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 KEY  MESSAGES

Performance management

We have concluded that the Council, in overall
terms, uses its resources to good effect. There is
a clear commitment to deliver high quality
services and the Council has received various
awards, including Beacon Status recognition, in
key areas including communications with citizens.
However, overall performance compared with
other metropolitan authorities is not as
favourable as the Council would want.

We have focused our work this year on some of
the more significant performance related risks
and the key messages from this work are
summarised below.

The housing stock transfer process has
progressed as planned, but there are still
significant risks which need careful management.

There are significant corporate, governance and
financial issues emerging as the level of non
traditional funding, linked to community
regeneration, increases. The Council is
responding appropriately to these issues.

The recently acquired momentum towards
dealing with the many complex issues relating to
children with special educational needs should be
sustained.

The Council has a good track record in
implementing technology based business
solutions which gives credibility to its ambitious
e-council vision.

The response to our report on this year’s Best
Value Performance Plan was very positive and
impressive progress has been made towards
implementing agreed actions. In particular,
robust arrangements are being put in place to
improve service delivery through:

•  developing effective linkages between
performance and resource planning

•  harmonising new initiatives, for example,
community planning, local strategic
partnerships, public service agreements and
Best Value with the performance
management framework.

Financial aspects of corporate
governance

The Council has many features of good corporate
governance already in place. Well established and
successful risk management arrangements are
being further strengthened following a Best Value
review.

Arrangements for ensuring the legality of the
business conducted by the Council are
satisfactory. There are some issues which have
come to our attention during the audit which
have not yet been resolved.

The Council’s overall financial position is sound
with balances remaining at prudent levels.
However, the level of arrears for the main
sources of income are increasing significantly and
the financial position of the Housing Revenue
Account (HRA) is serious. The Council is
responding to the HRA issue through the housing
transfer process.

The Council has adequate arrangements for
satisfying itself that its systems of internal
financial control are effective. Internal Audit
comply with relevant quality standards but there
are opportunities to review aspects of the audit
function in the drafting of the strategic plan
which is due to be issued in April 2002.

The profile given to preventing and detecting
fraud and corruption could usefully be increased
and aspects of the governance arrangements
further developed.

Accounts

Improvements to the process for preparing the
accounts including close working between the
accountancy team and our staff enabled us to
give an unqualified opinion on the accounts on
23 November 2001, some three weeks earlier
than the previous year. However, we will develop
the working relationship to secure further
improvements in the accounts preparation
process next year.
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The purpose of this
Letter
This Annual Audit Letter summarises for Members
the more important matters arising from our
audit for 2000/2001 and comments on other
current issues. We have produced separate
documents during the year on completion of
specific aspects of our work which have been
discussed in detail with Officers. The reports are
listed at the end of this Letter for Members’
information.

The Audit Commission has circulated to all
audited bodies a statement, which summarises
the key responsibilities of auditors. Our audit has
been conducted in accordance with the principles
set out in that statement. What we say about the
results of our audit should be viewed in the
context of that more formal background.

This letter is an important means by which the
public might learn about the Council’s
stewardship of public funds. A recent legislative
change has introduced new requirements about
publicity for the Letter and its accessibility to the
public. The Council is now required to:

•  publish the Letter as soon as possible after
receipt

•  make the Letter available for purchase by
any person for payment of a reasonable sum.

Background to the audit
The Council clearly aspires to keeping ahead of
the modernisation agenda and in so doing has set
itself challenging targets in relation to:

•  making a success of the new political and
management arrangements

•  delivering its vision of an ‘e-council’

•  leading the development of an effective local
Strategic Partnership and community
strategy

•  Implementing a performance management
system which, amongst other things, links
resource allocation with performance

•  securing notable improvements in service
delivery in key areas, for example, Education,
Social Services and Housing.

Audit objectives
Audit work is based on the significant financial
and operational risks that the Council faces and is
structured around three main elements:

EXHIBIT 1

The three main elements of audit objectives
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Performance management

•  Use of resources

•  Best Value

Financial aspects of corporate
governance

•  Legality of financial transactions

•  Financial standing

•  Systems of internal financial control

•  Standards of financial conduct, including the
prevention and detection of fraud and
corruption

Accounts

•  Opinion

Our audit has addressed the requirements of the
Code of Audit Practice and we have worked with
the Council to maximise the benefits of the
integrated audit approach. We have reviewed
your arrangements for dealing with risks and
have undertaken more detailed work in areas of
assessed high audit risk.

In addition to performing work in relation to the
Code of Audit Practice, a sizeable and growing
amount of time is also directed to the audit of
claims for government grant. Issues arising from
this part of the audit are reported towards the
end of this letter.

Performance management
•  Use of resources

•  Best Value

Use of resources

Our review programme for this year was based
on a detailed risk based planning process. Overall
we have concluded that the Council plans to use
its resources effectively and there are many
examples of successful outcomes. The Council
acknowledges that there are some important
resource issues to manage and we have drawn
attention to some of these in the sections below.

Transfer of housing stock

The planned transfer of the housing stock in
June 2002, following the ‘yes’ vote in December
2001, is obviously a major issue for the Council
now and for the foreseeable future. We assessed
the progress of the project during 2001 and
reported our findings in October 2001. Our
overall conclusion was that the Council was
managing the transfer in an effective manner,
taking into account significant risks but also
securing opportunities. Our assessment of the
risks prevailing at October 2001 together with
the Council’s response is shown in Exhibit 2.

EXHIBIT 2

Housing transfer – Key risks

Risk Council response

Potential conflict of
interest in relation to
advisors in post ballot
period.

New advisors appointed
prior to the ballot result
announcement. Hard
split achieved at officer
and consultancy levels.

Council’s interests not
adequately protected

Report issued covering
roles and responsibilities
and non transferring
services which focuses
on protection of interest.

Unforeseen financial
pressures.

Transfer Process Group
established to identify
and address risks.
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Citizens from both within and from outside the
borough are active in questioning aspects of the
Council’s publicity in relation to the transfer.

Securing and benefiting from
external funding

As part of the government’s strategy to involve
more local people in priority setting, regenerating
neighbourhoods and the provision of local
services, important partnerships are being
formed and new funding mechanisms are being
introduced. Over the last five years the Council
has received some £55m in non traditional
funding, mainly single regeneration budget and
european regional development fund. A further
£160m is likely to be received over the next five
years or so. The Council has clearly been
successful in attracting new grant money, but
this by necessity, needs to be managed and
accounted for robustly.

The council has rightly recognised this as a
business risk and arrangements are in place to
both identify risk areas and respond proactively
to them. We have been monitoring the progress
of this review project during the year. The main
priorities for action centre around the need for:

•  improved co-ordination both within the
Council and with external bodies

•  more clarity in terms of how the funded
activities and projects link with local strategic
objectives

•  better support for external organisations

•  more effective financial management and
control

•  greater clarity of the Council’s roles and
responsibilities, as an accountable body.

The proposed review of this area by the Scrutiny
Committee is well timed and appropriate.

Performance measurement in
Social Services

The development of appropriate management
information systems and the use of such
information to manage services, respond to
trends and facilitate accountability is a key
objective in the modernisation of social services.
The establishment of a Project Board by the
Director reflects the commitment to secure
improvements in information management in the
Social Services department. Our review was
designed to assess how effectively performance
information is used in the department and
whether the enhancement in systems is matched
by a ‘cultural shift’ amongst staff. The main
issues emerging from the review are:

•  there is a positive attitude towards the work
of the Board

•  a plan is needed to ensure that staff
awareness and capability keep pace with the
technological and organisational changes
which are taking place

•  managers need easier access to data systems

•  responsibilities for data entry, validation and
accountability need clarifying and
strengthening.

A workshop is planned for January 2002 to
facilitate the development of an action plan and
also to respond to comparative performance
information emerging from District Audit’s
Benchmarking and Costing Social Care Group.

E-government

The public sector is now very much part of the
revolution in information management, driven by
the modernising agenda and the move towards
e-government. The Council has a vision for
e-government which is geared to citizen choices
and needs, high quality services and is socially
inclusive. To take this vision forward,
e-champions have been established at member
and officer level and working groups formed to
develop themes around which actions will be
taken to deliver the vision.
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The Council has a good track record of
implementing technology based business
solutions and views the government target of
100% electronic service delivery capability by
2005 as achievable. The plans are ambitious and
the highest quality project management
arrangements will need to be in place to ensure
that the various projects are co-ordinated
effectively.

The e-council aspirations are commendable but
carry significant risk and therefore we will
continue to monitor progress at both a general
and detailed level at next year’s audit.

Aspects of IT security

Adequate backup and recovery procedures for
corporate systems and applications servers are
essential elements of overall security for any IT
installation. As the Council has experienced
recently, it is exposed to significant risk in
relation to accidental or deliberate activity
around the security of it’s IT operations. Our
review of the adequacy of backup and recovery
procedures concluded that there is no indication
that procedures are not being applied as
intended but:

•  managers need to ensure that there is
compliance with and appropriate review of
procedures

•  recovery procedures need to be tested on a
regular basis.

Pupils with special educational
needs

In last year’s letter we commented that the
Council had made a good start in addressing the
many complex issues it faces in the area of
Special Educational Needs (SEN) provision.
However, we also concluded that much still
needed to be done around increasing the level
and effectiveness of early intervention, targeting
resources more effectively and implementing the
inclusion policy to reduce the special school
population.

This year, we have as intended, reviewed the
progress in these key areas by attending various
working group meetings and commenting on
proposals and actions. The main issues raised at
our presentation to the SEN Conference on
2 November 2001 were:

•  increasing the level of training and awareness
to enable staff in the early year’s sector to
intervene appropriately

•  better monitoring of outcomes at all levels
and more effective dissemination of identified
good practice

•  using moderated educational indicators to
allocate SEN funds.

Our overall conclusion is that whilst the level of
preparation in terms of understanding the issues
and consultation has been good, progress
towards moving policy into practice has lacked
real urgency until recently.

School improvement

The increased focus on school improvement has
also drawn attention to role of the LEAs in
achieving better outcomes. Clearly providing
effective support to school improvement is one of
the biggest challenges facing the Council.

Performance data for 2000 (exhibit 3) shows
pupil performance at the various key stages
compared with the average for other
metropolitan authorities:

EXHIBIT 3

Comparative educational performance

Stage Knowsley
average

Met
average

Key stage 1 % of pupils
achieving level 2 and
above

80% 82%

Key stage 2 % of pupils
achieving level 4 and
above

74% 77%

Key stage 3 % of pupils
achieving level 5 and
above

44% 62%

Key stage 4 five or more
GCSEs at grade A* to C

25% 49%
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The Council’s performance at key stages 1 and 2
is improving and the gap between local
performance and the national average is
narrowing. However, the performance at key
stages 3 and 4 is well below the Council’s
aspirations and that achieved by other
metropolitan authorities. The Director of
Education and Service Improvement Team are
responding positively to the challenges faced.

We have recently commenced a project which will
review the effectiveness of the Council’s support
for school improvement. This will help senior
education staff with the implementation of the
strategy and arrangements for contributing to
improvement in pupil performance.

Follow up of studies reported in
previous years

The follow up of previously reported audit
recommendations is an important part of the
audit. In line with the position at many other
authorities, it is difficult to obtain timely and
meaningful updates of progress made towards
implementing action plans agreed in earlier
years. The introduction of new arrangements to
embed performance management across the
Council has provided an opportunity to review the
corporate arrangements for monitoring the
implementation of action plans linked to audit
reports. We will consider the options for
improving the corporate monitoring of audit
action plans with staff in the Chief Executive’s
office.

A summary of our follow-up review of three
studies reported in earlier years is provided at
exhibit 4.

EXHIBIT 4

Key issues arising from follow up of studies reported in previous years

Service reviewed/key findings Progress/further action needed

Grants to Voluntary bodies

•  link awards with Council policy

•  standardise awarding procedure

•  strengthen monitoring.

Scrutiny Committee is currently considering terms of reference for
an internal review.

Housing Benefits

•  implement the requirements of the
verification framework

•  prepare a formal prosecutions policy

•  strengthen quality assurance and
monitoring arrangements

•  annual Internal Audit work should cover
all aspects of Housing Benefit.

Progress has been made but there is still some way to go before all
actions are implemented effectively.

•  the Council has implemented the verification framework and
should ensure that it remains compliant during the changeover
in computer systems and beyond

•  a formal prosecutions policy has been developed. However,
there have been no formal legal proceedings instigated as a
result of this policy. The profile of the policy should be
enhanced both internally and externally.

•  some progress made towards implementing quality assurance
and monitoring arrangements but awaiting new system to
implement fully

•  Internal Audit have applied a three year rolling programme of
work based on risk and reasonable progress in being made
against the plan.
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Service reviewed/key findings Progress/further action needed

Early retirement

•  establish a corporate framework for
workforce planning

•  establish an employers forum

•  recharge service revenue accounts with
the full capitalised cost of the early
retirement decisions.

The recommendations from our original report have been
progressed.

•  the Council is developing a corporate human resource strategy
and recognises that the opportunity exists to implement the
strategy in such a way as to provide a framework for workforce
planning

•  an annual Employers Forum has been established which
represents clear progress in developing and improving links
between the Council and Merseyside Pension Fund

•  modelling techniques are being evaluated with a view to
splitting the corporate budget over the service departments to
ensure that each department holds sufficient resources to fund
its early retirement decisions. However, the exercise does not
address the capital costs of early retirement issue.

Best Value

Good progress has been made in raising the
profile of Best Value and robust arrangements
are now in place to improve performance and
performance management.

This year’s Best Value Performance Plan (BVPP)
is readable, informative and designed to engage
well with the target audience and this represents
an improvement compared with the previous
year.

The Plan complied with statutory guidance and
legislation in all significant respects, except for
the inclusion of some inaccurate and
unsupported performance indicators. The
opinion on the Plan was qualified in relation to
these errors and uncertainties.

Our report on the Plan included key messages
around the need to continue to progress with
the roll out of the new performance
management framework, strengthen the
arrangements around the collection and use of
performance information, raise awareness
across the Council and to secure real and
meaningful improvements in service delivery.
The Council has responded very positively and
visibly to our report and considerable progress
has already been made.  A summary of the
progress achieved since the issue of our report
on the BVPP in June 2001 is provided in
exhibit 5.

EXHIBIT 5

Progress in actioning key Best Value issues

Issue Progress

Implement performance
management framework
(PMF)

Impressive commitment
and preparation for
implementation in April
2002, including
developing strong links
with resource planning
and other community
based initiatives.

Improve quality of
Performance information

Higher profile and now
integral to performance
management
arrangements

Raise awareness across
the Council

Being achieved via
‘Leader and chief officer
champions’ and PMF
rollout

Increase focus on poorly
performing services

A key priority and
embedded in the
principles of the PMS

Much of the focus of our Best Value work in
2002 will be on assessing the contribution which
the new arrangements are making towards
improvements to services. This will involve us
working more closely with the Best Value and
other inspectorates.
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Financial aspects of
corporate governance
•  Legality of financial transactions

•  Financial standing

•  Systems of internal financial control

•  Standards of financial conduct, and the
prevention and detection of fraud and
corruption

Legality of financial
transactions

There were no significant issues arising.

We reviewed the Council’s overall arrangements
and there are no issues to report to Members.

During the year, we have identified a small
number of legal issues with financial
consequences and have received a number of
questions about Council activities from members
of the public. Work in relation to some of these
is ongoing. We will be reviewing the publicity
material issued by the Council in relation to the
housing stock transfer following issues which
have been raised with us and with the Council.

Financial standing
The Council’s financial standing, in terms of the
level of balances, continues to be sound.
However, the level of arrears for the main
income sources have increased significantly
compared with previous years and there is a
serious strain on the Housing Revenue Account.

The Council’s overall financial position is sound.
Balances of £7.3m and £3.2m on the General
Fund and Housing Revenue Account
respectively,  are at a prudent level. However,
the total amount owed by the Council’s principal
debtors has increased by £4.1m (36%) to
£15.6m during the year. Exhibit 6 shows the
level of arrears by type expressed as a
proportion of the net debit for 2000/2001 and
the two preceding years:

EXHIBIT 6

Arrears at 31 March 2001

Arrears 2001
£000

% of net
debit
2001

% of net
debit
2000

% of
net
debit
1999

Housing
rents

5,547 12 6 5

Council
tax

3,882 9 5 4

NNDR 1,827 8 5 6

Sundry
debtors

4,378 34 40 28

TOTAL 15,634

The provision for bad and doubtful debts in
relation to the total arrears of £15.6m is
adequate.

The main area of pressure facing the Council in
terms of financial standing is in respect of the
Housing Revenue Account (HRA). Although
balances have increased significantly compared
with 1999/2000, this improvement has been
brought about by short-term measures that
have not addressed the underlying pressures
facing the HRA including the increasing level of
void properties from 5.4% in 1999/2000 to
7.4% in 2000/2001 and rent arrears of £5.5m.
The level of voids in 2000/2001 equates to a
rent loss of £3.2m.

The budget pressures are ongoing and in our
view the HRA will become unsustainable unless
the fundamental causes of the problems are
addressed. The Council is developing plans to
deal with these pressures as part of the stock
transfer process.

The Council’s trading operations made an overall
surplus of £180,000 in the year, compared with
a similar size of loss in the previous year. The
activities that reported losses in the year include
refuse collection (£121,000) and Building
Control (£59,400) and a planned loss of
£213,000 in relation to Information Technology.
Notwithstanding that the overall trading position
is in surplus, the Council’s arrangements for
ensuring that all trading activities perform to the
standards expected under Best Value and that
they operate within the required financial
discipline, need to remain robust.
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Systems of internal financial
control

We have found no major weaknesses in the
arrangements put in place by the Council to
satisfy itself that its systems of internal financial
control are both adequate and effective.
However, we have agreed a range of
improvements, which should strengthen
controls. Internal Audit are complying with
relevant quality standards.

We performed a high level review of the control
procedures around some of the more significant
business critical systems and the control over
assets. A small number of recommendations for
strengthening control procedures have been
made.

We rely as far as possible on Internal Audit and
we are satisfied with the quality and coverage of
their work. However, the team are facing a
challenge in delivering the current year audit
plan due to staff movement and high level of
unforeseen special investigation work. Plans are
being implemented to mitigate the impact of the
staffing issues.

The Head of Audit Operations is drafting the
Strategic Audit Plan for the three year period
commencing 1 April 2002. Some issues which
need to be taken into account in its preparation
include:

•  more explicit focus of resources towards
business risks faced by the Council

•  adequate coverage of control risks relating
to the growth in non traditional funding

•  more resources directed towards the
proactive prevention and detection of fraud
and corruption

•  effective coverage of information technology
related risks

•  a fresh assessment of the competencies
required by audit staff to ensure that the
audit effectively responds to the changing
needs associated with modernisation.

Fraud and corruption
The Council’s overall arrangements for ensuring
that its affairs are managed in accordance with
proper standards of financial conduct and to
prevent and detect fraud and corruption are
generally sound. However, there is scope to
enhance and promote the anti-fraud culture,
develop governance arrangements and ensure
fundamental controls within key financial
systems operate effectively.

The National Fraud Initiative (NFI) is a key data
matching exercise operated throughout the
public sector to prevent and detect
misappropriation of public funds. The identified
savings from NFI 2000 of some £29,000 is low
compared with the average achieved by other
metropolitan authorities. The investigation
phase of NFI should underpin the corporate anti-
fraud strategy and reduce exposure to both
internal and external fraud. It also assists in the
assessment of local investigation capability and
the effectiveness of verification framework
implementation.

Clarity and openness of decision making is at the
heart of the Government’s modernisation
agenda. Some of the mechanisms by which the
Council demonstrates the openness of its
governance are not as robust as they might be,
for example:

•  registers of interest are not completed as
intended, notably the nature of declared
interests is not disclosed

•  the Standards Committee has not met and it
is unclear whether its constitution has been
properly determined

•  the policy in the relation to the Public
Interest Disclosure Act (‘Whistleblowing
policy’), was approved in November 2001
and this needs to be supported by
appropriate publicity and training for
managers and staff.

•  The development of robust controls within
key financial systems is essential for
safeguarding the interests of the Council. In
our report on preventing and detecting fraud
and corruption we have highlighted a small
number of controls in the creditors, payroll
and local taxation systems which could
usefully be strengthened.
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Accounts
Improved arrangements for preparing the
financial statements and liaison between
accountancy and District Audit staff enabled us
to give an unqualified opinion on the Council’s
2000/2001 accounts on 23 November 2001,
earlier than the previous year.

The published accounts are an essential means
by which the Council reports its stewardship of
the funds at its disposal and its financial
performance in the use of those resources. Our
responsibility is to provide reasonable
assurance, subject to the concept of materialty,
that the financial statements are free from
material misstatement and comply with
statutory and other requirements in relation to
presentation and disclosure.

Members approved the Council’s financial
statements on 5 September 2001. This year we
have worked very closely with the accountancy
team with a view to:

•  clarifying working paper requirements

•  resolving issues as they arise

•  achieving earlier completion of the audit.

This arrangement has been effective and
enabled us to give an unqualified opinion on the
accounts on 23 November 2001. We will
continue to develop this arrangement next year,
focusing on the clarification of the respective
responsibilities of Council and District Audit staff
in further improving the Council’s final accounts
working papers and in continuing to reduce the
level of errors and uncertainties in the accounts.

The detailed issues arising from the audit will be
reported to senior finance staff in December
2001. The most significant matter is the lack of
reconciliation (difference of some £400,000)
between the debtors figure in the accounts and
that produced by the debtors system. This issue,
which has been raised at previous audits, needs
to be resolved as a matter of priority.

Grant claims
The co-ordination, administration and financial
control in relation to claims for government
grant have, until recently, not been given due
priority.

The Council compiles over 100 grant claims each
year and this generates funding of around
£120m. The volume of claims and associated
funding is increasing significantly year on year.

During the year we issued a report following a
review of the planning, preparation and
submission processes. Our overall conclusion
was that, whilst progress is being made towards
introducing adequate processes and controls,
there are areas which require further
development, for example:

•  Planning and Co-ordination – significant
effort has been directed towards producing a
register which will provide valuable
management information. This now needs to
be implemented, kept up to date and
supported by co-ordinators whose roles
need to be clearly defined.

•  Evidence and review – Initiatives including
training have been put in place to tackle
weak evidencing (support for expenditure
claimed) which has been a problem at recent
audits. Further training and guidance is
needed to ensure that there is a consistent
quality of evidencing across the Council and
that claims preparers and reviewers are
familiar with the need for key financial
controls.

We will continue to work closely with the Head
of Accountancy Operations as further action is
taken to strengthen the grant claiming
processes.
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Future audit work
We are currently considering the significant
operational and financial risks that face the
Council that will need to be addressed in next
year’s audit.

We will discuss our risk assessment with your
officers before producing an audit plan.

Closing remarks
Finally, I would like to take this opportunity to
express my appreciation for the assistance
received from officers during the course of our
work. Our aim is to provide a high standard of
audit service which makes a practical and
positive contribution to the work of the Council.
We recognise the value of your co-operation and
support.

Clive Portman
District Auditor
December 2001
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Reports issued during
the audit
•  Best Value Report (June 2001)

•  Review of Grant Claims (June 2001)

•  Systems of Internal Financial Control
(September 2001)

•  Large scale voluntary transfer –
risk assessment (October 2001)

•  Grants to voluntary bodies (October 2001)

•  Review of It Backup and
Recovery Procedures (October 2001)

•  E-government progress assessment
(November 2001)

•  SEN Conference Presentation
(November 2001)


