ITEM 5

EXMO OR NATIONAL PARK AUTHORITY
RESOURCES COMMITIEE - 18 OCTOBER 2005
STATEMENT OF ACCOUNTS 2004/05 AND REPORTS OF THE EXTERNAL AUDITORS

Report of the Chief Finance Officer

Purpose of Report:

To introduce the attached reports from the External Auditors on the Audit of the Accounts for
2004/05 and the Best Value Performance Plan for 2005/06.

Legal Implications including Human Rights Act 1998:

Local Government Act 2003, Accounts and Audit Regulations 2003 and Code of Audit Practice
Financial Implications:

None

REC OMMENDATIO N:

The Resources Committee is recommended

i) to RECEIVE the reports from the External Auditors and CONSIDER and AGREE the responses
to the recommendations made

i) to RE-ADOPT the Statement of Accounts for 2004/05.

1. INTRODUCTION

1.1 The Authority’s External Auditors RSM Robson Rhodes have completed the audit of the
2004/05 Statement of Accounts and the Best Value Performance Plan for 2005/06. Members
will recall that at the 19 July 2004 meeting the Resources Committee noted the arrangements
to be followed by the auditors in carrying out their audit of the 2004/05 Accounts.

1.2 The attached reports (Appendices 1 and 2) summarise the results of the audit work that has
been carried out. Jon Roberts, Director of RSM Robson Rhodes, and the Appointed Auditor,
supported by Suzanne Waller will be attending the Committee to present these reports to
members.

2. THE EXTERNAL AUDIT REPO RTS

2.1 Matters Arising Report (Appendix 1):
This report summarises the detailed work that has been carried out and provides the detailed
findings of the audit. The report contains a number of Appendices the most significant being
Appendix A which summarises the recommendations made and the management action that is
proposed. Members are asked to consider and approve the responses that have been made.
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2.2

3.1

3.2

33

Annual Audit Letter (Appendix 2):

This letter indicates at paragraph 2.1 “that there are no fundamental governance, accounting,
control or performance concerns to report to the Authority” and that an unqualified opinion on
the Authority accounts for the year ended 31 March 2005 has been issued.

Statement of Accounts 2004/05 (Appendix 3):

The Committee adopted the Statement of Accounts 2003/04 at the meeting on 19 July 2005.
During the course of the audit the external auditor identified a number of presentational
amendments to the Accounts as set out in Appendix B of the Matters Arising Report and the
Committee is recommended to re-adopt the Accounts for 2004/05 a copy of which is attached
and it will be noted that Appendix 3 now includes the Statement of Internal Control and the
Cash Flow Statement.

The Annual Audit letter on page 3 sets out the key messages and provides members with an
overall assessment of the external auditors findings. Members can take comfort that their
“overall assessment is that the Authority has adequate arrangements in place to ensure that its
systems of internal financial control are operating as expected”

RSM Robson Rhodes continue to adopt a constructive, interactive and positive approach to
their audit work which is reflected in the quality of their reports. They have continued to work
in partnership with the Authority and provide professional and technical advice and support to
myself and the Finance Team which is greatly valued and appreciated.

Charles Burrows
Chief Finance Officer
10 October 2005
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee consideration

3  Financial Aspects of Corporate Governance continued

Financial standing continued
Currentfinancial position continued

3.6 The Chief Finance Officer presented the outturn and reserv es report to the 19 July 2005 Resources
Committee. There were no significantv ariances between the actual and budgeted expenditurefor
2004-05. We consider that the level of general reserves maintained by the Authority are adequate but

that the Authority needs to be montitoring the position on its reserves and balances throughout the year.
Budgetary control arrangements

3.7 As part of our review we considered the Authority’s ov erall budget setting and monitoring procedures for
2004-05. We note that there are good ov erall budget setting and monitoring procedures in place.
Budget holders are provided with monthly reports which include actual data compared with budget.
Explanations of any significant variances are submitted to the finance team who determine the
appropriate action.

3.8 These monthly arrangements have slipped in 2005-06, with nofinancial information being provided to
budget holders to date this year. We recommend that the monthly financial montoring and reporting
procedures are resumed as soon as possible to ensure that no significant variances from budget hav e

arisen or arise during the remainder of they ear.

Systems of internal financial control

3.9 The Authority has the responsibility to develop and implement systems of internal financial control and
to put in place proper arrangements to monitor their adequacy and effectiveness in practice.

3.10 Under the Code of Audit Practice we are required to assess whether the Authority has adequate
arrangements to satisfy itseff that ts systems of internal financial control are adequate and effective in

practice. Our work included an assessment of thefollowing areas:
e the Authority's overall control environment; and
e Internal Audit.

Overall control environment

3.11 Our overall assessment is that the Authority has adequate arrangements in place to ensure that its
sy stem of internalfinancial control is operating as expected. The only weakness idertified during our

work related to risk management procedures.

3.12 Work on risk management has progressed during the year. The risk management strategy was adopted
in November 2004 and there are plans to dev elop the Authority ’s strategic risk register in conjunction

with external consultants, during 2005-06.
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee consideration

3

Financial Aspects of Corporate Governance continued

3.13

3.14

3.15

3.16

3.17

3.18

3.19

3.20

RSM Robson Rhodes LLP

Systems of internal financial control continued
Review of Internal Audit

One of the Authority’s main controls ov er its financial systems is the Internal Audit service, which is
provided by Somerset County Council’s Internal Audit (IA) department. We seek to work closely with I1A
across a number of our Code of Practice objectiv es. This conforms to the managed audit approach,

which the Audit Commission expects to be applied wherev er possible.

We hav e, again, followed up our detailed review of the Internal Audit service against the CIPFA Code of

Practice. Overall we are pleased to see thatfurther improvement has been made during they ear.

The Internal Audit function is part of Somerset County Council and, therefore, issues relating to the
management of the Internal Audit function, along with other areas such as training, hav e been included
within the Somerset County Council interim report. Issues relating to Internal Audit work f or this

Authority hav e been detailed in thefollowing paragraphs.

The strategic risk management procedures and policies for the Authority have not been approved to
date and theref ore Internal Audit has based its plan around its own risk assessment. We recommend
that Internal Audit review the Authority’s corporate risk assessment as soon as it is available and
incorporate it into its strategic plan.

Our review of three internal auditfiles, selected at random, highlighted that recommendations within
reports are not prioritised or timescales givenforimplementation of recommendations. We recommend
that the above weaknesses are rectified to build upon the improvements already made and ensure that
good practice is beingfollowed and high standards are achieved.

Standards of financial conduct and the prevention and detection of fraud and corruption
The Authority has a responsibility to ensure that s affairs are managed in accordance with proper
standards of financial conduct, and that it has put in place proper arrangements to prev ent and detect

fraud and corruption.

The Authority has a responsibility to ensure that its affairs are managed in accordance with proper
standards of financial conduct, and that it has put in place proper arrangements to prev ent and detect
fraud and corruption.

The Code of Audit Practice requires us to consider whether the Authority has put in place adequate
arrangements to maintain proper standards of financial conduct and to prevent and detect fraud and

corruption.
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3

Financial Aspects of Corporate Governance continued

3.21

3.22

3.23

3.24

3.25

3.26

3.27

3.28

Standards of financial conduct and the prevention and detection of fraud and corruption
continued

Our work to date shows that the Authority has good ov erall arrangemerts in place howev er there are

two areas to be brought toy our attention.

Our review of the governance documentation identified that there is no timetable for review of these
gov ernance policies and documents. We recommend that the Authority follows best practice and
reviews its key governance documents on an annual basis.

We are pleased to see that the Authority s Standing Orders were fully reviewed and updated during the
y ear and that work is underway regarding the review of Standing Financial Regulations and Contract
Standing Orders. We will monitor the Authority’s progress on updating these key gov ernance
documents during 2005-06.

Legality of transactions

It is the Authority’s responsibility to act within the law and to put in place proper arrangements to ensure
that its financial affairs are conducted in accordance with the law and relevant regulations.

The Code of Audit Practice requires us to consider whether the Authority has put in place adequate
arrangements to ensure the legality of transactions that might have significantfinancial consequences.

We hav e not identified any significant issues from our review of the Authority’s ov erall arrangements f or
ensuring the legality of transactions, through conversations with managemernt, review of the minutes of

the Authority and our other audit work.

The issue, identified during the previous audits, regarding the legality of “State Aid” payments tofamers
and landowners in respect of conservation management agreemernts, without approval from the EU, is
still on-going. Retrospective approval of existing agreements has still not been given to date.

The Office of the Deputy Prime Minister (ODPM) clarified its position ov er the responsibility for the
payment of legal costs of members in conduct tribunals. This was reviewed by the S151 cofficer and the

Authority s position presented to members at the 1 February 2005 Authority meeting.
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee consideration

Best Value Performance Plan 2005-06

4.1

4.2

4.3

4.4

4.5

4.6

Summary
Following changes to the Audit Commission’s Code of Audit Practice, commencing 1 April 2005, our
responsibilities have changed from previous years. The new responsibilities are detailed in the

paragraphs below.

This report section presents the results of thisy ear’s audit of the Authority’s 2005-06 Best Value

Performance Plan (BVPP) and its Perf omance Indicators for 2004-05.

Best Value Performance Plan
Background

The Authority published its sixth annual BVPP in June 2005, in line with the statutory timetable.

The respective roles of the Authority and its auditor, regarding BVPPs, are set out in the Audit
Commission Statement of Responsibilities of Auditors and of Audited Bodies.

Role of Authority

Under the Local Government Act (LGA) 1999, the Authority is required to comply with the general duty
of best value to secure continuous improvement in the way i carries out its functions. The Authority is
required to publish a BVPP, eachy ear, which summarises its perfformance and position in relation to
best value. The Authority is responsiblefor the information and assessments inthe BVPP and the
assumptions on which they are based.

The Office of the Deputy Prime Minister (ODPM) issued, in February 2004, an addendum to its
‘Guidance on Best Value Improvement Plans’. This addendum highlights the importance of effective
improvement planning and the existence of effective systems for measuring and improv ing perf omance.
The BVPP should be regarded as a part of the corporate planning process. The revised guidance also

allows for information, published elsewhere by the Authority, to be excludedfrom the BVPP.
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee consideration

4 Best Value Performance Plan 2005-06 continued

Best Value Performance Plan continued
Background continued

Role of Authority continued

4.7 For all authorities who are not subject to the Comprehensive Performance Assessment (CPA) the
ODPM setfive key criteria for information to be included in the BVPP, as follows:

brief summary of the authority’s strategic objectives and priorities f or improvemernt, reflecting its
corporate and business planning processes and community strategy;

description of arrangements f or addressing improv ement priorities and outcomes expected to be
achieved as aresult;

outturn performance over the pasty ear on all Best Value Perf omance Indicators (BVPIs);
targetsfor the current year; and next two years, for all BVPIs; and
brief statement on contracts, identifying those involv ing transf er of staff.

Role of External Audit

4.8 The role of external audit, for 2005-06, has changed as aresutl of the introduction of the Audit
Commission’s new Code of Audit Practice (the Code), which was approv ed by Parliament in March
2005. Underthe old Code, external auditors had a specffic duty to carry out an audit of the Best Value
Performance Plan and the BV Performance Indicators, and to express an opinion on the adequacy of
the BVPP. The new Code requires auditors tofocus on organisations’ arrangements for securingv alue
for money inthe use of resources, through assessment of the corporate pefformance management and
financial management arrangements. These include ‘nonitoring and reviewing performance, including

arrange ments to ensure data quality’.

4.9 The Audit Commission has identified, in draft, the criteria that external auditors are expected to apply in
reaching conclusions as to audited bodies’ corporate perf ormance management and financial
management. The draft criteria relate to each of the aspects of corporate perf omance management
and financial management, summarised in the Code, and include the following criteria in relation to
audited bodies’ arrangements f or montoring and reviewing performance, including their arrangements

to ensure data quality:

The body has put in place arrangements for monitoring and scrutiny of performance, to idertify
potential variances against strategic objectives, standards and targets, for taking action where
necessary, and reporting to members.

The body has put in place arrangements to nonitor the quality of its published performance
information, and to report the resuls to members.
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4

Best Value Performance Plan 2005-06 continued

4.10

4.13

Best Value Performance Plan continued
Background continued

When apply ing these criteria, auditors are expected to take account of a number of sources of evidence
and assurance, including work specified by the Audit Commission for the audit of BVPPs and BVPIs. As
in previousy ears, the Audit Commission will specify certain performance indicators that t regards as
being of high risk, or significant to the process of comprehensive performance assessment (CPA); and
which it expects to be audited. Auditors are expected to apply arisk focussed approach to assessing
which other BVPIs should be audited.

In tems of formal reporting, auditors are required to:
issue an opinion on whether the BVPP (or equivalent) meets the requirements of the LGA 1999

complete an electronic report, to the Audit Commission, on whether specific BVPIs, as selected by
the Audit Commission, are statedf airly.

As the Authority 's auditor, we consider whether the Authority has complied with these requirements.
Howev er, we are not required to form a view on the completeness, or accuracy, of the information within
the BVPP, or the realism and achiev ability of the plans within it. Our statutory responsibilities are as

follows:

to certify that we hav e conducted the audit in accordance with section 7 of the Local Government
Act 1999;

to give our opinion on whether the Authority has prepared and published its BVPPfor 2005-06 in
accordance with the Local Government Act 1999 and statutory guidance;

to decide whether to recommend an inspection of the Authority by the Audit Commission, or a
direction from the Secretary of State; and

to make recommendations regarding the presentation and content of the BVPP.

Findings

In our opinion, the Authority has prepared the BVPP in accordance with the statutory guidance. We
hav e not made any formal recommendations, within our statutory report, regarding the BVPP, to the
Authority.
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee consideration

4

Best Value Performance Plan 2005-06 continued

4.15

4.16

4.18

4.19

RSM Robson Rhodes LLP

Best Value Performance Indicators
Background
The Authority included a total of 19 performance indicators in the 2005-06 BVPP, including those where

either the definition has been amended, or the indicator deleted for futurey ears. We have audited
seven of the indicators included within the BVPP. The return to the Audit Commission was completed

and submitted electronically before the 10 October 2005 deadline.

The new Code of Audit Practice states that the Audit Commission can specify work to be carried out by
auditors: ‘Fromtime to time auditors may be required to report information to the Commission in a
specified format to enable it to carry out its functions’. The Audit Commission considers that certain
BVPIs fall within this requirement. Accordingly, we are required to express an opinion, to the Audit
Commission, of whether the specified BVPIs are fairly stated’.

In addition, we selected our sample of indicators based upon the criteria recommended by the Audit

Commission as follows:
¢ where analytical review indicates a significant change in perf ormance;
e new and amended performance indicators or measurement requirements; and
e politically sensitive and high risk indicators (identified by the Audit Commission).

Our testing included gaining assurance that each indicator was supported by data that had been
obtained from appropriate systems, had been calculated accurately and was in accordance with the

perf ormance indicator definition and guidance.
Findings

We hav e completed the audit of the Best Value Performance Indicators (BVPIs)for 2004-05, which are
published in the Authority’s 2005-06 BVPP, and included in the audited submission to the Audit

Commission. As a result of our audit we have:
e not reserved our opinion on any indicators; and

e agreed, with the Authority, that four indicators should be amended.

Three of the indicators were amended due to minor calculation errors and one was amended due to a

misclassification error.
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee consideration

5 Next Steps

5.1 We invite the Authority to consider this report and to approv e the management responses included
within the action plan at Appendix A

5.2 The Authority should now confirm the accounts so that our audit can be completed and an unqualified
opinion issued. The Resources Committee should formally re-adopt and sign the accounts, as a result

of the audit adjustments made, in line with best practice.

5.3 In relation to the BVPP, the Authority is not required to issue a formal response to the recommendations
included within this section of the report within 30 working days as we hav e not made any statutory
recommendations. The Authority should make our opinion available, alongside thefull BVPP, on its

website and where members of the public are able to access the printed BVPP.

RSM Robson Rhodes LLP

October 2005
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Matters arising fromthe Governance, Accounts and Perfor mance Audit for Res ources C ommittee
consideration

Appendix A-Action Plan

Para Recommendation Priority Action required for 2004-05 Management response Responsible officer and target
ref Accounts date
Accounts
The accounts working paper file Medium None The file of working papers will be A J Chandler — 31 March 2006
59 should include all relevant working reviewed and indexedfor 2005-06 to
’ papers to enable the audit process to aid the audit process.
run smoothly
The draft statement of accounts, High None The draft accounts presented for C W Burrows —31 May 2006
2.10 | presented for approval, should be adoption in 2005-06 will be complete.
complete
Financial Aspects of Corporate Governance
Monthly financial monitoring and High Not applicable Monthly budget statements are now A J Chandler — 30 April 2006
reporting procedures should be . . .
resumed as soon as possible to being circulated andfor 2006 revised
3.8 | ensure that no significant variances arrangements will be introduced
from the 2005-06 budget hav e arisen . . .
or arise during the remainder of the during the period of closing the
y ear. accounts.
Internal audit should review the Medium Not applicable This has been incorporated into the C W Burrows
Authority ’s corporate risk assessment .
3.16 | and strategic risk register as soon as it strategic plan

is av ailable and incorporate it into their
strategic plan
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consideration

Para Recommendation Priority Action required for 2004-05 Management response Responsible officer and target
ref Accounts date
Medium Not applicable This is accepted and discussions will C W Burrows —31 October 2006
Internal audi reports should prioritise be held with Internal Audit on its
recommendations to ensure that focus introduction.
317 is giventothose of higher priority. A
' timescale for implementation of
recommendations should also be
included within reports.
Medium Not applicable This will be formally carried out.

The Authority should review its key
3.22 | governance documerts on an annual
basis, in line with best practice

C W Burrows —31 March 2006
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consideration

Appendix B Accounts Adjustments made

Income & expenditure Balance Sheet
account

Dr Cr Dr Cr

£ £ £ £

Adjustments affecting reported

results
None

Misclassification or disclosure
adjustments

Related parties note should show value of - - -
transactions with the related pary for current
and previousy ear

Inconsistency between balance sheet and notes - - -
in relation to long tem debtors
Statement of Movement on Reserves note to be - - -
amended to agree to underlying accounting
records

‘As restated’ is not required above 2003-04 - - -
comparatives
Audit fees note description should not include - - -
reference to 2003 SORP
Receipts in advance of £1,500 for 2004-05 to be - - -
shown against the specific line in the note and
not included in sundry creditors

Statement on Internal Control to be included in - - -
the accounts
Cashflow Statement to be included in the - - -
accounts
Fixed asset note —amendments to revaluation - - -
and additions to agree underlying accounting
records

Note 10.4 - Decimal point missingfrom - - -

unfunded liabilities figure
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Income & expenditure Balance Sheet
account

Dr Cr Dr Cr

£ £ £ £

Comparatives to be amended so that they agree - - -
to 2003-04 signed accounts
Cashflow Statement - for clarity, movemernt in - - -
other current asset note to show creditors as
rev enue only

Operating lease note to be amended to comply - - -
with SORP and reflectfigures provided in the
accounting records

Actuarial loss in note 10.4 to be shown as - - -
negativ e figure.

Members allowances note does not cast - - -
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Appendix C - Accounts Adjustments not made

Income & expenditure

Balance Sheet

account

Dr Cr Dr Cr

£ £ £ £
Adjustments affecting reported
results
None
Misclassification or disclosure
adjustments
Debtor and creditor balance in relation to ANPA - 4,486 4,486
transactions understated
Fixed asset note —amendment to depreciation - 2,782 2,782

to agree to underlying accounting records
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Appendix D - Auditor’s Statutory Report on the Best Value
Performance Plan

Auditor’s Report to Exmoor National Park Authority on its Best Value Performance Plan for
2005-06

Authority’s responsibilities

The Authority is responsible for putting in place proper arrangements to secure economy, efficiency and
effectiveness in its use of resources, to ensure proper stewardship and gov ernance and to regularly review the
adequacy and effectiveness of these arrangements.

Under the Local Government Act 1999 (the Act) the Authority is required to prepare and publish a Best Value
Perf omance Plan summarising the Authority s assessments of its perf ormance and position in relation to its

statutory duty to make arrangements to secure continuous improvement to the way in which its functions are
exercised, having regard to a combination of economy, efficiency and effectiveness.

The Authority is responsible for the preparation of the plan and for the information and assessments set out
within it. The Authority is responsiblefor establishing appropriate corporate performance management and
financial management arrangements from which the information and assessmerts in its plan are derived. The
form and content of the best value performance plan are prescribed in section 6 of the Act and statutory guidance
issued by the Government.

Auditors’ responsibilities

We are required by section 7 of the Local Government Act 1999 and the Audit Commission’s statutory Code of
Audit Practice to carry out an audit of the Authority 's Best Value Performance Plan, certify that we have done so,

and report:

any matters that prevent us from concluding that the plan has been prepared and published in
accordance with statutory requirements set out in section 6 of the Local Government Act 1999 and

statutory guidance; and

where appropriate, making any recommendations under section 7 of the Local Gov ernment Act
1999.

Report and recommendations

We cettify that we hav e audited the Authority ’s Best Value Performance Plan in accordance with section 7 of the
Local Government Act 1999 and the Audit Commission’s statutory Code of Audit Practice.

In preparing our report we are not required tof orm aview on the completeness or accuracy of the information or
the realism and achievability of the assessments published by the Authority. Our work, therefore, comprised a
review and assessmernt of the plan and, where appropriate, examination on a test basis of relevant evidence,
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sufficient to satisfy ourselves that the plan includes those matters prescribed in legislation and statutory guidance
and that the arrangements f or publishing the plan complied with the requirements of the legislation and statutory

guidance.

We hav e not identified any matters to report to the Authority.

We hav e no recommendations to make on procedures in relation to the plan.

Signature Date

RSM Robson Rhodes LLP

10 Queen Square
Bristol

BS1 4NT
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