
 

 

 
 

The Gateshead Housing Company 
Audit Committee 

 
Wednesday, 16 April 2014 at 2pm 

Room S21, Gateshead Civic Centre, Regent Street, Gateshead 
Agenda 

 
Item Business 

1. Apologies for Absence 
  
2. Declarations of Interest 
  
  
 ITEMS FOR DECISION 
  
3. Minutes (Pages 3-5) 
 
 
 
4. 
 
5. 
 
 
6. 
 
 
7. 
 
 
 
 
 

To approve as a correct record the minutes of the last meeting of the 
committee held on 14 January 2014 
 
Matters Arising 
 
External Audit Strategy and Planning Memorandum (Pages 6-25) 
Report of Head of Support Services 
 
Strategic Risk Register (Pages 26-39) 
Report of Managing Director 
 
2014/15 Internal Audit Plan and Strategy (Pages 40-49) 
Report of Chief Internal Auditor, Gateshead Council 
 
 

  

Contact: Stuart Gibson Tel: (0191) 433 5308 Date: 9 April 2014 
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Item Business 
 
 
 
8. 
 
 
9. 
 
10. 
 
 
 
11. 

 
ITEMS FOR INFORMATION 

 
2013/14 Internal Audit Plan – Progress Report (Pages 50-52) 
Report of Chief Internal Auditor, Gateshead Council 
 
Items for Future Agendas 
 
Date and Time of Next Meeting 
Monday 30 June 2014 at 9.30am in Room S20, Gateshead Civic Centre, 
Regent Street, Gateshead 
 
Date and Time of Future Meetings 2014/15 
To approve the following schedule of meetings of the committee during 
2014/15: 

 
 
 
12. 

 Wednesday 15 October 2014 at 2pm 
 Tuesday 13 January 2015 at 2pm 
 
Exclusion of the Press and Public 
The committee may wish to consider excluding the press and public from the 
meeting during consideration of the remaining items in accordance with 
Category 4 of the company’s Access to Information Rules. 
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Audit approach 

Overview 

Our approach to the audit is based on understanding and assessing the Company’s structures and processes; areas we consider include 
decision-making, accountability, control and behaviours. We then carry out audit procedures to address any identified risks and weaknesses. We 

h th t t i k f i t t t i t d h ff ti i t l t l t iti ti th i k

We use a risk based audit 

approach to identify the key 

risks affecting the Company. 
assess where the greatest risk of misstatement exists and how effective internal controls are at mitigating these risks.

Audit planning process

As part of the planning process we have met with the Managing Director and his team to discuss a number of the key issues in advance of 
our fieldwork. 

In conjunction with the Finance Department we have identified those issues which will be the main focus of our audit (see pages 7-9). This will 

g p y

This will be based on our 

sector experience and our 

planning meetings with the 

Company’s staff. Our audit 

work will therefore focus on minimise the amount of work required in the final audit phase and includes work to satisfy the requirements of ISA 330 ‘The auditor’s procedures 
in response to assessed risks’, including tests of key financial controls. 

Working with internal audit

During our audit we will seek to place reliance on the Company’s high level controls, and as part of our assessment of the overall control 
environment we will review and discuss the work carried out by internal audit. 

work will therefore focus on 

your key risk areas. We set 

out the areas we have 

already identified on pages 

7-9.

Where any internal audit findings suggest weaknesses in key controls that could affect significant account balances, we will adjust our approach 
to reflect these findings and where necessary perform additional testing to ensure that we can gain sufficient, appropriate audit evidence over 
those significant associated balances.

Specialists

Our specialists will benefit the Company by providing broader assurance on systems and controls and the application of KPMG’s wider 
i f th t W ill lt ith th f ll i i li texperience of the sector. We will consult with the following specialists:

Use of specialists

Taxation ■ Assist the audit team to understand and address the corporate tax risk as it affects the audit.

■ Support the team and deliver value through the provision of wider commercial VAT expertise■ Support the team and deliver value through the provision of wider commercial VAT expertise.

Pensions ■ Assessment of pension assumptions for the Local Government Pension Schemes.
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Audit timeline and deliverables

Overview 

Our approach to the audit is based on understanding and assessing the Company’s structures and processes for decision-making, accountability, 
control and behaviours and weaknesses and identifying those risks that can affect the financial statements. We then carry out audit procedures to 
dd id ifi d i k d k W h h i k f i i d h ff i i l l

We use a risk based audit 

approach to identify the key 

risks affecting the Company. 
address any identified risks and weaknesses. We assess where the greatest risk of misstatement exists and how effective internal controls are at 
mitigating these risks.

g p y

This will be based on our 

sector experience and our 

planning meetings with 

Company staff. Our audit 

work will therefore focus on

Benefit to The Gateshead 
Housing Company

When What we doAudit approach

work will therefore focus on 

your key risk areas. 
Business risk focus.

Audit planning
February/March

Planning meeting and 
agree detailed logistics.

Understand the business.

Identify business 
risks.

Identify significant 
transactions.

Industry specific focus.

Issues monitored and 
cleared throughout the

Interim audit
March

Audit strategy
April

Interim issues reporting 
to management.

Audit strategy presented 
to the Audit Committee.

Assess impact on 
statutory 
accounts.

Assess impact on 
statutory 
accounts.

Robust assurance on 
operation of controls.

cleared throughout the 
year.

Ongoing liaison with 
Internal Audit.

p

Year end audit
May Detailed audit work and 

clearance meeting with 
management.

Core business processes.

Test systems and control.

Assessment of residual risk.

Debrief
July

Reporting
June

Presentation of 
highlights memo.

Audit report.

Substantive and analytical procedures 
on reported figures.

Internal and external debrief.

Continuous 
two way communication.
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Materiality

International Standards on 

Auditing (UK and Ireland) 

require that we plan our 

■ An omission or misstatement is regarded as material if it could reasonably influence the user of financial statements; this 
therefore involves an assessment of both the qualitative and quantitative nature of omissions and misstatements. Our 
quantitative measure for materiality is 2% of the Company’s total income. Materiality has been adjusted to allow for the fact that 
the organisations operations have remained in a steady state year on year and based on our prior year experience of theq p

audit to determine with 

reasonable confidence 

whether or not the financial 

statements being reported 

on are free from material

the organisations operations have remained in a steady state year on year and based on our prior year experience of the 
strength of systems and controls within the Company.  

■ Whilst our audit procedures are designed to identify misstatements which are material to our opinion on the financial statements 
as a whole, we nevertheless report to the Audit Committee misstatements of lesser amounts to the extent these are identified by 
our audit work.

on are free from material 

misstatement.
■ Under ISA 260 (UK and Ireland) Communication of Audit Matters With Those Charged With Governance, we are obliged to 

report omissions or misstatements other than those which fall below the audit difference reporting threshold to those charged 
with governance.

■ In the context of the current year audit for the Company financial statements, we propose that:

– any omissions or misstatements below £36,000 will fall below the threshold for reporting to the Audit Committee;any omissions or misstatements below £36,000 will fall below the threshold for reporting to the Audit Committee;

Reporting to the Audit Committee

In this context we propose to report the following to the Audit Committee:

■ Individual errors which exceed the audit difference reporting threshold.

■ In aggregate all smaller errors which exceed the audit difference reporting threshold■ In aggregate, all smaller errors which exceed the audit difference reporting threshold. 

■ Matters involving a significant level of judgement.
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Significant risks and other areas of audit focus

Professional standards require us to consider two standard risks for all organisations. We are not elaborating on these standard risks in this plan but consider them as a matter of 
course in our audit and will include any findings arising from our work in our highlights memorandum.

■ Management override of controls – Management is typically in a powerful position to perpetrate fraud owing to its ability to manipulate accounting records and prepare fraudulent g g yp y p p p p g y p g p p
financial statements by overriding controls that otherwise appear to be operating effectively. Our audit methodology incorporates the risk of management override as a default 
significant risk. In line with our methodology, we carry out appropriate controls testing and substantive procedures, including over journal entries, accounting estimates and 
significant transactions that are outside the normal course of business, or are otherwise unusual.

■ Fraudulent revenue recognition – We do not consider this to be a significant risk for housing associations as there are limited incentives and opportunities to manipulate the way 
income is recognised. We therefore rebut this risk and do not incorporate specific work into our audit plan in this area over and above our standard fraud procedures.

As part of our planning we have not identified any significant risks that the ISAs would require us to raise with you, therefore the areas highlighted below are other areas we consider to 
be of interest to the Audit Committee.

Other areas of 
audit focus Why Our approach

Key Business data we will 
consideraudit focus Why Our approach consider

Going Concern

The Gateshead Housing Company ‘s current contract with the Council 
expires on 01/04/2015. It is currently expected that the contract will continue 
in place beyond this date, however this is not certain, as the Council are 
currently considering the options available for the future of housing provision 
and maintenance in Gateshead. 

■ Review any contract extensions with the 
Council.

■ Review Council documentation concerning 
their review of The Gateshead Housing 
Company

■ Management contracts

■ 2015 budget

■ 2016 forecast

In addition to this, cost efficiencies and value for money are key focus areas ,
with the management fee having been reduced in recent years. 

Company.

■ Review the 2015 budget and 2016 forecasts.

Weaknesses in key controls could impact on significant account balances.  During our audit we will

■ Review the reports prepared by internal audit.

■ Internal audit reports.

Internal Audit

■ Review the reports prepared by internal audit.

■ Adjust our audit approach to reflect the key 
findings
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Significant risks and other areas of audit focus (cont.) 

Other areas of 
audit focus Why Our approach

Key Business data we will 
consider

During the year, Local Government Pension Funds have undergone a During our audit we will ■ Year end FRS17 reports.g y , g
triennial valuation with an effective date of 31 March 2013 in line with the 
Local Government Pension Scheme (Administration) Regulations 2008. 
The FRS17 numbers to be included in the financial statements for 2013/14 
will be based on the output of the triennial valuation rolled forward to 31 
March 2014. 
Th i i k th t th d t id d t th t f th l ti

g

■ Circulate a questionnaire to the actuary to confirm 
their qualifications and the basis for their calculations. 

■ As part of our audit, we will need to agree the data 
provided to the actuary back to the systems and 
reports from which it was derived, and test the 

p

■ Response from actuary 
questionnaire.

■ Data provided to the 
actuary.

Pensions

There is a risk that the data provided to the actuary for the valuation 
exercise is inaccurate and that these inaccuracies affect the actuarial 
figures in the accounts. 

The different actuarial firms involved in valuing pension liabilities for FRS 
17 purposes in the sector adopt a range of assumptions. From recent 
experience we have found that the discount rate and inflation assumptions 

accuracy of this data.

■ Review the actuarial valuation and consider the 
disclosure implications. 

■ Review the assumptions made by your actuaries with 
benchmarks, which are collated by our KPMG 

can be problematic and have in some instances led to an overly prudent 
valuation figure.

It is therefore critical that the assumptions reflect the profile of the 
Company’s employees, and are based on most recent actuarial valuation. 
It is also important that assumptions are derived on a consistent basis year 
to year.

actuaries, and to the assumptions used for 2012/13 
for consistency.

■ Consider the value of the assets held in the scheme 
at the year end.

to year.

Onerous 
leases, asset 
impairment

The Gateshead Housing Company has recently relocated to the Civic 
Centre, Gateshead. 
The lease on the old premises that is no longer being occupied expires in 
July 2014 and therefore an onerous lease provision would be expected.
Substantial changes to the building were made by the Company and 

During our audit we will

■ Review the terms of the lease agreements

■ Review managements estimate of the dilapidations 
provision.

■ Lease agreements.

■ Management calculations.

■ Council correspondence.

impairment  
and 
dilapidations

g g y p y
under the terms of the lease agreement the Company must restore the 
property to its original condition. As a result a dilapidations provision may 
be required at the year end.
A number of assets will be scrapped as a result of the relocation and 
therefore an impairment of fixed assets may be required.

■ Review managements estimate of the fixed asset 
impairment.

■ Consider any confirmations from the council to fund 
any such costs incurred.
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Responsibility in relation to fraud

We are required to 

consider fraud and the 

impact that this has on 
KPMG’s identification
of fraud risk factors

KPMG’s response 
to identified fraud KPMG’s identified

fraud risk factors
Management

responsibilitiesp

our audit approach.

We will update our risk 

assessment throughout 

the audit process and 

■ Review of accounting 
policies.

of fraud risk factors

■ Accounting policy 
assessment.

risk factors

■ Whilst we consider the risk 
of fraud to be low around 
the Company we will

fraud risk factors

■ Adopt sound accounting 
policies.

responsibilities

adapt our approach 

accordingly.

■ Results of analytical 
procedures.

■ Procedures to identify fraud 
risk factors.

■ Discussion amongst 

■ Evaluate design of 
mitigating controls.

■ Test effectiveness of 
controls.

■ Address management 

the Company, we will 
monitor the following areas 
throughout the year and 
adapt our audit approach 
accordingly.

– Revenue recognition

■ With oversight from those 
charged with governance, 
establish and maintain 
internal control, including 
controls to prevent, deter 
and detect fraud.

engagement personnel.

■ Enquiries of management, 
Audit Committee, and 
others.

■ Evaluate broad 
d t l

override of controls.

■ Perform substantive audit 
procedures.

■ Evaluate all audit evidence.

■ Communicate to Audit

– Purchasing 

– Management control 
override

– Manipulation of results 
to achieve targets and

■ Establish proper 
tone/culture/ethics.

■ Require periodic 
confirmation by employees 
of their responsibilities.

programmes and controls 
that prevent, deter, and 
detect fraud.

■ Communicate to Audit 
Committee and 
management.

to achieve targets and 
expectations of 
stakeholders

■ Take appropriate action in 
response to actual, 
suspected or alleged fraud.

■ Disclose to Audit 
Committee and auditors:

– any significant 
deficiencies in internal 
controls.

– any fraud involving 
those with a significant 
role in internal controls
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Audit management

Your audit team
Selecting the right team with relevant expertise and experience is
crucial to a successful working partnership.

O dit t h th i d kill d i d bi

Audit fee
Our proposed audit fee for 2013/14 is £17,000 exclusive of VAT) 
This fee is based upon the 2012/13 fee with an inflationary fee 
increase

In our view the most 

important thing is that the 

team consists of the right 
Our audit team has the required skills and experience and combines:
■ extensive experience in the housing sector and the local 

marketplace;
■ a genuine commitment to continuity of service; and
■ a desire to respond quickly and proactively to requests for 

information and advice.

increase. 

In addition the fee is also based on the following standard 
assumptions:

■ The Company’s audit evidence files are completed to an 
appropriate standard (we will liaise with management 
separately on this); and

g

people.

Your team has the relevant 

housing sector experience, 

commitment, knowledge, 

The key members of the audit team are:

Mick Thompson will continue to lead our audit service to the
Company. He will be responsible for ensuring that we provide the
highest quality of audit and that your needs and expectations are met.
He will be the key point of contact for the Audit Committee. 2014 will
b Mi k’ t th t ibl f th C ’ dit

■ There are no significant changes in the Company’s activities 
which affect the scope of our audit work other than those listed 
in this document.

Our billing schedule:

■ 40% during interim site visit.

time and personality to 

continue working with you in 

a proactive and positive way.

be Mick’s tenth year as partner responsible for the Company’s audit
and according to auditing standards he will be required to rotate off the
engagement next year. In order to manage the transition smoothly, we
will introduce Nick Plumb to the audit in the current year, who will
succeed Mick as engagement partner.

James Morgan will continue to be responsible for the overall 
management of the audit with a particular focus on the key risk areas

■ 60% during final site visit.

The Company will also receive the following services, which are 
included in this fee:
■ Membership of the KPMG sponsored Audit Committee Institute;
■ Invitations to attend our housing seminars;management of the audit with a particular focus on the key risk areas 

and communication with Audit Committee and management. He will be 
responsible for directing and reviewing the fieldwork, supervising the 
audit team on a day-to-day basis and raising key issues on the audit 
with Company management as they arise.

Andrew Fleming will lead the team on site during our interim and final 
audit visits. He will liaise primarily with the finance team and will be the 

■ The provision of informal advice; and
■ Briefing documents on technical, tax and governance issues.

p y
single point of contact for audit queries.

Contact details are provided on page 1.
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Reporting developments and sector update – revised UK GAAP

UK GAAP is being replaced 

with a new accounting 

framework.

UK GAAP

UK GAAP, the accounting framework under which the Company’s accounts are
prepared will be withdrawn from 31 March 2016 and has been replaced with a
new framework. Under this framework, UK companies have to choose which
set of standards they will apply For The Gateshead Housing Company Limited

Presentation
The new standards are likely to lead to a number of presentational changes to 
the financial statements including the format of the primary statements.

S

This will apply to the 

accounting period ending 31 

March 2016.

The Company has a choice

set of standards they will apply. For The Gateshead Housing Company Limited,
there are three options available. These are:

• FRS 101 – this framework applies the principles of International accounting
standards (EU-IFRS) but with reduced disclosures, which simplifies the
accounts in comparison to full IFRS;

• FRS 102 - this is largely based on the IASB’s IFRS for Small and Medium

Strategic Report

A new disclosure requirement has been introduced for this year’s 
accounts. Effective from August 2013 amendments to the 2006 Companies 
Act were introduced “Strategic Report and Directors’ Report Regulations 
2013”. These apply to all medium and large companies, and  requires the 
introduction of a Strategic Report which must be separately approved by the The Company has a choice 

of which set of standards to 

apply under the new 

framework.

FRS 102 this is largely based on the IASB s IFRS for Small and Medium
Sized Entities and is the most similar format to the current UK GAAP, and

• EU-IFRS – this framework is applied by listed entities, and a version of it is
applied by the Council. Whilst the Company could apply this framework, the
disclosures required can be somewhat onerous to prepare in comparison to
the frameworks above.

board and signed by a member of the board. The new report must sufficiently 
explain:

•The principal activities of the company 

•The “business model” and how it generates value 

•A review of the year’s performance
Given that the new standards are to be applied for the year ending 31 March
2016, the transition date (the opening balance sheet for the comparative
period) is 31 March 2014. Therefore it is worth considering the options
available to the company at the present time, in order to gather any data which
may be required to prepare the transition date balance sheet following the
current year end process.

A review of the year s performance 

•Key Performance Indicators for the year – explaining why selected; and also 
explaining performance/variances in the year

•Key risk disclosures 

•Future developments and how these might impact the position and 
performance of the company

Implications

The key changes that may affect the Company’s accounts as a result of the
change in accounting standards are likely to be:

Housing property tenure types – a principles based approach will be taken to
determining the classification of housing stock as either property plant and

p p y

This then reduces the content required in the currently included Directors’ 
Report.

In practice, these disclosures were previously included in the Directors’ Report, 
so this does not significantly affect the narrative information disclosed in the 
accounts, but alters the presentation of that information.

equipment or investment property.

Grant accounting – the Company currently account for capital grants by
applying the accruals method (deferral of grant and amortisation over life of the
structure). However, FRS 102 allows for a choice between the accruals method
or the performance method. The performance method allows for recognition as
income once performance conditions have been met. The conditions for

11© 2014 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International’), a Swiss entity. All rights 
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Sector update – future of regulation

The HCA have considered 

the responses received to its 

consultation paper on 

HCA discussion paper on the future of regulation

In October 2013 the HCA published its analysis of the sector’s initial response to a discussion document on potential changes to its core 
Regulatory Framework. 

p p

regulatory changes and 

conducted a consultation 

process in early 2014.

The HCA also published 

The original discussion document, published in April 2013, proposed three broad areas of change: 'ring-fencing' social housing assets, 'living 
wills' for RPs, and changes to the consents regime around the sale of grant-funded assets.

Based on feedback received, the HCA Regulation Committee announced the following conclusions:

■ The substantial diversity of organisations in the sector makes a ‘one size fits all’ approach to protecting social housing assets impractical;

■ Recovery planning offers a starting point for not-for-profit providers with a parent on the register, but this needs to be supplemented by other 
details in December 2013 of 

its experience of its revised 

consumer regulation role, 

which changed with effect 

from 1 April 2012

steps to improve risk management by those providers:

■ A broader understanding of risk and contingent liabilities;

■ Better scenario testing; and

■ A plan for protecting social housing assets in a failure situation;

■ The position on for-profit providers differs, where the regulator’s remit only relates to social housing and not the whole entity. These providersfrom 1 April 2012. ■ The position on for profit providers differs, where the regulator s remit only relates to social housing and not the whole entity. These providers 
will be subject to some form of ring fencing;

■ All sales proceeds made by for-profit providers on stock acquired from not-for-profit providers will be required to be invested in social housing. 
These providers will be free to generate and distribute profits based on stock they buy from outside the sector or build themselves. 

HCA key messages from consumer regulation role

In December 2013, the HCA published an overview of the consumer regulation work carried out by the Regulator in the financial year 2012/13.In December 2013, the HCA published an overview of the consumer regulation work carried out by the Regulator in the financial year 2012/13. 
As well as detailing specific findings from the investigations the Regulator has undertaken, the report identifies three broader lessons from the 
Regulator’s work in the sector:

■ 'Providers need to ensure that they make use of the legal mechanisms available to them to provide for tenants’ health and safety in a timely 
way. We recognise that, for good reason, providers prefer to work with tenants in seeking to resolve such issues. However, the welfare of 
both tenants and their neighbours can be put at risk by such matters not being resolved quickly. 

Where providers are aware of specific circumstances it may be appropriate to share this information with relevant partners This is to■ Where providers are aware of specific circumstances, it may be appropriate to share this information with relevant partners. This is to 
mitigate the risk to others such as staff or members of the emergency services who may have to access the property quickly. 

■ The standards apply for the benefit of every tenant. Whilst we will always look to be proportionate in our judgements and will consider the 
materiality of the failure in determining both whether the test has been met and what our response should be, it is not a pre-requisite that 
there must be a systemic failure to meet the serious detriment test.'
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Sector update – tax

There have been a number 

of recent changes to 

taxation rates and 

Employee Tax - Engagement of Senior Employees and Board Members

Many housing organisations engage individuals to provide personal services without subjecting payments to PAYE and NIC. Where such 
individuals provide their services via an intermediary that is a personal service Company (essentially one that is controlled by the individual), it is

compliance rules.

Please feel free to talk to 

your audit team about any 

tax concerns you may have, 

individuals provide their services via an intermediary that is a personal service Company (essentially one that is controlled by the individual), it is 
the personal service Company that is responsible for operating PAYE and NIC on deemed salary payments. HMRC have issued guidance stating 
that this applies to office holders (including board members). It will be important that RPs review contracts and payments to ensure they are set 
up correctly so that the RP is not exposed to the risk of accounting for PAYE and NIC. Many organisations have been criticised in the press for 
engaging senior individuals in this way and a number of organisations are reconsidering the appropriateness of such arrangements (refer also to 
Tax Transparency below).

and where appropriate they 

can put you in touch with 

one of our housing tax 

specialists.

The RTI penalty regime will take effect from April 2014 and a number of Finance Directors have no visibility of the payroll processes being 
operated to ensure compliance. It will be important that payroll processes are reviewed prior to April 2014 to identify improvements to reduce the 
risk of penalties.

Corporation Tax

The standard rate of corporation tax from 1 April 2013 is 23%, from 1 April 2014 the main rate of corporation tax in the UK will be reduced to 21 
per cent, and from 1 April 2015 this will fall to 20 per cent. These reductions may cause charitable Registered Providers to consider whether it is 
still cost effective to carry out taxable activities in separate non-charitable vehicles if from a charity law perspective they can actually be 
undertaken in the charity. 

Diversification and new initiatives mean that housing organisations need to consider the corporation tax implications of new income streams suchDiversification and new initiatives mean that housing organisations need to consider the corporation tax implications of new income streams such 
as Feed in Tariffs, Green Deal income, cross subsidy from open market sales, new Government initiatives to kick start the property market (e.g. 
Help to Buy etc.), shared equity, private rental income, etc. In particular it will be important to consider upfront how the arrangements in respect of 
these activities can be structured in the most tax efficient way.  

The sector is seeing more mergers and Company reorganisations as part of the efficiency agenda. There can be unexpected corporation tax 
fimplications of such activity which need to be considered in advance. 
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Sector update – tax (cont.)

There have been a number of 
recent changes to taxation 
rates and compliance rules.

Pl f l f t t lk t

Cost Sharing Exemption 

The Cost Sharing Exemption was introduced into the UK legislation with effect from 17 July 2012. The exemption applies when two or more 
organisations (whether businesses or otherwise) with exempt and/or non-business activities join together to form a cost sharing Company, to 

l h l i h i i ( i fi HR IT f i ) d f VAT KPMG h d i d hPlease feel free to talk to your 
audit team about any tax 
concerns you may have, and 
where appropriate they can put 
you in touch with one of our 
housing tax specialists.

supply themselves with certain services (e.g. repairs, finance, HR, IT functions) at cost and exempt from VAT. KPMG have advised on the 
implementation of several cost sharing Companies in the social housing sector, run a series of workshops and met with HMRC Policy on behalf 
of the National Housing Federation to discuss the application of the Cost Sharing Exemption and common questions arising.

VAT Framework

The National Housing Federation, assisted by its tax adviser KPMG, has recently agreed an updated VAT Framework for the social housing 
t ith HMRC hi h l d i J 2014 Th VAT F k t d th id i ti ith i ti lsector with HMRC, which was released in January 2014. The VAT Framework extends the guidance in connection with agreeing partial

exemption methods, including providing worked examples. In addition, the updated VAT Framework also provides extended guidance in 
connection with other activities, including rechargeable repairs and developments. Both the partial exemption and other guidance are already 
proving helpful in discussions with HMRC.

Energy Company payments

Energy companies have had and continue to have obligations to improve the energy efficiency of houses and are involved with various initiativesEnergy companies have had and continue to have obligations to improve the energy efficiency of houses and are involved with various initiatives 
with Housing Associations including the Green Deal, ECO, CERT and CESP. It is important that the structure and operation of these initiatives 
are reviewed at an early stage to ensure that there are treated correctly from a VAT perspective and that the right amount of VAT is recovered on 
the cost of the associated works. The receipt of money by housing organisations from these arrangements can result in significant VAT 
opportunities.

VAT registration and deregistration limits 

With effect from 1 April 2013, the taxable turnover limit which determines whether a business has to be registered for VAT was increased from 
£77,000 to £79,000. The taxable turnover limit which determines whether a business may apply for deregistration was increased from £75,000 to 
£77,000.

14© 2014 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International’), a Swiss entity. All rights 
reserved.
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Sector update – tax (cont.)

There have been a number of 
recent changes to taxation 
rates and compliance rules.

Pl f l f t t lk t

Stamp Duty Land Tax

Housing providers are increasingly involved in joint venture arrangements with private sector organisations to help fund and deliver housing 
regeneration projects. 

Please feel free to talk to your 
audit team about any tax 
concerns you may have, and 
where appropriate they can put 
you in touch with one of our 
housing tax specialists.

New rules were introduced in Finance Bill 2014 which will benefit charitable housing associations buying land with a non-charity. These changes 
were made as a result of the Court of Appeal judgement. The Court ruled that where a charity is buying land jointly with a non-charity as tenants-
in-common then relief from SDLT may be claimed  by the charity on its share of the property interest.

Going forward it should be possible for charities buying land with non-charities to benefit from a partial relief. 

There have also been other anti-avoidance provisions introduced recently, although these are aimed at complex transactions involving sub-salesThere have also been other anti avoidance provisions introduced recently, although these are aimed at complex transactions involving sub sales 
and historic SDLT mitigation techniques. It is unlikely that this will impact social housing providers. 

The Scottish and Welsh Assembly Governments are taking steps towards developing their own tax regimes for property transactions. The Land 
and Buildings Transaction Tax will replace SDLT in Scotland from April 2015 while in Wales, consultation on a potential new tax is ongoing. 

All TaxesAll Taxes

Tax transparency

The tax environment continues to generate increasing levels of public interest, particularly with respect to how organisations manage their tax 
affairs, including their relationships with stakeholders. Organisations are coming under pressure to be open and transparent regarding their tax 
affairs, and to provide sufficient disclosure in their financial statements regarding tax. We have seen with large corporates that the debate is often 
narrowly focussed and ill informed Organisations may feel they face trial by media rather than being part of a fair discussion about appropriatenarrowly focussed and ill informed. Organisations may feel they face trial by media rather than being part of a fair discussion about appropriate 
business and tax planning strategies.

This debate is getting closer to the social housing sector. Tax governance is therefore likely to become an increasingly important feature of 
assurance for Boards of housing organisations; they will need to satisfy themselves that the business is operating within a spirit of tax openness 
and compliance. Importantly, tax governance assures Boards that their overall tax arrangements are robust, efficient and capable of withstanding 
scrutiny.

Government procurement

Housing organisations will also need to be mindful of the new Government procurement rules which came into effect from 1 April 2013. These 
new rules enable Government to take into account the tax compliance profile of potential suppliers as part of the procurement process for 
contracts issued by Central Government and Non-Departmental Public Bodies.

15© 2014 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International’), a Swiss entity. All rights 
reserved.
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Confirmation of Independence

In line with ISA 260 and the 

APB Ethical Standards, we 

communicate to the Audit 

To Audit and Risk Committee members

Professional ethical standards require us to communicate to you as 
part of planning all significant facts and matters, including those related 

There are no other matters that, in our professional judgement, bear 
upon our independence which need to be disclosed to the Audit 
Committee.

C fi i f di i d d
Committee our 

independence and any other 

relevant factors.

to the provision of non-audit services and the safeguards put in place 
that, in our professional judgement, may reasonably be thought to bear 
on KPMG LLP’s independence and the objectivity of Partner and the 
audit team. This letter is intended to comply with this requirement 
although we will communicate any significant judgements made about 
threats to objectivity and independence and the appropriateness of

Confirmation of audit independence

We confirm that as of 16 April 2014, in our professional judgment, 
KPMG LLP is independent within the meaning of regulatory and 
professional requirements and the objectivity of the Partner and audit 
staff is not impaired. 

Thi t i i t d d l l f th i f ti f th A dit C ittthreats to objectivity and independence and the appropriateness of 
safeguards put in place.

We are satisfied that our general procedures support our 
independence and objectivity.

General procedures to safeguard independence and objectivity

This report is intended solely for the information of the Audit Committee 
and should not be used for any other purposes.

Yours faithfully

KPMG LLP

KPMG LLP is committed to being and being seen to be independent. 
As part of our ethics and independence policies, all KPMG LLP 
Partners and staff annually confirm their compliance with our ethics 
and independence policies and procedures including in particular that 
they have no prohibited shareholdings. Our ethics and independence 
policies and procedures are fully consistent with the requirements ofpolicies and procedures are fully consistent with the requirements of 
the APB Ethical Standards. As a result we have underlying safeguards 
in place to maintain independence through:

■ Instilling professional values;

■ Communications;

■ Internal accountability;

■ Risk management;

■ Independent reviews.

Please inform me if you would like to discuss any of these aspects of 
our procedures in more detail

16© 2014 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International’), a Swiss entity. All rights 
reserved.
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ITEM 6 
 

 

Report to Audit Committee

16 April 2014

 
  
Title: 
 

Strategic Risk Register 

Report of: Managing Director 
  

 
Purpose of Report 

 
1. To recommend to the Board an updated Strategic Risk Register for the company. 
 

Background 
 
2. The Board, at its meeting held on 11 November 2010, approved an updated 

Strategic Risk Register following a review of risk management by Price 
Waterhouse Coopers. 

 
3. The Board, at its meeting held on 8 July 2010, approved an updated Risk 

Management Policy.  The Policy requires the strategic risk register to be reviewed 
by the Board. 

 
4. The Board, at its meeting on 21 March 2014, agreed that future Strategic Risk 

Registers be scrutinised by this committee prior to being presented to the Board for 
approval.  The register was also presented in an amended format. 

 
Strategic Risk Register 
 

5. Strategic risks are those which are critical to the direction of an organisation. 
Strategic risks may be driven by government policy, competition or a change in 
stakeholder requirements. 

 
6. The Strategic Risk Register has been updated to reflect the strategic risks 

currently facing the Company.  A copy is attached as the Appendix. 
 
7. The following four scale matrix has continued to be used for impact and likelihood: 
 

Likelihood 
Scoring Definition Timing of occurrence 

4 Almost 
certain 

Less than 3 months 

3 Likely 3 – 6 months 
2 Moderate 6 – 12 months 
1 Unlikely In excess of 12 months 
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Impact – Strategic Risks 
Scoring Definition Example of impact 

4 Critical Total service loss for significant period 
Fatality 
Financial loss over £500,000 
Government / Council intervention 

3 High Significant service disruption 
Major/disabling injury 
Financial loss over £100,000 
Adverse national media coverage 

2 Medium Service disruption 
Loss time injury 
Financial loss over £50,000 
Adverse local media coverage / lots of 
service user complaints 

1 Low  Minor service disruption / short term 
inconvenience 
Minor injury 
Financial loss under £50,000 
Isolated service user complaints 

 
8. The following four scale matrix demonstrates how the risks will be assessed using a 

traffic light system: - 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Link to Values 
 

9. This report links to the following corporate values: - 
 
 Being a listening and learning organisation 
 Being honest, accountable and transparent 
 Being motivated, trained and committed  
 Being customer focused, innovative and professional 
 Embracing equality 
 
Risk Management Implications 

 
10. The risk management implications are identified throughout this report. 
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Financial Implications 
 

11. There are no financial implications directly arising from this report, however 
financial risks are identified in the risk register. 
 
Equality and Diversity Implications 
 

12. There are no equality and diversity implications directly arising from this report. 
 
Health Implications 
 

13. Although there are no implications directly arising from this report, the successful 
implementation of the recommendations will have a positive impact on the health 
and well being of Gateshead residents. 

 
Environmental Implications 
 

14. There are no environmental implications directly arising from this report. 
 
Value for Money Implications 
 

15. There are no value for money implications directly arising from this report. 
 

Consultation carried out 
 

16. The Strategic risks, existing and planned controls have been discussed and 
agreed with the managers responsible for the relevant areas.. 

 
Impact on Customers 
 

17. An effective risk management process will maintain the delivery of services to 
customers. 

   
Recommendation 

 
18. The committee is asked to recommend to the Board approval of the updated 

Strategic Risk Register. 
 
 
 
 
 
 
 
 
 
 
Contact:  Jon Mallen-Beadle, Managing Director Tel No: (0191) 433 5306 
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Strategic Risks - Heat map as at March 2013

Almost 
certain 1

Likely 1

Moderate 1 1

Unlikely 2 4

Low Medium High Critical

Risk No Likelihood Impact

SR1 1 3

SR2 1 3

SR3 1 2

SR4 2 3

SR5 2 2

SR6 1 3

SR7 1 2

SR8 1 3

SR9 4 4

SR10 3 4

Head of Customer Services

Owner

Head of Corporate Services

Adverse impact of welfare reform 
legislation

Adverse impact of right to buy

Failure to focus on the customer

Managing Director

Managing Director

Managing Director

Director of Customers & 
Communities

L
ik

el
ih

o
o

d

Failure to effectively manage business 
continuity

Impact

Risk

Head of Investment & Property

Head of Corporate Services

Director of Customers & 
Communities

Head of Corporate Services

Failure to manage effective corporate 
governance

Failure to maintain a positive reputation

Failure to deliver on new projects

Failure to deliver effective asset 
management

Failure to manage the Company's finances 
& demonstrate value for money

Failure to manage organisational capacity
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SR1

Existing Controls

1 2-year Delivery Plan agreed by the Board

2

3

4

5

6

7

8

9

Planned Controls

1

2

3

4

5

6 2013/15

Annual delivery plan produced and agreed in line with customer priorities

Regular review of service delivery and performance by the Council

Annual programme of service delivery areas by TALISMAN

Review of service delivery and performance by the Council

Monitoring of complaints and implementing learning

Annual customer satisfaction surveys monitored and lessons learnt 

Accreditation of customer services

Scrutiny of service delivery areas by TALISMAN

Timescale

Failure to focus on the customer Director of Customers and Communities 

Consequence of the 
risk

Risk of customer dissatisfaction and poor standards of service

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         Impact

1 3 1 3

Service Improvement Groups involved in service developments

Performance Management Framework in place

Annual Customer Satisfaction Survey
April 2015 (Agreed to 
issue biennally in line 

with delivery plan)

Customer Service Excellence Assessment  
Mock assessment 22 

October, Full Assessment 
18/19 November

Annual programme of Service Improvement Group Activity 2013/15

2013/15

2013/15

Future             
Likelihood

Future             
Impact

Without the planned controls there is a risk of the likelihood 
increasing.

1 3

Working with the Complaints Panel to review of complaints performance, 
learning and service delivery 
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SR2

Existing Controls

1

2

3

4

5

6

7

8

Planned Controls

1

2

3

Failure to manage the Company's finances and 
demonstrate value for money

Head of Corporate Services              

Consequence of the 
risk

Financial loss to the Company that we are unable to meet through our reserves, inability to 
deliver services and maintain staffing levels

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         
Impact

1 3 1 3

Regular, accurate budget monitoring scrutinsed by TGHC Resources 
Committee & GMBC Quarterly Meeting

Comprehensive internal audit programme reported to Audit Committee

2014/15 budgets approved by Board

External Audit carried out annually, no significant issues ever raised

Robust insurance arrangements in place

Qualified finance team in place

Value for money strategy in place and Service Improvement Group 

Financial Regulations and standing orders in place and regularly reviewed

Timescale

Medium term financial strategy to be updated 30 June 2014

Revised financial regulations and standing orders to be approved by the Board 31 March 2015

Updated Value for money strategy to be approved by the Board 31 March 2015

Future             
Likelihood

Future             
Impact Whilst the planned controls are unlikely to improve the 

current likelihood and impact, there is a risk of the 
likelihood and impact increasing if these planned 

controls are not implemented.

1 3
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SR3

Existing Controls

1

2

3

4

5

6

7

8

Planned Controls

1

2

Future             
Likelihood

Future             
Impact Whilst the planned controls are unlikely to improve the 

current likelihood and impact, there is a risk of the 
likelihood and impact increasing if these planned 
controls are not implemented.

1 2

Development of health and wellbeing service - advocates appointed

Action plan to retain Investors in people 30 June 2014

Staff succession plan 31 March 2015

Sickness absence closely monitored - ultimately by Resources Committee

Dedicated training provided to staff

Sickness Absence review meetings held with staff (agreed trigger points)

Excellent working relationship with the trade unions

Work life balance policy in place

Timescale

1 2 1 2

Detailed staffing budgets in place and closely monitored

Procedures in place to replace staff who leave

Failure to manage organisational capacity Managing Director 

Consequence of the 
risk

Loss of key members of staff, increase in turnover of staff, increase in sickness absence 
rates - specifically around an increase in stress levels amongst existing staff

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         
Impact
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SR4

Existing Controls

1

2

3

4

Planned Controls

1

2

3

4

Failure to deliver on new projects Director of Customers and Communities 

Consequence of the 
risk

Systems in place to ensure accountability and resources identified to support 
new projects

Loss of reputation with the Council, partner agencies and stakeholders leading to reduced 
opportunities to generate additional income and customer dissatisfaction.

Annual Risk Appetite report to the Board September 2012

Specific projects or new ventures are subject to Board
approval.

Previous         
Impact

3

Project management systems in place to deliver new projects and services

Current        
Likelihood

Current            
Impact

2 3

Previous        
Likelihood

2

OngoingSpecific projects or new ventures are subject to evaluation by the Board.

Future             
Likelihood

Future             
Impact

Specific projects or new ventures are subject to Board
approval and evaluation.

Timescale

30 September 2014

Ongoing

Ongoing

2

Annual Risk Appetite report to the Board 

Specific projects or new ventures are subject to Board
approval.

Linked to the delivery of new projects effective risk management process will 
maintain the delivery of services to customers.

3
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SR5

Existing Controls

1

2

3

4

5

6

7

Planned Controls

1

2

3

Previous         
Impact

Failure to deliver effective asset management Head of Investment & Development 

Consequence of the 
risk

Properties will fall into non decency, increasing corporate complaints and potential for 
negative publicity and reputational damage to Council and TGHC.  Sustainability of 
tenancies and neighbourhoods will be adversley affected. Without effective asset 
management, investment decisions will be ill informed and priorities for the stock not 
addressed jeopardising longer term sustainability.   

Regular meetings and close working relationship with R&M teams to ensure 
maintanance issues are identified at earliest opportunity and factored into 
decisions.

2

Asset, Development and Investment Committee that provide scrutiny to asset 
management decisions.

Revisions to Staffing Structure approved by Resource Committee in September 
2013 giving some flexibility to recruit resources to support delivery of new areas 
of work. (External Funding New Build, ECO etc)

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

2 2

Regular operational meetings with Investment Partner and Capital monitoring 
meetings to oversee progress. Comntractors report with progress and KPI 
performance included for review.

2

Agreed 5 year capital programme to enable a strategic approach to investment 
decisions. 

Opportunities for external funding and innovative ways to improve energy 
efficieny of stock are identifed and taken forward as appropriate.

Timescale

Finalise and publicise Asset Management Strategy 30 June 2014

Implement Planned Maintenance Module with scheduled investmanet works 
programmes being managed within Northgate System and increase awareness 
of planned works to wider organisations - particulalry R&M

01 July 2014

2 2

Revisit Stock Condition Surveys using Foundation Tablet approach - Initially to 
target estates where data is known to contain flaws and be in need of refresh. 
From there to look to integrate stoock condition surveys with other areas of 
activity using same tablet based approach.

Ongoing

Future             
Likelihood

Future             
Impact

Condition of stock will not change so investment needs 
are only likely to increase going forward.  Funding 
available under decent homes is unlikely to be repeated 
so emphasis is on maintaining decency and ensuring we 
take a strategic approach to long term asset 
management.  Risks are unlikely to be reduced 
however.
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SR6

Existing Controls

1

2

3

4

Planned Controls

1

2

3 Work with MEARS to ensure the appropriateness of their plans 30 June 2014

Future             
Likelihood

Future             
Impact

The planned controls will ensure that this risk continues 
to be appropraitely managed.

1 3

Business Continuity team in place

MEARS have their owned dedicated plans in place

Timescale

Review and update of the Business Continuity Plan 30 September 2014

Implementation of the recommendations from the BCP exercise 30 September 2014

1 3 1 3

Business Continuity Plan in place

Business Continuity Plan exercise carried out

Failure to effectively manage business continuity Head of Corporate Services              

Consequence of the 
risk

Inability to deliver services, leading to an impact on customer satisfaction and potential 
financial losses to the Housing Revenue Account

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         
Impact
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SR7

Existing Controls

1

2

3

4

5

6

7

8

Planned Controls

1

2

Future             
Likelihood

Future             
Impact

This is an area that is already being effectively 
controlled and the future planned controls will ensure 
this continues

1 2

Recruitment of replacement Tenant Director 30 September 2014

Board Appraisals for 2014/15 31 December 2014

Annual Governance Review undertaken

Revised Committee Structure approved and rolled out including sepearate 
Audit Committee

Board Governance Pack provided to all Board Members

Comprehensive tailored induction programme provided to all new Board 
Members (recently updated)

Internal and External Audits of the company undertaken

Timescale

Board members code of conduct in place

1 2 1 2

Board consisting of 5 tenants, 5 independent and 5 Councillor Directors

Training and annual appraisal programme in place for all Board Members

Failure to manage effecive corporate governance Managing Director

Consequence of the 
risk

Failure to manage effective corporate governance could lead to poor strategic decision 
making, reputational damage to the company and could ultimately lead to direct 
intervention from the Council.

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         
Impact
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SR8

Existing Controls

1

2

3

Planned Controls

1

2

Future             
Likelihood

Future             
Impact

Despite the planned future controls this is an area where 
it is unlikely to be able to reduce the risk further.

1 3

Communications team in place to provide positive press stories and react to 
negative stories

Timescale

Continue to attend meetings with the Council Ongoing

Continue to involve customers in service delivery Ongoing

1 3 1 3

Regular meetings with the Council - Quarterly Strategic Monitoring Meetings, 
regular monthly meeting with all key Council officers, attendance at housing 
portfolio meetings, area portfolio meetings and ward issues estate tours. 

Regular involvement opportunities for customers with a number of diiferent 
options avalaible to them eg Service Improvement Groups, focus groups, 
tenants directors on the board / committees

Failure to maintain a postive reputation Managing Director

Consequence of the 
risk

Loss of confidence from the Council and our customers, negative press stories

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         
Impact
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SR9

Existing Controls

1

2

3

4

5

6

7

Planned Controls

1

2

3

4

Adverse impact of welfare reform legislation Head of Customer Services 

Consequence of the 
risk

Tenants unable or not willing to pay rent. TGHC and partners unable to meet requests 
for assistance. Mismatch between demand and supply of appropriately sized 
properties. Increase in levels of voids, with associated increase in demands on 
resources. Some properties  at risk of being unsustainable, with high turnover and low 
demand. Rental income significantly reduced due to increased rent arrears and void 
rent loss. Will lead to TGHC being unable to meet budgetary requirements within 
revenue, repair and capital budgets; - reduction in satisfaction with services and loss of 
confidence in ability to manage

Current        
Likelihood

Current           
Impact

Previous        
Likelihood

Previous         
Impact

4 4 4 4

Specialist teams provide information, advice and guidance, arrears 
prevention and recovery services and referral.
2 x Advice and Support Officer posts embedded within Rent and Income 
Service

Membership of various council-led partnership groups

Partnership arrangements with public, private and third sector agencies

Advice and support for tenants looking to downsize

Assistance given to tenants with applications for Discretionary Housing 
Payments

Timescale

Develop proposal to redesignate properties at highest risk of becoming 
unsustainable 

by June 2014

Review approach to marketing hard to let properties by Sept 2014

Further measure to assist with fuel poverty and reduce expenditure for 
tenants:  "Energy Angels" 

by Sept 2014

With partners, prepare for implementation of Universal Credit throughout 2014/15

Future             
Likelihood

Future            
Impact Planned controls will reduce the impact of welfare 

reform, but the financial impact (and impact on 
tenants) will continue to be (at least) high, and 
probably critical.

4 4
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SR10

Existing Controls

1

2

3

4

5

6

7

Planned Controls

1

2

3

4

Future             
Likelihood

Future             
Impact

Planned activity will monitor the financial impact on the 
HRA. The likliehood will continue to be (at least) high, 

and probably critical.
3 4

In conjunction with the Council, continue to review of Right to Buy sales and 
the impact on the investment programme, properties available to let and HRA 
Business Plan

Annual - March 2015

2013/14 Annual update on impact of the Right to Buy to be provided to the 
Board 

01 July 2014

Timescale

3 4 2 4

Quarterly review with the Council on applications to purchase and numbers 
sold  

Right to Buy Update provided to the Board

Adverse impact of right to buy Head of Corporate Services

Consequence of the 
risk

Reduction in stock numbers with the subsequent impact on the HRA Business Plan.   

Current        
Likelihood

Current            
Impact

Previous        
Likelihood

Previous         
Impact
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ITEM 7 
 

 

Report to Audit Committee 

16 April 2014

 
  
Title: 
 

2014/15 Internal Audit Plan and Strategy 

Report of: Chief Internal Auditor, Gateshead Council 
  

 
Purpose of Report 

 
1.  To approve the Internal Audit Plan for the year 2014/15. 
 

Summary 
 
2.  The Chief Internal Auditor has produced an Internal Audit Strategy Statement for 

2014-2017 which includes the Annual Plan for 2014/15 and this is attached at 
Appendix 1.  The plan is based upon a requirement of 196 audit days (1,470 
hours) which is the same as 2013/14.  

 
Link to values 

 
3.  This report links to the corporate value of being motivated, trained, and 

committed across the Company. 
 

Impact on tenants 
 
4.  No impact directly from this report. 
 

Risk Management Implications 
 
5.  The perceived risk of each audit is based on a thirteen point assessment taking 

into account such areas as materiality, complexity of the system, potential for 
fraud and sensitivity. Based on a score derived from the assessment, audits are 
categorised as high, medium and low priorities.  The Company’s risk registers 
and the previous year’s audit work is also reviewed.  This informs the time 
allocation and the frequency in which audits will be carried out. 

 
Financial Implications 

 
6.  The cost of the internal audit work plan is fully provided for in the 2014/15 

budget. 
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 Equality and Diversity Implications 
 
7.  There are no Equality and Diversity implications associated with this report. 
 

Value for Money implications 
 
8.  The delivery of the 2014/15 audit plan and the implementation of internal audit 

recommendations will assist in identifying efficiencies and achieving value for 
money. 

 
Consultation carried out 

 
9.  The plan has been developed following consultation with management. 
  

Recommendation 
 
10.  The Committee is asked to approve the Internal Audit Plan for 2014/15. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Contact: Jim Farquhar, Chief Internal Auditor, Gateshead Council Tel: 0191 433 3711 
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Appendix 1 

 
The Internal Audit Strategy Statement  

 
2014 ‐ 2017  

 
& Annual Plan 2014/15 
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1.   Introduction  
 

Internal  Audit  plays  an  essential  role  in  supporting  the  Company  to  achieve  its  objectives  and 
outcomes.   The Annual Audit Plan for 2014/15 has been formulated from a review of the major risks 
that the Company faces over the next 3 years.  The plan therefore focuses on areas where we can add 
the most value and provide assurance that identified risks are being properly managed.  Our objective 
over  the 3 years  is  to promote and champion  sound governance and effective and efficient  internal 
controls  throughout  the  Company  and  to  provide  objective  assurance  by  ensuring  key  business 
controls  are  operating  as  planned  and  value  for money  is  being  achieved  to  support  the  Annual 
Delivery Plan. 

 
The  Company’s  internal  audit  function  is  provided  by  Gateshead  Council’s  Internal  Audit  and  Risk 
Service which is based within the Corporate Finance Service, Finance and ICT. 

 
2.   Purpose 
 

This document sets out  Internal Audit’s Strategy  for 2014‐17 and Annual Audit Plan  for  the  financial 
year 2014/15. 
 
The purpose of the Internal Audit Strategy and Annual Audit Plan is to: 

 

 Allow  the  Chief  Internal  Auditor  to  produce  a  risk  based  annual  plan  taking  into  account  the 
requirement to give an  independent annual opinion on the overall adequacy and effectiveness of 
the Company’s framework of governance, risk management and control; 

 Ensure effective audit coverage and a mechanism to provide independent and objective assurance 
in particular to the Audit Committee and Senior Managers. 

 Identify  the key  risks  facing  the Company  that could prevent  it  from achieving  its objectives and 
determine the corresponding level of audit resources required to assess mitigating controls.  

 Add value and support senior management  in providing effective  internal controls and  identifying 
opportunities for improving value for money. 

 
3.   Key Outputs 2014‐17 
 

The Internal Audit and Risk Service will deliver the following key responsibilities: 
 

 To provide ongoing assurance to management on the Company’s control environment comprising 
systems of governance, risk management and internal control; 

 To support the Company’s values and expected standards of behaviour; 

 To be responsive to organisational change and service demands; 

 To work  together with  the Company’s external auditors  to ensure  reliance can be placed on our 
audit work where at all appropriate; 

 To  continue  to develop our  joint working  relationships with other  related  regional  and national 
groups and bodies; 
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 To embed  the  integration of  internal audit work with governance and  service  improvement and 
produce  a  clearly  co‐ordinated  risk‐based  approach  to  the  audit of business  systems  across  the 
Company; 

 To ensure agreed management actions to audit recommendations made are fully implemented; 

 Deliver effective and valued training to the Company’s managers and Audit Committee;  

 To provide an effective corporate counter fraud & corruption service and response where required. 
 

4.   Risk Analysis and Strategic Plan 
 

To allow an annual opinion on  the effectiveness of  the  internal control environment  to be delivered 
Internal Audit will review all major systems and areas of activity within a three‐year period. The three‐
year risk based strategic plan is reviewed annually after considering:  

 

 The Company’s priorities; 

 The risks documented in the strategic and operational risk registers; 

 Consultation with senior managers;  

 Changes in legislation; 

 The scope of any planned external audit work; 

 The implications of external inspection reports; 

 Time elapsed since the previous audit; and 

 The availability of resources. 
 

Once  this  information has been analysed  the perceived  level of  risk  for each audit area  is assessed 
based on thirteen areas taking into account such factors as materiality, complexity, potential for fraud 
and  sensitivity.  Based  on  a  score  derived  from  these  assessments  audits  are  categorised  as  high, 
medium or low priority which dictates where they will be audited within the 3‐year cycle.  High priority 
areas are audited on an annual basis.  A worked example of this assessment is attached at Appendix A.  
Based on this intelligence the 3‐year strategic plan is attached at Appendix B. 

 
Additional assurance  is highlighted  to  the Committee  in Appendix C which demonstrates how  the 3 
year strategic audit plan corresponds to the current risk profile of the Company.  This includes any risks 
not currently covered by Internal Audit where other assurance may be required. 

 
5.  How the service will be provided 
 

Internal audit provision  is delivered by Gateshead Council’s  in‐house  team  supplemented by a  joint 
working  arrangement with Newcastle  Council  for  any  ICT  auditing.    This  arrangement will  be  kept 
under review on an annual basis over the 3‐year period. 

 
In  order  to  deliver  the Annual Audit  Plan  at  the  required  quality  and  professionalism, we  strive  to 
ensure the team have the required mix of skills and experience. All our  internal audit employees are 
either  fully  qualified  CCAB  Accountants  and/or  qualified  Association  of  Accounting  Technicians;  or 
undertaking professional studies. 

 
Our professional judgement has been applied in assessing the level of resources required to deliver the 
Annual Audit Plan. The level of resource applied is a product of: 

  

 The complexity of the areas to be reviewed; 
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 Factors such as number of locations, number and frequency of transactions; and 

 Assurance  that  can  be  brought  forward  from  previous  audits  and  other  internal  and  external 
reviews carried out. 

 
Staff development needs are continually assessed to ensure we maintain the optimal level and mix of 
skills required to deliver a highly professional and added value internal audit service.   

 
6.  Performance Management 
 

We will continually ensure compliance with relevant professional standards through a combination of 
internal  and  external  reviews  of  compliance  and  quality; with  the  outcomes  reported  to  the Audit 
Committee.  Examples of this include: ‐ 

 

 Internal self assessments by the Chief Internal Auditor 

 Customer satisfaction questionnaires 

 Any reliance placed on our work by external auditors 

 Annual benchmarking information 

 External assessment every 5 years by a recognised, qualified and independent assessor 
 

To  achieve  the  planned  coverage  for  2014/15,  deliver  a  high  standard  of  customer  care  and 
demonstrate effectiveness of the service, we have well established internal performance targets based 
on  best  professional  practice.    The  following  indicators  will  be  reported  to  the  Committee  on  a 
quarterly basis: ‐ 

 
Internal Audit Indicators: 

 

Performance Indicator Target

Number of audit assignments completed against 
annual plan 

96% 

Audits completed within agreed time 
 

90% 

 
Management Indicators: 

 

Performance Indicator  Target 

Number of draft reports agreed and returned within 2 
weeks 

90% 

Number of audit recommendations implemented 
 

90% 
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Appendix A - Risk Assessment - Internal Audit of Rent Collection

1 2 3 4 5

1 Annual Gross 

Income or 

Expenditure Budget

Up to £500,000 £500,001 ‐ £1million £1‐5million £5‐10million Over £10million 10 5 50

2 Potential losses from 

cash and other 

desirable goods

Less than £5K £5‐25K £25K‐100K £100‐250K Over £250K 5 1 5

3 Volume of 

transactions per 

annum

Less than 999 1,000 ‐ 9,999 10,000 ‐ 99,999 100,000 ‐ 199,999 More than 200,000 10 5 50

4 Complexity of 

system

Simple Straightforward Some Complexities Complex Very Complex 10 4 40

5 Adverse publicity Minimum impact on 

the organisations 

image

Adverse internal 

criticism

Adverse external 

criticism

Public/media local 

concern

Public/media national 

outrage

8 2 16

6 Operational impact Minimal disruption to 

internal company 

operations

Minimal disruption to 

public and 

stakeholders

Noticeable disruption 

to internal operations, 

public and 

stakeholders

Major disruption to 

internal company 

operations and 

curtailment of ability 

to fully achieve the 

organisations strategic 

objectives.

Major disruption to 

public and 

stakeholders and 

inability of 

organisation to 

achieve strategic 

objectives.

10 3 30

7 Audit Opinion Operating Well Satisfactory Significant Weakness 4 1 4

8 Time since last audit   1 year 2 years 3 years Never/ over 3 years/ 

follow up

3 2 6

9 Experience of 

management and 

staff

All managers and 

employees are highly 

experienced in their 

roles.

Managers and 

employees have 

adequate skills and 

experience.

Managers and key 

employees lack 

relevant skills, 

qualifications and 

experience.

1 3 3

10 Staff 

Turnover/Current 

Vacancies

No changes since last 

audit

  Some recent turnover 

and new staff in key 

roles

High turnover and 

restructuring.  

Currently vacancies in 

key roles.

1 3 3

11 Level of Supervision High Adequate Low 3 3 9

12 New systems and 

innovations

No changes since last 

audit

New system 

introduced in the last 

1‐2 years

New system has been 

introduced since last 

audit either ICT or 

process

1 2 2

13 Legislative change No changes since last 

audit

Minor legislative 

changes since last 

audit

Significant changes, 

full details of new 

statutory framework 

unclear

3 5 15

233

RISK RATING SCORE AUDIT FREQUENCY

Low 149 or less once every 36 months

Medium 150 to 210 once every 24 months

High over 210 once every 12 months
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Appendix B - The Gateshead Housing Company Three Year Internal Audit Plan 2014/17
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General Advice, Consultancy and Systems 
Review

  12 40 40 40

Audit Committee 12 30 30 30
Total Management Activities 70 70 70

Creditors 251 High 12 70 70 70
Budget Setting and Monitoring 250 High 12 40 40 40
Capital Programme 258 High 12 75 75 75
Company Payroll 255 High 12 50 50 50
Main Accounting 266 High 12 40 40 40
Insurance Arrangements 219 High 12 35 35 35
Rent Arrears 255 High 12 160 160 160
Rent Collection 233 High 12 70 70 70
Total Fundamental Financial Systems 540 540 540

Business Continuity Arrangements 158 Medium 24 0 40 0

Risk Management 185 Medium 24 60 0 60

Governance 174 Medium 24 0 40 0

Performance Framework 157 Medium 24 0 50 0

Information Security Management and 
Governance

151 Medium 24 0 60 0

Counter Fraud Arrangements 175 Medium 24 0 50 0

Total Corporate Governance 60 240 60

Keelman Homes 226 High 12 160 160 160
Total Corporate Governance - Keelman 
Homes

160 160 160

Tenancy Allocation and Lettings 270 High 12 100 100 100
Housing Establishments 266 High 12 90 90 90
Repairs 269 High 12 90 90 90
Corporate IT 239 High 12 10 10 10
VAT Procedures 157 Medium 24 30 0 30
Leaseholder Service Charges 160 Medium 24 50 0 50
Asbestos Management 155 Medium 24 0 70 0
Human Resources 168 Medium 24 20 0 70
Health and Safety 151 Medium 24 0 70 0
Void Management 177 Medium 24 100 0 100
Gas Servicing 198 Medium 24 40 0 40
Access Management - IT Audit 149 Low 36 60 0 0
Change Management - IT Audit 149 Low 36 0 60 0
Incident Management - IT Audit 149 Low 36 0 0 60
Communications 112 Low 36 50 0 0

Fundamental Financial Systems

Corporate Governance 

Corporate Governance  - Keelman Homes

Strategic and Operational Risks
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Value for Money and Efficiency Arrangements 147 Low 36 0 50 0

Equality and Diversity 129 Low 36 0 50 0
Complaints 96 Low 36 0 0 50
Asset Management IT 133 Low 36 0 50 0
Home Rewards 103 Low 36 0 0 50
Furnished Tenancies 137 Low 36 0 50 0
Anti-Social Behaviour 140 Low 36 0 40 0
Total Strategic and Operational Risks 640 730 740

Management Activities 70 70 70
Fundamental Financial Systems 540 540 540
Corporate Governance 60 240 60
Corporate Governance - Keelman Homes 160 160 160
Strategic and Operational Risks 640 730 740
Total Hours 1,470 1,740 1,570

SUMMARY
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APPENDIX C 

RISK PROFILE MAPPING 

The following tables show the heat maps of the current Strategic and Operational Risk.  The 

numbers in the top of the cells relate to the number of risks ranked in that area of the map.  The 

numbers in the bottom of the cells relate to the risks covered by the 3 Year Strategic Internal 

Audit Plan.  

STRATEGIC RISKS HEAT MAP 

Li
ke
lih

o
o
d
 

Almost Certain        1 

  1 

Likely        1 

  0 

Moderate    1  1   

  1  1 

Unlikely    2  4   

  2  4 

    Low  Medium  High  Critical 

    Impact 

Risks not covered:   SR10 – Adverse impact of right to buy 

 

CORPORATE SERVICES ‐ OPERATIONAL RISKS HEAT MAP 

Li
ke
lih

o
o
d
 

Almost Certain         

   

Likely  1    1   

  1  1   

Moderate    7  11  2 

  6  10  2 

Unlikely    1  9  1 

  1  7  1 

    Low  Medium  High  Critical 

    Impact 

Risks not covered:  F14 – Pension liabilities may increase and become unserviceable 

      F15 – Service level agreements not reviewed 

      HR6 – Absence due to an epidemic 

      HR7 – Industrial action 

 

 

CUSTOMERS AND COMMUNITIES ‐ OPERATIONAL RISKS HEAT MAP 

Li
ke
lih

o
o
d
 

Almost Certain      1  2 

  1  2 

Likely    3  2   

    3  2   

Moderate    6  1  4 

  6  1  4 

Unlikely        7 

      7 

    Low  Medium  High  Critical 

    Impact 

All risks covered    49



 

 ITEM 8 
 

 

Report  to Audit Committee 

16 April 2014

 
  
Title: 
 

2013/14 Internal Audit Plan – Year End Progress Report 

Report of: Chief Internal Auditor, Gateshead Council 
  

 
Purpose of Report 

 
1. This report outlines the year end position of the Internal Audit Service against the 

audit plan for the financial year 2013/14.  
 

Summary 
 
2. The Audit Plan for 2013/14 was agreed by this Committee on 15th May 2013.  

Progress against the plan as at 31st March 2014 is detailed in Appendix 1.   
 
3. The Internal Audit Strategy 2013-16 was agreed by the Committee on 3rd July 

2013 and details our performance management targets.  The table below sets 
out the year end position against each target.  

 
Performance Indicator Actual Position 

at 31/03/14 
Annual 
Target 

Actual hours against planned hours 
achieved in 2013/14 

125% 97.25% 

Number of audit assignments 
completed against annual plan 

19 (86.3%) 22 (100%) 

Number of audit recommendations   
implemented 

76% 75% 

Audits completed within agreed time 95% 90% 
Customer satisfaction levels 
 

100% 97.5 – 99% 

 
4. As at 31st March 2014 125% of actual to planned hours have been completed.  

This is in excess of the target for the year but does include hours for audits 
brought forward from 2012/13. As at the year end nineteen final and two draft 
reports have been issued and a further one audit is currently in progress and due 
to be completed soon.   

 
Link to values 

 
5. This report links to the following company values: - 
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 Being honest, accountable and transparent 
 Being motivated, trained and committed. 

 
Risk Management Implications 

 
6.  The perceived risk of each audit is based on a thirteen point assessment taking 

into account such areas as materiality, complexity of the system, potential for 
fraud and sensitivity. Based on a score derived from the assessment, audits are 
categorised as high, medium and low priorities. This informs the frequency in 
which audits will be carried out. 

 
Financial Implications 

 
7.  The cost of the internal audit work plan is fully provided for in the 2013/14 

budget. 
 

Equality and Diversity Implications 
 
8.  There are no Equality and Diversity implications associated with this report. 
 

Value for Money implications 
 
9.  The delivery of the 2013/14 audit plan and the implementation of internal audit 

recommendations will assist in identifying efficiencies and achieving value for 
money. 

 
Health Implications 

 
10.   There are no Health implications associated with this report. 
 

Environmental Implications 
 
11.   There are no Environmental implications associated with this report. 
 

Impact on Customers 
 
12.   Implementation of the recommendations will provide our customers with a better 

service in terms of customer care. 
 

Consultation carried out 
 
13.  The audit plan was developed following consultation with all relevant 

stakeholders within the Company. 
 

Recommendation 
 
14. The views of the committee are sought on whether it is satisfied with progress 

against the 2013/14 Internal Audit Plan. 
 
 
Contact:  Jim Farquhar, Chief Internal Auditor, Gateshead Council Tel: 0191 433 3711 
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Appendix 1

Rating Score Opinion

CORPORATE SERVICES
1 Capital Programme High 258 10.7 1 Final Report Issued Operating Well

2

Counter Fraud 
Arrangements Medium 178 6.7

1
Final Report Issued Satisfactory

3 Performance Framework Medium 157 6.7 1 Final Report Issued Operating Well
4 Governance Medium 153 5.3 1 Final Report Issued Satisfactory
5 Asbestos Management Medium 152 9.3 1 Final Report Issued Satisfactory

6

Business Continuity 
Arrangements Medium 159 5.3

2
Final Report Issued Satisfactory

7 Human Resources Medium 155 9.3 2 Final Report Issued Significant Weakness
8 Complaints Low 93 6.7 2 Final Report Issued Satisfactory
9 Creditors High 255 10.0 3 Final Report Issued Operating Well

10

Budget Setting and 
Monitoring High 250 5.3

3
Final Report Issued Operating Well

11 Main Accounting High 266 5.3 3 Final Report Issued Satisfactory

12

Information Security 
Management Medium 195 9.3

3
Final Report Issued Satisfactory

13 Health and Safety Medium 151 4.0 3 Final Report Issued Satisfactory
14 Company Payroll High 255 6.7 4 Final Report Issued Satisfactory
15 Insurance Arrangements High 218 3.3 4 Final Report Issued Operating Well
16 Corporate IT High 239 1.3 4 Final Report Issued Satisfactory

105.3

CUSTOMERS & 
COMMUNITIES

17 Keelman Homes High 227 13.3 1 Final Report Issued Satisfactory
18 Rent Arrears High 252 20.0 2 Final Report Issued Satisfactory
19 Rent Collection High 235 9.3 3 Final Report Issued Operating Well

20

Tenancy Allocation and 
Lettings High 270 13.3

4
Draft Report Issued

21 Repairs High 269 12.0 4 In progress
22 Housing Establishments High 266 12.0 4 Draft Report Issued

80.0
GENERAL
Audit Committee 6.7
General Advice, Consultancy 
and Systems Review

4.0
10.7

TOTAL DAYS 196

Risk Score Categories:
High: >210
Medium: 150-210
Low: 0 - 149

Planned 
Report to 
Committe

Progress at 31st 
March 2014Internal Audit Plan 2013/14

Planned 
Days

Risk
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