Joint Report of the Chief Constable and Treasurer
to the Chair and Members

of the Audit & Internal Control Panel

14th June 2011

Executive Officer: Michael Porter, Treasurer

Ann Hall Assistant, Assistance Chief Officer
(Finance & Commissioning)
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Annual Governance Statement 2010/11
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1.2

2.1

2.2

Purpose

Authorities, including Police Authorities, are required to prepare an Annual
Governance Statement (AGS). Though the statement is published within the
Annual Statement of Accounts, it should be considered and agreed as a
separate document as it is about all corporate controls and not confined to
financial issues. Guidance from CIPFA envisages that the statement is
reviewed by a Member group during the year (rather than just at year end) as
an integral and indeed critical component of the review process.

The Audit and Internal Control panel has been tasked with this role in the light
of its other remits.

Recommendations
That Members

Agree, subject to any amendments Members feel are necessary, the draft of
the 2010/2011 Annual Governance Statement as per Appendix A.

Agree the Annual Governance Statement, as per Appendix A and subject to
any amendments referenced in 2.1, be submitted to the Police Authority
Executive on the 23™ June 2011 for approval.
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3.2

3.3

3.4

3.5

3.6

Reasons

The Police Authority Executive on the 11" December 2007 received a report
about the arrangements required under the Account and Audit Regulations,
and defined proper practices to publish an Annual Governance Statement
(AGS). The Executive agreed to build upon the existing arrangements for
production of the Statement of Internal Control. This means that the Audit
and Internal Control Panel has the responsibility to review the draft AGS, and
to make recommendations to the Executive meeting. The draft has been
drawn up using the CIPFA/SOLACE framework and the guidance referred to
below.

The CIPFA/SOLACE working group has produced a governance framework. It is
an interrelated system that brings together an underlying set of legislative
requirements, governance principles and management processes. Most
crucially, however, is the doctrine that good governance relates to the whole
organisation.

The governance framework itself remains a discretionary code and is offered to
organisations as good practice. It outlines six core principles of good
governance focussing on the systems and processes for the direction and
control of the organisation and its activities through which it accounts to,
engages with and leads the community. The degree to which the Authority
follows these principles should be declared in its Annual Governance Statement.
It is this statement that has the legal backing of Regulation 4 of the Accounts
and Audit Regulations from 2007/8.

Separate guidance to the governance framework tailored for local authorities
has been compiled by CIPFA/SOLACE. A further document tailored for police
authorities prepared in conjunction with the APA and ACPO has been published
(Delivering Good Governance in Local Government — /nterim Guidance Note for
Police Authorities and Forces in England and Wales).

It was recognised that additional guidance was required because policing is
different to other local government structures and requires specific and
separate guidance about implementing the good governance Framework.
Unlike local authorities, police authorities are largely bodies of governance, not
delivery: which is broadly the function of forces. Whilst this makes good
governance the core business of police authorities and extremely important to
them, many (but not all) of the operational management functions that would
be carried out by the Chief Executive in a local authority are delegated to Chief
Officers and delivered by police forces. This is separate from, but related to,
the concept of ‘operational responsibility’ of Chief Officers within the law, which
ensures they have command and control of key policing and security functions
without undue interference.

However, there are certain aspects where the police authority has a direct
responsibility for managing its own business. These are not delegated to the
Chief Officer, and in these respects, for instance, ensuring it has the capacity
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4.1

4.2

4.3

4.4

4.5

and structures in place to fulfil its statutory functions, it retains responsibility
for its own operational management.

To reflect the separate functions of police authorities and police forces,
structures have been developed which are specific to the needs of policing, but
different to other local authority structures. For example, police authorities
operate corporate decision making arrangements, while most local authorities
operate executive arrangements. This also means that police authorities do not
have overview and scrutiny structures in the same sense as they exist in local
authorities, where they operate as a check and balance on the power of the
executive. However, a significant function of police authorities is to monitor and
challenge force activity, so in this sense they have a scrutiny function. The
references to scrutiny in the good governance Framework therefore need to be
interpreted in this context.

As a consequence of the above the guidance offers alternatives for production
of AGS. There may be an AGS for a Police Authority, and a separate one signed
by the Chief Constable for the Force. Alternatively there can be a combined
AGS for the Authority and the Force, and this is what the Executive agreed at
its meeting on 11" December 2007.

Elsewhere on today’s agenda there are reports relating to various aspects of
production of the AGS. Subject to Members views and comments on these
preceding AGS related reports, the Panel is asked to consider and amend as
appropriate the final draft of the Annual Governance Statement 2010-2011
contained at Appendix A to this report. The document will then be presented by
the Chief Executive and the Chief Constable to the Police Authority Executive
for consideration separately from the Annual Statement of Accounts at its
meeting on the 15" June 2011.

Implications

Finance
There are no specific monetary implications within the report.

Sustainability
Servicing the AGS process flows out of the Authority’s and Force’s processes &

procedures and as such is accommodated within existing staffing resources.

Diversity and Equal Opportunities
There are no diversity or equal opportunity implications in this report.

Human Rights Act
There are no Human Rights Act implications arising from this report

Risk

Publication and approval of the Annual Governance Statement is a mandatory
requirement. Failure to achieve this would undermine the Authority’s progress
in promoting corporate governance and driving up performance.



5.1

The Authority could also expose itself to risk to its reputation if the External
Auditor concluded that proper practices were not being followed in preparing
the AGS, and commented on this in a public report.

The arrangements set out in this report mitigate these risks.
Conclusions

The purpose of the Annual Governance Statement process is to provide a
continuous review of the effectiveness of an organisation’s governance
arrangements including internal control and risk management systems. This is
intended to give assurance on their effectiveness or otherwise leading to an
action plan to address identified weaknesses.

Sean Price Michael Porter
Chief Constable Treasurer
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Annual Governance Statement

Position as at 31° March 2011 including plans for the financial year
2011/2012

1.

1.1

1.2

1.3

1.4

SCOPE OF RESPONSIBILITIES

Cleveland Police Authority is responsible for ensuring its business is
conducted in accordance with the law and proper standards, and that
public money is safeguarded and properly accounted for, and used
economically, efficiently and effectively. The Authority also has a duty
under the Local Government Act 1999 to make arrangements to secure
continuous improvement in the way in which its functions are
exercised, having regard to a combination of economy, efficiency and
effectiveness.

In discharging this overall responsibility, the Authority is also
responsible for putting in place proper arrangements for the
governance of its affairs and facilitating the exercise of its functions,
which includes ensuring a sound system of internal control is
maintained through the year and that arrangements are in place for
the management of risk.

At its meeting on 11th December 2007, the Authority approved and
adopted a revised Code of Corporate Governance, which is compliant
with CIPFA/SOLACE principles of good governance, and guidance. It
has been the subject of regular review and updating since then. A copy
of the current Code is on our website or can be obtained from
Cleveland Police Authority, Police Headquarters, Ladgate Lane
Middlesbrough, TS8 9EH.

This statement explains how the Authority has complied with the code
and also meets the requirements of regulation 4(2) of the Accounts
and Audit regulations 2003 as amended by the Accounts and Audit
(Amendment) (England) regulations 2006 in relation to the publication
of a statement on internal control.
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2.1

2.2

2.3

3.1

3.2

3.3

THE PURPOSE OF THE GOVERNANCE FRAMEWORK

The governance framework comprises the systems and processes, and
culture and values by which the Authority is directed and controlled
and its activities through which it accounts to and engages with the
community. It enables the authority to monitor the achievement of its
strategic objectives and to consider whether those objectives have led
to the delivery of appropriate, cost-effective services, including
achieving value for money.

The system of internal control is a significant part of that framework
and is designed to manage risk to a reasonable and foreseeable level.
It cannot eliminate all risk of failure to achieve policies, aims and
objectives; it can therefore only provide reasonable and not absolute
assurance of effectiveness. The system of internal control is based on
an ongoing process designed to identify and prioritise the risks to the
achievement of the Authority’s policies, aims and objectives, to
evaluate the likelihood of those risks being realised and the impact
should they be realised, and to manage them effectively, efficiently and
economically.

An approved governance framework has been in place at the Authority
for the year ended 31% March 2011 and up to the date of approval of
the statement of accounts on 23rd June 2011.

THE GOVERNANCE FRAMEWORK

Although the Chief Constable is responsible for operational policing
matters, the direction and control of police personnel, and for putting
in place proper arrangements for the governance of the Force, the
Authority is required to hold him or her to account for the exercise of
those functions and those of the persons under his/her direction and
control.

It therefore follows that the Authority must satisfy itself that the Force
has appropriate mechanisms in place for the maintenance of good
governance, and that these operate in practice.

The Authority

The authority now has a well established process to review its Code of
Governance at least annually, and to ensure its panel structure meets
its needs. Changes to the Code were agreed at the meeting on 3™ June
2010 and included:



3.3.1 Changes to the Terms of Reference for Panels were amended following
the agreed changes to the Panel structure in November 2009:-

The new Policy and Resources Panel’s terms of reference now
incorporate those from the previous Human Resources and
Diversity Panel.

Reference to the defunct Strategic Procurement and Major
Projects Panel has been removed. Responsibilities have reverted
to the Police Authority Executive.

Minor change to the Standards Committee terms of reference to
reflect the Standards Committee Regulations 2008 — dealing
with complaints against Members.

3.3.2 A change to the Members Code of Conduct was added with a new sub-
section being inserted which reads:

A Member must treat Authority and Force information as
confidential where appropriate, especially when material is
marked as “under the line” or “confidential” or "private” ; or
when it is of a sensitive or personal nature and is not for public
disclosure. Such information, whether electronic or hard copy,
must be managed and disposed of in line with the principles of
the Data Protection Act. Members are responsible for the safe
and secure disposal of confidential waste.

3.3.3 The Code was updated as a result of the following legislation and
regulation:-

a. The Police and Crime Act 2009 with particular reference to the
following:-

e Changes to the Police Act 1996 (c.16, Section 6 (2)) —
matters which police authorities must have regard to in
discharging their functions. Reference to taking account of
the views of people in the authority’s area about policing in
that area, including a duty on HMIC to check on compliance.

e Changes to Police Act 1996 (Section 23) allowing for police
force and police authority collaboration agreements.

b. Police Authority (Community Engagement and Membership)
Regulations 2010 with particular reference to the following:-

e Police authorities must obtain the views of a wide range of
diverse people, including businesses, about matters
concerning the policing of their area.

e Provisions for elected Mayors to sit on police authorities.



3.4

3.5

3.6

e Provisions that Members appointed must represent the
interests of a wide range of people and promote diversity.

e Provisions regarding the election of the Chair, including
his/her removal.

e Provisions to change the make up of the independents’
selection panel.

c. Police Authority (Particular Functions) Regulations 2010 in
respect of provisions to strengthen the police authority’s duty to
monitor complaints against the Force, with interventions where
necessary to ensure a satisfactory response.

d. Police Authority (Policing Plan) Regulations 2010 whereby the
authority must publish a Value for Money Statement within the
Policing Plan each year.

e. Reference to policy outlined in the Policing White Paper 2009.

The Audit & Internal Control Panel has the remit to act as the
Authority’s Audit Committee. Force performance is scrutinised by the
Operational Policing panel, whilst responsibility for overseeing financial
management, efficiency and effectiveness rests with the Policy &
Resources panel. All panels report to the Police Authority Executive
largely on a two monthly cycle. The frequency of meetings has
changed to reduce bureaucracy whilst ensuring timely decision making
and this has been assisted by an annual timetable of decision making
and scrutiny by panels.

The Code of Corporate Governance is accessible through the
authority’s website. It meets the principles of the CIPFA/SOLACE
Framework: Delivering Good Governance in Local Government. The
next major review is to be considered at the authority’s June meeting
and will include updates to the Terms of Reference of the Standards
Committee, the Leadership Panel and the Joint Risk Management
Group. These have been agreed during the year as part of the ongoing
process to ensure that the Governance Framework is updated and
reviewed on a regular basis.

The Force

Within the Force, the Chief Constable has assigned to members of his
Force Executive specific areas of responsibility, including key elements
of the internal control environment. Executive officers attend those
panels whose remits cover their areas of responsibility to present
reports and answer questions on behalf of the Chief Constable. The
Chief Constable particularly attends the Policy & Resources Panel, and
Police Authority Executive meetings.
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4.1

4.2

The work of the Force Executive is supported by Service Units.

This support structure is designed to manage service delivery whilst
ensuring that effective governance is applied throughout the Force.
The Corporate Planning and Governance Service Unit has direct
responsibility for business planning, policy co-ordination, change and
corporate performance management and risk management / service
continuity. Whilst the Operational Performance Team has a more day
to day focus on improving Force performance including operations
audit, inspection and review. The Strategic Development Group
oversees development of operational and business policies. This is
chaired by the Chief Constable. It follows the Chief Constable’s
operational vision of Putting People First, and is guided by the local
and national Policing Plan, applicable legislation and best practise. All
of these have key roles in corporate governance.

The Force Performance Management Framework is well established
with monthly performance reviews with service unit managers by the
Executive lead officers.

The Chief Constable has tasked the Deputy Chief Constable to lead the
Project Board which co-ordinates the efforts of the Force to ensure a
sound system of governance and to co-ordinate an appropriate
response to the significant governance issues listed at Section 5 of the
Statement.

REVIEW OF EFFECTIVENESS

The Authority has responsibility for conducting, at least annually, a
review of the effectiveness of the governance framework, including:

. the system of internal audit
. the system of internal control

These reviews have been completed by the work of the Joint Risk
Management Group, surveying of all Service Unit Managers, internal
auditors, Panels and also managers within the Authority and Force who
have the responsibility for the development and maintenance of the
governance environment. In addition comments made by the external
auditors and other review agencies and inspectorates have informed
this review. Brief comments on their roles are as follows:-



The Surveying of Service Unit Managers

The purpose of this is to conduct a review of governance
arrangements including systems of internal control, in accordance
with CIPFA guidance. This is achieved by gathering evidence and
for example, surveying managers about compliance with the control
framework. The outcome of this work is reported to management
and to the Audit & Internal Control Panel. For the first time in 2010-
11 this survey and the evidence which supports compliance with
the systems of internal control is the subject of an Internal Audit
review. The results of this survey aids in the drafting of the Annual
Governance Statement, including identification of areas for
improvement and for further management and Member scrutiny.

Internal Audit:

The responsibility for maintaining and reviewing the system of
internal control rests with the Authority. In practice however the
Authority takes assurance from the work of Internal Audit (it has
procured its Internal Audit function from RSM Tenon). In fulfilling
this responsibility:

- Internal Audit operates to CIPFA’'s Code of Internal Audit
Practice 2006 and the Accounting Practices Board Guidance
for Internal Auditors. The Authority received a self
assessment from internal audit on 21° April 2011 in relation
to compliance against the 2006 CIPFA Code. It is satisfied
that Internal Audit operates to the standards set out in the
Code and can take assurance from their opinion.

- The Code requires the Head of Internal Audit to include in
the annual internal audit report an opinion on the internal
control environment; providing any details of weaknesses
that qualify this opinion and bringing to the attention of the
Authority any issues particularly relevant to the preparation
of this Annual Governance Statement. The Audit & Internal
Control Panel formally received the Internal Audit Annual
Report for 2010/2011 on 21°% April 2011 and endorsed the
Head of Internal Audit’'s assurance on internal control.

- Internal Audit reports to the Chief Executive and the Audit &
Internal Control Panel. Prior to each meeting of the Panel all
of its Members have a collective opportunity to meet with
the Head of Internal Audit. Protocols also provide for the
Chair and Vice Chair to meet privately with the Head of
Internal Audit if and when required.

- Internal audit work is planned using a risk-based approach
that aims to ensure that the Treasurer's responsibilities



External Audit — the Audit Commission in its annual audit letter
reports on:
- The Authority’s accounts; and
- Whether the Authority has made proper arrangements for
securing economy, efficiency and effectiveness in its use of
resources.

External audit express an opinion on the adequacy of internal audit
work. After each meeting of the Panel all of its Members have a
collective opportunity to meet with the Audit Manager.

Audit and Internal Control Panel

This panel acts as the Audit Committee for the Authority. During
2010-2011 the Panel has met formally on 5 occasions to conduct its
business. Business includes, but is not limited to consideration and
scrutiny of: proposed changes to internal control arrangements such
as new Contract Standing Orders; exemptions from tendering; the
Annual Governance Statement; and the Annual accounts. It also
receives all internal audit reports, and those from the external
auditors related to its remit. Implementation of recommendations
from these reports is reported to the panel.

On behalf of the Panel the Chair and Vice Chair attend the Quarterly
Audit meeting which is comprised of internal auditors, external
auditors and officers.

Joint Risk Management Group

This Group has the responsibility to engender and support a culture of
risk management across the Police Authority and the Force in a
consistent manner, to promote the embedding of risk management
within integrated business and financial planning processes and to
consider relevant recommendations flowing from inspections,
assessments and reviews, and monitor progress of action plans.

The Group is now Chaired by the Vice Chair of the Authority which
ensures the required links into the Leadership Panel and is also
attended by the Vice Chair of the Audit and Internal Control Panel.

The work of this group is part of the Annual Governance Statement
delivery process and reported through the Audit and Internal Control
Panel.
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e Leadership Panel

The Leadership Panel, whose Membership consists of the Chair and
Vice Chair of the Police Authority and the Chairs of the Police
Authority Panels, has a broad remit to consider all aspects of
leadership for the Force and Authority. Within the remit it has a range
of responsibilities in relation to Governance that specifically includes
the ownership and monitoring of both the Risk Register and the
Business Plan of the Authority.

e Operational Policing Panel

The Panel’s remit includes monitoring and scrutinising the Force’s
performance; in reducing crime and increasing offences brought to
justice; against the operational objectives set in the Annual Policing
Plan; and against the components of the Assessment of Policing &
Community Safety.

e Professional Standards Panel

To ensure the Authority fulfils its role to secure an effective and
efficient police service in respect of complaints against police (CAP).

e Standards Committee

The Standards Committee is a requirement of the Local Government
Act 2000. This Committee deals with statutory issues such as
hearing cases referred by the Standards Board. The Standards
Committee has an Independent Chair and Vice Chair who are not
regular members of the Police Authority but classed as co-opted
members for this purpose.

Assurance is drawn from a number of other sources, for example,
HMIC, Health & Safety Inspectorate, external insurers, partners, and
organisations such as the courts. The Audit & Internal Control Panel
reviews the sources of assurance as part of the AGS process. This
review takes place annually.

We have been advised on the implications of the result of the review of
the effectiveness of the governance framework by the Audit & Internal
Control Panel and a plan to address areas for improvement and ensure
continuous improvement of the system is in place.



5. SIGNIFICANT GOVERNANCE ISSUES

5.1  The following matters are to be classified as significant:

The system of internal control is based on an ongoing process
designed to identify and prioritise the risks to the achievement
of the Authority’s policies, aims and objectives. The Long Term
Financial Plan approved by Members in February 2011 identified
a significant amount of savings ‘Graded Red’ and in need of
developing. The savings were to be delivered from a range of
workstreams being undertaken by the Futures Group. A key
Governance issue for the Authority will be the close scrutiny of
the Force’s progress in delivering these workstreams, in
conjunction with the close monitoring of the financial
performance through both the Policy and Resources Panel and
the Police Authority Executive

5.2 In addition to the Significant Governance issues there are also some
issues which require further/continued focus:

The Force is currently under going a significant amount of
restructuring as a result of outsourcing the vast majority of its
support functions in October 2010. This restructuring is
expected to continue throughout 2011-12. It is important that
these changes are embedded, that the governance
arrangements for both the management of the contract and the
responsibility of service delivery are clearly set out and
incorporated into the structures and documentation of the Force
and that these are reported to those charged with Governance
for both scrutiny and information.

The system of internal control is based on an ongoing process
designed to identify and prioritise the risks to the achievement
of the Authority’s policies, aims and objectives. One of the most
significant of these aims and objectives is to protect ‘frontline
services’ given the back drop of significant funding cuts,
however there is no internal definition of what these services
are and therefore it is impossible for the Authority to assess the
risks to achieving this objective and the impact of not achieving
this aim.

The HR Policies and Procedures were the subject of an Internal
Audit Review during 2010-11. The review was conducted to look
into the following risk ‘Increased cost and possible litigation in
relation to current workforce policies and the potential failure to
apply effective employment law practices.’” As highlighted in the
report to the Audit and Internal Control Panel in December 2010
there needs to be consistently applied and effective action taken
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5.3  We propose over the coming year to take steps to address the above
matters to further enhance our governance arrangements. We are
satisfied that these steps will address the need for improvements that
were identified in our review of effectiveness and will monitor their
implementation and operation as part of our next annual review.

Signed this 23" June 2011 by

Julie Leng Sean Price QPM
Acting Chief Executive of Chief Constable of
Cleveland Police Authority Cleveland Police

On behalf of the Members and officers of
Cleveland Police Authority and Cleveland Police.
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