BRADLEY STOKE TOWN COUNCIL

Internal Audit Report — January 2008.

Introduction

I have followed the pattern established previousting the template published by the Local Councils’
Governance and Accountability Guidance as the Hasisny Internal Audit examination. Systems have
been reviewed to establish changes and substaastiag of the financial controls carried out teess the
levels of internal control and the completenessoabunting transactions.

| also reviewed Councils’ reaction to last yeansoreé and reviewed systems to see if recommendahads
been considered and acted upon, and if changebdadincorporated into the financial procedurethef
Council.

The Local Councils’ Governance and Accountabilityidance recommends the Internal Auditor review the
Councils’ financial affairs under the following ld=a

e Proper book-keeping
Financial Regulations:
a) Standing Orders
b) Payment Controls
Risk Arrangements
Budgetary Controls
Income Controls
Petty Cash Procedure
Payroll Controls
Asset Control
Bank Reconciliation
Year-end Procedures

The following report outlines my work and finding€onclusions and recommendations are shown instal
at the end of each section.

Last Year's Recommendations

The last Internal Audit examination took place utyJ22007 when recommendations for action to be
considered by the Council were:

Continue the development of a Business Plan.

Review the schedule if Insurance to ensure thanmaty limits were still relevant.
Consider introducing a de minimus limit for the AsRegister.

Follow up the treatment of the imbalance on théyR@ash account.

Both Officers and Council have considered thesatpand | will comment upon them in the body of the
report. In summary, the first three recommendstioave yet to be completed whilst the final itexa heen
followed through satisfactorily.



Proper Book-keeping.

Throughout my tenure the book-keeping for Bradlégk& Town Council (BSTC) has been maintained on
the Sage Accounting system, an industry standdtdiea@ package that complies with accounting stedsla
and practices needed by the Authority. The systanains relevant and appropriate.

I can confirm that the system was up to date, ietically correct, and regularly reconciled to bank
statements. Entries are supported by invoicegjptcand vouchers. The system records all trénsaoof
the Council and produces financial reports thanhftdre basis of budgetary control and year-end adsou

Because the financial records are computerisedag imnportant to test the quality and accuracy @& da
input. This is being achieved by continuous ctzsancing of data inputs with control documentdpiced
by officers of the Council. | was able to checétthuch verification within the system has beeneutadken
by completing manual tests and cross checkingdbelts to the nominal codes. In all cases redatioih
was achieved.

Proper book-keeping practices are evident and ramgks are recommended.

Financial Regulations:
a) Standing Orders.

Standing Orders and Financial Regulations are niomlyf established within BSTC and conform to
standards that are to be expected in such an &ythor

Financial Regulations were last reviewed by CouincMay 2006, and it was noted that Council §h\gay
2007 (Min. 17) indicated that a further review wasssible. Such a review has not yet taken pladeaan
opportunity may be taken in the future to carry ang.

Financial Regulations are current and relevant aatthough no changes are recommended at present, a
review may be appropriate.

b) Payment Controls

The changes to procedures commented upon at thaudis are working well and staff have settleditiie
new routines. The Control system is both simple effidient in operation and a procedure note hanbe
prepared and is generally followed.

A substantive check was carried out on 165 Ordmigcted at random, which showed that in geneesleth
procedures are followed. However, audit did pigktwo occasions where the invoice received from the
supplier predated the Order, thereby breachingntieenal Controls. This was brought to the attamiof the
Responsible Financial Officer (RFO) who advised #iee had issued an instruction re-emphasisingekéd

to “Follow Order Procedures” in July (after the teeents had occurred). Hopefully, this will avéidure
occurrences.

The substantive testing also identified an instamioen an early payment discount of 20% was misgaq.
this occasion a sum of £112.16 could have beendshad the discount been spotted and the invoice
processed quickly. The RFO was advised to congmti@ducing a system whereby early payment distsoun
are identified as soon as an invoice is receivia additional Procedure Note was issued immediately

Other than the above | found that all payments weapported by vouchers, properly approved and phkppe
accounted for within the Sage system. All VAT h&®n identified, recorded and reclaimed. Sect®n 1
expenditure is separately recorded in the accamddalls within statutory limits.



As immediate action was taken on the items idedtdit Audit, no further recommendations are offesad
the Purchase Order System which provides a stroegre of control over both the budgetary and
administrative procedures.

Risk Arrangements

The Councils exposure to Risk continues to be moedt efficiently. The system of site review and
reporting, as previously noted, remains in placg arHealth & Safety report is regularly presentdhte
Planning, Environment & Amenities Committee.

During the year, members and employees have atesygaropriate training courses — e.g. Fire Proadur
and Manual Handling. A Local Councils Health & &g fSeminar was run by Zurich Municipal Insurers
when neighbouring Councils were also invited teradt (It is noted that when neighbouring Couraitend
they make an appropriate contribution to the rugmiosts).

Zurich also carried out their annual play area @ssipn and all recommendations have been agreédifet
exception of the erection of swing barriers at &gl Court and Paddock Close. Council considerethes
recommendations to be cost prohibitive bearing iimdnthe degree of risk and past claim patternayath
there have been none).

Work continues on the Risk Assessment Library,Rbkcy and Procedures Manual and the Fire Safety Lo
Book. Risk assessment reports are continuallyssessed and target review dates are recorded in the
register. Another complete review of the Risk Asseent relating to the fireworks display was cdroat.

The non-physical aspects of risk remain under veutigrough Financial Control, budget monitoring and
ultimately with the adoption of the Strategic Penfance Plan, when completed.

The insurance portfolio provides the same rangeookr as last year, updated for buildings inflatzord
new items. The policy runs from 1 June annually @rglbject to a “long term agreement” which lastsl
31 May 2008. Whilst the cover is generally goodyas noticed that some areas of cover may neaewev
to reflect the current limits of indemnity.

It is suggested that a complete review of sumsr@tsbe carried out before renewal to ensure thenGibis
properly covered. The District Valuer has recertdrried out an exercise to assess the value of all
buildings, and these values should be appliedegd’iicy immediately. Other areas to review ineltitose
where the current valuations appear low includirant@nts Cover. The terms of Business Interruption
(particularly the Additional Expenses and Loss ev&ue sections) need clarification to ensure #ieeg
guoted in the Insurance Schedule relate to 12 mardber (not the 24 months indemnity period).

It is considered that the Council identifies andnages its’ exposure to risk well and the practide o
recording and reporting risk be continued. Theunmagce portfolio, whilst reasonable, would bené&fim a
review of the various sums insured before anothieg kerm agreement is entered into.

Budgetary Controls

It is not the function of Internal Audit to chedket appropriateness of the budget but | can vendy the
budget has been properly prepared and adoptedimgsthe Precept.

The regular reporting of expenditure, and variarfces) budget, is an important part of proper cantfo
public money and evidence of this activity is seenthe reports received by the Finance & Leisure
Committee and the Council.

Progress on the Business Plan remains slow, bdeese exists that consideration has been given The
Plan currently appears on the Councils websitesaatks public comment by 3March 2008. Once this



consultation period is over, a final document cardmafted and will form the basis of the Councitaitegy
for the next three years, and beyond.

Budgetary control at employee level continues wwiiinthly activity reports being available to allotafé to
manage their own cost centres with greater accutergby increasing accountability.

Part of the budgetary control process is to enadeguate but not excessive reserves or balancasse$s
that the level of balances at BSTC is reasonablardauthority of its size and nature.

Good Budgetary Controls exists in BSTC.

It is satisfying to note the progress on the BessnPlan which is essential for the proper managemwiethe
Councils’ resources and reserves and would proeldgty of the Councils’ forward planning objectie

Income Controls

I can confirm that the Councils income, includimg tPrecept, is properly and promptly received, ted
procedures that were in place previously have eehlxhanged. Although Precept income forms tlgedar
item of income it does not carry the risk that caslome does so, once more, the audit concentoatete
other sources of income.

A substantive check covering two months transasti@ctober and November 2007) was carried out. All
receipted income was trailed from source to paserord and onward to the Sage accounting system and
bank statement/reconciliation.

All caretaker receipts for the review period weregent (with one exception) and all void receigtsimed
to the control staff in the office. It was notd@t there are occasions when the receipts areausesd order
(particularly at Brook Way). It was thought thhistoccurs when a Caretaker prepares the receguhviance
for the regular hirers.

The charges levied to users of BSTC services cloefckeaccuracy. No errors or issues were idettifie

The credit control system, where outstanding ire@iare checked on a monthly basis and debtorscthase
prompt payment, has been reviewed and found to dr&img efficiently. Since the last audit it hasebe
linked to tighter control of the inbuilt checks angbre in depth investigation is taking place. Timeans
that control staff have a tight control on the Cadlmlebts and minimum delays in payment is being
experienced.

Income controls continue to be appropriate and, raf@m minor anomalies brought to the attention of
staff, no recommendations are offered on this aooas

Petty Cash Procedures

Last Audit identified a £7.86 imbalance thoughh&wve arisen from all vouchers not being returnethfthe
Community Festival. At the time the RFO was toestigate and ensure the Petty Cash account was
returned to balance. The outturn of this invesitgaresulted in the RFO making up the shortagsdier It

is the opinion of audit that this imbalance shdwdale been reported to Committee and approval tie wff

the amount sought. The RFO agreed that should theer recurrence this would be considered.

The Petty Cash tin was reconciled on the day oftaull disbursements since April 2007 were revesv
All payments were supported by invoice/receiptfolaand all sums and items claimed considered
reasonable.

The Petty Cash system was found to be sound aadomalies were found this year. Consideration &hou
be given to the procedure for dealing with futurdalances through write-off approved by Council.
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Payroll

Salaries and allowances are paid in accordancenwiitionally agreed pay scales and are supportdd w
full documentation. Payslips and accounting resack prepared using the Sage payroll system wkich
fully integrated with the accounting system.

Substantive testing was carried out on a sampleangactions (the period covered being November 200
January 2008) which were trailed from prime docutsi¢a payslip and accounting records. It was found
that transactions were accurate including the gromifor statutory deductions from pay.

A control system exists whereby hours worked aoended off weekly timesheets onto a weekly Control
Spreadsheet. This ensures that hours workedwétlycontracted hours and any variance and/or owert
readily identified. Information from the weekly @tool Spreadsheet is then transferred to an ar®oatrol
Spreadsheet from which the RFO can determine thyeolanformation. It was found that %2 hour
discrepancies appeared on the totals between thepweadsheets. This was considered to be a sult
formatting and, although the staff have been paidectly, should not happen. | think that it shobiel
possible to link the two spreadsheets so that whiBarmation is entered on the first, it automatigal
summarises to the second. This not only avoidsligipn it should eliminate the potential for
discrepancies.

The Internal Audit was able to confirm that all palypayments were in accordance with Council apaile
and that the system complies with all statutoryuresments.

Asset Control

The Asset Register total agrees with the figuredusethe Balance Sheet. It continues to be very
comprehensive and includes even small items ofpegemt. At the last Audit | recommended that
consideration be given to introducing a de minitew®l for inclusion in the Register.

I note that this has been considered by Counciuf€ib 18 July 2007, Min. 11.3) and it is intendex t
introduce an approved minimum asset value levelvwdoenpiling the Year-End figure this year.

Other than the Public Sector Reserve (PSR) accbelt with the Councils’ bankers there are no
investments or deposits placed in the money marlietnagement and control of the PSR account isechrr
out regularly as it is with all other bank accounts

The only Stocks & Stores that will remain at yeadeelate to office stationery etc. as the Couhet
decided to remove vending machines and the cleacomiractor is responsible for providing cleaning
materials. The control of the stationery stocls@ind and year-end valuations done for entry ihto t
Balance Sheet.

Asset control remains complete and effective. kheve towards a de minimus level of Asset valudtion
taken at year-end.

Bank Reconciliation

A feature of a sound financial system will be tlegular reconciliation of the balance shown on taekb
statements with those calculated in the Counditsirfcial records. | can confirm that upon receipa bank
statement reconciliation to the appropriate casiklvecord takes place.

A year-end reconciliation is also carried out.

The internal audit did identify six occasions whte bank had made posting errors on the statements.
These had been immediately identified by staff emdections effected (note that two had still toftiy
resolved at the time of audit).



The system of bank statement reconciliation is&f=and current. This complies with standardaaoting
procedures.

Conclusion

Once more the Internal Audit did not find anythiogmajor concern. Within the limitations of a sinal
establishment a good degree of separation of detiets for control purposes. All financial prooees
were accurate and an audit trail to trace transactiovements readily available. Budgetary coneoiains
a strong feature of BSTC financial managementis hoted that members are taking an active roldaén
review of financial controls, and this is to be emaged.

It was satisfying to note that recommendations ftbmlast Internal Audit were fully considered aaaded
upon.

So far as the current year is concerned my recorat®ms can be summarised as follows:

Consider a review of Financial Regulations and @tanOrders to ensure they are still relevant.

e New procedures within the Purchase Order Systermtbeduced to ensure all prompt payment
discounts are taken. Ensure compliance with egstiontrols to ensure there are no Procedural
breaches.

e The sums insured under the insurance portfolioelveewed prior to renewal to ensure the Council

is properly covered.

The Business Plan to be completed.

Consideration is given to the treatment of anyreifdetty Cash discrepancies.

Review the Payroll Control spreadsheets.

Introduce Asset de minimus values levels at yedr-en

In conclusion, can | once more thank David ChandRachel Pullen and their staff for their assiséanc
during the conduct of the audit.

John Massie, CPFA.
4™ February 2008.



