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Client Management of Octavo Partnership 2016/17

Executive Summary

P Introduction

The Octavo Partnership delivers school improvement services across the Borough
of Croydon and beyond. In light of significant budget cuts, it was necessary to find
a new and innovative way of providing services to Croydon schools. The Octavo
Partnership sells discretionary support services to schools directly, whilst
delivering statutory services on behalf of Croydon Council. Staff of the Octavo
Partnership continue to work with staff at Croydon Council to create a service that
supports schools.

The Octavo Partnership was established as a mutual trading company in April
2015, The Articles of Association and Members' Agreement bestow upon London
Borough of Croydon a 40% voting share, with 40% allocated to the Croydon
Headteachers’ Association and the remaining 20% allocated to staff Members.
Certain matters, such as alteration of the Mutual’s objectives, require a unanimous
vote, and the quorum for Board meetings requires that there is at least a 40%
representation from the Council.

This audit was undertaken as part of the Intemal Audit Plan for 2016/17, as agreed
by the Council's General Purposes and Audit Committee.

5 Key Issues

The service charges paid to Octavo were not in accordance with the fees set out in the contract
and there was an inadequate audit trail showing how these were varied. (Rec 1)

The responsibility for monitoring receipt of rental payments from Octavo and levying interest
payments is unclear. (Rec 2)

Monitoring of compliance with the Education Services specification is inconsistent and
evidence of robust monitoring of KPlIs could not be provided. {Rec 3)

Minutes to the Strategic and Project Boards responsible for Octavo contract management were
requested but could not be provided. {Rec 4)

Priority 2 Recommendations

Historically, Octavo invoices have been received late after the invoice date by Accounts
Payable, which has slowed down payment. (Rec 5)

It is not clear whether ad-hoc expenditure with Octavo is 'on-contract’ or ‘off-contract’ spend
and there is no evidence this is being monitored on a regular basis. (Rec 6).

During our audit we requested copies of budgetary control reports/management
accounts directly from Octavo and these were not provided. Although we have not
seen management accounts during the course of our work, we were provided with
Octavo Board and Finance and Policy Committee minutes which evidenced that
Directors were presented with these between December 2015 and May 2016. We
were also able to confirm that a new Board reporting pattern was set from July
2016 onwards, which included provision for regular financial reporting. We have
not therefore raised a recommendation in regards to this issue.
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1.2

1.3

2.2

2.3

INTERNAL AUDIT TERMS OF REFERENCE

Client Management of Octavo Partnership
INTRODUCTION AND BACKGROUND

The Octavo Partnership delivers school improvement services across the Borough
of Croydon and beyond. In light of significant budget cuts from 2015, it was
necessary to find a new and innovative way of providing services to Croydon
schools. The Octavo Partnership sells discretionary support services to schools
directly, whilst delivering statutory services on behalf of Croydon Council. Staff of
the Octavo Partnership continue to work with staff at Croydon Council to create a
service that supports schools.

The Octavo Partnership was established as a mutual trading company in April
2015, The Articles of Association and Members’ Agreement bestow upon London
Borough of Croydon a 40% voting share, with 40% allocated to the Croydon
Headteachers’ Association and the remaining 20% allocated to staff Members.
Certain matters, such as alteration of the Mutual's objects, require a unanimous
vote, and the quorum for Board meetings requires that there is at least a 40%
representation from the Council.

This audit is being undertaken as part of the agreed Internal Audit Plan for
2016/17.

OBJECTIVES AND METHODOLOGY

The overall audit objective is to provide an objective independent opinion on the
adequacy and effectiveness of the control environment relating to the client
management of Octavo.

In order to achieve the overall objectives, a risk based systems audit approach will
be carried out, documenting and evaluating the actual controls against those
expected and based on this, undertaking appropriate testing conducted.

The key findings, conclusions, and subsequent recommendations arising will be
presented at an exit meeting and followed by the circulation of a draft report for
consideration by management. This prior to agreement and issue of the final audit
report.
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3. SCOPE

3.1 This audit will examine the Council's arrangements for the following areas
relating to Client Management arrangements in respect of the Octavo
Partnership (and number of recommendations made}:

Recommendations
Control Areas/Risks Priority 2
{Medium)
Governance — Legal Form, Board and
0 0 0
Internal
Contract Payments 1 2 0
Use of Council Property and Services 2 0 0
(including Payroll)
Cost Structure and Trading Activities 0 0 0
Budget Efficiencies and Monitoring,
Financial Reporting and Going Concern 0 0 0
Status
Collaboration, Performance Monitoring 1 0 0

and Management Reporting
TOTAL 4 2 0
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DEFINITIONS FOR AUDIT OPINIONS AND RECOMMENDATIONS

In order to assist management in using our reports:

We categorise our audit assurance opinion according to our overall assessment of the
risk management system, effectiveness of the controls in place and the level of
compliance with these controls and the action being taken to remedy significant findings
or weaknesses.

There is a sound system of control designed to achieve
the system objectives and the controls are consistently

. Full Assurance
applied.

While there is basically a sound system of control to

Substantial Assurance | achieve the system objectives, there are weaknesses in
O the design or level of non-compliance which may put this
achievement at risk.

Lirited A There are significant weaknesses in key areas of system
imited Assurance controls and/or non-compliance that puts achieving the
system objectives at risk.

Controls are non-existent or weak and/or there are high

No Assurance levels of non-compliance, leaving the system open to the
. high risk of error or abuse which could result in financial
loss and/or reputational damage.

Priorities assigned to recommendations are based on the following criteria:

Priority 2 Control weakness that represent an exposure to risk and require
(Medium) timely action.
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Appendix 3
STATEMENT OF RESPONSIBILITY

We take responsibility for this report which is prepared on the basis of the limitations set
out below.

The matters raised in this report are only those which came to our attention during the
course of our work and are not necessarily a comprehensive statement of all the
weaknesses that exist or all improvements that might be made. Recommendations for
improvements shouid be assessed by you for their full impact before they are
implemented. The performance of our work is not and should not be taken as a
substitute for management’s responsibilities for the application of sound management
practices. We emphasise that the responsibility for a sound system of internal controls
and the prevention and detection of fraud and other irregularities rests with management
and work performed by us should not be relied upon to identify all strengths and
weaknesses in internal controls, nor relied upon to identify all circumstances of fraud or
irregularity. Even sound systems of internal control can only provide reascnable and
not absolute assurance and may not be proof against collusive fraud. Our procedures
are designed to focus on areas as identified by management as being of greatest risk
and significance and as such we rely on management to provide us full access to their
accounting records and transactions for the purposes of our work and to ensure the
authenticity of such material. Effective and timely implementation of our
recommendations by management is important for the maintenance of a reliable intemnal
control system.

Mazars Public Sector Internal Audit Limited
London
February 2017

This document is confidential and prepared solely for your information. Therefore you
should not, without our prior written consent, refer to or use our name or this document
for any other purpose, disclose them or refer to them in any prospectus or other
document, or make them available or communicate them to any other party. No other
party is entitled to rely on our document for any purpose whatsoever and thus we accept
no liability to any other party who is shown or gains access to this document.

In this document references to Mazars are references to Mazars Public Sector Internal
Audit Limited.

Registered office: Tower Bridge House, St Katharine's Way, London E1W 1DD, United
Kingdom. Registered in England and Wales No 4585162.

Mazars Public Sector Internal Audit Limited is a subsidiary of Mazars LLP. Mazars LLP
is the UK firm of Mazars, an intemational advisory and accountancy group. Mazars LLP
is registered by the Institute of Chartered Accountants in England and Wales to carry out
company audit work.



