the total amount paid
over to HMRC, post production, in order to ensure that all statements had been produced. Evidence
of these reconciliations should be retained.(2)

Priority of
Recommendations
326 — Decriminalised Parking Days Assurance 1 2 3 Agreed
5 Probity - - - -

Scope of Audit and Key Outcomes : Colchester Borough Council acts as an agent for Essex County
Council for parking enforcment. The purpose of this audit is to verify the figures and calculation basis for
the Income and Expenditure Statement of the Decriminalised Parking function for the 2007/08 financial
year. Ensuring that there are adequate controls in place to give management assurance regarding
accuracy and that there is an adequate audit trail with appropriate documentation. There were no errors
in the figures and no recommendations were made.
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Priority of
Recommendations

320 - Equity Share Scheme Days Assurance 1 2 3  Agreed
5 Substantial i 1 ) 1
A

Scope of Audit: The audit was designed to ensure that:

All applicants for the schemes have been appropriately assessed for eligibility;

The schemes are administered in accordance with internal policies and procedures;

All receipts for income due have been received promptly and in full;

The financial systems of the Authority have been correctly updated to reflect all transactions;
Rents and other charges are processed accurately and in full; and

The re-purchase of Equity Share properties by the Council is administered properly.

Key Outcomes: The recommendation resulting from this review is summarised as follows:

e Procedures detailing all of the processes to be followed in respect of the Equity Share Scheme
should be developed. The procedures should be made available to all relevant members of staff. (2)

Priority of
Recommendations
327 - Food Control Days Assurance 1 2 3 Agreed
Substantial
7 > - 7 - 7

Scope of Audit: The audit was designed to ensure that:

¢ All relevant food premises are identified, registered promptly and appropriately risk assessed;

The database of premises provides accurate information to management;

Food premises are inspected regularly, in accordance with their risk assessment;

Officers are adequately trained and qualified to perform their duties;

Any adverse reports are followed up on a timely basis and enforcement action is monitored to ensure
compliance;

o All associated fees are collected promptly, including those for Council run training courses.

Key Outcomes: The recommendations resulting from this review are summarised as follows:

¢ Management should ensure that food businesses identified by Environmental Health Officers as part
of informal visits are recorded and tracked. (2)

o Management should ensure that reports reviewed to identify potential food businesses are
maintained and signed-off or initialled by the reviewer. (2)

o Management should implement a direct link between the central document database and the
Environmental system to ensure that the Food Control Team have access to scanned inspection
reports.(2)

o Management should review policies and procedures on a periodic basis. Policies and procedures
should be dated, or an alternative version control mechanism should be implemented.(2)

e Management should reconcile income expected to the amounts of income actually received. (2)

o Management should ensure that budget monitoring is a standing agenda item within Environmental
Protection Group meetings.(2)

¢ Management should establish formal targets, thereby facilitating the effective performance monitoring
of the team on a monthly basis. Performance reports should indicate the performance of the team
against the targets established by management.(2)
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Item
@ Finance and Audit Scrutiny Panel 12

COLCHESTER 18 November 2008
Report of Head of Resource Managment Author Sean Plummer
™ 282347
Title Financial Monitoring Report — April to September 2008
Wards Not applicable
affected

1.1

2.1

2.2

3.1

3.2

4.1

The Panel is invited to review the financial performance of all
General Fund services and the Housing Revenue Account for the
first six months of 2008/09

Action required

The panel is asked to note the financial performance of General Fund Services and the
Housing Revenue Account (HRA) in the first half of 2008/09.

Reason for scrutiny

Monitoring of financial performance is important to ensure that:

e Service expenditure remains within cash-limited budgets.

e Potential variances at year-end are identified early so that remedial action can be
taken to recover the position or ‘recycle’ any surplus budgets.

e Performance targets are being met.

This report also gives the panel the opportunity to hold Service Managers and Portfolio
Holders accountable for their budgets.

Background and Summary Position

This report reviews the Council’'s overall position based on profiled income and
expenditure for the six months to 30 September 2008, and also shows a projection of the
outturn figures for the full year. All the information presented in respect of General Fund
Services shows the position based on net ‘direct costs’. The review of the Housing
Revenue Account is different in that it shows all costs, both direct and indirect.

The projected outturn for the General Fund is currently a net overspend of £345k. This
takes account of proposed mitigating action. The Housing Revenue Account is currently
projected to be on budget.

General Fund - Position to 30 September 2008

Service Budgets

Appendix A summarises the Council-wide position by expenditure group and by Service
Group. The net position shows a variance against profiled budget for General Fund
Services (excluding benefits) of £119k (favourable). This comprises total expenditure
being £1,104k lower than expected and less income than expected totalling £985k.
Appendix B provides a more detailed view, breaking this information down by individual
Service Groups.
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4.2

4.3.

4.4.

4.5.

5.1

Both Appendices A & B to the report include traffic light indicators. The thresholds are as
follows:

Green — Variance less than £50k and 5% of budget

Amber — Variance greater than £50k OR 5% of budget

Red — Variance greater than £50k AND 5% of budget

A number of factors have led to the position against profiled budgets. The main
variances are as follows (F=favourable; A=adverse):

Expenditure

e Employees. £253k (F), due to vacancies. However, the budget also includes a
savings target of £515k relating to staff turnover.

e Premises. £345k (F), mainly relating to repairs & maintenance, and utilities costs.

e Transport. £132k (A) mainly in respect of additional fuel costs

e Supplies & Services. £290k (F), includes budgets expected to be funded from grant
income that may not be received, as well as a number of smaller variances.

e Third Party Payments. £147k (F), relating to the timing of grant payments.

e Transfer Payments. £202k (F), relating to concessionary fares bus tickets.

Income

e Government Grant. £176k (F), relating to Museums Hub grant income not yet
allocated to specific projects.

e Other Grants & Reimbursements. £563 (A), includes income for the SOS bus and
additional grant income, which are offset by outstanding debtor accruals for grant
claims.

e Customer & Client Receipts. £609k (A), Includes under recoveries against land
charges, licensing, car parking and PCN income, which are reduced by smaller over
recoveries against a number of other areas.

Benefits payments are shown ‘below the line’ in Appendix A to avoid distorting the
reported position for Service Groups. It is currently projected that this area will be on
budget at year end, when the final subsidy claim is paid.

Corporate savings targets totalling £860k were built into the 2008/09 budget. The targets
and position to date is shown below and indicates significant progress has been made,
however, additional savings will be required to achieve all targets.

Target Identified for
year to date
£000 £000
Salary Budgets 515 217
Procurement Savings 227 134
Income Generation 70 2
Support Services Review 48 0
Total 860 353

Outturn Forecast / Risk Areas

FASP last reviewed the outturn forecast on 19 August 2008 at which time an overall net
underspend of £123k was forecast. Since then more detailed work has been carried out
regarding salaries forecasting, income projections and other significant budget areas.
One of the main factors that are affecting the revised budget forecast is the general
economic downturn and the resulting impact on income from areas such as planning,
land charges and the inflationary impact on certain costs such as fuel.
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5.2

5.3

5.4

5.5

5.6

5.7.

The current forecast outturn is now a potential net overspend of £345k as summarised in
the following table:-

£000
Service budgets 1,392 | See paras. 5.3 — 5.4 and Appendix C
Technical ltems (600) | See paras. 5.5-5.8
Mitigating action (447) | See para 5.9.
Potential net overspend 345

Service Budgets
The following table sets out the forecast outturn for all service areas. This shows a net
forecast overspend of £1,392k

Service Forecast outturn
£000

Corporate & Democratic Core On budget
Executive Management Team On budget
Corporate Management 105 over budget
Customer Service Centre On budget
Environmental and Protective Services 574 over budget
Life Opportunities 70 over budget
Resource Management 69 over budget
Strategic Policy and Regeneration On budget
Street Services 574 over budget
Total all services 1,392 over budget

Appendix C sets out details of all forecast variances against service budgets at the year-
end totalling £1.392m. The main areas contributing to this position are summarised
below and all linked to some extent by current economic conditions:-

¢ Reduced income from planning and building control fees £0.6m
¢ Reduced income from car parking (both on street and off street) £0.3m
e Additional fuel costs for Council vehicles £0.15m
e Reduced income from land charges £0.1m

Technical Items

Net Interest Earnings

The Central Loans and Investment Account (CLIA) comprises the Council’s borrowing
costs and investment income. The current forecast is that the net interest position will be
circa £300k better than the budget. This forecast is primarily as a result of improved
investment returns, partly caused by the on-going credit crunch factors, and also through
securing low rate new borrowing.

Forecasting net interest involves making a number of assumptions in respect of cashflow
and interest rate projections and as such the overall forecast needs to be treated with
caution at this stage in particular given the remaining uncertainty over the Council’s
investments in Landsbanki and the general economic outlook.

Minimum Revenue Provision (MRP)

The Council is required to make a provision in its revenue budget to repay debt. This
requirement (the MRP) used to be a statutory charge of 4% on the notional level of
outstanding debt at the start of the financial year. However, we now also have the option,
subject to certain criteria, of charging on an earmarked basis according to either the
estimated life of the asset or by using standard accounting depreciation charges. In each
of these two cases one change is that the annual charge will not commence until the new
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5.8.

5.9.

5.10.

asset comes into service, subject to the overriding rule that MRP under any option arises
in the year after the new expenditure is incurred, or a new asset brought into service.

The revenue budget includes £300k in respect of the estimated MRP for the Community
Stadium. Under the new guidance the Council do not now have to make this provision in
2008/09 as the Stadium was not operational at 1 April 2008.

Further steps have been identified to mitigate the net overspend on service budgets. The
following table sets out these items totalling a potential £447k of savings:-

Item £°000 | Comment

Review of staff| 111 | As set out at Appendix C income from planning fees is
within development forecast to be significantly lower this year and likely to
control continue at lower levels into next year. In response to this

reduced workload proposals have been implemented to
freeze specific vacant posts and redeploy other staff into
posts within the planning policy section. In total savings
of £180k have been identified for this year of which £69k
has been transferred and shown against the salary target.

Uncommitted 115 | Cabinet has agreed use of HPDG, however, £115k
Housing and remains uncommitted and could therefore be available to
Planning  Delivery mitigate budget pressures

Grant (HPDG)

Saving re: agreed | 60 | Based on agreed pay award of 2.7%
pay award being
less than budget

2008/09 savings not | 61 | Savings of £126k were agreed by Cabinet in September.
re-allocated Some of these savings were agreed to be transferred to
support priorities including funding for 2 street wardens.

The following item
is less certain

Possible additional | 100 | The Local Authority Business Growth Incentive (LABGI)
LABGI re 07/08 scheme ended in 2007/08. However, the Government has
held back some of the funding pending resolution of a
number of appeals in respect of the scheme

Total 447

Risks to current forecast

The 2008/09 Revenue Budget report that was approved by Council in February 2008
detailed potentially significant risk areas that had been identified during the budget
process. In addition, Heads of Service have identified a number of both positive and
negative risk areas. These take into account the actual expenditure and income position
to 30 September 2008, known variances and forecast changes to 31 March 2009. The
current position for the most key areas is detailed in Appendix D. The most significant
items that may have an impact on the current forecast are:-

changes to income projections, such as those for car parking
increased energy costs

extent to which corporate targets are achieved

clarification of concessionary fares position
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5.11.

5.12.

6.1

6.2

6.3

6.4

Summary position

The net forecast outturn shows a potential net overspend of £345k. As is common at this
stage in the financial year there remain a number of risks and variables to this forecast. It
should be noted that the Council general fund balances of £1.9m remain £0.2m higher
than our current assessed prudent level. The level of general balances and other
reserves will be assessed as part of the final budget proposals.

Senior Management Team is continuing to monitor the budget position on a monthly
basis. This includes scrutiny of the budget position to date, any revisions to the forecast
outturn, performance against corporate targets, changes to key risks areas and action
necessary to mitigate budget pressures. Future monitoring statements to the Panel will
provide more certainty as the year progresses. The next monitoring statement will be for
the nine months to 31 December 08, and will be reported to the Panel on 24 February
2009. The current year's budget position will also be considered earlier alongside
proposals for the 2009/10 budget which will be scrutinised by this Panel on 20 January
2009.

Housing Revenue Account

The Housing Revenue Account (HRA) is a complex account which is ring-fenced and
affected by a number of variable factors. Appendix E shows that at the end of
September 2008, the HRA is underspent by £514k compared to the budget for the same
period. This is primarily due to lower expenditure on Repairs and Maintenance for the
year to date (£335k) and higher rental income than anticipated (£148k). However, it
should be noted that it is anticipated the year to date underspend will reduce as the
financial year progresses, especially given the pressure facing the Repairs and
Maintenance budgets. The projected outturn for the HRA is that it will be on budget. The
main factors contributing to the variance to date are detailed in the following paragraphs.

A significant amount of Repairs and Maintenance expenditure relates to responsive
repairs and works to void properties, therefore variations can occur throughout the year
dependant on activity. It should be noted that not all of the costs from Inspace have been
finalised relating to the service for the period April to June 2008. It is anticipated that this
will be completed early in Quarter 3. Furthermore, there is an underspend relating to the
interim maintenance service being provided by Colchester Borough Homes (CBH), which
relates to the timing of expenditure. Now that the Deed of variation has been signed,
CBH are required to provide a re-profile of expenditure as part of the interim
arrangements, which should reduce the impact of monthly variations.

Rental income from dwellings is the major source of income to the HRA. During the
budget setting process, assumptions are made on the number of reductions in the
Housing stock through Right to Buy sales and the loss of rental income resulting from
empty properties. These assumptions are prudent as any shortfall in income receivable
during the year would have to be met from the HRA balance. There has been a marked
reduction in the number of properties being sold over the last few years, which is a
reflection of increasing house prices and affordability for tenants.

Any expenditure on the Housing Capital Programme (HIP) that exceeds the total
resources available from the Major Repairs Allowance (MRA) for the year has to be met
from the HRA in the form of a revenue contribution to capital (RCCO). As the actual
financing requirement of the outturn capital programme is not known until the end of year
position is established, it can have an impact on the HRA outturn that is difficult to
forecast at this stage of the year.
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7.1

8.1

9.1

10.

10.1

Strategic Plan references

The priorities within the Strategic Plan are reflected in the Medium Term Financial
Forecast. This makes assumptions regarding government grant and Council Tax income,
and identifies where necessary savings will be found in order to achieve a balanced
budget. The 2008/09 revenue budget was prepared in accordance with the Strategic
Plan’s priorities, in the context of the Council facing growing financial pressures. Budget
monitoring enables the financial performance against these priorities to be assessed.

Financial implications

As set out above.

Risk management implications

Risk management is used throughout the budget cycle, and this is reflected in the
strategic risk register. The 2008/09 revenue budget report that was approved by Council
in February 2008 detailed a number of potentially significant risk areas that had been
identified during the budget process. In addition, Heads of Service identify a number of
both positive and negative risk areas during the year.

Other Standard References

Having considered consultation, publicity, equality, diversity and human rights,

community safety, and health and safety implications, there are none that are significant
to the matters in this report.

Background Papers

None
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Forecast Outturn Variances

Appendix C

Service Area Variance Comment
Spend | Income Net
£000 £000 £000
Corporate
Management
Due in part to downturn on housing
market and the higher
Legal Services (77) 150 73 proportionate increase in personal
searches which are cheaper than
full searches.
Difference  between a grant
. _ payment of £34k in respect of the
Democratic Services - (13) (13) | 2005 Parliamentary Election, and
the accrual of £21k.
Lower Income due to impact of lift
Facilities 3 42 45 scheme_+ loss of income from CBH
re cleaning changes.
Environmental &
Protective Services
Down-turn in the economy/building
industry has reduced the number of
Planning Applications from an
_ average of 175 per month to a
Planning - 548 548 | current level of 100. This report
details mitigating action proposed
to offset some of this reduced
income.
Building Control i 26 26 Down-turn in the economy/building
industry,
Life Opportunities
Budget overspent at period 6 due
cl?oesfjts and  breakfast 75 75 to higher number of households in
B & B than budgeted
Community  Support
and parks and (5) (5) Staff savings
recreation
Resource
Management
Reduced net rental income and
Estates 42 27 69 unbudgetted NNDR costs.
Street Services
Parking Services 70 294 364 | Under recovery of car park income
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in respect of both on street and off
street parking of £300Kk in total.
Unbudgetted rental charge re: butt
rd car park




Service Area

Variance

Comment

Street Care

(117)

(117)

Mainly £132K is in budget from
funding to support recycling trials
pledged by ECC and from recycling
credits, this may no longer be
forthcoming and so the budget has
been frozen.

Recycling

152

166

318

Estimated £152K overspend for
fuel costs.

£100K funding was built into the
budget from ECC, income may no
longer be forthcoming so budget
has been frozen (see street care
above)

Shortfall against recycling credits of
circa £30k.

Community Operations

Minor change within Small Works
Team income budget.

Total

143

1,249

1,392
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Key Risk Areas

Appendix D

Service / Item |

Current Position / Comment

Corporate Management

Facilities — Income

The updated forecast outturn position shows that income from
functions will be under recovered at the end of the year due in part
to the lift project restricting access to some function areas.

IT software licences

Ordnance Survey licences has been identified as a possible cost
pressure this year. However, the service has indicated that this
should be able to be contained within the budget

Environmental & Protective Services

Planning income

Planning income is dependent on activity in the housing market and
as such when there is an economic downturn income is affected.
Extra income expected from Discharge of Conditions and Planning
Fees are already well below the estimated budget. This also relies
on buoyancy of housing market to sustain income levels.

The current outturn forecast allows for a shortfall of income £0.5m

Building Control income

Relies on housing market to sustain income levels.

Life Opportunities

Bed and Breakfast

Given the constant pressure facing the use of B&B accommodation,
this is an area that is managed and monitored carefully.
Currently, a forecast overspend of £75k is forecast.

Grounds Maintenance

Calculation of contract variation index (GM87) identifies increase in
contract value of £88k in excess of anticipated figure. It is hoped that
this will be managed within the service through discussion with
contractor and lowering of the contract standard. Budget managers
have been alerted to this pressure and a schedule has been drafted
to identify how most of this can be contained within the overall
budgets.

Sport & Leisure

Risk of energy bills increasing in the second part of the financial
year. This depends on the rate achieved when the energy contract is
renewed. (see cross-cutting areas below)

Resource Management

Concessionary Fares

The Council has been working with other Essex authorities to try
and agree changes to the funding arrangements with bus operators
and the allocation of costs between authorities. If agreement
between all parties can be reached we expect to achieve a reduction
in costs for this year.

Strategic Policy & Regeneration

Coastal Initiatives

Debtor for £27k remains outstanding from 2005/06. A letter is being
drafted which will lead to the start of recovery of the outstanding
amount.

Street Services

Car Parking Income

The revised fees and charges for Parking Services were
implemented with effect from 1 June 2008. The effect of this change
and the impact of the renaissance programme will continue to be
monitored closely. Currently a shortfall of income of £150k is
forecast, however, detailed car park projections indicate the
potential for lower income.

Penalty Charge Notices
(PCN) Income

Risk that the revised charges for Penalty Charge Notices introduced
by the Traffic Management Act may mean that income budgets will
not be achieved as the face value of PCN’s has been changed. The
effect of the legislative change is being closely monitored. Currently
a shortfall of £150Kk is forecast.
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Service / Item

Current Position / Comment

Parking Services

It is likely that the Council will receive a rental charge for Butt Road
car park. This charge was not budgeted because the car park is to
be transferred to the Council as part of a Section 106 agreement.
However, the trigger point for the release of the land is not likely to
be reached in the current financial year. Discussions are ongoing to
establish the likely liability but at present the projected outturn shows
an estimated pressure for the year of £42k. There is also a risk that
the charges could be applied retrospectively (from 1 June 2006) at
an additional cost of approximately £78k.

Waste review

Income of £100k from Essex County Council (ECC) to support
recycling trials, and additional income from recycling credits of
£172k was built into the 08/09 budget. The income from ECC may
no longer be forthcoming. Expenditure totalling £192k was built into
the budget as a result, which has now been frozen. This leaves a
figure of £80,000 which will need to be covered by an increase in
recycling credits. Figures to date for the first 6 months indicate that
we are achieving an increase in recycling, however, this may not
reach the revised budget figure and therefore currently a net
pressure of £30k has been shown in the outturn forecast.

Cross Cutting Pressures

Energy and Fuel costs

The revised forecast outturn within Street Services reflects
additional fuel costs incurred to date and this particular cost
pressure will be monitored over the coming months.

We have recently received notification of the new energy prices for
electricity and gas which show significant increases over current
prices. We are currently estimating the impact of these new charges
on budgets for the remainder of this year and also next year.

Achievement of
corporate targets

The report sets out that significant progress has been made towards
achieving most corporate savings targets such as procurement and
salary savings. A plan of potential savings to deliver the remaining
target in respect of procurement savings has been drafted.
Currently, there remains a risk that targets in respect of support
services and income may not be achieved due to a revised timetable
to implement an e-procurement system and the downturn in the
economy impacting on anticipated income from roundabout
sponsorship. These will be considered in more detail shortly.

All targets are monitored monthly by Senior Management Team.
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Item
Finance and Audit Scrutiny Panel 1 3

corcnester 18 November 2008

—
Report of Head of Resource Management Author Graham Coleman
= 282741
Title Capital Expenditure Monitor 2008/09
Wards N/A
affected

1.1

2.1

2.2

3.1

4.1

4.2

4.3

5.1

This report details all capital expenditure during 2008/09 to September 2008

Decisions Required

To note the level of capital spending during 2008/09 and forecasts for future years.
Reasons for Decisions

Monitoring capital spending is important to ensure:-

. Spending on projects is within agreed scheme budgets.
« The overall programme is delivered within budget.

This report also gives the Panel the opportunity to hold Service Managers and Portfolio
Holders accountable for their budgets.

Alternative Options
None are suggested.
Background

This report sets out details of spending for the financial year 2008/09 (April 2008 to
September 2008) and revised forecasts for future years.

This report includes new capital funding and changes to the capital programme as
revised by Cabinet on 12 March 2008, 21 May 2008, 9 July 2008 and 10 September
2008.

This report includes capital expenditure in respect of the Housing Investment
Programme, including expenditure on the Council’s housing stock.

2008/09 Review

In the first 6 months of this year capital spending totalled £10.5 million. This represents
31.9% of the total programme. The programme includes a number of major schemes
where spending is planned across more than one year. It should be noted that the total
programme was not expected to be fully spent in 2008/09 and that spending is broadly in
line with expectations.
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5.2

5.3

5.4

5.5

In total, forecast spending for this year is £24.3 million. The remainder of the programme
is planned for 2009/10 and future years. The table below sets this out by service area:-

Summary Current Total 2008/09 Expected Expected

Programme Expenditure | Expenditure Expenditure

for year 2008/09 2009/10 and

Future years

£'000 £'000 £'000 £'000

Corporate Management 2,726.2 379.6 1,973.3 752.9
EMT 273.0 19.8 173.0 100.0
Resource Management 1,501.4 459.9 1,400.0 1014
Street Services 990.3 521.9 990.3 0.0
Environmental & Protective Services 323.2 14.2 293.2 30.0
Strategic Policy & Regeneration 18,151.3 6,955.6 14,409.9 3,786.4
Life Opportunities 3,989.4 1,011.9 2,488.8 1,500.6
Completed Schemes 16.9 17.5 17.5 0.0
Total — General Fund Services 27,971.7 9,380.4 21,746.0 6,271.3
Housing Revenue Account 4,964 .4 1,117.9 2,511.8 2,452.6
Total Capital Programme 32,936.1 10,498.3 24,257.8 8,723.9

Appendix A sets out details of spending and forecasts on all schemes. Comments are
provided on the schemes progress and future forecasts. The schedule includes budgets
for all approved and funded schemes and some existing projects that, whilst approved,
are not yet available to spend until resources are secured to enable funding to be
released. These amounts are shown in the unfunded columns and reflect the Capital
Programme approved by Council on 20 February 2008, and revised on 12 March 2008,
21 May 2008, 9 July 2008 and 10 September 2008.

Since the last report the following schemes funded from the most recently awarded
Growth Point monies have been added to the capital programme.

Project 2008/09
£000
Town Centre Improvements (construction) 100
St Botolph's Public Realm (Phases) 400
Hythe Station Improvements 600
Total £1,100

Additionally, Cabinet on 22 October 2008 agreed to allocate £305k of Housing Planning
Development Grant (HPDG) to carbon reduction schemes at Colchester Leisure World
Fitness Pool and other Council premises. The Fitness Pool scheme is supplemented by
£350k funding from the building maintenance programme.

Other schemes have had funding provided from further Section 106 releases and
external funding. The changes since the last report are shown on the summary page of
Appendix A.

Cabinet on 10 September 2008 agreed to put certain capital schemes “on hold” pending
the resolution of current financial uncertainties relating to capital receipts and capital
expenditure commitments. No commitments for those projects which are funded should
be entered into and those unfunded projects will not have any further funding released.
These schemes are listed below.

35




5.6

5.7

5.8

Schemes put on hold per Cabinet of 10 | Amount to put on

September 2008 hold
Funded Unfunded Total
£'000 £'000 £'000
Backlog Repairs 150.0 150.0
Support for Parish Councils. Reduce funded 50.0 50.0 100.0

programme from £100k to £50k and remove
unfunded £50k

Historic Core Zone 160.0 160.0
Maritime Projects 150.0 150.0
Personal Computer Upgrade 0.8 800.0 800.8
Public Conveniences 175.0 175.0
Town Centre Signs 90.0 90.0
Park & Ride 125.0 125.0
East Colchester 222.1 2221
Total 822.9 1,150.0 1,972.9

A net over-spend of £45k is anticipated on the schemes for the Community Stadium pre-
development and the Cuckoo Farm pre-development. This is primarily a result of legal
costs still to be incurred. Additionally there is a minor over-spend of £0.6k on one other
scheme. Further details are provided in Appendix A.

The anticipated over-spend of £45.6k will be referred to Cabinet for consideration.

Schemes shown in previous reports as “Housing Schemes Dependent on Grants” are
now included in the Life Opportunities sections of the report.

The following paragraphs provide comments on some of the major projects included in
the capital programme. Further details on the progress of the schemes are provided in
Appendix A.

Firstsite

On 16 September 2008 the Council signed a supplementary contract with Banner
Holdings for £14,220,000 to complete the external fabric of the building to a standard of
permanent weather tightness (air and water tight). A bond for 10% of the value of the
work that Banner has to complete (£1.4million) was also put in place. The contract
completion date is 22 May 2009 and on the 25 September the contract was brought into
force when the first payment was made to Banner under the new contractual
arrangements.

The Council is currently reviewing the scope of internal fit-out works to complete the
building, and the forecast outturn costs, through a series of meetings with quantity
surveyor representatives from Arts Council England East, East of England Development
Agency and Essex County Council and Turner and Townsend.

Community Stadium

Practical Completion of the building was achieved on 11th July on schedule. 1.5%
construction cost retention will be released at the end of the defects liability period in July
2009. It is likely the final cost will be within budget although this will not be certain until
final accounts are settled and outstanding risks crystallised.
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5.9

Decent Homes and Upgrades

This report and appendices reflect the current approved funding levels made available for
the Housing Investment Programme (HIP), a major part of which relates to Decent
Homes. In September 2003 the Council committed to achieving the Decent Homes
standard in its homes by the end of December 2007. The aim is now to complete the
programme before the 2010 deadline. The Council has directed CBH to review the levels
of outstanding work and the cost to complete the programme, and this is underway.
Discussions have been held with the Leader of the Council as HRA Portfolio Holder and
the Portfolio holder for Neighbourhoods to agree timescales and how the expenditure for
2008 - 2010 can be used. Work this financial year will be limited as the focus will be on
establishing the scope of the programme and carrying out a procurement exercise to
identify and appoint new contractors for the Decent Homes work and the repairs and
maintenance service.

A review of the whole capital programme, including new resources, will be submitted to
Cabinet in January 2009.

Other Standard References

Having considered consultation, publicity, equality, diversity and human rights,
community safety, health and safety and risk management implications, there are none
that are significant to the matters in this report.

Background Papers
None
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