Haringey Council

NOTICE OF MEETING

Audit Committee

THURSDAY, 3RD FEBRUARY, 2011 at 19:30 HRS - CIVIC CENTRE, HIGH ROAD, WOOD
GREEN, N22 8LE.

MEMBERS: Councillors Khan (Chair), Amin (Vice-Chair), Diakides, Meehan, Bloch,
Butcher and Gorrie

AGENDA
1. APOLOGIES

To note any apologies for absence.
2. URGENT BUSINESS

The Chair will consider the admission of any late items of urgent business. (Late
items will be considered under the agenda item where they appear. New items will be
dealt with at item 15 below).

3. DECLARATIONS OF INTEREST

A member with a personal interest in a matter who attends a meeting of the authority
at which the matter is considered must disclose to that meeting the existence and
nature of that interest at the commencement of that consideration, or when the matter
becomes apparent.

A member with a personal interest in a matter also has a prejudicial interest in that
matter if the interest is one which a member of the public with knowledge of the
relevant facts would reasonably regard as so significant that it is likely to prejudice the
member’s judgement of the public interest and if this interest affects their financial
position or the financial position of a person or body as described in paragraph 8 of
the Code of Conduct and/or if it relates to the determining of any approval, consent,
licence, permission or registration in relation to them or any person or body described
in paragraph 8 of the Code of Conduct.



10.

MINUTES (PAGES 1 -10)

To confirm and sign the minutes of the Audit Committee held on the 2 November
2010.

DEPUTATIONS AND PETITIONS

HOUSING ALLOCATIONS, LETTINGS AND HOMELESSNESS SERVICES RE-
INSPECTION - UPDATE

Report of the Assistant Director, Strategic and Community Housing Service, to
comply with the Audit Committee request from November 2010 which requested an
action plan which shows how the Strategic and Community Housing Service will be
taking the recommendations of the Audit Commission’s re-inspection of the Council’s
Housing Allocations, Lettings and Homelessness services which took place in the
summer of 2010 and to present the updated action plan that has been put into place
to ensure the Council meets the Audit Commission’s recommendations and findings.

TO FOLLOW

TREASURY MANAGEMENT STRATEGY STATEMENT 2011/12 TO 2013/14
(PAGES 11 - 38)

Report of the Director of Corporate Resources to present the proposed Treasury
Management Strategy Statement for 2011/12 to 2013/14 for scrutiny prior to it being
presented to Council for final approval.

IMPLEMENTATION OF INTERNATIONAL FINANCIAL REPORTING STANDARDS
(IFRS) - PROGRESS REPORT (PAGES 39 - 44)

Report of the Director of Corporate Resources to inform the Committee on the
progress made in respect of the implementation of International Financial Reporting
Standards (IFRS) and to note the ongoing actions to secure full implementation.
EXTERNAL AUDIT PROGRESS REPORT (PAGES 45 - 46)

Report of Grant Thornton.

EXTERNAL AUDIT PLAN 2010/11 (PAGES 47 - 66)

Report of the Director of Corporate Resources to inform the Committee of the
external audit plan for 2010/11 proposed by Grant Thornton and to agree the audit
fees.



11.

12.

13.

14.

15.

16.

ANNUAL AUDIT LETTER (PAGES 67 - 86)

Report of the Director of Corporate resources to receive the Annual Audit Letter for
2009/10 from the Council’'s external auditors, Grant Thornton and to note the issues
raised and actions being taken.

INTERNAL AUDIT PROGRESS REPORT -2010/11 QUARTER 3 (PAGES 87 - 124)

Report of the Head of Audit and Risk Management to inform the Audit Committee of
the work undertaken during the third quarter by the Internal Audit Service in
completing the 2010/11 annual audit plan and reports issued for outstanding 2009/10
audits together with the responsive and housing benefit fraud investigation work. In
addition, to provide details of the work the Council’s personnel division has
undertaken in supporting disciplinary action taken across all departments by
respective council managers.

RISK MANAGEMENT UPDATE - QUARTER 3 2010/11 (PAGES 125 - 130)

Report of the Head of Audit and Risk Management to inform the Audit Committee of
the current position on compliance with the corporate risk management policy for the
management of risk registers across the Council.

OFFICE OF THE SURVEILLANCE COMMISSIONERS (OSC) INSPECTION
(PAGES 131 - 144)

Report of the Head of Audit and Risk Management to inform Members of the
inspection visit made to Haringey by the Assistant Surveillance Commissioner in
November 2010 and to inform Members of the recommendations made by the OSC
and the Council’s response in order to ensure these are appropriately addressed.
NEW ITEMS OF URGENT BUSINESS

To consider any new items of urgent business admitted at item 2 above.

DATE OF NEXT MEETING

Tuesday, 19™ April, at 7.30pm.

Ken Pryor Helen Chapman

Deputy Head of Local Democracy and Member Principal Committee Coordinator
Services Tel: 020 8489 2615

5" Floor Fax: 020 8489 2660

River Park House Email: Helen.Chapman@haringey.gov.uk
225 High Road

London N22 8HQ Wednesday, 26" January 2011
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MINUTES OF THE AUDIT COMMITTEE
TUESDAY, 2 NOVEMBER 2010

Councillors Khan (Chair), Amin (Vice-Chair), Diakides, Meehan, Butcher and Gorrie

Apologies Councillor Bloch
MINUTE ACTION
NO. SUBJECT/DECISION BY

PRAC45.| APOLOGIES

Apologies for absence were received from Clir Bloch. Apologies for
lateness were received from Clir Amin.

PRAC46. URGENT BUSINESS

There were no items of urgent business.

PRAC47.. DECLARATIONS OF INTEREST

There were no declarations of interest.

PRAC48.| MINUTES
RESOLVED

That the minutes of the meeting held on 14 September 2010 be
approved and signed by the Chair.

PRAC49. DEPUTATIONS AND PETITIONS

There were no deputations or petitions.

PRACS50.| AUDIT PROGRESS REPORT

Paul Hughes, Grant Thornton, presented the audit progress report and
highlighted the key issues. It was reported that the accounts had been
signed off and an unqualified opinion had been given. A review of the
restated balance sheet under IFRS had been agreed as preparation for
the IFRS accounts 2010/11 and the auditors were working with
management on areas of focus for Value for Money audit work in
2010/11, following the cessation of the CAA regime.

RESOLVED

That the content of the report be noted.

PRAC51.| VALUE FOR MONEY REPORT

Paul Hughes, Grant Thornton, introduced the report on Value for Money
2009/10. With the abolition of the CAA regime, scores were no longer
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MINUTES OF THE AUDIT COMMITTEE
TUESDAY, 2 NOVEMBER 2010

provided in respect of value for money; the report set out the auditor’s
findings. The auditor’s view was that improvements had been made in a
number of areas, including data quality which was now felt to be
adequate after extensive work during the year. It was reported that the
value for money conclusion was therefore unqualified for 2009/10. It was
reported that workforce management arrangements were felt to be
robust, and that these arrangements would continue to be monitored as
this became an increasingly challenging area. An area identified for
improvement was the need to demonstrate a fully embedded approach
towards value for money, but Grant Thornton understood that work was
ongoing to address this. Key issues were set out at paragraph 1.5 of the
report, namely the Council’s response to funding pressures, the need to
address in-year challenges, the need for continued focus on the
production of the IFRS accounts and the continued emphasis on the
importance of data quality.

A question was raised about the generally positive assessment of the
Council’s financial planning arrangements, as the report did not seem to
foresee the budgetary pressures occurring in-year for 2010/11. Paul
Dossett, Grant Thornton, advised that they assessed the outcomes and
processes and that while there had been financial pressures, these had
been managed with no significant impact on the Council’s overall
financial health. It was reported that there were continued financial
pressures, but that these were recognised and assessed against the
relevant criteria; in 2010/11 there would be a significantly increased
focus on the Council’s financial resilience. Some Committee Members
noted that while there had been pressures, specifically in demand-led
budgets, it was positive to note that reserves had been reasonable to
accommodate these and issues had been identified at a very early
stage.

The Committee expressed some concern regarding procurement
processes, as Members were aware of examples where complying in full
with procurement processes appeared to lead to less value for money
for the Council. It was reported that the Council must aim to obtain the
best value for money in all its activities, and that how to manage such
situations depended on local judgement and the Council’s appetite for
risk.

Concern was expressed regarding the value of the report, and some
Members felt that the report contained little of actual substance;
questions were asked regarding why the report stated that the
governance systems were robust, when a review of governance was
being undertaken, and how workforce management could be assessed
as good, when 91 days was the average suspension period. Mr Dossett
reported that the report had been undertaken in line with requirements at
the time, and that more robust recommendations would have been made
had significant problems been identified. In response to the question
regarding the governance arrangements, it was reported that these had
been identified as positive overall, and that the subsequent decision to
undertake a review of the arrangements did not negate that finding. It
was also reported that while the average length of suspension may not
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MINUTES OF THE AUDIT COMMITTEE
TUESDAY, 2 NOVEMBER 2010

be positive, it formed only one of a number of aspects of the workforce
management arrangements which were assessed.

The Committee questioned the positive findings regarding sustainability,
in response to which Mr Hughes advised that sustainability had been
assessed in great detail in the previous year, and that Haringey had
compared favourably with other London boroughs in this regard; Grant
Thornton confirmed that they were comfortable with that assessment. In
response to a question regarding benefits administration and whether
further improvement was needed in this area, Mr Hughes advised that
benefits was a technical and complex area, and that there were issues
regarding data quality and processing of benefits nationally. It was
reported that since the previous year’s findings, which had contributed to
a qualified opinion, work was ongoing to improve this area, but there was
a time lag between the implementation of these improvements and the
results coming into effect.

The Chair advised that, subject to the comments made by the
Committee, his personal view was that Grant Thornton was an impartial
organisation, and that their findings were that significant improvements
had been made since the previous year in areas including data quality,
safeguarding and the Children’s Service. The Chair noted that despite
the CAA regime being abolished, there was still a requirement for good
audit practices and that it was a source of satisfaction that the Council
had this year received an unqualified value for money conclusion. It was
also noted that the auditor's report referred to the judgements on the
Council by other bodies, and the Chair highlighted the positive findings
of the report in respect of the strength of the Council’s financial planning,
the incorporation of the anticipated cuts into the revised budget, the
preparation for IFRS, the national recognition of the Council’'s customer
services and pensions service, the commendation for its procurement
practices, the Council’s acknowledged leadership in sustainability, the
Carbon Trust Standard award, development of the data quality strategy,
positive feedback from the JAR safeguarding follow-up report and
unannounced inspection, the sustainable community strategy, the best
practice work on Councillor Call for Action, the adequate challenge and
control provided by the Audit Committee and the awards for Human
Capital management, the Leadership Programme, WOW awards and
National Customer Service awards. While the Council should be proud
of these achievements, it was reported that areas for improvement had
been identified and needed to be worked on, in accordance with the
action plan attached. The Chair also noted the recommendation that the
AGS should be presented to Members by someone from outside of
audit, to ensure independence.

Taking into account the comments made by the Committee, it was
RESOLVED

That the content of the report be noted.

PRACS52.

HOUSING ALLOCATIONS, LETTINGS AND HOMELESSNESS
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MINUTES OF THE AUDIT COMMITTEE
TUESDAY, 2 NOVEMBER 2010

SERVICES RE-INSPECTION - FINAL REPORT

Phil Harris, Assistant Director of Strategic and Community Housing,
presented the report on the Housing Allocations, Lettings and
Homelessness Service Re-inspection. Further to the poor inspection
rating received in 2007, a re-inspection had been undertaken in May
2010, the conclusion from which was that the Service was delivering a 1-
star, “fair’ service, with excellent prospects for improvement.
Engagement with service users was seen to have improved, and the
temporary accommodation forum and multi-agency approach were
identified as strengths of the service. A number of areas for further
improvement had been identified, including monitoring, obtaining
feedback and diversity. A requirement for benchmarking data in respect
of temporary accommodation had been identified to ensure that value for
money was being achieved, and further improvement was necessary in
managing the performance of the lettings policy. It was reported that the
re-inspection had been of great benefit to the service in working out its
priorities and recognising where improvements had been made, and that
an action plan had been produced to take this work forward.

The Committee expressed concern that the report did not give a clear
sense of direction and did not include the action plan, as this limited the
ability of the Committee Members to monitor progress. Mr Harris agreed
that the action plan could be circulated to the Committee, and advised
that the content of the action plan closely reflected what had been
published in the Housing Improvement Plan.

In response to a question from the Committee about the voids process,
Mr Harris responded that the approval of Full Council was required for
the proposal that there should be a single point of responsibility for
voids. The Committee expressed concern that this had not been agreed
yet, as the issue of voids had cost implications and needed to be
addressed. Mr Harris advised that performance in respect of vacant
properties had improved significantly; turnaround times had decreased,
acceptance rates for sheltered housing had increased and the number of
empty properties had reduced from 60 to 5, some of which had been
vacant for just a month or two.

The Committee acknowledged the progress that had been made, but
noted that it was important for the Committee to see how the
fundamental systems in place were being improved, and this report did
not give a sense of this. The Committee expressed concern with the
amount of progress made, given the significant amount of resources
dedicated to improving the service since 2007. The Committee also
expressed concern that the report did not include any figures relating to
cost implications, and requested that these be provided.

The Committee asked which other committees were considering this
report, and where responsibility lay for holding it to account. It was
reported that the report was also going to Overview and Scrutiny for
consideration. The Committee agreed that it was essential for there to be
clarity regarding accountability. In response to the points raised by the
Committee, Julie Parker, Director of Corporate Resources, stated that




Page 5

MINUTES OF THE AUDIT COMMITTEE
TUESDAY, 2 NOVEMBER 2010

the best place for the report to be held accountable was the Audit
Committee. The Chair emphasised that under the Audit Committee’s
terms of reference, it was essential for the Committee to see these
reports in order to fulfil its responsibility to provide independent
assurance of the Council’s financial and non-financial affairs. The
Committee stated that it was also essential for them to receive the
relevant action plans, in order to fulfil its duties. The Committee
suggested that it be fed into the ongoing review of the Council’s
governance arrangements that Audit Committee should be identified as
the appropriate body for receiving and monitoring such reports.

RESOLVED

That the content of the report be noted and that the report be brought
back for consideration by the Committee, including the action plan.

PRACS53.

ANNUAL STATEMENT OF ACCOUNTS - OUTCOME OF THE
ANNUAL AUDIT FOR 2009/10 AND REVIEW OF THE ANNUAL
GOVERNANCE STATEMENT

Kevin Bartle, Lead Finance Officer, presented the report on the final
outcome of the annual audit for 2009/10, the action plan from the
external auditor Grant Thornton, and the management responses to the
action plan. The Committee was asked to note that the accounts were
signed off by the appropriate deadline and that an unqualified audit
opinion had been provided. Paul Hughes, Grant Thornton, reported that
the audit of the accounts had gone well in terms of the information being
provided in good time and officers fully cooperating with the audit
process. It was reported that some medium priority issues had been
identified, and that these were set out in the action plan. It was reported
that Grant Thornton were satisfied with the management responses
provided, and would work with management to monitor the
implementation of the recommendations.

In response to a question from the Committee regarding the significance
of items such as Hostel Valuations, for example, Mr Hughes advised that
where accounting practice in this area was found to deviate from
standard practice, this was flagged up.

The Chair reported that the accounts had already been considered and
approved by the General Purposes Committee, and noted the
unqualified audit opinion from the auditor. The Chair accepted the
priorities outlined in the action plan by Grant Thornton, however gave his
opinion that the items on the balance due from the DCLG and the
reconciliation between rent and financial accounting systems should be
considered a high priority by officers, in order for the Council to
discharge its duties effectively.

RESOLVED

That the management responses contained in the action plan be agreed,
and that the Committee receive an update on agreed actions at a future
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meeting of the Audit Committee.

PRAC54.

TREASURY MANAGEMENT PRACTICES DOCUMENT

Kevin Bartle, Lead Finance Officer, presented the report on the Treasury
Management Practices document. It was reported that this had been
approved by the General Purposes Committee, and that under the
CIPFA Treasury Management Code of Practice, the Audit Committee
was required to scrutinise the document.

In response to a question from the Committee, Mr Bartle confirmed that
members who had attended the sessions had received the appropriate
training.

The Chair asked for clarification of the separation of functions as set out
in Treasury Management Practice 5, in response to which Mr Bartle
advised that there were separate teams for policy and operations, which
reported directly to the Section 151 Officer and Lead Finance Officer. It
was confirmed that these arrangements were audited on an annual basis
by both internal and external audit. The Chair expressed concern that
staff costs for treasury management were shown in the Corporate
Finance budget, while interest earned and payable was shown in the
Non Service Revenue budget. Mr Bartle advised that this was so that
staff costs were accounted for in line with all other staff costs, and the
interest earned and payable was accounted for on a ‘council-wide’ basis,
as it was not as such allocated to a specific service. The Chair accepted
the view of officers in this regard, however gave his opinion that it did not
lead to a true picture for the purposes of budget planning and
accounting.

The Chair asked whether officers could confirm whether the Council was
fully compliant with all the 12 treasury management practices as set out
by CIPFA, and whether officers were confident that a situation such as
that in Iceland could not happen again. Mr Bartle confirmed that the
Council was fully compliant with the 12 treasury management practices.
Julie Parker, Director of Corporate Resources, advised the Committee
that the Council was taking into account all of the guidance available in
this area, including the CIPFA guidance which had been revised to
prevent a similar occurrence such as the Iceland situation, and that while
there could be no absolute assurance that the same thing would not
happen again, a reasonable assurance could be provided, because the
Council was following as many examples of best practice as possible.

RESOLVED

That the Treasury Management Practices document be approved.

PRACS55.

HOUSING BENEFITS - 2ND QUARTER PROGRESS REPORT ON
COUNTER FRAUD ACTIVITY

Anne Woods, Head of Audit and Risk Management, presented the report
on the quarterly counter fraud performance of the Benefits and Local
Taxation Service. The Committee noted that sanctions for quarters 1 and
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2 were three short of the target for this period, and that £631k in
overpaid benefits had been identified. The report also included details of
prosecutions undertaken in 2010/11 to date and the new corporate anti-
fraud team.

The Committee discussed the central government subsidy paid in
relation to overpayments. It was noted that recovery of overpayments
identified had increased. The Committee asked whether fraud was not
being pursued as effectively as it could be by the Council, in response to
which Ms Woods reported that new means of addressing fraud had
become available during the past year which were not previously open to
the Council, which could now be taken on board and could improve
recovery rates.

The Committee noted that there had never been a 100% recovery rate
for overpaid benefits, and so the Council had yet to fully benefit from the
potential profit available from the government subsidy. The Committee
asked what the actual amount recovered was, in response to which Ms
Woods reported that software problems at a national level meant that it
was not currently possible to calculate and report this amount, however it
was anticipated that this would be corrected and that an accurate
recovery figure could be reported at the next Committee. The Committee
requested that the list of successful prosecutions for 2010/11 be
annotated for the Committee, to show the likelihood of recovery in each
instance.

In response to a question from the Committee, Ms Woods reported that
the Council had a duty to look closely at suspected fraud, as this was
often liked to wider criminality, and could lead to those in genuine need
of financial assistance being disadvantaged.

RESOLVED

That the content of the report and the work being carried out by the
Benefits and Local Taxation Service in relation to Counter Fraud activity
be noted.

PRACS56.

INTERNAL AUDIT - 2ND QUARTER PROGRESS REPORT

Anne Woods, Head of Audit and Risk Management, presented the report
on the work undertaken during the second quarter by the internal audit
service. It was reported that, as a result of the Committee’s continued
focus on ensuring the implementation of all audit recommendations, only
1 recommendation was outstanding from 2008/09 and 2009/10, and this
was in the process of being implemented. It was reported that the in-
house team continued to meet turnaround targets for fraud
investigations, and were working to reduce the length of suspensions as
far as possible. In response to a request at the previous meeting of the
Committee for information on why there was a need for a corporate anti
fraud resource, this had been set out in the report.

In response to a question from the Committee regarding whether it
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would be possible to promote the outcome of fraud investigations to staff
as a deterrent, it was reported that there needed to be a balance
between the benefits of disclosure and the need to protect sensitive
information, and that this was being looked into. The Committee
suggested that staff induction would be an appropriate place to
emphasise the action taken by the Council in response to fraud, and it
was confirmed that this did form part of the current staff induction.

The Chair highlighted areas identified in the audits which were
unacceptable, namely that that the Safeguarding Adults Prevention
Strategy was still in draft form and that guidelines in respect of
unaccompanied asylum seeking children have not been reviewed and
updated in the last 12 months.

RESOLVED
i) That the audit coverage and progress during the second
quarter 2010/11.
ii) That progress and responses received in respect of

outstanding audit recommendations be noted.

iii) That the actions taken during Quarter 2 to address the
outstanding recommendations be confirmed as appropriate.

PRAC57.

RISK MANAGEMENT - UPDATE

Anne Woods, Head of Audit and Risk Management, presented the report
on the current position on compliance with the corporate risk
management policy for the management of risk registers. It was reported
that, subsequent to the publication of the report, the final risk register
had been updated and there was now 100% compliance with the
corporate risk management policy.

RESOLVED

That compliance with the risk management strategy for the completion of
risk registers across the Council be noted.

PRACS5S8.

NATIONAL FRAUD INITIATIVE 2010/11 - CORPORATE
ARRANGEMENTS AND REQUIREMENTS

Anne Woods, Head of Audit and Risk Management, presented the report
on the 2010/11 National Fraud Initiative data matching exercise. It was
reported that as any change to the Audit Commission Act, under which
the NFI was carried out, would require primary legislation, the NFI data
matching exercise for 2010/11 would be going ahead, and the Council
had submitted the information required for this.

In response to a question from the Committee, Ms Woods confirmed that
cross-reference was made between the electoral register and council tax
lists and that there was a specific focus on single person council tax
discounts. The Committee suggested that there should be a system of
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checking council tax registrations in connection with the planning
system, for example where properties were converted into a number of
flats or bedsits; it was reported that more proactive approaches to anti
fraud work in relation to housing and planning issues such as this were
being looked at as part of the work of the corporate anti fraud team. It
was reported that, as a recommendation of a previous audit, certificates
of lawfulness were now cross-referenced with all available data. The
Committee asked whether the Council used private sector organisations
such as Experian as part of its checks, in response to which Ms Woods
advised that checks were done using private sector organisations as part
of investigations that were felt to be high risk, and in reactive fraud
investigations. Use of private firms was limited to higher risk areas, as
there were cost implications. Julie Parker, Director of Corporate
Resources, advised the Committee that there were minimal resource
implications arising from the data matching work, but that where cases
went to investigations, these did lead to costs.

RESOLVED

That the content of the report be noted.

PRACS59.

NEW ITEMS OF URGENT BUSINESS

There were no new items of urgent business.

PRACG60.

DATE OF NEXT MEETING

3 February 2011, at 7.30pm.

The meeting closed at 21:10hrs.

COUNCILLOR GMMH RAHMAN KHAN

Chair
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Haringey Council
Agenda item:

| Audit Committee On 3" February 2011

Report Title. Treasury Management Strategy Statement 2011/12 to 2013/14
Report of: Director of Corporate Resources
Signed :

T Ruster 26| |/

Contact Officer : Nicola Webb, Head of Finance: Treasury & Pensions
Telephone 020 8489 3726

Wards(s) affected: All Report for: Non Key Decision

1. Purpose of the report

1.1 To present the proposed Treasury Management Strategy Statement for 2011/12 to
2013/14 for scrutiny prior to it being presented to Council for final approval.

2. Recommendation

2.1 That the proposed Treasury Management Strategy Statement for 2011/12 to
21013/14 at Appendix A is scrutinised and comments made prior to its
presentation to Council for approval.

3. Reason for recommendation

3.1 To ensure the Treasury Management Strategy is scrutinised in advance of Council
approval as required by the CIPFA Treasury Management Code of Practice.

4. Summary

4.1 This report sets out the proposed Treasury Management Strategy Statement for
financial years 2011/12 to 2013/14 in accordance with the CIPFA Treasury
Management Code of Practice. The strategy was considered by General
Purposes Committee on 11" January 2011 and by Cabinet on 25" January 2011 |
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4.2

4.3

and they have recommended that it is approved by Council.

The proposed borrowing strategy is to keep borrowing to a minimum due to the
“cost of carry” resulting from the difference in short term and medium/long term
interest rates.

Some limited additions to the Council’s lending list are proposed in order to
provide some further capacity. These proposals are put forward having taken
advice from the Council’s treasury management advisers and are considered to be
prudent enough to ensure the credit quality of the Council’s investment portfolio
remains high.

Head of Legal Services Comments

The Head of Legal Services has been consulted on the content of this report and
comments that its content and recommendation are within the policy agreed by
Council and consistent with the purposes of Financial Regulations. In considering
the report Members must take into account the expert financial advice available in
the report and any further advice given at the meeting in relation to the level of risk
inherent in the proposals.

Use of appendices

Appendix A: Treasury Management Strategy Statement and Investment Strategy
2011/12 to 2013/14.

Local Government (Access to Information) Act 1985
The following background papers were used in the preparation of this report:

« Financial Planning report for 2010/11 to 2012/13 reported to Council and
agreed on 22" February 2010.

« Treasury Management reports to General Purposes Committee 28" June
2010, 23" September 2010 and 11" January 2011.

For access to the background papers or any further information please contact
Nicola Webb, Head of Finance: Treasury & Pensions, on 0208 489 3726.

8.1

Background

The CIPFA Treasury Management Code of Practice requires all local
authorities to agree a Treasury Management Strategy Statement including
an Investment Strategy annually in advance of the financial year. The
strategy should incorporate the setting of the Council’s prudential
indicators for the three forthcoming financial years.
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9.1

9.2

9.3

10.

10.1
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Following the publication of the revised CIPFA Treasury Management
Code of Practice in 2009, the Council’s constitution was amended to
incorporate treasury management reporting requirements. General
Purposes Committee are required to receive the Treasury Management
Strategy Statement in advance of it being submitted to Cabinet and
Council for final approval. The strategy was considered by General
Purposes Committee on 11" January 2011 and by Cabinet on 25"
January 2011 and they have recommended that it is approved by Council.

A further requirement is for the strategy to be scrutinised by Audit
Committee in advance of approval by Council. This report is being
presented to this meeting for that purpose.

Proposed Treasury Management Strategy Statement

The proposed Treasury Management Strategy Statement is set out in
Appendix A to this report. The document includes the following:

* Borrowing (section 3)

* Investments (section 4)

e Monitoring (section 8)

The key factor to note in considering the strategy for 2011/12 is that short
term interest rates are expected to remain very low throughout the year in
contrast to medium and long term rates. This means that there will be a
‘cost of carry” if funds are borrowed in advance of capital expenditure
being incurred. Therefore the Council anticipates continuing to run a
strategy of keeping cash balances low and invested short term and to
borrow only when required.

The proposed prudential indicators set out in the report do not reflect the
funding of Decent Homes. The government have not yet made clear how
much will be allocated to the Council or how it will be funded. Once this is
clear, the prudential indicators will need to be revisited and if necessary
revised. Any revisions to the indicators will need to be approved by full
Council.

Proposed additions to approved Investment counterparties and
instruments

The proposed investment strategy for 2011/12 is set out in section 4 and
annexes 4 and 5 of Appendix A. There are two proposed additions to the
existing approved lending list:

* Addition of Nat West and Standard Chartered to the list of UK

banks

» Deposits with non UK banks
There is also a proposed addition to the types of instruments which can be
used:

* UK Treasury Bills issued by the Debt Management Office
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10.2 The Council’'s treasury management advisers have recommended the

10.3

10.4

10.5

addition of UK banks Standard Chartered and Nat West. The long term
credit rating of Standard Chartered has been upgraded following an
improvement in the level of its balances. It is now clear that Nat West has
a long term future within the RBS Group and with stable ratings, it is
recommended that it is added to the lending list.

UK Treasury Bills are issued by HM Treasury’s Debt Management Office
and so are guaranteed by the UK government. They are proposed for
inclusion as they offer a better rate of return than the Debt Management
Account Deposit Facility, albeit with less flexibility on term (they are only
available for periods of 1 month, 3 months and 6 months) with the same
level of security.

In order to provide a wider range of creditworthy counterparties for the
Council to invest with, it is proposed to add a limited range of non-UK
banks to the Council’s lending list. The banks it is proposed to add are all
based in AAA rated European countries and have minimum long term
credit ratings of A+ and in fact many are more highly rated than the UK
banks already on the list. The table below demonstrates this as it lists the
banks in descending order of their current lowest long term rating.

UK Banks — Long term ratings | Non UK Banks — Long term
ratings
Rabobank AA+
HSBC AA
Barclays Bank AA- Nordea Bank AA-
Santander UK AA- BNP Paribas AA-
Credit Agricole CIB AA-
Credit Agricole SA AA-
Svenska Handelsbanken AA-
Bank of Scotland A+ Deutsche Bank A+
Lloyds TSB A+ Credit Suisse A+
Clydesdale Bank A+ Societe Generale A+
Nationwide Building Soc | A+ ING Bank A+
Royal Bank of Scotland | A+
Nat West A+
Standard Chartered A+

It is proposed that these banks have a lower credit limit than the UK banks
- £15m compared to £20m and there is a maximum period of investment of
6 months. It is also proposed that investments in any one country’s banks
are limited to a maximum of 10% at the time of investment, excluding the
UK.
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10.6  All counterparties, and the countries in which they are based, are kept

11.

1.1

under continual review by officers and the Council’s treasury management
advisers, Arlingclose Ltd. In the event any information reveals a concern
about a counterparty’s creditworthiness or the country in which it is based,
it will be removed from the lending list with immediate effect and no new
investments entered into. Sections 4.4 and 4.5 of Appendix A set out the
range of information monitored.

Recommendation
That the proposed Treasury Management Strategy Statement for 2011/12

to 21013/14 at Appendix A is scrutinised and comments made prior to it's
presentation to Council for approval.
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Background

The Chartered Institute of Public Finance and Accountancy’s Code of
Practice for Treasury Management in Public Services (the “CIPFA TM
Code”) and the Prudential Code require local authorities to determine the
Treasury Management Strategy Statement (TMSS) and Prudential
Indicators on an annual basis. The TMSS also incorporates the Investment
Strategy as required under the Communities and Local Government (CLG)
Department’s Investment Guidance.

CIPFA has defined Treasury Management as:

“the management of the organisation’s investments and cash flows, its
banking, money market and capital market transactions; the effective
control of the risks associated with those activities; and the pursuit of
optimum performance consistent with those risks.”

The Council is responsible for its treasury decisions and activity. No
treasury management activity is without risk. The successful identification,
monitoring and control of risk are integral elements of treasury
management activities and include Credit and Counterparty Risk, Liquidity
Risk, Market or Interest Rate Risk, Refinancing Risk and Legal and
Regulatory Risk.

The strategy takes into account the impact of the Council’'s Revenue
Budget and Capital Programme on the Balance Sheet position, the current
and projected Treasury position, the Prudential Indicators and the outlook
for interest rates.

The purpose of this report is to propose:
e Treasury Management Strategy - Borrowing in Section 3,
Investments in Section 4
» Prudential Indicators — these are detailed throughout the report and
summarised in Annex 2
» MRP Statement — Section 7

The Council originally adopted the CIPFA Code of Practice for Treasury
Management in May 2002. At its meeting on 22" February 2010 the
Council adopted the revised CIPFA Code of Practice for Treasury
Management. The Council has incorporated the changes from the revised
CIPFA Code of Practice into its treasury policies, procedures and
practices. All treasury activity will comply with relevant statute, guidance
and accounting standards. Adoption of the Code is one of the Prudential
Indicators.
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Balance Sheet and Treasury Position

The underlying need to borrow for capital purposes, as measured by the
Capital Financing Requirement (CFR), together with Balances and
Reserves, are the core drivers of Treasury Management activity. The

estimates, based on the current proposed Revenue Budget and Capital

Programmes, are:

Table 1: Treasury Position

31/03/2011 | 31/03/2012 | 31/03/2013 | 31/03/2014
Estimate Estimate Estimate Estimate
£000 £000 £000 £000
General Fund CFR 281,164 268,465 261,365 252,521
HRA CFR 488,046 488,046 488,046 488,046
Total CFR 769,210 756,511 749,411 740,567
Less:
Existing Profile of Borrowing (713,976) | (667,476) | (625,476)| (578,780)
& Other Long Term
Liabilities
Cumulative Maximum
External Borrowing 55,234 89,035 123,935 161,787
Requirement
Unearmarked Balances & (17,822) (17,873) (17,873) (17,873)
Reserves
Cumulative Net Borrowing
Requirement /(Investments) 3r.412 71,162 106,062 143,914

The Council’s level of physical debt and investments is linked to these

components of the Balance Sheet. The current portfolio position is set out
at Annex 1. Market conditions, interest rate expectations and credit risk
considerations will influence the Council’'s strategy in determining the
borrowing and investment activity against the underlying Balance Sheet
position. The Council will ensure that net physical external borrowing (i.e.
net of investments) will not exceed the CFR other than for short term cash
flow requirements.

Estimates of Capital Expenditure:

It is a requirement of the Prudential Code to ensure that capital
expenditure remains within sustainable limits and, in particular, to consider
the impact on Council Tax and in the case of the HRA, housing rent levels.
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2010/11 2010/11 2011/12 2012/13 2013/14
Approved Projected Estimate Estimate Estimate
Actuals
£000 £000 £000 £000 £000
Non-HRA 95,956 99,115 42,671 40,000 30,426
HRA 52,642 55,033 17,526 14,843 13,543
Total 148,598 154,148 60,197 54,843 43,969
Capital expenditure is expected to be financed as follows:
Table 3. Capital Financing
2010/11 201011 | 2011/12 | 2012/13| 2013/14
Approved | Projected | Estimate | Estimate | Estimate
Actuals

£000 £000 £000 £000 £000
Capital receipts 5,520 3,566 13,444 9,277 5,650
Other grants & 4,943 10,166 7,786 12,977 14,088

contributions
Government Grants 67,160 69,766| 24,724] 12,008 6,966
Major Repairs Allowance 12,909 14,137 13,543 13,543 13,543
Revenue contributions 7,757 7,877 400 1,700 200
Total Financing 98,289| 105,512| 59,897| 49,505| 40,447
Borrowing 50,309 48,636 300 5,338 3,522
Total 148,598| 154,148| 60,197| 54,843| 43,969

Incremental Impact of Capital Investment Decisions:

As an indicator of affordability the table overleaf shows the impact of
capital investment decisions on Council Tax and Housing Rent levels. The
incremental impact is calculated by comparing the total revenue budget
requirement of the current approved capital programme with an equivalent
calculation of the revenue budget requirement arising from the proposed
capital programme.

As reported in the treasury monitoring reports during 2010/11 the
indicators set in February 2010 are actually the total of Band D council tax
and housing rent, rather than the incremental impact relating to capital
decisions. This is the reason the approved figures for 2010/11 are much
higher than future years. The reduction between 2010/11 and 2011/12
onwards is due to the reduction in the amount of capital expenditure being
funded through borrowing shown in Table 3 above.
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Table 4: Incremental Impact of Capital Investment Decisions

2010/11 | 2010/11 2011/12 | 2012/13| 2013/14
Approved | Projected | Estimate | Estimate | Estimate
Actual
£ £ £ £ £
Increase in Band D | 4 454 35 9.96 1.00 1.88 1.95
Council Tax
Increase in Average
Weekly Housing 83.20 0.01 0.02 0.00 0.00
Rents

Reform to the Council Housing Subsidy System: CLG consulted on
proposals to reform the council housing subsidy system in July 2010. The
consultation proposed a removal of the subsidy system by offering a one-
off reallocation of debt. Details of the new system will be announced in
January 2011, and will be introduced in the Localism Bill to enable the new
system to start in 2012. For the Council, this is expected to equate to a
reduction in debt of £236m. CLG proposes to settle this by repaying a
proportion of each of the Council's PWLB loans.

The estimate for interest payments in 2011/12 is £41.3m and for interest
receipts is £0.28m. The ratio of financing costs to the Council's net
revenue stream is an indicator of affordability and highlights the revenue
implications of existing and proposed capital expenditure by identifying the
proportion of the revenue budget required to meet borrowing costs. The
ratio is based on costs net of investment income.

Table 5: Ratio of Financing Costs to Net Revenue Stream

2010/11| 201011 | 2011/12| 2012/13| 2013/14
Approved | Projected | Estimate | Estimate | Estimate
Actual
% % % % %
Non-HRA 4.67 5.52 4.95 4.04 3.72
HRA 33.39 31.36 31.90 29.87 28.84

Borrowing Strategy

The Council’'s balance of actual gross borrowing plus other long-term
liabilities is shown in Annex 1. This is measured in a manner consistent for
comparison with the Operational Boundary and Authorised Limit.

The Authorised Limit sets the maximum level of external borrowing on a
gross basis (i.e. not net of investments) and is the statutory limit
determined under Section 3(1) of the Local Government Act 2003 (referred

to in the legislation as the Affordable Limit).
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Table 6: Authorised Limit for External Debt

2010/11 2010111 | 2011/12| 2012/13| 2013/14
Approved Projected | Estimate | Estimate | Estimate
Actual

£000 £000 £000 £000 £000
Borrowing 860,455 663,811 | 861,544 | 857,239 | 851,332
Other Long-term 39,545 50,165 85,335 80,110 74,606

Liabilities
Total 900,000 713,976 | 946,879 | 937,349 | 925,938

The Operational Boundary links directly to the Council’'s estimates of the
CFR and estimates of other cashflow requirements. This indicator is based

on the same estimates as the Authorised Limit reflecting the most likely,

prudent but not worst case scenario but without the additional headroom
included within the Authorised Limit.

Table 7: Operational Boundary for External Debt

2010/11 | 2010/11| 2011/12| 2012/13| 2013/14
Approved | Projected | Estimate | Estimate | Estimate
Actual

£000 £000 £000 £000 £000
Borrowing 835,455 | 663,811 | 761,544 | 757,239| 751,332
Other Long-term 39,545 50,165 56,890 53,407 49,737

Liabilities
Total 875,000 713,976 | 818,434 | 810,646 | 801,069

The Director of Corporate Resources has delegated authority, within the
total limit for any individual year, to effect movement between the

separately agreed limits for borrowing and other long-term liabilities.
Decisions will be based on the outcome of financial option appraisals and
best value considerations. Any movement between these separate limits
will be reported to the next meeting of the General Purposes Committee.

In conjunction with advice from its treasury management adviser,
Arlingclose Ltd, the Council will keep under review the following borrowing

options:

¢ PWLB loans

e Borrowing from other local authorities

e Borrowing from institutions such as the European Investment Bank
and directly from Commercial Banks

e Borrowing from the Money Markets

Local authority stock issues

e Structured finance




3.6

3.7

3.8

3.9

3.10

Page 22

The PWLB issued a new set of lending arrangements on 20" October
2010, following the Spending Review announcement, which increase the
cost of new local authority fixed rate loans to 1% above the cost of the
Government’s borrowing. Despite this, the PWLB remains an attractive
source of borrowing, given the transparency and control that its facilities
continue to provide. The types of PWLB borrowing that are considered
appropriate for a low interest rate environment are:

» Variable rate borrowing

o Medium-term Equal Instalments of Principal (EIP) or Annuity Loans

s Long-term Maturity loans, where affordable.

Capital expenditure levels, market conditions and interest rate levels will
be monitored during the year in order to minimise borrowing costs over the
medium to longer term and to maintain stability. The differential between
debt costs and investment earnings, despite long term borrowing rates
being at low levels, remains acute and this is expected to remain a feature
during 2011/12. The “cost of carry” associated with medium and long term
borrowing compared to temporary investment returns means that new
fixed rate borrowing could entail additional short-term costs. The continued
use of internal resources in lieu of borrowing is likely to remain the most
cost effective means of financing capital expenditure during 2011/12.

PWLB variable rates are expected to remain low as the Bank Rate is
maintained at historically low levels for an extended period. Exposure to
variable interest rates will be kept under regular review. Each time the
spread between long-term rates and variable rates narrows by 0.50%, this
will trigger a formal review point and options will be considered in
conjunction with the Council’'s treasury management adviser and decisions
taken on whether to retain the same exposure or change from variable to
fixed rate debt. The Council's existing PWLB variable rate loan borrowed
prior to 20™ October 2010 will be maintained on it's initial terms and is not
subject to the additional increased margin for new variable rate loans.

The Council has £125m of loans which are LOBO loans (Lender’'s Options
Borrower’'s Option) of which £75m of loans are currently in or will be in
their call period in 2011/12. In the event that the lender exercises the
option to change the rate or terms of the loan, the Council will consider the
terms being provided and also repayment of the loan without penalty. The
Council may utilise cash resources for repayment or may consider
replacing the loan(s) by borrowing from the PWLB. The default response
will however be early repayment without penalty.

The rationale for considering any possible rescheduling opportunities
during the year would be one or more of the following:
» Savings in interest costs with minimal risk
¢ Balancing the volatility profile (i.e. the ratio of fixed to variable rate
debt) of the debt portfolio
¢ Amending the profile of maturing debt to reduce any inherent
refinancing risks.
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As opportunities arise, they will be identified by Arlingclose and discussed
with the Council’s officers. Borrowing and rescheduling activity will be
reported to General Purposes Committee as part of the quarterly monitor
reports.

The following Prudential Indicators allow the Council to manage the extent
to which it is exposed to changes in interest rates. The upper limit for
variable rate exposure has been set to ensure that the Council is not
exposed to interest rate rises which could adversely impact on the revenue
budget. The limit allows for the use of variable rate debt to offset exposure
to changes in short-term rates on investments.

The Council’s existing level of fixed interest rate exposure is 98.5% and
variable rate exposure is 1.5%, however it is recommended that the limits
in place for 2010/11 are maintained in future to retain flexibility.

Table 8: Fixed and Variable Interest Rate Exposure

2010/11| 2010/11| 2011/12| 2012/13| 2013/14
Approved Actual | Estimate | Estimate | Estimate
% % % % %
Upper Limit for
Fixed Interest Rate 100 98.5 100 100
Exposure
Upper Limit for
Variable Interest 40 1.5 40 40
Rate Exposure

The Council will also limit and monitor large concentrations of fixed rate
debt needing to be replaced. Limits in the following table are intended to
control excessive exposures to volatility in interest rates when refinancing
maturing debt.

Table 9: Maturity Structure of fixed rate borrowing

Lower Limit Upper Limit

% %
under 12 months 0 25
12 months & within 2 years 0 25
2 years & within 5 years 0 50
5 years & within 10 years 0 60
10 years & within 20 years 0 60
20 years & within 30 years 0 60
30 years & within 40 years 0 60
40 years & within 50 years 0 60
50 years & above 0 60
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Investment Policy and Strategy

Guidance from the Communities and Local Government Department
(CLG) on Local Government Investments in England requires that an
Annual Investment Strategy be set.

The Council’'s investment priorities are, in this order:
o security of the invested capital,
e liquidity of the invested capital;
e an optimum yield which is commensurate with security and liquidity.

Investments are categorised as ‘Specified’ or ‘Non Specified’ investments
based on the criteria in the CLG Guidance. Instruments proposed for the
Council’s use within its investment strategy are contained in Annex 4 and
the list of proposed counterparties is shown in Annex 5. The Director of
Corporate Resources, under delegated powers, will undertake the most
appropriate form of investments in keeping with the investment objectives,
income and risk management requirements and Prudential Indicators.
Investment activity will be reported to General Purposes Committee as
part of the quarterly reports.

With all investments the Council makes there is a risk of default, so the
proposed list of investments is prepared to minimise this risk by being
selective about the counterparties to be used. They are then subjected to
continual monitoring, in conjunction with the Council’s treasury
management advisers, to ensure that they continue to meet the high
standard set. The range of information used to determine creditworthiness
is:
o Credit Ratings (minimum long-term A+ for counterparties; AAA for
countries)
o Credit Default Swaps (where quoted)
o Net Debt as a Percentage of GDP for countries
o Sovereign Support Mechanisms/potential support from a well-
resourced parent institution
e Share Prices
e Macro-economic indicators
o Corporate developments, news and articles, market sentiment.

If the monitoring reveals any concern about a counterparty’s
creditworthiness, it will be removed from the lending list with immediate
effect. In any period of significant stress in the markets, the default
position is for investments to be made with the Debt Management Office —
either in the Debt Management Account Deposit Facility (DMADF) or UK
Treasury Bills. (The rates of interest from the DMADF are below
equivalent money market rates, but the returns are an acceptable trade-off
for the guarantee that the Council’s capital is secure.)
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The changes to the list of specified counterparties proposed for 2011/12
are:

» Addition of Nat West and Standard Chartered to the list of UK

banks

¢ Deposits with non UK banks
There is also a proposed addition to the list of instruments which can be
used:

» UK Treasury Bills issued by the Debt Management Office

The Council's treasury management advisers have recommended the
addition of UK banks Standard Chartered and Nat West following an
improvement in the ratings of the former and the confirmation of the long
term future of the latter within the RBS Group. UK Treasury Bills are
issued by HM Treasury’s Debt Management Office and so are guaranteed
by the UK government. They are proposed for inclusion as they offer a
better rate of return than the DMADF, albeit with less flexibility on term,
with the same level of security.

In order to provide a wider range of creditworthy counterparties for the
Council to invest with, it is proposed to add a limited range of non-UK
banks to the Council’s lending list. The banks it is proposed to add are all
based in AAA rated European countries and have minimum long term
credit ratings of A+ and in fact many are more highly rated than the UK
banks already on the list.

The UK Bank Rate has been maintained at 0.5% since March 2009, and is
anticipated to remain at low levels throughout 2011/12. Short-term money
market rates are likely to remain at very low levels for an extended period
which will have a significant impact on investment income.

To protect against a prolonged period of low interest rates and to provide
certainty of income, 2-year deposits and longer-term secure investments
may be considered within the limits proposed for Non-Specified
Investments (see Annex 4). If longer-term investments are considered they
would include:
e Term Deposits with counterparties rated at least A+ (or equivalent)
e Supranational Bonds (bonds issued by multilateral development
banks): Even at the lower yields likely to be in force, the return on
these bonds will provide certainty of income against an outlook of
low official interest rates.

The Council has placed an upper limit for principal sums invested for over
364 days, as required by the Prudential Code. This limit is to contain
exposure to the possibility of loss that may arise as a result of the Council
having to seek early repayment of the sums invested.
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Table 10: Upper Limit for total principal sums invested over 364 days
2010/11 2010/11 2011/12 2012/13 2013/14
Approved | Projected Estimate Estimate Estimate
Actual
£000 £000 £000 £000 £000
Principal 60,000 0 20,000 20,000 20,000

Outlook for Interest Rates

The economic interest rate outlook provided by the Council’s treasury
management adviser, Arlingclose Ltd, is attached at Annex 3. The Council
will reappraise its strategy from time to time and, if needs be, realign it with
evolving market conditions and expectations for future interest rates.

The interest rate outlook shows that short term rates are expected to
remain significantly lower than long term rates throughout 201 1/12. For
this reason it is anticipated that cash balances will kept at a minimum
throughout the financial year as the “cost of carry” will be significant for
any borrowing taken before capital expenditure is incurred.

Balanced Budget Requirement

The Council complies with the provisions of Section 32 of the Local
Government Finance Act 1992 to set a balanced budget.

MRP Statement

The Local Authorities (Capital Finance and Accounting) (England)
(Amendment) Regulations 2008 (S| 2008/414) place a duty on local
authorities to make a prudent provision for debt redemption. Guidance on
Minimum Revenue Provision has been issued by the Secretary of State
and local authorities are required to “have regard” to such Guidance under
section 21(1A) of the Local Government Act 2003.

The four MRP options available are:
Option 1: Regulatory Method
Option 2: CFR Method
Option 3: Asset Life Method
Option 4: Depreciation Method

MRP in 2011/12: Options 1 and 2 may be used only for supported
expenditure. Methods of making prudent provision for self financed
expenditure include Options 3 and 4 (which may also be used for
supported expenditure if the Council chooses).
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It is a requirement for Council to approve the MRP statement before the
start of the financial year. If it is ever proposed to vary the terms of the
original MRP Statement during the year, a revised statement will be put to
Council at that time.

It is proposed the Council will apply Option 1 in respect of supported
capital expenditure and Option 3 in respect of unsupported capital
expenditure. This is a continuation of current practice. MRP in respect of
leases brought onto the Balance Sheet under the IFRS-based Code of
Practice will match the annual principal repayment for the associated
deferred liability.

Monitoring and Reporting

General Purposes Committee will receive a quarterly report on treasury
management activity and performance. This will include monitoring of the
prudential indicators.

It is a requirement of the Treasury Management Code of Practice that an
outturn report on treasury activity is produced after the financial year end,
no later than 30" September. This will be reported to General Purposes
Committee in advance of Cabinet and Council. Audit Committee will be
responsible for the scrutiny of treasury management activity and practices.

Officers monitor counterparties on a daily basis with advice from the
Council’s treasury management advisers to ensure that any
creditworthiness concerns are addressed as soon as they arise. Senior
management hold monthly meetings with the officers undertaking treasury
management to monitor activity and to ensure all policies and procedures
are being followed.

Other Issues

Training

CIPFA’s Treasury Management Code of Practice requires the Director of
Corporate Resources to ensure that all members tasked with treasury
management responsibilities, including scrutiny of the treasury
management function, receive appropriate training relevant to their needs
and understand fully their roles and responsibilities.

Regular training sessions are arranged for members to keep their
knowledge up to date. This included a Treasury Management Strategy
training session on 11" January 2011.
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Investment Consultants

The CLG's Guidance on local government investments recommends that
the Investment Strategy should state:

“Whether and, if so, how the authority uses external contractors offering
information, advice or assistance relating to investment and how the
quality of any such service is controlled.”

The Council has appointed Arlingclose Limited to provide information and
advice about the types of investment the Council should undertake and the
counterparties that should be used. Quarterly service review meetings
take place to monitor the service and the appointment is formally reviewed
in accordance with the Council's Contract Standing Orders.
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ANNEX 1
Current and Projected Portfolio Position
Current | 31 Mar 11 31 Mar12| 31 Mar 13| 31 Mar 14
Portfolio Estimate Estimate Estimate Estimate
£000 £000 £000 £000 £000

External Borrowing:
Fixed Rate — PWLB 460,806 490,806 529,106 530,106 527,706
Fixed Rate — Market 125,005 125,005 125,005 125,005 125,005
Variable Rate — PWLB 20,000 48,000 0 0 0
Variable Rate — Market 0 0 0 0 0
Total External Borrowing 605,811 663,811 654,111 655,111 652,711
Existing long-term
liabilities 2,625 2,539 2,442 2,334 2,213
IFRS Long Term
Liabilities:
- PFI 43,026 40,929 38,957 36,884 34,705
- _Operating Leases 7,351 6,697 6,010 5,288 4,530
Total Gross External 658,813 713,976 701,520 699,617 694,159
Debt
Total Investments 20,000 20,000 40,000 40,000 40,000
(Net Borrowing
Position)/ (638,813) | (693,976) (661,520) | (659,617)| (654,159)
Net Investment
position
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ANNEX 2
Summary of Prudential Indicators
No. | Prudential Indicator 201112 2012/13 2013/14
CAPITAL INDICATORS
1 Capital Expenditure £60,197k £54,843k £43,969k
2 | Ratio of financing costs o | o
to net revenue stream . 0 v o
General Fund 4.95% 4.04% 3.72%
HRA 31.90% 29.87% 28.84%
3 | Capital Financing £756.511k | £749,411k |  £740,567k
Requirement
4 Incremental impact of ‘

capital investment
decisions

£1.00

£1.88

£1.05

Band D Council Tax

Weekly Housing rents £0.02 £0.00 £0.00
TREASURY MANAGEMENT LIMITS
5 Authorised Limit £946,879k £937,349k £925,938k

Operational Boundary £818,434k £810,646k £801,069k
6 gf;’:;j‘rrg't — fixed rate 100% 100% 100%

;J)E)g:g&:rrgit — variable rate 40% 40% 40%
7 Maturity structure of

borrowing L U L U L U

(U: upper, L: lower)

under 12 months 0% | 25% 0% | 25% 0% | 25%

12 months & within 2 yrs 0% | 25% 0% 25% 0% | 25%

2yrs & within 5 yrs 0% | 50% 0% | 50% 0% | 50%

5 yrs & within 10 yrs 0% | 60% 0% | 60% 0% | 60%

10 yrs & within 20 yrs 0% | 60% 0% | 60% 0% | 60%

20 yrs & within 30 yrs 0% | 60% 0% 60% 0% | 60%

30 yrs & within 40 yrs 0% | 60% 0% | 60% 0% | 60%

40 yrs & within 50 yrs 0% | 60% 0% | 60% 0% | 60%

50 yrs & above 0% | 60% 0% | 60% 0% | 60%
8 i:":%g”:i;‘;: for more £20,000k £20,000k |  £20,000k
9 Adoption of CIPFA

Treasury Management N N v

Code of Practice
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ANNEX 3

Arlingclose’s Economic and Interest Rate Forecast

Dec-10  Mar-11  Jun-11  Sep-11  Dec-11  Mar12 Jun-12 Sep-12  Dec-12 Mar13  Jun-13
Official Bank Rate
Upside risk - 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 0.50 0.50 0.50 0.75 1.00 1.25 1.50 2.00 2.50 2,75 2.75
Downside risk - - - 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50
1-yr LIBID
Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 1.50 1.75 2.00 2.25 2.50 2.75 3.00 3.25 3.50 3.50 3.50
Downside risk - 025 0.25 0.25 025 0.50 0.50 0.50 0.50 0.50 0.50 0.50
§-yr gilt
Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 2.00 2.25 2.75 3.25 3.50 3.75 4.00 4.00 4.00 4.00 4.00
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
10-yr gilt
Upside risk 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.50 0.50 0.50
Central case 3.50 3.75 3.75 4.00 4.25 4.50 4.75 4.75 475 4.75 4.75
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 0.25 025]-" 0.25 0.25 0.25
20-yr gilt
Upside risk 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.50 0.50
Central case 4.25 4.50 4.75 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
50-yr gilt
Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 4.25 4.25 4.50 4.75 4.75 4.75 4.75 4.50 4.50 4.50 4.50
Downside risk - 025 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25

Arlingclose’s comments and assumptions

» The recovery in growth is likely to be slow, uneven and more

“Square root” than “V” shaped.
The initial reaction to the Comprehensive Spending Review is
positive but implementation risks remain.
The path of base rates reflects the fragility of the recovery and the
significantly greater fiscal tightening of the emergency budget. With
growth and underlying inflation likely to remain subdued, the Bank

will stick to its lower for longer stance on policy rates.

Gilts will remain volatile as the growth versus headline inflation

debate escalates.
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ANNEX 4

Specified and Non Specified Investments

Specified Investments identified for use by the Council

Specified Investments are those that meet the criteria in the CLG Guidance,
i.e. the investment

is sterling denominated.

e has a maximum maturity of 1 year.
meets the “high credit quality” definition as determined by the Council or
is made with the UK government or is made with a local authority in
England, Wales, Scotland or Northern Ireland or a parish or community
council.

e the making of which is not defined as capital expenditure under section
25(1)(d) in SI 2003 No 3146 (i.e. the investment is not loan capital or
share capital in a body corporate).

“Specified” Investments identified for the Council’s use are:

. Deposits in the DMO'’s Debt Management Account Deposit Facility
. Deposits with UK local authorities

. Deposits with banks and building societies

o AAA-rated Money Market Funds with a Constant Net Asset Value
. Treasury-Bills (T-Bills)

o *Certificates of deposit with banks and building societies

. *Gilts: (bonds issued by the UK government)

. *Bonds issued by multilateral development banks

* Investments in these instruments would only be undertaken on advice from
the Council’s treasury management adviser.

For credit rated counterparties, the minimum criteria will be the lowest
equivalent short-term and long-term ratings assigned by Fitch, Moody'’s and
Standard & Poor’s (where assigned).

Long-term minimum: A+ (Fitch); A1 (Moody’s); A+ (S&P)
Short-term minimum: F1 (Fitch); P-1 (Moody’s); A-1 (S&P)

The Council will also take into account the range of information on investment
counterparties detailed in section 4.4.
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Specified investments will be made within the limits detailed in the following
table. The limits stated will apply across the total portfolio operated by the
Council and so incorporate both Council and Pension Fund specific

investments.
Instrument Country/ Counterparty Maximum Maximum
Domicile Counterparty | period of
Limits £m investment*
Term Deposits | UK Debt Management Account | No limit 6 months
Deposit Facility (DMADF),
Debt Management Office
(DMO)
Gilts UK Debt Management Office No limit 364 days
(DMO)
T-Bills UK Debt Management Office No limit 6 months
(DMO)
Term Deposits/ | UK Other UK Local Authorities | £30m per local | 364 days
Call Accounts. authority
Term Deposits/ | UK Counterparties rated at least | £20m per 364 days
Call Accounts/ A+ Long Term and F1 Short | bank or
Certificates of Term (or equivalent) banking group
Deposit
Term Deposits/ | Non-UK Counterparties rated at least | £15m per 6 months
Call Accounts/ A+ Long Term and F1 Short | bank or
Certifiqates of Term (or equivalent) in banking group
Deposit European countries** with a
Sovereign Rating of at least
AAA from all three credit
rating agencies.
Bonds issued Non-UK Counterparties rated AAA in | £15m per 364 days
by multilateral which the UK is a counterparty
development shareholder
banks
AAA-rated UK/Ireland/ | Constant Net Asset Value £20m per Instant
Money Market | Luxembourg | Money Market Funds MMF***; Access
Funds domiciled (MMFs) Group limit
£100m

*

The limits for the period of investment are the maximum for the categories

of counterparties. Lower operational limits will apply if recommended
following a review of creditworthiness.

* Kk

Investments in any one country’s banks will be limited to a maximum of

10% of the total investments at the time of investment, excluding the UK.

*** Limit per MMF to be no more than 0.5% of the Money Market Fund's total

assets.
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Non-Specified Investments proposed for use by the Council

Non-specified investments are those which do not meet the criteria for
specified investments. The non-specified investments which it is proposed
the Council will consider are investments for longer than one year with the
same counterparties as specified investments. None of these will constitute
capital expenditure. Non-specified investments will form a maximum of 50%
of the total portfolio at any time.

In-house use | Maximum Capital
maturity | expenditure?

»Term Deposits with UK banks
and building societies

Certificates of Deposit with UK 7 5 years No
banks and building societies

“Gilts , . v (on advice

=Bonds issued by multilateral from treasury 5 years No
development banks adviser)

In determining the period to maturity of an investment, the investment should
be regarded as commencing on the date of the commitment of the investment
rather than the date on which funds are paid over to the counterparty.
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Lending List of counterparties for investments

ANNEX 5

This is the proposed list of counterparties which the Council can lend to. The
list will be kept under constant review and counterparties removed if the
process described in 4.4 and 4.5 raises any concerns about their credit

worthiness.
Instrument Country/ Counterparty Maximum
Domicile Counterparty

Limit £m

Gilts, Treasury UK Debt Management Office (Term No limit

Bills, Term deposits with Debt Management

Deposits Account Deposit Facility DMADF)

Term Deposits UK Other Local Authorities £30m per local
authority

Term Deposits/ UK Santander UK Plc (Banco Santander 20

Call Accounts/ Group)

Certificates of

Deposit

Term Deposits/ | UK Bank of Scotland (Lloyds Banking 20

Call Accounts/ Group)

Certificates of

Deposit

Term Deposits/ | UK Lloyds TSB 20

Call Accounts/ (Lloyds Banking Group)

Certificates of

Deposit

Term Deposits/ UK Barclays Bank Plc 20

Call Accounts/

Certificates of

Deposit

Term Deposits/ UK Clydesdale Bank 20

Call Accounts/ (National Australia Bank Group)

Certificates of

Deposit

Term Deposits/ UK HSBC Bank Plc 20

Call Accounts/

Certificates of

Deposit

Term Deposits/ | UK Nationwide Building Society 20

Call Accounts/

Certificates of

Deposit

Term Deposits/ UK NatWest (RBS Group) 20

Call Accounts/
Certificates of
Deposit




Page 36

Instrument

Country/
Domicile

Counterparty

Maximum
Counterparty
Limit £m

Term Deposits/
Call Accounts/
Certificates of
Deposit

UK

Royal Bank of Scotland (RBS Group)

20

Term Deposits/
Call Accounts/
Certificates of
Deposit

UK

Standard Chartered Bank

20

Term Deposits/
Call Accounts/
Certificates of
Deposit

Finland

Nordea Bank

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

BNP Paribas

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

Credit Agricole CIB (Credit Agricole
Group)

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

Credit Agricole SA (Credit Agricole
Group)

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

France

Société Générale

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Germany

Deutsche Bank AG

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Netherlands

ING Bank NV

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Netherlands

Rabobank

15

Term Deposits/
Call Accounts/
Certificates of
Deposit

Sweden

Svenska Handelsbanken

15
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Instrument Country/ Counterparty Maximum

Domicile Counterparty
Limit £m

Term Deposits/ | Switzerland | Credit Suisse 15

Call Accounts/

Certificates of

Deposit

Money Market Ireland BlackRock Institutional Sterling Liquidity 20

Funds Fund

Money Market Ireland BlackRock Institutional Sterling 12

Funds Government Liquidity Fund

Money Market Ireland Goldman Sachs Liquid Reserves Fund 20

Funds

Money Market Ireland Henderson Global Investors Liquid 15

Funds Assets Sterling Fund

Money Market Ireland Invesco Short Term Investments 5

Funds Company Sterling Liquidity Portfolio

Money Market Luxembourg | J.P. Morgan Asset Management Sterling 20

Funds Liquidity Fund

Money Market Ireland RBS Global Treasury Fund - Sterling 20

Funds

Bonds European European Investment Bank 15
Union

Bonds European European Bank for Reconstruction and 15
Union Development

Bonds Worldwide International Bank for Reconstruction 15

and Development (the World Bank)
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Haringey Council

Agenda item:

[No.]

Audit Committee On 3 February 2011

Report Title: Implementation of International Financial Reporting Standards (IFRS)
- Progress Report

Report of:  Director of Corporate Resources

Signed : ’jg&gw 20 ;i ;ié’

Contact Officer : Kevin Bartle, Lead Finance Officer
Telephone 020 8489 5972

Wards(s) affected: All Report for: Non-key Decision

1. Purpose of the report

1.1. To inform the Committee on the progress made in respect of the implementation of
International Financial Reporting Standards (IFRS) and to note the ongoing actions
to secure full implementation.

2. State link(s) with Council Plan Priorities and actions and /or other Strategies:

2.1. The IFRS initiative has strong links to the Council’s Financial Strategy and is also a
mandatory requirement with objectives and timescales that are imposed by central
government.

3. Recommendation
3.1. That the progress to date to ensure full IFRS implementation be noted.

4. Summary

4.1. In the budget in 2007 the Chancellor announced that the public sector would be
moving to IFRS-based financial reporting from 2008/09 for all areas except local
government. Local government would be required to report on these new standards
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from 2009/10.

4.2.In the 2008 budget it was announced that this timetable would slip by one year

and, therefore, local government are required to meet these standards in closing
the 2010/11 accounts.

4.3.This report updates the committee on progress towards implementing the

requirements of IFRS.

5. Head of Legal Services Comments

5.1. There are no specific legal implications in this report.

6. Service Financial Comments
6.1. The additional costs the Council will incur in preparing for IFRS in 2010/11 are to be

contained within existing budgets.

7. Use of appendices /Tables and photographs

7.1.

8. Local Government (Access to Information) Act 1985
8.1 The following background papers were used in the preparation of this report:

Report of Chief Financial Officer to the Audit Committee on 23 April 2009 —
Implementation of International Financial Reporting Standards (IFRS)

Report of Chief Financial Officer to the Audit Committee on 1 February 2010 —
Implementation of International Financial Reporting Standards (IFRS) — Progress
Report

9.1.

9.2.

Background

The Audit Committee were briefed on the requirement for the Council to complete
its statement of accounts in accordance with International Financial Reporting
Standards (IFRS) in April 2009 with a progress report in February 2010. The
committee has also been periodically updated in the Audit Progress reports from
the Council’s external auditors Grant Thornton.

Annual accounts for local authorities will need to be prepared using IFRS from the
year ending 31 March 2011. In addition financial information for 2009/10 will need
to be restated for comparative purposes along with opening balances as at 1 April
2009. In practice, this means that the transition period for all Local Government
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bodies started in 2009/10.

Progress to date and Milestones

The Council's project plan includes a number of milestones to be achieved in
preparation for IFRS which are detailed below.

Restatement of the balance sheet at 1 April 2009 and at 31 March 2010.

Implementing IFRS requires accounting for some financial transactions as though
they had always been accounted for on an IFRS basis. This requires the
restatement of the transition balance sheet i.e. the balance sheet as at 1 April
2009 and 31 March 2010.

A draft of the restated balance sheet was completed in December 2010 and has
been submitted to external audit for their review.

Restatement of the other disclosures to the accounts at 31 March 2010

The statement of accounts for 2010/11 will include comparator information from 31
March 2010. Consequently all disclosures required for IFRS will need to be
restated.

Additional guidance on the Code of Practice for IFRS was received from CIPFA in
December 2010 with examples of the required accounting disclosures. The
requisite changes to the Council's accounting systems have been implemented to
ensure that the necessary data collection processes are in place by 31 March
2011,

Review of the accounting policies for 2010/11

The Council's accounting policies are reviewed each year based on changes to
the CIPFA Code of Practice and approved by the General Purposes Committee.
The policies under IFRS will be considered by that committee in March 2011.

The Council will also work closely with our external auditors to ensure they have
been able to review the draft set of policies prior to the March 2011 General
Purposes Committee.

Preparation of the 2010/11 Statement of Accounts

As noted above, guidance on the 2010/11 accounts has been received from
CIPFA and will inform the preparation of the accounts for the current financial year
and the restatement of the 2009-10 accounts for comparative purposes. The
outcome of the work external audit is currently undertaking will also inform the
preparation of the accounts.



10.9.

1.

11.1.

11.2.

11.3.

11.4.

11.5.

11.6.

11.7.

11.8.

Page 42

IFRS will now become part of the business-as-usual closing process for the
Council. The timetable for the closure of accounts will be prepared in February as
usual.

Principal Impacts and Workloads

The implementation of IFRS has the largest impact on the following areas of the
Council’s accounts.

Employee Benefits

The cost of accrued employee benefits such as flexitime and annual leave carried
forward now need to be included in the accounts.

Leases and Contractual Arrangements

A small number of leases have been identified so far that were previously treated
as operating leases which are to be accounted for as finance leases under IFRS.
The review of leases will continue up to the balance sheet date of 31 March 2011
to incorporate any changes for new leases or leases with modifications.

As part of the 2009/10 Statement of Accounts work, a review was undertaken of
contractual and other arrangements which involve the provision of services using
specific underlying assets and which therefore can be considered as containing a
lease for those assets. At that time, the review concluded that only that the
suspended PFI contract fell into this category. This review process will continue for
the closure of the 2010/11 accounts.

Land and Buildings Valuation and Classification

All property assets were revalued where appropriate under IFRS as part of the
2009/10 closing process to enable the restatement of the balance sheet.

The revaluation process for 2010/11 is in progress in accordance with the normal
timetable for the closure of accounts and includes a full revaluation of the
investment property portfolio.

Some assets have also been reclassified in the restated IFRS balance sheet. For
example, the category of ‘Assets Held for Sale’ has much stricter criteria than the
former ‘Surplus Assets’ category so some assets formerly classified as surplus will
be held as ‘Property, Plant and Equipment.

Building Components

From 1 April 2010, any addition to, enhancement of or revaluation of buildings
requires a judgement to determine whether the building has significant
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components that have varying economic lives and should therefore be depreciated
over differing periods of time. The components are then recorded separately in the
asset register and depreciated over their respective economic lives.

The consideration of components is in progress in line with the normal closing
timetable.

Group Accounts

IFRS still requires local authorities to produce group accounts where they have
subsidiary or associate entities. Haringey's 2009/10 group accounts consolidated
Homes for Haringey’s and the Council’s financial statements.

However, under IFRS, an entity could be treated as a subsidiary based on the
Council's ability to control the entity as opposed to the old standards which
required actual control taking place. More organisations may therefore need to be
consolidated into the Council’s group accounts.

The outcome of this is that there is a possibility that Alexandra Park and Palace
Charitable Trust will be required to be consolidated into the Council's group
accounts.

External and independent advice from consultants Deloitte’s on the accounting
treatment for potential consolidation has been received and is being reviewed.

The review is ongoing and a final conclusion has not yet been reached.

Summary

The requirements of IFRS are being implemented and the Council is on track to
produce IFRS compliant accounts for 2010/11. The Council will continue to work
closely with external audit throughout this process. This report has outlined some
of the ongoing activities and actions in order to achieve this.

Recommendation

That the progress to date to ensure full IFRS implementation be noted.
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o Grant Thornton

LONDON BOROUGH OF HARINGEY

AUDIT PROGRESS REPORT - FEBRUARY 2011

Work Progress

2009/10 Audit We have now completed our 2009/10 audit and the Annual Audit Letter
that we are about to present to Cabinet and the Audit Committee
summarises the work that we carried out and our main conclusions.

Audit Plan We agreed our indicative fee for 2010/11 with the Chief Financial Officer

2010/11 and presented this to the June meeting of the Audit Committee. This letter
was prepared in advance of the audit year in order to provide the Audit
Commission will details of indicative fees nationally.
We have now agtreed the full 2010/11 Audit Plan with management and will
present this to the February meeting of the Audit Committee. The plan sets
out the areas where we will be catrying out work in 2010/11 and provides
the confirmed position on the 2010/11 audit fee and the likely level of
reduction to the 2011/12 fee.

International We are continuing to work with management as preparations for IFRS

Financial continue and we are currently performing a review of the restated 31 March

Reporting 2010 balance sheet, under IFRS.

Standards

(IFRS) We will report the outcome of this review to management in mid-February
and present this to the next meeting of the Audit Committee.

Grants claims We presented our Grant Claims And Returns Planning Memorandum 2009-

and returns 10 to the September 2010 Audit Committee and, with the exception of the

certification housing benefit claim where we are having to carry out further testing, our
work is complete.
We will issue our 2009-10 grants report to the Council once this claim has
been certified and will present this to the next meeting of the Audit
Committee.

Grant Thornton UK LLP

February 2011
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Haringey Council

Agenda Item

Audit Committee On 3 February 2011

Report title: External Audit Plan 2010/11

Report of: Director of Corporate Resources

. . el ;
Signed: . Q¢%%, QS/!//;’
Ward(s) affected: All Report for: Decision

1. Purpose

1.1To inform the Committee of the external audit plan for 2010/11 proposed by Grant
Thornton and to agree the audit fees.

2. Recommendation

2.1 That the Committee approves the proposed audit plan and fees for 2010/11.

Report authorised by: Kevin Bartle — Lead Finance Officer

Contact officer: Kevin Bartle - Head of Corporate Finance
Telephone 020 8489 5972

3. Executive Summary

3.1 The proposed audit plan for 2010/11 sets out the work that Grant Thornton, the
Council's _external auditors are proposing to carry out in discharging their
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responsibilities to provide an opinion on the Council’s financial statements and to be
able to provide an opinion on the value for money arrangements the Council has in
place.

3.2 The plan also includes the proposed fees for the audit of £505k and an estimate of
the fees for grant certification of £90k which are equal to the indicative figures
provided originally to the Audit Committee in March 2010.

3.3 The proposed plan has been discussed with senior officers of the Council and it is
recommended for approval.

4. Reasons for any change in policy or for new policy development (if applicable)

4.1 None.

5. Local Government (Access to Information) Act 1985
The following background papers were used in the preparation of this report:

5.1 None.

6. Background

6.1  The content of the work in the external audit plan is proposed by Grant
Thornton on a risk based approach to audit planning and reflects national and
local risk issues. The outputs from this are contained on page 13 of their plan
and include appropriate reporting back to Members on completion of the work.

6.2  The key risk areas highlighted in the proposed audit plan include:

Accounting under IFRS

Financial performance pressures

Revaluation of fixed assets

Use of estimates and judgements

Valuation of Council dwellings

Alexandra Park and Palace Trust — consideration of group accounts
consolidation

6.3  The fees charged by Grant Thornton are for the work they carry out for the
statutory audit, Value for Money assessment, review the Annual Governance
Statement, the Whole of Government Accounts consolidation pack, the
certification of grants and claims and review of the work the Council
undertakes on the National Fraud Initiative.

7. Recommendation

7.1 That the Committee approves the proposed audit plan and fees for 2010/11.
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Haringey Council

Agenda item:
[No.]

Audit Committee On 3 February 2011

Report Title: Annual Audit Letter 2009/10

Report of:  Director of Corporate Resources

Signed : J_‘%""’Téf/ iZ)/II”

Contact Officer : Kevin Bartle, Lead Finance Officer

Wards(s) affected: All Report for: Key Decision

1. Purpose of the report

1.1. To receive the Annual Audit Letter for 2009/10 from the Council’s external auditors,
Grant Thornton and to note the issues raised and actions being taken.

2. State link(s) with Council Plan Priorities and actions and /or other Strategies:

2.1. The Annual Audit Letter is part of the formal process of external audit and provides
an independent assessment of the Council’s position in terms of progress in meeting
its strategic objectives.

3. Recommendation
3.1. To receive the Annual Audit Letter for 2009/10 and to note the Council’s response.

4. Summary

4.1. The Annual Audit Letter for 2009/10 summarises the key issues arising from the
work undertaken by the external auditors, Grant Thornton, during their 2009/10
audit. The main two areas of audit work are in respect of the audit of the accounts
and the Value for Money conclusion.
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4.2. In terms of the audit of the accounts for 2009/10 the Council received an unqualified
opinion from the external auditors. This was formally reported to the General
Purposes committee on 23 September 2010 within the statutory deadline.

4.3. In respect of the Value for Money conclusion, the auditors concluded that the
Council has made proper arrangements to secure economy, efficiency and
effectiveness in its use of resources for the year ending 31 March 2010. This was
formally reported to the Audit Committee on 2 November 2010.

4.4. The auditors work on the certification of grant claims and returns is ongoing. The
results of that work will be formally reported to the April 2011 Audit Committee.

4.5. The report also outlines how the Council is addressing the key areas for action
raised by external audit in the Annual Audit Letter.

5. Head of Legal Services Comments

5.1. The Head of Legal Services has been consulted on the content of this report and
has no specific comment to make.

6. Service Financial Comments

6.1. The resource implications for implementing the actions recommended in the Annual
Audit Letter have been considered as part of the overall financial and business
planning process and are included within the previously approved budget.

7. Use of appendices /Tables and photographs
7.1. Annual Audit Letter 2009/10 — Grant Thornton

8. Local Government (Access to Information) Act 1985
10.1 The following background papers were used in the preparation of this report:

* Report of Director of Corporate Resources to General Purposes Committee
on 23 September 2010 — Annual Governance Report — to consider the
statutory report of Grant Thornton, the Council's appointed auditor

e Report of Grant Thornton to Audit Committee on 2 November 2010 — Value
for Money 2009/10

9. Background

9.1.  The Annual Audit Letter for 2009/10 is compiled by the Council's appointed
external auditors Grant Thornton. It summarises the conclusions and significant
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9.2.

9.3.

9.4.

10.

10.1.

10.2.

10.3.

10.4.

10.5.

1.

11.1.
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issues arising out of the audit work for the Council in the preceding year. It
includes information from the audit of the Council’s accounts, the Council’'s
arrangements for securing economy, efficiency and effectiveness in its use of
resources and the certification of claims and returns.

The Annual Audit Letter for 2009/10 from Grant Thornton is an important external
assessment of the Council’s overall position.

The auditors’ findings have been reported previously to the General Purposes
Committee and to the Audit Committee and actions agreed in response. The
Audit Committee is responsible for monitoring the implementation and progress of
the detailed actions, which are summarised in this report.

At the time of writing this report, the Annual Audit Letter will have been presented
to the Cabinet at its meeting of 25 January 2011; any feedback from that meeting
will be reported orally to this committee.

Annual Audit Letter 2009/10

This is the third year of Grant Thornton operating as the Council’s external
auditor. Council officers have worked closely with Grant Thornton in preparation
for and during the audit and a positive relationship continues to exist.

In relation to the Council’'s 2009/10 accounts, an unqualified opinion has been
received. This is a positive outcome for the Council.

The auditors’ Value for Money (VFM) concluded that “the Council has made
proper arrangements to secure economy, efficiency and effectiveness in its use of
resources for the year ending 31 March 2010”.

The Council has improved its management arrangements in a number of areas,
including data quality, commissioning and procurement and asset management
and the auditors’ view is that the Council’'s implementation of IFRS is on track.
They also highlighted a number of areas for improvement. Council responses to
these key areas are set out below.

Audit work on the certification of grant claims and returns is ongoing. The
outcome of this work will be formally reported to the Audit Committee in April
2011.

Recommendation
To receive the Annual Audit Letter for 2009/10 and to note the issues raised and

actions being taken. Progress on the implementation of actions will be periodically
reported to members.



12.  Summary Actions
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Page 70

A summary of the key actions are set out in the table below.

Recommendations Response Responsible
Officer

The impact of the changes to | In the light of the government | Chief
local government funding are | funding reductions, the Executive and
taken into account in all Council's overall service the senior
future financial plans - in doing | structure is being reviewed management
this the Council will need to alongside detailed individual | team
review the services it service reviews. These
delivers and how it delivers reviews are taking place as
them and where savings and part of the Medium Term
changes can be made Financial Planning which
whilst minimising the impact includes an extensive budget
on the standard of service consuitation process, Equality
delivery Impact Assessments and

robust budget scrutiny.
The Medium Term Financial The process of reviewing the | Director of
Strategy is reviewed in the Medium Term Financial Corporate
light of the Spending Review Strategy is already well Resources
and is subject underway. A detailed report
to robust stress testing and was submitted to Cabinet on
sensitivity analysis 21% December 2010 and

further reports are planned for

January and February 2011.

The scrutiny of investment

and savings proposals

commenced in January 2011.

The review process will

continue to be supported by

robust budget monitoring

arrangements that ensure

that all service proposals are

subject to sound financial

analysis.
It continues to emphasise the | As a result of concerns raised | Director of
importance of data quality, in the previous Annual Audit | Corporate
including housing benefit Letter the Council has put in Resources

information, to prevent any
relaxation in compliance

place a more rigorous regime
for maintaining the integrity of
its data quality. The
associated systems and
procedures will continue to be
closely managed and
monitored.
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Recommendations Response Responsible
Officer
There is a continued focus on | The Council has a detailed Director of
the production of its first IFRS | project plan responsible for Corporate
compliant accounts in implementing the new IFRS. | Resources

2010/11, including ensuring
that there are sound
arrangements for the valuation
and accounting for property
assets

We will continue to work
closely with Grant Thornton to
ensure timely implementation
and careful management of
the project risks.
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Grant Thornton

London Borough of Haringey

Annual Audit Letter 2009/10

26 November 2010
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London Borough of Haringey
Annual Audit Letter 2009/10
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tondon Borough of Haringey
Annual Audit Letter 2009/10

Introduction and Key Messages

Purpose of this letter

The purpose of this Annual Audit Letter (lettet) is to summatise the key issues arising
from the work that we have cartied out during the year at The London Borough of
Haringey (the Council). Although this letter is addressed to the members of the
Council, it is also intended to communicate the significant issues we have identified to
key extetnal stakeholders, including membets of the public. The letter will be published
on the Audit Commission's website at www.audit-commission.gov.uk and also on the
Council's website.

Responsibilities of the external auditors and the Council
This letter has been prepared in the context of the Statement of Responsibilities of
Auditors and Audited Bodies issued by the Audit Commission. This is available from

www.audit-commission.gov.uk.

We have been appointed as the Council's independent external auditor by the Audit
Commission, the body responsible for appointing extetnal auditors to local public
bodies in England. As external auditors, we have a broad remit covering finance and
governance matters.

Our annual wotk programme is set in accordance with the Code of Audit Practice (the
Code) issued by the Audit Commission and includes nationally prescribed and locally
determined work. Our work considers the Council's key risks, when reaching our Code
conclusions.

[t is the responsibility of the Council to ensure that propet arrangements are in place
for the conduct of its business and that public money is safeguarded and propetly
accounted for. We have considered how the Council is fulfilling these responsibilities.

What this letter covers

This Letter covers our 2009/10 Code audit, including key messages and conclusions
from our work on:

e auditing the 2009/10 year end accounts (Section 2)

®  theaccuracy of grant claims and returns to various government departments
and other agencies (Section 2)

®  assessing the Council's arrangements for securing economy, efficiency and
effectiveness in the use of its resources (Section 3).

A list of all the reports issued during the year is provided at Appendix A, whilst
Appendix B sets out our actual and budgeted fees for 2009/10.

© 2011 Grant Thornton UK LLP. All rights reserved. 1
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London Borough of Haringey
Annual Audit Letter 2009/10

The Economy

The Government's most urgent priotity in the current financial climate is to reduce the
deficit whilst ensuring the economic recovery continues. Savings of over £6 billion are
planned from Government spending during this financial year, including some £1.1
billion in reduced grants to local government. At the same time, the Government aims
to reduce top-down government and devolve power and greater financial autonomy to
local authorities by a range of measutes including:

e abolishing Comprehensive Area Assessment

¢ reducing ring-fenced central government grants

® abolishing Local Area Agreements

* undertaking a full review of local government finance

The October Spending Review (SR) will have a significant impact on the Council, its
plans and its finances. The SR announced a 28% cut in DCLG grants, estimated job
losses within the public sector at 490,000 and £7bn of savings are required to be made
to the welfare budget, mainly through benefit cuts. Cuts are being top-loaded with the
greatest reductions being required in the first year of the SR period. The June Budget
announced the Government's intention to work with local authorities to freeze council
tax in England in 2011-12. The SR announced that local authorities who freeze their
council tax in 2011-12 and keep their bills flat for the next four financial years will have
the resultant loss to their tax base funded at a rate of 2.5% in each year of the Spending
Review period. As a large urban authority with a reliance on grant funding, the financial
challenge for Haringey is significant, with the anticipated impact of the SR requiring
savings of £45 - £50m to be made in 2011-12 alone.

The issues highlighted in this Annual Audit Letter should be understood within the
context of the significant changes to government policy and the reduction in financial
resoutces outlined above.

Key messages

Accounts audit

We issued an unqualified opinion on the Council's 2009/10 accounts on 27 Septembet
2010, ahead of the statutory certification deadline. Our opinion confirmed that the
accounts give a true and fair view of Council's financial affairs at 31 March 2010 and of
its income and expenditute for the year . The audit process was efficient and well
managed, although there have been a number of audit adjustments. This has affected
fixed asset accounting in particular following implementation of a new closing
procedure. Further detail on our accounts audit work is detailed in section 2.

Value for Money Conclusion
We issued our annual Value for Money (VFM) conclusion on 27 September 2010. We
concluded that, for 2009/10, the Council made propet arrangements to secute

economy, efficiency and effectiveness in its use of tesources for the year ending 31
Match 2010.

© 2011 Grant Thornton UK LLP. All rights reserved. 2
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Our work highlighted that the Council had improved its management arrangements in a
number of areas, including data quality, commissioning and procurement and asset
management. We also highlighted a number of areas for improvement and agreed an
action plan with management to implement the associated recommendations. Further
detail on our work in this atea is detailed in section 3.

International Financial Reporting Standards

From 2010/11 the Council is requitred to prepare its accounts in accordance with
[nternational Financial Reporting Standards (IFRS). Our work to date on this area
confirms that, the Council's IFRS implementation plan remains on track. However, the
preparation and review of the 2009/10 IFRS restated accounts tepresents the first
major test and the Council must build on its good work to date.

Key areas for Council action
The Council will need to ensure that:

e the impact of the changes to local government funding are taken into account in all
future financial plans - in doing this the Council will need to review the services it
delivers and how it delivers them and where savings and changes can be made
whilst minimising the impact on the standard of service delivery

e the Medium Term Financial Strategy is reviewed in the light of the SR and is subject
to robust stress testing and sensitivity analysis

e it continues to emphasise the importance of data quality, including housing benefit
information, to prevent any relaxation in compliance

e there is a continued focus on the production of its first IFRS compliant accounts in
2010/11, including ensuring that there are sound arrangements for the valuation
and accounting for property assets.

Further details on these key messages can be found in sections 2 and 3 of this Letter.

@ 2011 Grant Thornton UK LLP. All rights reserved. 3
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Audit of Accounts

Introduction

We issued an unqualified opinion on the Council's 2009/10 accounts on 27 September
2010, ahead of the statutory certification deadline of 30 September 2010. Our opinion
confirmed that the accounts give a true and fair view of the Council's financial affaits at
31 March 2010 and of its income and expenditure for the year.

Priot to giving out opinion on the accounts, we are required to tepott significant
matters atising from the audit to those charged with governance (for the accounts audit
this is defined as the General Purposes Committee). We presented our Annual Report
to those Charged with Govetnance at the General Purposes Committee on 23
September and summarise only the key messages in this Letter.

Audit of the accounts

The Council managed a rapid closedown process presenting us with the draft financial
statements on 28 June 2010 and, as in previous years, they were supported by good
quality working papers.

Closedown was well managed by the Council and there is clear corporate commitment
to producing timely final accounts. The audit process has been efficient and well
managed, although there have been 2 number of audit adjustments, particulatly
affecting fixed asset accounting.

The key messages atising from our accounts audit are:

*  the Council managed an effective closedown and audit process allowing eatly
resolution of audit findings as they arose

*  the Council continues to improve in valuing and accounting for its fixed assets
although our audit findings suggest that there is scope for further development,
particulatly in light of the requirements under International Financial Reporting
Standards (IFRS) applicable from 2010/11.

Financial performance
The Council reported a deficit on the Income & Expenditure account of £141 2million
(2008/09 £129.9million) and a genetal fund balance of £10.5million.

The current economic climate has placed significant pressure on the public sector and
local government in particular, to generate efficiencies and operate within reduced
resources. The Council has performed well to date by maintaining a robust budgetary
control system and early identification of cost pressutes. However, maintaining and
building on these arrangements will be critical with the anticipated impact of the SR
requiring savings of £45 - £50m to be made in 2011-12 alone, whilst the Council is
experiencing continued financial pressures from demand led services.

© 2011 Grant Thorntoen UK LLP. All rights reservad. 4
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The scale of the challenge faced has been recognised by Members and the Council will

need to continue to work hard to deliver the anticipated significant financial challenge
ahead.

We will continue to keep the Council's financial position under review as part of our
2010/11 audit including a risk based assessment of the robustness of the Medium Term
Financial Plan, the assumptions made within it and the reasonableness of associated
savings plans. This is in line with the new approach to local Value of Money audit work
introduced by the Audit Commission.

Financial systems

We undertake sufficient work on key financial controls for the purpose of designing
our programme of work for the financial statements audit. Our evaluation of the
Council's key financial control systems did not identify any control issues that presented
a matetial risk to the accuracy of the financial statements.

We reviewed the work of internal audit and concluded that the scope and conduct of
internal audit work was appropriate to support our work in auditing the Council's
2009/10 accounts. We also petformed a high level review of the general I'T control
environment as part of the overall review of the internal control system and concluded
that there wete no material weaknesses within the IT arrangements that would
adversely impact our audit of the accounts.

Annual Governance Statement

We examined the Council's arrangements and process for compiling the Annual
Governance Statement (AGS). In addition, we read the AGS and considered whether
the statement was in accordance with our knowledge of the Council. Our work
confirmed that the AGS was consistent with our knowledge of the Council and no
issues arose from out work.

International Financial Reporting Standards

The Council is requited to prepare its accounts in accordance with International
Financial Reporting Standards (IFRS) from 2010/11. The IFRS transition at the
Council is being led by the finance team and a clear project plan is in place.

Our work confirms that for the Council, the overall project plan remains on track. Key
dates for preparing the opening balance sheet and restating the 2009/10 accounts and
skeleton IFRS compliant statements are expected to be achieved. Our view is that the
Council has placed a good focus on IFRS, but that the preparation and review of the

2009/10 restated accounts represents the first major test.

We will continue to review progress as part of our planned programme of work for
2010/11.

© 2011 Grant Thornton UK LLP. All rights reserved. 5
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Grant Claims and Returns

2.16 Each year we review and cettify a number of grant claims and returns in accordance
with the arrangements put in place by the Audit Commission. Following the
completion of the 2008/09 certification work we reported that performance had
generally improved against the key performance measures but identified that the
Council should work to continually reduce the number of claims requiring amendment.

2.17 We certified a total of 14 claims in 2008/09 of which one claim was qualified, the
housing and council tax benefit grant claim. Action arising from our recommendations

concerning this qualification is being monitored by the Audit Committee.

2.18 We are currently in the process of certifying the 2009/10 grant claims and returns.
Once this work is complete we will repott in full on the findings of our work.

© 2011 Grant Thornton UK LLP. All rights reserved.
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3 Value for Money

3.1

3.2

3.3

3.4

3.5

3.6

3.7

Introduction

We issued our annual Value for Money (VEM) conclusion on 27 September 2010, at
the same time as our accounts opinion. We concluded that, for 2009/10, the Council
made proper arrangements to secure economy, efficiency and effectiveness in its use of
resources for the year ending 31 March 2010.

We set out the basis of this conclusion and the results of out assessment in our report
presented to the Audit Committee on 2 November. In this Letter, we summatise the
key messages from this work alongside relevant findings.

2009/10 VFM conclusion

The Audit Commission's Code of Audit Practice requites us to assess whether the
Council has put in place proper arrangements to secute economy, efficiency and
etfectiveness in its use of resources. In discharging this responsibility, we ate required
to review and, where appropriate, examine evidence that is relevant to the Council's
cotporate performance management and financial management atrangements.

Our 2010 Value for Money conclusion was informed by work carried out on Use of
Resources up until the abolition of Comprehensive Area Assessment, and other local
risk based work carried out in accordance with our 2009/10 Audit Plan.

Key highlights within the Council's atrangements were that the Council had:

* improved its management arrangements in a number of areas, including data quality
(previously assessed as inadequate), commissioning and procurement and asset
management

* demonstrated strong and robust arrangements for the management of its wotkforce
against the criteria set out by the Commission.

The main areas for further development were around:

* ensuring that the impact of significant reductions in futute funding and the
tequirement to find savings beyond those that had been anticipated and planned for
as part of the Medium Term Financial Strategy are taken into account in all future
financial planning

* addressing some significant in year challenges and robustly profiling the impact of
these in future financial plans.

* ensuring a continued emphasis on the importance of data quality to prevent any
relaxation in compliance and a potential return to an "inadequate” assessment for

data quality.

On the basis of the work completed, we issued an unqualified Value for Money
conclusion.

D 2011 Grant Thornton UK LLP. All rights reserved. 7
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Approach to local value for money audit work from 2010/11

The Audit Commission has reviewed its work programme for 2010/11 onwards given
the scale of the pressures facing public bodies in the current economic climate. As part
of this exetcise, the Commission has adopted a new approach to local value for money
audit work with key national stakeholders.

From 2010/11 we will apply a new, more targeted and better value approach to our
local VFM audit work. This will be based on a reduced number of reporting criteria
specified by the Audit Commission, concentrating on:

® securing financial resilience
* prioritising resources within tighter budgets.

We will determine a local programme of VFM audit work based on our audit risk
assesstnent, informed by these criteria and our statutory responsibilities. We will no
longer make annual scored judgements relating to our local VFM audit work. Instead
we will report the results of all the local VFM audit work and the key messages for the

audited body in our annual report to those charged with governance and in the annual
audit letter.

© 2011 Grant Thornton UK LLP. All rights reserved.



Page 83

L.ondon Borough of Haringey
Annual Audit Letter 2009/10

4 Closing Remarks

4.1 This Letter was discussed and agreed with the Director of Corporate Resources, in her

capacity as the Council's s151 officer, and will be presented to the Audit Committee on
3 February 2011.

4.2 We would like to take this opportunity to express our appreciation for the assistance
and cooperation provided during the course of the audit.

Grant Thornton UK LLP
26 November 2010

© 2011 Grant Thornton UK LLP. All rights reserved. 3
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A Reports issued in relation to the 2009/10 audit

Audit Plan December 2009
Partnership working March 2010
Accounts Audit Approach June 2010
Memorandum

Review of Leaseholder Service June 2010
Charges

Grants Plan 2009/10 August 2010
Annual Repott to those Charged September 2010
with Governance

Value for Money October 2010
Annual Audit Letter November 2010
Grant Certification Summary Report due December 2010

© 2011 Grant Thornton UK LLP. Afl rights reserved.
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B Audit and Other Fees

Financial statements 340,000 340,000
VFM conclusion / Use of 175,000 175,000
resources

Total Code of Practice fee 515,000 515,000
Certification of grant claims 100,000 TBC
and returns™

*The quoted fee for grant certification wotk is an estimate only and will be charged at

published houtly rates.

© 2011 Grant Thornton UK LLP. All rights reserved.
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www.grant-thornton.co.uk
© 2010 Grant Thornton UK LLP. Al rights reserved.

"Grant Thornton" means Grant Thornton UK LLP, a limited liability partnership.

Grant Thoraton UK LLP is a member firm within Grant Thornton International Ltd (‘Grant Thornton
International’). Grant Thornton International and the member firms are not a worldwide partnership.
Services are delivered by the member firms independently.

This publication has been prepared only as a guide. No responsibility can be accepted by us for loss
occasioned to any person acting or refraining from acting as a result of any material in this publication.
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Haringey Council

Agenda item:

Audit Committee On 3 February 201 1

Report Title: Internal Audit Progress Report — 2010/11 Quarter 3

Report authorised by: Director of Corporate Resources
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Report of and Contact Officer: Anne Woods, Head of Audit and Risk Management
Tel: 020 8489 5973
Email: anne.woods@haringey.gov.uk

Wards(s) affected: All Report for: Non-key decision

1. Purpose of the report

1.1 To inform the Audit Committee of the work undertaken during the third quarter by
the Internal Audit Service in completing the 2010/11 annual audit plan and reports
issued for outstanding 2009/10 audits together with the responsive and housing
benefit fraud investigation work. In addition, to provide details of the work the
Council’s personnel division has undertaken in supporting disciplinary action taken
across all departments by respective council managers.

2. State link(s) with Council Plan Priorities and actions and/or other Sirategies:

2 1Audit and Risk Management contribute to the Council priority to deliver excellent,
customer focused, cost effective services by reviewing key services and making
recommendations for improvement where appropriate. Follow up work is undertaken
to provide assurance that managers have implemented agreed recommendations
and improvements.

3. Recommendations

3.1 The Audit Committee is recommended to note the audit coverage and progress
during the third quarter 2010/11.

3.2 That the Audit Committee notes the progress and responses received in respect of
outstanding audit recommendations.

3.3 That the Audit Committee confirms that the actions taken during Quarter 3 to
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address the outstanding recommendations are appropriate.

4. Reason for recommendation(s)

4.1 The Audit Committee is responsible for monitoring the completion of the annual
internal audit plan and the implementation of agreed recommendations as part of its
Terms of Reference. In order to facilitate this, progress reports are provided on a
quarterly basis for review and consideration by the Audit Committee.

4.2 Where further action is required or recommended, this is highlighted in the covering
report and associated appendices and included in the recommendations for the
Audit Committee.

5. Other options considered
5.1 Not applicable

6. Summary

6.1 The internal audit service makes a significant contribution to ensuring the adequacy
and effectiveness of internal control throughout the authority. This report looks at the
work undertaken in the quarter ending 31 December 2010 and focuses on:

o Progress by Deloitte and Touche on internal audit coverage relative to the
approved internal audit plan, including the number of audit reports issued and
finalised;

» Progress in implementing outstanding internal audit recommendations with
special attention given to priority 1 recommendations;

» Details of investigative work undertaken relating to fraud and/or irregularities
including those within the remit of the Housing Benefit Fraud Investigation Team,
including information in respect of disciplinary action taken.

6.2 The information has been complied from information held within the Audit & Risk
Management business unit and from records held by Deloitte and Touche and the
Council’s corporate Human Resources business unit.

7. Head of Legal Services Commenis

7.1 The Head of Legal Services has been consulted in the preparation of this report, and
advises that there are no direct legal implications arising out of the report.

8. Chief Financial Officer Comments
8.1 The Chief Financial Officer supports the contents and recommendations set out in
this report and in particular the progress reported both in relation to the in year

N
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planned activity and also following up outstanding recommendations from prior
years.

8.2 That the integration of the audit and housing benefit investigation functions is now
complete has been noted and should place the council in a stronger position to
direct resources more effectively and help to reduce risk down. It is noted that the
pro-active counter-fraud framework and draft plan is being developed and will be
presented to the Audit Committee for formal approval later in the year.

8.3 There are no specific financial implications to highlight.

9. Head of Procurement Comments
9.1Not applicable

10. Equalities and Community Cohesion Comments

10.1 This report deals with how risks to service delivery are managed across all areas of
the council, which have an impact on various parts of the community.
Improvements in managing risks and controls will therefore improve services the
Council provides to all sections of the community.

11. Consultation

11.1 No external consultation was required or undertaken in the production of this
report. Consultation is undertaken with respective service managers, Assistant
Directors and Directors during the audit process and in the production of individual
internal audit reports and follow up programmes. Their comments are included in
the final report which is circulated in accordance with the agreed internal audit
reporting protocol.

12. Service Financial Comments

12.1 There are no direct financial implications arising from this report. The work
completed by Deloitte and Touche is part of the five year contract which was
awarded following a competitive tendering exercise in compliance with EU
regulations from 1 April 2007. The costs of this contract are contained and
managed within the Audit and Risk Management revenue budget.

13. Use of appendices

13.1 Appendix A — Deloitte and Touche Progress report
Appendix B — In-house Team — investigations into financial irregularities
Appendix C - Council-wide disciplinary information
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14. Local Government (Access to Information) Act 1985

14.1For access to the background papers or any further information please contact
Anne Woods on 0208 489 5973.

15.Performance Management Information

15.1 Although there are no national or Best Value Performance Indicators, local performance
targets have been agreed for Audit and Risk Management. These form part of Corporate
Resources’ reporting processes, but are detailed below for information. Table 1 below
shows the targets for each area of audit activity monitored and gives a breakdown between
the quarterly and cumulative performance.

Table 1

Pl Ref. | Performance Indicator 3 Quarter | Year to date | Target

A1l Audit work Completed vs. Planned 85% 80% 95%
programme

A2 User satisfaction (1 = low, 5 = 4.0 3.83 3.75
high)

A3 Time taken to complete 7.75 weeks 8 weeks 8 weeks
investigations (2009/10 referrals)

A4 Priority 1 recommendations 90% 90% 95%
implemented at follow up

16. Internal Audit work — Deloitte and Touche contract

16.1 The activity of Deloitte and Touche for the third quarter of 2010/11 to date is detailed at
Appendix A, which also includes reports issued for outstanding work from the 2009/10
audit plan. Members of the Audit Committee receive detailed summaries of all projects for
which a final report has been issued on a monthly basis to allow for any issues to be raised
and discussed in a timely manner. Appendix A provides a list of all final reports which have
been issued during the quarter, together with detailed summaries of all reports which are
issued with a ‘limited’ assurance rating.

16.2 Appendix A also provides detailed summaries of all recommendations which were
previously recorded as outstanding at the time of the follow up audit work. Members have
been monitoring the progress and implementation of these at each Audit Committee to
ensure that managers were taking appropriate action to address outstanding
recommendations. Only 2 recommendations from prior years remain outstanding: 2005/06
- One Priority 2 recommendation remains partly implemented; and 2007/08 - One Priority 3
recommendation remains partly implemented. Work is ongoing to address these and
internal audit is satisfied that managers’ actions are appropriate to manage the lower

o
et



Page 91

priority risks facing the Council. Internal Audit will continue to monitor implementation of
recommendations to ensure appropriate actions are taken to mitigate identified risks.

16.3 A summary of all follow up audit projects for 2009/10 work which have been undertaken is

also included in Appendix A (page 13-14). We have followed up on 94 recommendations to
date and found that 77 (82%) have been implemented, six are no longer applicable, eight
are in progress, and one recommendation had not reached its due date. Seventeen out of
twenty Priority 1 recommendations followed up to date, where the deadline for
implementation has passed, have been implemented. Two Priority 1 recommendations are
in progress and the details provided at Appendix A.

16.4 To date, 85% of the planned annual programme of work for quarter 3 has been delivered,

the slightly reduced delivery was as a result of clients’ annual leave commitments at the
end of 2010. To date, 80% of the total planned work has been completed, and at this stage
there are no issues identified at this date which will prevent the 95% annual target from
being achieved. Ongoing monthly contract monitoring reviews ensure that performance
levels are kept under review.

16.5 In conjunction with the Director of Corporate Resources, Directors are kept advised of the

17.

17.1

outstanding recommendations and any actions required to ensure that implementation of
recommendations is achieved. From 2008/09 onwards, the implementation of Priority 1
recommendations has been included in the performance reporting requirements for all
departments. During quarter 3, Internal Audit are satisfied that managers have been taking
appropriate action to address the issues raised in the original recommendations prior to
2009/10.

In-house Team - Fraud investigation/Pro-active work

In accordance with the Council’s Constitution, Internal Audit investigates all cases that fall
outside the remit of the Housing Benefit Fraud Investigation Team and the Information
Security Policy. Appendix B details the individual cases that were completed by the In-
house Team to date in 2010/11 and any which were brought forward from 2009/10. The
listing at Appendix B also includes any referrals made using the Council’s whistle blowing
policy which were investigated by Internal Audit. During the third quarter, two whistle
blowing referrals were made.

17.2 Within the third quarter, nine new cases were referred to Internal Audit for investigation,

and four cases were completed during the quarter involving Council employees. The four
cases completed took 7.75 weeks on average to complete, within the agreed performance
target of 8 weeks. Internal Audit work closely with officers from personnel and the service
involved to ensure that the investigation is completed as quickly as possible.

17.3 The In-house Team also investigates claims of non-receipt of Council cheques. In the third

quarter of 2010/11, there have been no referrals for investigation and no losses 1o the
Council. Improvemenits in procedures, including the introduction of ‘positive pay’ whereby
the council’s banking tearn receives information on cheques before they are cleared, and
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new cheque security measures have reduced the opportunity for attempted fraud in this
area.

17.5 Since the creation of the corporate team in December 2010, the in-house fraud

18.

18.1

investigation resource has been increased to enable the Council to develop a corporate
pro-active approach. During the fourth quarter of 2010/11, the team will develop its
programme of work to focus on key risks facing the Council. This work programme will
include the National Fraud Initiative exercise, for which potential data matches will be made
available in February 2011. Some initial pro-active counter-fraud projects will be
undertaken during the fourth quarter and the section has begun working with Homes for
Haringey and the Strategic and Community Housing Service on developing an approach to
target and investigate housing and tenancy fraud. The pro-active counter-fraud framework
and draft plan will be developed and presented to the Audit Committee for formal approval
later in the year.

Housing Benefit counter-fraud

The function for investigating benefit fraud was transferred to the Audit & Risk Management
business unit on 13 December 2010. The HB Fraud Team spent a large proportion of the
third quarter processing outstanding claims and identified 128 existing cases which were
able to be closed with no identified fraud, although these may still have an overpayment
and a possible caution associated with them and these will be progressed during the fourth
quarter.

18.2 As a result of cleansing the system of old‘ cases, the team achieved a total of eight

prosecutions (compared to 6 in the second quarter). However, there were no lower
sanctions — admin penalties, or cautions — achieved during the third quarter, compared to a
total of 28 cautions and five admin penalties achieved in quarter 2. It is anticipated that,
with the investigation work that was started, that a further 16 lower sanctions can be
progressed during the fourth quarter. Although the capability to apply lower level sanctions
will be retained, the team’s focus going forward will be on securing prosecutions and
working with Legal Services and other services across the Council to recover money and
assets using relevant legislation, including the Fraud Act and Proceeds of Crime Act.

18.3 During the third quarter, seven prosecution cases resulted in an overpayment. The total

overpayment identified for the seven cases was £90.7k, of which £18.3k (20%) has already
been recovered. Two cases have been recovered in full — a total of £13.5k — and Legal
Services are currently attempting to secure a charge order of £40k against a property for a
third case. Payment plans are in place for 2 of the remaining cases, where £4.7k of the total
debt of £23.1k has already been recovered. The team will be working with the HB recovery
team and Legal Services to ensure that all options for recovery are considered when fraud
has been proven.

(o>}
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19. Council-wide disciplinary statistics

19.1 Appendix D details the number of disciplinary suspensions and/or action taken in the third
quarter of 2010/11. The data is taken from SAP and the information has been provided by
the Council’s Human Resources business unit in line with Council statistics reported
elsewhere.

19.2 During quarter 3, the number of disciplinary cases investigated was 72 (an increase of nine
from the previous quarter), with 35 remaining ‘open’ at the end of the quarter. The average
length of time taken to resolve disciplinary cases in quarter 3 was 95 days, broadly similar
to the average length of time for the previous quarter’s cases.
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Appendix C
Haringey Council — Audit Committee

Disciplinary Case Analysis October to December 2010

Introduction

The information in this report is taken from SAP, covering the period 01 October 2010 - 31 December
2010.

The data is based on Haringey Council employees who
» hold Permanent, Temporary or Fixed Term Contracts
Note that this data excludes:

e Casual or Sessional Workers

e Schools
e Agency Workers

: Legend

Adults, Culture & Community Services ~ AS
The Children & Young People’s Service G
bepérate” ﬁeédumesm o o CR
People & Organisational Development PO
Policy, Performance, Partnership & Comms PP
‘Urban Environment S wE
Harmgeycoum” o . HGY o

The Council’s Disciplinary Procedure is considered as a tool to assist in good management and not
solely as a means of imposing sanctions or setting out procedures leading to dismissal.

The procedure aims to:

» Allow managers to address issues of unsatisfactory conduct and ssek improvemenis in
behaviour

» Ensure that employees covered by the procedure are treated fairly and consistently

» Ensure that proper and adequate procedures are observed before any disciplinary decisions are
taken

» Help and encourage all employees to achieve and maintain standards of conduct, attendance
and job performance

»  Maintain discipline essential to the delivery of high quality services

o Protect the health, safety and well being of staff, service users and members of the public

» Safeguard the integrity and good reputation of the Council
(Disciplinary Procedure July 2005)
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Appendix C
Disciplinary Cases

This section looks at the number of formal actions taken against employees under the disciplinary
procedure.

Disciplinary Cases by Directorate

E‘HDirecto‘ra’[e | Casﬁés“Opren | Casés Clovséd - 'No of cyases‘ No,ofkerﬁ'bléy”eéék

>R N

Please, note that the total number of cases is 72, but this only represents 66 employees. The reason
being, that one employee can have more than one case running concurrently. For example, an
employee’s dismissal could count as one case and their appeal as another.

s Urban Environment has the highest percentage of disciplinary cases against its workforce at
2.60% in this quarter

s 35 cases remain ‘open’ at the end of this period

The following table looks at the stages of Disciplinary cases.

Stages of Disciplinary Cases

Stage o  Cases Oﬁen ~ Cases Closed Total | %
Invest. - not suspended - 14 17 31 43
Invest. - suspended 17 12 29 40

o : ; . 1 | . Y \

Appeal 3 6 9 : 13

Total - 35 ; 37 | 7N 100

Zofé
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Appendix C
The following table identifies the outcomes of the 37 cases that were concluded.

Disciplinary Case Outcomes

' ; Invest. - Invest. - Invest. -  Invest. -
- Outcome : not ‘

suspended = Suspended - appeal - ET

Compromise agreement 0

Total %

o
o

DIS Appeal Dlsmussed

: Dis. Appeal Part Upheld
Dis. Appeal Upheld |
DIS Appeal WxthdraWn | o
D' sﬁ.nysmxssal Sl
DISET Dlsmxssed o
Dis. ET thhdrawn :
D|s Final Written Warmngw |
. i‘ks‘_wNo Actlon L
Dis. Other
fk:v[i)ie._Relegatson/Demotson N |

Dis. Resigned :
Dis. Verbal Wamlng o
DIS Wn’[ten Wammg P
:Escalated o next stagé

NOOOW-=20OO0OO0O0O0®»O 0o o
NO DWW SN0 = s N O OO O
-
~

00O W O O N OO 4.0 0 O O

Suspension Lifted
" Total | :

b
'\l
—
o
N O 0O 0O 0O 0O 0000 =440 00 0.0 O

'® O 0O O 0O OO0 0 OO0 OO0 OO0 o0 oo

w
\’
-
o

‘O

s 19% of cases resulted in Dismissal

This table displays reasons for Disciplinary action against employees.

Reasons for Disciplinary Cases

iReason | Cases Open Cases Clbsked ’Total H %
;Assaui‘t 0 0 | | 0 | 0
;Attendance o 1 z 6 | 7 10
Behaviour | 10 EE | 2 29
Fraud / Theft 8 3 1 15
| 3 1 . 6
Negligence 9 11 ? 20 - 28
Other : 4 5 | 9 | 13
Total | 35 37 ; 72 100

Mlsuse of resources

» The highest cause for disciplinary action was for Behaviour al 29% and 28% for Negligence
Jofd



This table looks at the ethnic breakdown and gender split for Disciplinary cases

Ethnic kClaes
B&ME 18 45
‘White 10 42
Not Declared 00
Total 28 42
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Disciplinary Case employee representation
by Ethnicity and Gender

Female

CTotal %

| Total

l\/lale

22
14

2

38

%

-
58
100
58

40

2
66

All

- Total

04

Appendix C

%

61
36
3

100

e 33% of the workforce is male, but the male representation with disciplinary cases is significantly
higher at 58%

The following table looks at the ethnic breakdown per Directorate and across grade bands.

Dir

. VENB&ME 8 62

;AS

R
?PO
PP
UE

HGY

Ethnlc
. Group

'QB&MEE
lB&ME‘
iB&MEE
BaME
B&ME

B&ME

Disciplinary Case employee representation by

Ethnicity and Grade Band
Total no. in grade band WF = % of total dlSClpllned employees in Dlrectorate)

PO4-PO7
wE

f 801805;

Scs—soz

38

o

Py
W
o oo o O

L
O ;i
R

L
e | ;
0 2 20
20 40
20 e
| 100
© 20 -
0
§20;
o
20
67
-
8 13
09 45

W N = O 000 NONW oW

ke
o

N
i
m\smcsm«-xo-x—xo-a.p'r\):\)m.-sé—tooof—l

O
-t
o

Po1P03§

T

»b»\l(;.)l\)-—‘*l\JOl\JOOOf\)—*—Lﬁb‘—*‘(‘D‘OOO;

-
vl

0
0

S

20
10

10

0

0

7
13

11

o

17

s

20
0 3
40

a0

20

i
N

\zmooo-—&o—sooom—x—x’co;oaﬂooo‘oiof—l

45

ml

CWEL T

mmoooooooooooool\)?l\:jo:ooo;-—l

 TOTAL
o
8§ 62
5 38
13 100
e
e
S N
e
40
10 100
100

‘oo o o

o o :

1

O .
1100
5 100
. |
5

5 100
10 67
5 33
15 100
40 63
24 38

64 100

W W o o o0 oo o000 000 o,

NB: 2 employees are excluded from the above table due to not having an ethnicity declared

4 of

o

Bath employees are from Adults, Culture & Comms Directorate and in salary band SC1-5C5
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Appendix C
Suspensions

This table shows a summary of suspension cases.

Summary of Suspension Cases
Case status - Total |
‘No.ofcaseshead 9
No. of cases not concluded u 17
No. of cases not concluded - leaver | 3 :
ETotalb ~ o 29

Timescales (no of days) of Suspension Cases

The table below looks at the 29 suspension cases and identifies the no. of working days each case has
taken. If a case has not concluded by the end of the quarter, the number of working days is calculated
from the start date of the suspension to the end of the quarter.

The table also identifies, by directorate, the average number of days suspension for all cases, the
maximum days for a single case and average days suspension for cases heard within that period.

Timescales (no of days) of Suspension Cases

61- . 121-  181- 5240+; Total * Total daysof = Max.

120 180 = 240 cases days  total  Days
: f | : f cases .

Total
- Directorate =~ 1-60 . cases
: - heard

AS 5 2 o 7 35 52 9 1

c 31 9 1247 139 289 2
, o

‘CR 14.

o o o o
o o » o
e

o 5 379 76 92
0

PO 0 1 12 12 12

<o

PP 1o o o 0o 1 54 54 54
UE 4 0o 1 0o 1 6 58 98 372 3
HGY 14 8
fTotaicases
- closed

14 2 29 2743 95 872 9

6 2 0 2 2 12

On average, 95 days were spent on each suspension case within the quarter.

-y
[
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Appendix C

The chart below illustrates the average and maximum number of days taken for a suspension case by
Directorate for the quarter.

Average and Maximum Days Taken for Suspension Cases by Directorate

450 -
400
350
300
250 |
200
150
100
50 |

B Avg. days Max. days ‘

The chart below looks at the number of suspension cases per quarter for a rolling year and highlights
Haringey Council’s average number of days per case.

No. of Cases and Average days taken per Case
by Quarter

200 =

160 -

120 4

Jan10 - Mar10 Apr10 - Juni0 Jul10 - Sepi0 Oct10 - Dec10

Total Number of Cases B Average Days per Case
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Haringey Council

Agenda item:

Audit Committee On 3 February 2011

Report Title: Risk Management update Quarter 3 2010/11

Report authorised by: Director of Corporate Resources J @W%/« 2 !! i j /[

Report of and Contact Officer: Anne Woods, Head of Audit and Risk Management
Tel: 020 8489 5973
Email: anne.woods@haringey.gov.uk

Wards(s) affected: All Report for: Information

1. Purpose of the report

1.1 To inform the Audit Committee of the current position on compliance with the
corporate risk management policy for the management of risk registers across the
Council.

2. State link(s) with Council Plan Priorities and actions and/or other Strategies:

2.1Audit and Risk Management contribute to the Council priority to deliver excellent,
customer focused, cost effective services by ensuring that the Council’s risk
management framework is in place and operating effectively. Internal audit reviews
key risk registers, the controls in place to manage the identified risks.
Recommendations for improvement are made, where appropriate.

3. Recommendations

3.1 The Audit Committee is recommended to note the compliance with the risk
management strategy for the completion of risk registers across the Council.

4. Reason for recommendation(s)

4.1 The Audit Committee is responsible for approving the Council’s Risk Management
Policy and Strategy as part of its Terms of Reference. In order to facilitate this, and
provide information on its implementation across the Council, the corporate Policy
progress reports are provided on a regular basis for review and approval by the
Audit Committee.

5. Other options considered
5.1 Not applicable
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6. Summary

6.1 The internal audit service makes a significant contribution to ensuring the
implementation of the Council’s risk management framework throughout the
authority. This report focuses on the compliance with the corporate risk management
framework for risk registers during the third quarter of 2010/11.

7. Head of Legal Services Comments

7.1 The Head of Legal Services has been consulted in the preparation of this report, and
advises that there are no direct legal implications arising out of the report.

8. Chief Financial Officer Comments

8.1 There are no direct financial implications arising from this report as the monitoring of
compliance by Directorates to the Council’s risk management framework forms part
of the annual audit programme. This is an important function and it is positive that
no non compliance or recommendations for improvement are being highlighted to
the Committee at Qtr 3.

9. Head of Procurement Comments
9.1Not applicable

10. Equalities and Community Cohesion Comments

-10.1 This report deals with how risk registers are managed across all areas of the
Council. Improvements in managing risks and controls will improve services the
Council provides to all sections of the community.

11. Consultation

11.1 No external consultation was required or undertaken in the production of this
report. Consultation is undertaken with respective service managers, Assistant
Directors and Directors in the production of risk registers and internal audit reports.
Their comments are included in the final report which is circulated in accordance
with the agreed internal audit reporting protocol.

12. Service Financial Comments

12.1 There are no direct financial implications arising from this report. The work within
internal audit to implement the Council’s risk management framework is part of the
contract with Deloitte and Touche which was awarded following a competitive
tendering exercise in compliance with EU regulations from 1 April 2007. The costs
of this contract and managing the corporate risk management policy are contained
and managed within the Audit and Risk Management revenue budget. Service

Report Template: Formal Bodies
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departments manage risks as part of the routine work to achieve their business
plans and costs are contained within their revenue budgets.

13. Use of appendices
13.1  Appendix 1 — Update on risk registers Quarter 3 2010/11

14. Local Government (Access to Information) Act 1985

14.1For access to the background papers or any further information please contact
Anne Woods on 0208 489 5973.

15. Background

15.1The Council’s Risk Management strategy is reviewed on an annual basis to ensure that
it reflects current operational requirements and best practice. The latest version was
approved by the Audit Committee at its meeting on 25 March 2010.

15.2 The Chair of the Audit Committee requested that a report on risk management and
compliance with the Council’s strategy in respect of risk registers be presented to the
Committee on a quarterly basis. The review and testing of risk registers forms part of
the 2010/11 annual audit plan which was approved at the Audit Committee meeting on
25 March 2010. This is an ongoing process to ensure the key controls to manage
identified risks are effective and operate as intended.

16. Risk Registers

16.1 All risk registers are managed electronically at business unit, department and
corporate level. Appendix 1 shows the latest position for all Business Units and
Directorates as at the end of quarter 3.

16.2 The corporate risk register is reviewed on a quarterly basis by the Chief Executive’s
Management Board and reported annually to the Audit Committee. The last review by
the Audit Committee was completed at its meeting on 24 June 2010. The corporate
risk register was subject to its quarterly review at the CEMB meeting on 16 November
2010.

16.3 During 2010/11, a number of organisational changes have taken place across the
Council. The functions of the previous PPP&C directorate are currently managed by
other directorates and their risk registers are incorporated into the new reporting
structures as follows: Safer Communities Business Unit now reports to the Director of
Urban Environment; Policy and Performance and Communication and Consultation
Business Units now report to the Assistant Chief Executive — People & Organisation
Development. Appendix A reflects these changes.

Report Template: Formal Bodies 3
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Haringey Council

Agenda item:

Audit Committee On 3 February 2011

Report Title: Office of the Surveillance Commissioners (OSC) Inspection

s

Report authorised by: Director of Corporate Resources ;Q&J{‘U ;&(

Report of and Contact Officer: Anne Woods, Head of Audit and Risk Management
Tel: 020 8489 5973
Email: anne.woods@haringey.gov.uk

[y

Wards(s) affected: All Report for: Non-key decision

1. Purpose of the report

1.1 To inform Members of the inspection visit made to Haringey by the Assistant
Surveillance Commissioner in November 2010.

1.2 To inform members of the recommendations made by the OSC and the Council’s
response in order to ensure these are appropriately addressed.

2. State link(s) with Council Plan Priorities and actions and/or other Strategies:

2.1Audit and Risk Management contribute to the Council priority to deliver excellent,
customer focused, cost effective services by ensuring that the Council complies with
relevant legislation.

3. Recommendations
3.1That the Audit Committee notes the content of the OSC inspection report.

3.2That the Audit Committee approves the action plan to address the recommendations
made by the Surveillance Commissioner.

4. Reason for recommendation(s)

4.1 The Audit Committee is responsible for overseeing the Council’s arrangements for
corporate governance and compliance with its own and other regulations as part of
its Terms of Reference. Compliance with legislation in relation to the Regulation of
Investigatory Powers Act 2000 (RIPA) falls within this remit. In order to facilitate this,
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reports on use and external inspection reports are provided for review and
consideration by the Audit Committee.

4.2 Where further action is required or recommended, this is highlighted in the covering
report and appendices and included in the recommendations for the Audit
Committee.

5. Other options considered
5.1 Not applicable

6. Summary

6.1 The Head of Audit and Risk Management acts as the lead operational officer in
relation to compliance with RIPA legislation for the Council. This report outlines the
results of the recent inspection of the Council’s policies and procedures by the Office
of the Surveillance Commission and focuses on:

e The conclusions of the inspector on the Council’s policies, procedures, training
and application/use of RIPA in practice; and
¢ The recommendations for improvement and how the Council will address these.

7. Head of Legal Services Comments

7.1 The Head of Legal Services has been consulted in the preparation of this report, and
comments as follows.

7.2. In view of the commendable findings contained in the OSC report, there are no
direct legal implications arising out of this report. Further, the action plan produced to
deal with the minor recommendations found on inspection, are a proportionate and
effective solution.

8. Chief Financial Officer Comments
8.1 The Chief Financial Officer has been consulted on the content of this report and
notes that there are no financial implications to highlight.

9. Head of Procurement Comments
9.1Not applicable

10. Equalities and Community Cohesion Comments

10.1 This report deals with how RIPA legislation is applied and used within the Council.
Use of directed surveillance could have an impact on the community as a whole if
used incorrectly; therefore it is important to ensure that safeguards are in place to

Report Template: Formal Bodies
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enable the council to comply with the legislation. Used in accordance with the
requirements of the Act, directed surveillance can enable the council to improve
conditions for those who live and work in the borough.

11. Consultation

11.1 No external consultation was required or undertaken in the production of this
report. Consultation has been undertaken with relevant service managers where the
application of RIPA is included in their responsibilities to ensure that the
recommendations will be addressed.

12. Service Financial Comments

12.1 There are no direct financial implications arising from this report. The costs of
ensuring the Council complies with RIPA legislation and operating guidelines are
contained and managed within the Audit and Risk Management and relevant
service departments’ revenue budgets.

13. Use of appendices

13.1  Appendix A — Action Plan
Appendix B - OSC report

14. Local Government (Access to Information) Act 1985

14.1For access to the background papers or any further information please contact
Anne Woods on 0208 489 5973.

15. Background

15.1An inspection of the Council’s policies and procedures relating to the Regulation of
Investigatory Powers Act, 2000 (RIPA) was conducted by an Assistant Surveillance
Commissioner (ASC), from the Office of Surveillance Commissioners, on 24
November 2010.

15.2 The inspection focused on directed surveillance and covert human intelligence
sources (CHIS) and a range of compliance issues. Broadly speaking these were:
policies and procedures, completion of RIPA authorisations, training, and roles and
responsibilities, including the role of the Senior Responsible Officer which was
introduced in 2010.

15.3 A report on the outcome of the inspection was received by the Chief Executive on 13
December 2010 from the Chief Surveillance Commissioner, the Rt. Hon. Sir

Report Template: Formal Bodies 3
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Christopher Rose. This is attached as Appendix B. In summary, the report concludes
that the Council has good policies, procedures and training in place.

15.4Whilst the Chief Surveillance Commissioner stated that the council appeared to be well
placed to use the powers available to it under RIPA, the report at Appendix B does
contain two recommendations for improving the application of the required processes.

15.5The Council has confirmed that it accepts the Surveillance Commissioner’s
recommendations and will implement them in order to ensure full compliance with the
requirements of RIPA.

16. The Inspection
16.1The ASC met with the Head of Audit & Risk Management (the Council’s operational
- lead officer for RIPA), together with the Head of Enforcement to review the Council’s
use of RIPA.

16.2The ASC reviewed and discussed the Council’s policy and procedures documentation
in relation to their operation and best practice. A review of RIPA applications,
authorisations, renewals and cancellations was also undertaken. Feedback from the
ASC during the course and at the end of the inspection was positive on the
understanding and application of RIPA principles across the Council; on the Council’s
training for Authorised Officers, which was provided in-house by Legal Services; and
on the briefing provided to the Senior Responsible Officer in respect of their role and
responsibilities.

16.3 The ASC also visited the CCTV control room on the day of the inspection to review
the Council’s use of CCTV and RIPA implications, including the use of the service by
the police. Feedback from the ASC at the end of the inspection was again positive on
the CCTV control room operation, the officers’ understanding and application of RIPA
principles and the use of the service by the police.

17. The Report

17.1 The ASC did not find any material gaps in approach or compliance in the Council’s
use of RIPA. No omission in information required by the authorisation forms, or the
authorising officer statements (apart from one instance) was identified. However, the
ASC did make two recommendations to ensure the Council met best practice and
improved its existing processes. The recommendations made by the OSC are detailed
in Appendix A, which indicates how these are to be addressed and implemented.

17.2 The ASC did raise one point in his report (paragraph 22, page 4) which was not
discussed during the inspection visit. The Head of Enforcement has confirmed that
Legal opinion was sought prior to the release of any information regarding Enterprise
staff wrong doing. The conduct and collusion of the staff was material to the
determination of the offences and defences in this case. The Council was satisfied that,
following legal advice, the specific circumstances of the case facilitated the use of the
information obtained and no challenge was made of its use.
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The Rt Hon. Sir Christopher Rose

v Office of Surveillance
Commissioners

Chie HARINGEY Coy
Surve!llapce CHIEF EXECUT h I
Commissioner IVE'S OFF
. RIVER PARK HOUSE °0|
Restricted 1 DEC 2010 9™ December 2010
1'*"-—--_._...____
-‘.-—-—h—_‘—h—-_

M&.W

Covert Surveillance

On 24™ November 2010, an Assistant Surveillance Commissioner, Sir David Clarke,
visited your Council on my behalf to review your management of covert activities. | am
grateful to you for the facilities afforded for the inspection.

| enclose a copy of Sir David’s report which | endorse. You make infrequent, but
appropriate,use of your covert powers. You have a sound RIPA structure, with good
policies, procedures and training. All this is commendable. There are only 2
recommendations, but the first relates to a matter to which Dr Kolbert drew attention
following inspection 3 years ago and it must now be urgently addressed.

The recommendations are that only up to date RIPA forms be used and that review
dates must be set, recorded, placed in the Central Record and adhered to.

| shall be glad to learn that your Council accepts the recommendations and will see that
they are implemented.

One of the main functions of review is to enable public authorities to improve their
understanding and conduct of covert activities. | hope your Council finds this process
constructive. Please let this Office know if it can help at any time.

? ] @1(

Mr Kevin Crompton

Chief Executive

London Borough of Haringey
River Park House

225 High Road

London N22 8HQ

PO Box 29105 London SWI1V 1ZU Tel 020 7035 0074 Fax 020 7035 3114
Web: www.surveillancecommissioners.gov.uk email:oscmailbox@osc.gsi.gov.uk
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Office of Evelnce
Commissioners

OFFICE OF SURVEILLANCE COMMISSIONERS

INSPECTION REPORT

COUNCIL OF THE LONDON BOROUGH OF HARINGEY
24 November 2010

Assistant Surveillance Commissioner:
Sir David Clarke
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* DISCLAIMER

B2 “J‘"Ihi"sk“r‘e;ﬁrt contains the observations and recommendations identified by an individual
surveillance inspector, or team of surveillance inspectors, during an inspection of the
specified public authority conducted on behalf of the Chief Surveillance Commissioner.

The inspection was limited by time and could only sample a small proportion of covert
activity in order to make a subjective assessment of compliance. Failure to raise issues in
this report should not automatically be construed as endorsement of the unreported
practices.

The advice and guidance provided by the inspector(s) during the inspection could only
reflect the inspectors’ subjective opinion and does not constitute an endorsed judicial
interpretation of the legislation. Fundamental changes to practices or procedures should
not be implemented unless and until the recommendations in this report are endorsed by
the Chief Surveillance Commissioner.

The report is sent only to the recipient of the Chief Surveillance Commissioner’s letter
(normally the Chief Officer of the authority inspected). Copies of the report, or extracts
of it, may be distributed at the recipient’s discretion but the version received under the
covering letter should remain intact as the master version. Distribution beyond the
recipient’s own authority is permissible but it is requested that the ‘Secretary to OSC’,
Office of Surveillance Commissioners, is informed of the named individuals to whom
copies or extracts have been sent, Any references to it, or extracts from it, must be placed
in the correct context.

% The Ofﬁce of Survelllance Comm1smoners (OSC) is not a publlc body hsted under the i
- FOI Act 2000, however, requests for the disclosure to a third party of any mfarmatmn 8
contalned wnhm thls report shouid be netxﬁed to the Secretary tco OscC.”

RESTRICTED




Page 139

Office of Surveillance

Commissioners
OSC/INSP/O75

Chief Surveillance Commissioner,
Office of Surveillance Commissioners,
PO Box 29105,

London,

SW1V 1ZU.

28 November 2010.

LONDON BOROUGH OF HARINGEY

INSPECTION REPORT

Inspection date 24" November 2010

Inspector Sir David Clarke
Assistant Surveillance Commissioner

London Borough of Haringey.

1. The nature of the area served by the London Borough of /Haringey
(“LBH") remains as described in earlier OSC reports.

2. The Senior Corporate Management structure is headed by the Chief
Executive, supported by five Service Directors. The Chief Executive is
now Kevin Crompton, whose address is River Park House, 225 High
Road, London N22 8HQ.

3. The most recent OSC inspection of LBH was conducted by HH Dr
Colin Kolbert, Assistant Surveillance Commissioner, on the 3" March
2009. That was his third visit to LBH, and he once again reported
favourably and made only minor and readily achievable
recommendations.

4. The Council has continued to be a modest user of RIPA, having
granted only six authorisations since the last inspection. Four of these
were made under the “Safer Stronger Communities” umbrella, in
relation to vandalism, drug dealing and noisy disorder in housing areas.
The other two were under “Urban Environment”, one in relation to
alcohol sales to already intoxicated purchasers and the other in relation
to fly tipping.

RESTRICTED

PO Box 29105 London SWI1V 1ZU Tel 020 7035 0074 Fax 020 7035 3114
Web: www.surveillancecommissioners.gov.uk email:osemailbox@osc.gsi.gov.uk
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None of these applications had used the urgency provisions, none was
concerned with the likely acquisition of confidential information, and
none concerned Covert Human Intelligence Sources (CHIS).

One application for directed surveillance was refused by the authorising
officer.

Inspection.

7.

| carried out the inspection on 24 November 2010 at the LBH's offices

at Alexandra House, Wood Green. | met the following council officers:

¢ Anne Woods, Head of Audit and Risk Management;

¢ Robin Payne, Head of Enforcement Service and an Authorising
Officer

These were the officers interviewed by Dr Kolbert at his inspection in

2009; indeed, Ms Woods was described by him as already a veteran of

his two previous inspections. These officers provide valuable and

commendable continuity to the Council's RIPA activities.

The inspection started with a discussion of the revised Codes of
Practice and OSC Guidance, LBH's RIPA management, policy and
procedures, the designated authorising officers (AQs), training, and the
actions taken on the recommendations in the last OSC report. | then
inspected the RIPA authorisations themselves before examining the
Central Record, for which purpose | briefly met its keeper Julia
Johnson, Principal Auditor. Finally | met Ms Woods again for a final
discussion before departing Alexandra House.

| then visited LBH's CCTV centre at Ashley Road, Tottenham Hale. |
deat with this separately, later in the report.

10.1 am grateful to all concerned, particularly Ms Woods, for their helpful

cooperation which greatly eased my task.

RIPA Structure

11.LBH'’s RIPA Procedure Notes, approved by Dr Kolbert at his last

inspection, were duly revised as recommended by him and have been
further revised to take account of the 2010 revisions to the Codes of
Practice. The Notes are clear and accurate, and include full
explanations of the requirements of necessity and proportionality.

12. The attached application forms are, however, not the latest versions in

that the paragraph references to the Codes of Practice relate to the
earlier Codes preceding the 2010 revisions. In particular, the important
box for “collateral intrusion” has a wrong reference and is therefore
misleading. This is easily remedied by downloading the current forms
from the Home Office website.

See recommendation

RESTRICTED 2
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13.The Procedure Notes include a useful provision that the Lead Officer
(Ms Woods) reviews the implementation of RIPA, as well as the policy,
on a regular basis. In practice she, together with Julia Johnson, act as
de facto RIPA co-ordinators and provide the necessary oversight of
LBH'’s RIPA activity.

14.1n the light of paragraph 3.28 of the revised Covert Surveillance Code,
LBH had appointed Julie Parker, Director of Corporate Resources, as
Senior Responsiblie Officer. | did not meet Ms Parker but | was
assured that she is familiar with RIPA principles and practice as a
former AO. Ms Woods showed me the clear and cogent briefing note
she had prepared for the SRO, setting out her duties and
responsibilities.

15. There are now ten designated AOs identified by their names and posts,
listed in an appendix to the Procedure Notes. All are appropriately
qualified as required by Sl 2010/521. They include the incoming Chief
Executive, who was previously Chief Executive of Luton Borough
Council and is therefore familiar with the role of AO for cases involving
confidential information. The AOs are carefully chosen and limited in
numbers, in such a way as to ensure that they are properly trained and
are regularly updated with any changes of law or procedure. In
practice, however, only two LBH officers have had occasion to act as
AOs in the period under review.

16. The procedure notes make clear that in the unlikely event of a CHIS
authorisation being considered, consultation must first take place with
the Head of Audit and Risk Management (Ms Woods) and with the
Head of Legal Services, and that specialist training for all relevant
officers would be required.

17.The Central Record is as described by Dr Kolbert in paragraph 9 of his
last report. The computer spreadsheet contains columns for all the
information now required by paragraph 8.1 of the Covert Surveillance
Code of Practice, but | found that the column for entering review dates
(not itself a requirement of the Code, surprisingly) was blank in most
cases. This reflects the fact that in some of the authorisations, no
review date was set, contrary to the guidance properly given in
paragraph 8.4.1 and 8.4.2 of LBH’s Procedure Notes. For the Central
Record to serve as a useful management tool, it should record the
review dates set by the AO when authorising, rather than recording
(after the event) the date on which the review has taken place.
Separate columns are provided for recording renewals and
cancellations.

See recommendation

18.1 enquired why LBH's use of covert surveillance seemed lighter than in
some London boroughs of comparable size. Ms Woods and Mr Payne
explained that they act as gatekeepers, challenging those who wish to
use these powers to justify whether they really need to do so, thereby

RESTRICTED 3
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testing the proportionality of such action before it reaches an AO for a
formal decision. This is commendable. They also explained that
increased information sharing and data matching techniques have
greatly reduced the need for surveillance, and that no RIPA
authorisations have been sought for Housing Benefit cases for some
years.

Training

19. The last training day was held on the day before the last OSC
inspection. | was shown the excellent training materials shown to Dr
Kolbert on that occasion. Further training is planned but has not yet
been fixed. Apart from the arrival of a new Chief Executive, the AOs
are unchanged.

20.Ms Woods explained that she provides regular email updates to staff,
as she did when the revised Codes of Practice were published earlier
in 2010. | am satisfied that the training needs of AOs and applicants
are met.

Examination of Records.

21.The Urban Environment authorisations, for which Mr Payne was the
AQ, contained good descriptions of the surveillance operations and of
the necessity and proportionality of them. However, no expiry dates
were entered, despite the prompts on the forms indicating how the time
and date of expiry should be shown.

22.1n one of these, in which surveillance was authorised to investigate the
unlawful depositing of waste by tradesmen, the surveillance revealed
LBH refuse collectors helping themselves to fruit and vegetables on
display outside a shop. In reliance on this evidence the men were
suspended from duty. It appeared to me that this use of the authorised
surveillance fell outside the terms of the authorisation and might have
been open to challenge.

23.The Safer Communities authorisations, for which the Head of that
service was AO, were (save in one case) thorough and well
documented. Necessity and proportionality were fully dealt with,
except in one case where the AQ did no more than tersely state that
“no other overt action would achieve the results required’. The fact
that her other authorisations were fully dealt with led me to think this
was a one-off error which would have been noticed on the next review
by Ms Woods. There was, however, a more systemic failure to record
expiry dates, save in one instance where an expiry date was specified
but did not comply with the prompt, being three months (without the
required deduction of one day) after the authorisation date.

See recommendation

24.The refused application was well documented. It was made by the
Children’s Service of LBH, and concerned surveillance to be carried out

RESTRICTED 4
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on the parents of a child who was the subject of ongoing care
proceedings, to ascertain whether they had resumed cohabitation and
potentially put the child at renewed risk. The AO gave full reasons for
his view that covert surveillance was not proportionate and was not
likely to achieve the hoped-for results. He might have added that the
stated purpose of obtaining further evidence for use in the care
proceedings was not an admissible purpose, not being for the
prevention or detection of crime.

CCTV

25.1 decided to visit the CCTV Control Room to see the operation for
myself and because it was not visited at the last inspection. | was
welcomed there by James Mehmet. | share Dr Kolbert's opinion, which
he formed on an earlier visit, that it is excellent. The close cooperation
with the Metropolitan Police continues. It so happened that two officers
arrived whilst | was there to view some recorded footage, which was
retrieved quickly and efficiently for them.

26.1 viewed the CCTV monitoring screens and discussed RIPA issues with
the CCTV supervisor lhsan Igbal, an employee of NSL Services Group
who have been contracted to LBH since 2008 to provide monitoring of
the community safety CCTV cameras. Mr Igbal was clearly well aware
of the circumstances in which the police must have and produce RIPA
authorisations before being permitted to use the CCTV in a targeted
operation, and he showed me several of the confirmation forms (“form
5429") which the police provide to him. These are not full copies of the
RIPA authorisations, but give sufficient detail of the operation, with the
identity of the police AO, to confirm to NSL and to LBH that valid
authorisations are in place.

27 My visit was interrupted by a fire alarm evacuation and | did not feel the
need to await the all-clear so as to return and inspect the other part of
the CCTV operation, which concerns driving and parking enforcement
and is not contracted out.

Conclusion

28.LBH continues to have a sound RIPA structure, with good policies and
procedures and good training. However, though Dr Kolbert's
recommendation at paragraph 18 was complied with and the then
revised form brought into use with the questions set out in a logical
order, | found that the latest version had not been downloaded. This is
a minor matter, but more significant was the failure to ensure that
review dates are consistently set by AOs. This can be readily
remedied in future authorisations.

29.1 make the following

Recommendations

RESTRICTED 5
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I. That only the latest versions of the RIPA forms be used in all future
applications and authorisations;

Il. That care be taken to ensure that review dates are set and adhered to,
and that the review dates and correct expiry dates are recorded by
AOs in the authorisation forms so that they can be placed in the
Central Record.

Poiy ks

David Clarke
Assistant Surveillance Commissioner

RESTRICTED
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