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Inquiry into allegations, arising from a BBC N
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

| Spotlight programme aired on 3 July 2013,

Section 1
Audit Risks

Significant risks

1.1.
Housing Executive’
risk is an identified
special audit consig
1.2 The table below de

In our Audit Strategy presented to the Audit Committee in March 2013 our assessment of Northern Irefand

5 operations and control environment identified a number of significant risks. A significant
and assessed risk of material misstatement that, in the auditor’s judgement, requires
jeration.

scribes how we addressed these matters through our audit process.

Significant risks of matrrial misstatement

Risk 1 Contract managénient and procurement of planned and response maintenance contracts

Account Area: Expenditu

T

- Dwelling Related Costs

(i) Following the identiﬂciion of significant weaknesses in controls over response maintenance C&AG qualified his

regularity audit opinion ¢
2011-12 to also cover pla

There continue to be potg
Contractor overpayments|

by NIHE. These relate ta
financial years.

vering this aspect of expenditure in 2010-11.This regularity qualification was extended in
ned maintenance.

intially significant issues relating to planned maintenance expenditure in 2012-13,
have been identified in kitchen replacement schemes and are currently being investigated
historic kitchen replacement schemes and the original expenditure was incurred in earlier

(ii) In 2012-13 new contracts were due to be awarded for planned and response maintenance. There is a risk that

these contracts may not h

ave been awarded in line with procurement guidance.

Audit Response

We
L 3
expenditure.

Reviewed progre
scheme.

Reviewed work a

subject to indepe

Reviewed NIHE's
Reviewed NIHE's
Tested a sample

ensure that paym

Completed a revi

Reviewed the wo!

k of Internal Audit and the Corporate Assurance Unit on planned and response maintenance
s on the investigation of overpayments on the planned maintenance kitchen replacement

hd reports produced by Moore McDonald on the 20 kitchen replacement schemes being
ndent technical review,

progress in completing outstanding and historic final accounts.
progress with completing recent final accounts.

f planned and response maintenance payments, relating to both old and new contracts to
ents are in accordance with the appropriate contract.
ew of the procurement arrangements for the new response maintenance contracts.

Outcome I

During 2012-13 the Hous
Serious concerns relating|

are set out in section 2 aj]

ng Executive incurred expenditure of £145.6 million on response and planned maintenance.
to response and planned maintenance have continued and issues identified during the audit
d in the C&AG’s report at Annex D.

Based on the issues identffied, the C&AG qualified his audit opinion on the regularity of both response and planned

maintenance expenditur
expenditure was adequa
opinian whether the exp
purposes intended by theg

Na issues were identified
contracts during 2012-13|

as he was unable to obtain sufficient assurance that the Housing Executive’s control of this
e. Because of the limitations in the evidence available to him he was unable to form an
nditure of £145.6 million on response and planned maintenance had been applied for the
Northern Ireland Assembly.

in relation to the procurement process followed for the new response maintenance

616




Supplementary Evidence

Section 1
Audit Risks

Risk 2 General procurement and contract management

Account Area: Expenditure — all areas except dwelling related costs

There is a risk across the public sector that contracts may not be awarded in accordgnce with best practice or

subsequently managed and monitored appropriately.

Audit Response

We
e Liaised with Internal Audit on any work completed on procurement.

* Reviewed the work and findings of the Corporate Assurance Unit and other sou
e Carried out a review of procurement arrangements and management of contrag

e Tested a sample of contracts to ensure that NIHE is following best practice.

ces.

(s,

OQutcome

No significant issues were identified from our review in this area.

Risk 3 Level of Housing Benefit Fraud and Error

Account Area: Expenditure — Housing Benefit

There remains an ongoing risk of significant levels of estimated fraud and error in hq
irregular expenditure.

using benefits, which result in

Audit Response

Assurance was provided by NIAO DSD audit team on SAU and its work. We also:

e Reviewed the SAU annual report detailing the Levels of Fraud and Error for H

* Reviewed the work of Interna! Audit on NIHE's controls over housing benefitfand other sources where

appropriate.

e Reviewed the outcome of work on the National Fraud Initiative.

jousing Benefit.

Qutcome

Estimated levels of fraud and error for Housing Benefit are reported on a calendar year by the Analytical Services Unit

of the Department for Social Development. Their report produced in May 2013 cove|

red the period 1 January 2012 to

31 December 2012. The report estimated that the levels of fraud and error for Housing Benefit were £20.8 million
(overpayments) and £4.7 million (underpayments). For 2012-13, the C&AG qualified |his opinion on the regularity of

housing benefit expenditure because of the estimated level of overpayments attrib:
have not been applied to the purposes intended by the Northern Ireland Assembly;
overpayments and underpayments due to official error in such benefit expenditure
the relevant authorities. Further detail can be found in the CRAG’s report at Annex

The total estimated levels of fraud and error have increased by around 50 per cent this year. While recognising that

these are estimates which have a margin of error, the C&AG has noted his concern
explanation in his report {see Annex D}.

able to fraud and error which
nd because of the level of
hich are not in conformity with

this increase and asked for an
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 1
Audit Risks

|
Risk 4 Payments to Housi#g Associations

Account Area: Expenditure — Social Housing Development Programme

In 2010-11 the accounts were qualified as NIHE was unable to provide sufficient evidence to confirm the regularity of
housing association grant payments of £12.1 million made to Heim. In 2011-12 nine Housing Associations received
£25.6 million of Housing Association Grant {(HAG}, while being suspended from carrying out development work. Until
these suspensions are lifted there is a greater risk to regularity for this spend.

Furthermore the fact that problems continue to be identified by DSD’s Governance and Inspection Team in relation to
the Housing Association sector generally also increases the risk in relation to HAG paid by NIHE.

Audit Response

Our work has largely relied on the Department’s Governance and inspection Team which reviews the governance,
financial management and development procedures of all Housing Associations. We have tested and reviewed the
work of this team to ensure we can place reliance on their work.

Outcome

The work of the Departmeént’s Governance and Inspection Team has identified some improvement in the
performance and governance of the Housing Association sector in general. While some issues do still exist,
particularly in relation to Advance Land Purchase grant, they have been referred to in the C&AG’s report on the
Department only.
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Section 2
Audit Findings

Financial Reporting and Accounting Policies

21

22

2.3

24

25

Review of information in the Annual Report

2.5

2.6

Regularity, propriety and losses

2.7

2.8

The Annual Report and Accounts are required to comply with the Governmd
(FReM) in accordance with the Accounts Direction issued by the Departmen

nt Financial Reporting Manual
t for Social Development,

In this section we draw to your attention our review of qualitative aspects of the accounting practices

and financial reporting. This includes any significant changes or issues in
policies; estimates; judgements and the adequacy of disclosures affected

espect of the accounting
by unusual or non-recurring

transactions recognised during the period. We also review the overall balance and clarity of information

contained in the Annual Report.

We noted that a number of the dates for submission of draft documentation
Executive were later than in the agreed client liaison schedule. This includeg

r for audit by the Housing
the submission of the draft

annual report, remuneration report and draft governance statement, althonJgh the late submission of the

documents has not led to significant delays to our work this year. One impr
next year is that the NIHE formally submit its draft annual accounts and repg

from the Chief Executive as is the practice in most other public sector bodies.

Although there were a number of minor corrections and amendments to th
Report and Accounts, there were no significant issues identified in respect of
transparency of financial reporting and accounting.

in addition we have considered:

e Details of changes in accounting policies relating to the rates income a
accounting policies have remained consistent with the prior year. We
appropriateness of the accounting policies judged against the objective
comparability and understandability.

e No significant issues were identified in our audit testing in respect of th
period in which they are recorded.

e No significant issues were identified as part of our audit testing in resp
accounting estimates and judgements.

We review information in the Annual Report only to the extent that we conf
with the financial statements and our understanding of the business.

The Annual Report was considered to be consistent with our understanding
with the other information provided in the financial statements.

Significant weaknesses in internal controls continue to exist in the Housing &
response maintenance and planned maintenance contracts. The weaknesse
expenditure are considered to be systemic and this has again led to a qualifi
response maintenance and planned maintenance expenditure.

The C&AG also qualified his opinion on the regularity of housing benefit ove
estimated levels of fraud and error.

)ement we intend to request
ort to us under cover of a letter

 first draft version of the Annual

f the quality, effectiveness and

nd expenditure. All other
are content with the
s of relevance, reliability,

e timing of transactions and the

ect of the appropriateness of

rm it is consistent

bf the business, and was in line

xecutive’s management of

5 within these areas of
ration on the regularity of

rpayments attributable to the
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Inquiry into allegations, arising from a BBC NI

Spotlight programme aired on 3 July 2013,

of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

Internal Control
2.9 We reviewed the
disclosure requir

Remuneration Report

2.10 The Remuneratid
Development dir
in the Directors’

Report is consistg

Observations & Recom

2.11
2.12
defined as:
L]
result in mat
e  Priority 2 -i
[ ]
Other issues of 3
2.13 As outlined in oy

systems and prog
Audit findings an
statement of all

tndex of recommendaJ

procedures opera

format and content of the Governance Statement to ensure that it complies with DFP
ements and that it is consistent with our knowledge of the client.

n Report has been properly prepared in accordance with Department for Sociat

ections issued under the Housing (Northern Ireland) Order 1981 and the information given
Report, the Management Commentary and Remuneration Report included in the Annual
ant with the financial statements.

mendations

This section outlipes the findings arising from our audit, as well as management's response and target date
for implementatjon to these recommendations.

We have included the significant, important and best practice findings arising from our audit which are

Priority 1 — gignificant issues for the attention of senior management which may have the potential to

terial weakness in internal control.
mportant issues to be addressed by management in their areas of responsibility.

Priority 3 — iksues of a more minor nature which represent best practice.

more minor nature will be discussed in due course with the Director of Finance.

r Audit Strategy our procedures included a review of the internal controls and accounting
tedures only to the extent considered necessary for the effective performance of the audit.
d observations therefore should not be regarded as representing a comprehensive

he weaknesses which exist, or all improvements which could be made to the systems and
ted.

ions
Issues raised at Interim audit

No. Déscription Priority
I that may impact on the year end accounts

1 Accaunting for Rates Income 1

2 Mongh End Accruals 2
Progress against risk factors

3 Housing Benefit Overpayment Recovery 2

4 Rent Arrears Outstanding Balances 2
Confract / Lease Management

5 Leasp of car park spaces 2
Goofl practice

6 Rotakion of Internal Audit Staff 3
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Supplementary Evidence

Section 2
Audit Findings

2,14

Issues raised at Final audit

No. Description

| Priority

Weaknesses in management of response maintenance contracts 1

Weaknesses in management of planned maintenance contracts

impact of contractor overpayments on the accounts

Delivery of Internal Audit programme

Best use of the Corporate Assurance Unit (CAU}

Final account reconciliations

Supporting People - review by Internal Audit

Special Purchase of Evacuated Dwellings

W (N (N s|w N P

Social Housing Development Programme

[y
(=]

Governance arrangements within NIHE

=
-

Accounting issues

N | =]

Issues raised during Interim audit

1 Accounting for Rates Income

Observation

[

Land and Property Services (LPS) bill NIHE for the rates payable in respect
the bill less the discount they normally receive for early payment.

It is our view that the accounts do not currently disclose the true nature of
because the income and expenditure in the accounts is understated. The

separately.

of all their properties. NIHE pay

Historically NIHE has accounted for its rates bill and associated income redeived from tenants through its
Statement of Financial Position as trade receivables and trade payables. I the Statement of Comprehensive
Net Expenditure NIHE discloses the discount allowance it receives as income but not the gross rates
collected. The rates bilf for 2012-13 is £39 million and the associated allowance is expected to be £4 million.

f the underlying transactions
torrect way to show these figures

would be to show the fill cost of the rates and then show the discount and the income from tenants

Implication

[

Inappropriate disclosures in the Accounts.

Priority Rating

[

1

Recommendation

NIHE should consider recognising the full rates bill and associated income
their Statement of Comprehensive Net Expenditure.

from their tenants gross through

Management Response

[

Accepted

Target for Implementation

T

This has been implemented in the final accounts for 2012-13.

621




Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

Month E|

hd Accruals

Observation

The value of the
found one insta

At each month e

nd NIHE posts a system generated Purchase Order Processing (POP) auto accrual journal.
laccrual ranges from £100k to £200k every month. While reviewing these accruals NIAO
ce where the accrual related to equipment hired in December 2011 which had no record of

being received. NIHE may be accruing costs on orders placed rather than when the good/service is received.

Implication

POP accruals may include orders which have not been correctly cleared or matched by the system.

Priority Rating

2

Recommendatio

NIHE should investigate the issue above to ensure this is not indicative of a wider systemic issue and
routinely check 3!l unfilled orders.

Management R

ponse

Accepted.

The majority of
put a system in
cleared from the

The balance of t
process to revie

Corporate Procu
unfulfilled orden

he accrual relates to DLO expenditure (>90%). DLO management has advised that they will
dlace to routinely check unfulfilled or un-invoiced orders and where appropriate have these
Purchase Order Processing system.

he accrual relates to EROS stationery orders and the Finance Department will putin place a
w orders that have been received but remain uninvoiced. Finance will liaise with the
rement Unit, as owners of the EROS system, to agree a process for management of

5.

Target for Imple

entation

To be completed

by 31/7/2013 Responsible Officer: Director of Finance

3 Recovery ¢

of Housing Benefit Overpayments

Observation

In the 2012-13 A
interim stage we

of which £444k
potentially imp3
contain a level g

(ii) NIAO examir
cases the overp.
why this decisio|

udit Strategy NIAO identified ‘Housing Benefit Overpayment Balances’ as a risk factor. At
2 note that:

(i) The total housing benefit overpayment written off in the ten month period to 31 January 2013 was £1m

43%) was due to NIHE error and £129.5k (12.5%) due to insufficient evidence. This may
ct on the accuracy of the HB Overpayment debt figure in the year end accounts which may
f debt related to NIHE errors which have not been identified as such or written off yet.

ed S overpayments of housing benefit that had been written off in 2012-13. In one of these
pyment had been written off due to insufficient evidence but it was not clear from the files
h was taken.

Implication |

Public money m

ay be lost if housing benefit procedures and systems are not adequate / foliowed.

Priority Ratin&

2

Recommendatid

n

(ii) For cases w
record why this

{i} NIHE should ensure that the reasons for housing overpayments due to NIHE error are being analysed and
corrective action taken.

ere the reason for write-off is insufficient evidence the NIHE Decision Officer should fully
is the case thereby ensuring a full audit trail has been retained.

Management R

sponse

Accepted.
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Supplementary Evidence

Section 2
Audit Findings

{i) HB Managers are already required to review reasons for all Official erron
central analysis of Official Errors reported during 2012/13 will be undertaks

{ii) Decision sheets will be amended to record why there is insufficient evid
written off.

s in their offices however a
en,

lence to recover a debt being

Target for Implementation

!

30 June 2013 Responsible Officer: Director of Housing and Regeneration

Rent Arrears Outstanding Balances

Observation

I

{i} In the 2012-13 Audit Strategy NIAO identified ‘Rent Arrears Outstanding|
the interim audit NIAO reviewed the level of rent arrears and noted that th
from £13.9 million at 31 March 2012 to £14.1 million in January 2013 and 4
31 March 2013.

(ii) In terms of NIHE’s management of these rent arrears an Arrears Action
implemented by N!HE. For the 2012-13 financial year to date £1.1 million
been written off. This compares to £1.9 million of rent arrears written off

{iii) NIHE has already revealed in the media {8 March 2013) that almost a th
rent arrears, i.e. 25,000 of its 88,000 tenants owe rent. The average debt i

{iv) NIHE’s review and consideration of the potential impact of the proposeg
include modelling estimates of the implications of the under occupancy rull
under occupation rule NIHE has estimated that rent arrears could increase
in the range of £2.8 million {best case scenario} to £8.4 million (worst case
estimates for the increase in rent arrears if direct payments are introduced
million {best case scenario) to £97.5 million (worst case scenario).

Balances' as a risk factor. During
ese have continued to increase
his is likely to increase further by

Plan was developed and
of outstanding rent arrears has
n 2011-12.

ird of its tenants are currently in
§ just under £500 per household.

d Welfare Reform changes

e and direct payments. With the
in the first year from anywhere
scenario). In addition the

could be in the range of £32.5

Implication

l

The impact of Welfare Reform changes could see the rent arrears grow sigpificantly and therefore it is

essential that procedures for recoveries of arrears are as robust as possiblg.

Priority Rating

2

Recommendation

I

NIHE should ensure that procedures for the collection of rent arrears are r
rising significantly and that these are being applied consistently.

NIHE should continue to consider and evaluate the potential implications g
on its rent arrears and other related areas.

bbust enough to prevent arrears

f the impact of Welfare Reform

Management Response

!

Accepted

Target for Implementation

31 March 2014  Responsible Officer: Director of Housing and Regeneratign
5 Lease of Car park Spaces
Observation

In September 2012 NIHE paid £15k to lease 34 car park spaces for the peri
2012. For 33 of the car park spaces leased the agreement between NIHE a
expired on 30 June 2011. NIHE were unaware of this until NIAO brought it|
interim audit.

vd 1 July 2012 to 31 December
nd the car park licensor had
to their attention during the

Implication

l

Payments made by NIHE outside of contract/lease terms,

10
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

Priority Rating

2

Recommendatig

N

Immediate step

s should be taken to ensure that the car park lease is renewed for an appropriate period of

time based on NIHE needs.

NIHE should en.
and those neari

ure that procedures are in place so that all payments are based on valid contracts/leases
hg the end of their tenure are reviewed on a timely basis and actioned as appropriate.

Management R

psponse

Accepted

The NIHE was u
there was a cha
use of residents
brought this to
were looking at
them out. We t

NIHE has procet
cases.

pable to renew this lease in June 2012 as we were made aware by Planning Service that
lenge on the right to lease out these car parking spaces as they were meant to be for the
of the apartments and not for commercial rent. Apparently another car park firm had

the Planning Service’s attention. It took most of the next year to resolve the issue and we
alternative options when we received clarification that the fand lord was permitted to lease
hen renewed the lease, back dating it to the previous June.

dures in place to manage leases and payments and will ensure that these are applied in all

Target for impld

tmentation

30 June 2013

Responsible Officer: Director of Personnel and Management Services

Rotatiof

n of Internai Audit Staff

Observation .

(i) Thereisno s

aff rotation of responsibilities and duties with the Internal Audit team.

(ii} Internal Audit do not have any specialist IT skills to permit the auditing of application controls within the
various computer systems used by NIHE. To date they have no IT specialist with these skills.
Implication | |

(i) Risk of over-familiarity.

{ii) Lack of adeq

uate IT audit coverage and associated assurances for NIHE.

Priority Rating

3

Recommendati

n

(i) As best pract
rotate staff res
specialist work
setting in.

(ii) Internal Aud
to bring in inde|

ice the Internal Audit staff resources should be reviewed and arrangements put in place to
nsibilities and duties on a regular basis. Sufficient time should be allowed within each

0
trea for staff to develop their knowledge and skills without a degree of over familiarity

it along with senior IT management in NIHE should consider whether it would be beneficial
endent |A audit expertise to perform systems audits on key computer systems.

Management

sponse

(i) Audit Rotati
unforeseen sta
not been possi

pn: Accepted. Internal Audit has adopted staff rotation as a policy aim. However, due to
it unavailability through one-off maternity, close family bereavement and retirements, it has
le to rotate managers and staff from their usual work assignments during 2012-2013. Itis

hope that in 2013-2014, following a period of staff stability, that opportunities for staff rotation will be

explored.

(i) 1T Audit exp
expertise in ou
the NIHE IT dep
suitable for a o
support such w

ertise: Accepted. It is acknowledged that Internal Audit could make use of greater IT
assignments. We are currently hoping to procure IDEA audit interrogative software through
artment. This remains work-in-progress. However, where external IT expertise would be
ne-off assignment, Internal Audit would hope that resources would be made available to
prk, subject to a business need being established.

Target for Impl

mentation

By 31 March 20

14  Responsible Officer; Head of Internal Audit

11
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Section 2
Audit Findings

2.15.1

Issues raised during final audit

1. Weaknesses in management of response maintenance contracts

Observation

NIHE spent £51.4 million on response maintenance contracts during 2012

113.

The following issues, described in more detail in the C&AG’s report in Annex D, were noted in 2012-13:

e The Corporate Assurance Unit (CAU}, an independent unit set up

to provide management with

assurance on all areas of contract management, has visited a total of 26 districts {(out of 35) over

the past two years and has assessed the standard of the response

work as being limited or unacceptable in 62% of them; and

maintenance contract inspection

s NIAO reported on C&AG’s concerns relating to NIHE's management of response maintenance
contracts in September 2012 and the Public Accounts Committee further reported on this matter

in February 2013. These concerns related to issues such as quality

overcharging by contractors.

of workmanship and

Implication

1

Expenditure is being incurred on response maintenance work that has not

with the contract and therefore spend is irregular and poor value for mon

been carried out in accordance
@y has been achieved.

Priority Rating

|

1

Recommendation

The Housing Executive should:

e Investigate the reasons for the limited/unacceptable performance acrpss the districts inspected to
ascertain if they have arisen due to gaps in procedures or non-complignce with existing procedures;

e Address any gaps that are identified in procedures and ensure compli
monitored regularly;

ance with procedures is

* Ensure that investigations are carried out promptly and robustly where overpayments to contractors

are suspected; and
e Ensure that CAU visits enough districts on a timely basis to provide as
made in contract management are recognised or, if failings continue,

surance that any improvements
action is taken promptly.

Management Response

[

Accepted

e Response Maintenance intervention Team {(RMIT) set up May 2012. All Offices with a limited /

unacceptable performance have undergone a series of visits from

the RMIT with a requirement to

devise actions planes to address the issues raised. All 16 offices identified have undergone this
process with revisits to the Offices to ensure actions are being implemented and complete.
* A comprehensive competency training programme has been delivered to all Maintenance Officers;

a similar programme tailored for Maintenance Managers is neari
improvement Plan for Response Maintenance is being delivered,

g completion. The 10 Point
he Maintenance policy manual

has been revised, enhancements to the computer system have been introduced and continue to be

reviewed, a mobile working pilot based around hand held devices

has been completed and a

Business Case for implementation prepared for Board approval. Restructuring of response

maintenance into the new Asset Management Division should be
financial year.

roncluded within the current

»  Overpayments are monitored as part of the monthly contract megtings and can escalated through
the Tier 2 process to identify wider possible application. Overpayments can be subject to low
performance damages and escalation procedures. In addition to this inspection based approach,

overpayments can be identified through desk top analysis with pr

procedures in place.

bmpt investigation and recovery

o CAU are just finishing a major restructuring programme. During the year 2013/14 all areas wili be

12
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2

Audit Findings

inspected and reported on in relation to response maintenance, their role having been expanded to
include assisting areas / districts on how to address issues when identified. In addition, a qualified gas
safety inspector has been recruited and an annual heating inspection programme produced and
underway.

Target for Implenentation

As noted above, a range of actions has already been implemented and those currently underway will be
completed within 2013/14.  Responsible Officer: Director of Housing and Regeneration / Head of CAU

2. Weaknesses in mahagement and procurement of planned maintenance contracts

Observation | -

NIHE spent £94.2 njillion on planned maintenance contracts during 2012-13.
The issues identified during the 2011-12 audit continued this year and include the following:

e  CAU scheme inspections in 2012-13 identified deterioration in the quality of scheme performance

since the grevious year. 22 of the 36 scheme inspection unit reports (61% compared to 55% last year)
completed to date have been designated an unacceptable or limited rating; and

* Inthis repprt last year NIAO noted that CAU had identified potential overpayments to contractors in

five schemes of approximately £500,000 in November 2011. As a result of disputes over the level of
overpayment action had not been taken to recover the potential overpayment nor had other similar
schemes been examined to determine if there was further potential for overpayments. Since then an
external chartered surveyor has been appointed to independently review 20 kitchen replacement
schemes. This review has completed and confirmed significant weaknesses in the management of
these schemes. NIHE has looked at other similar schemes and estimates the level of contractor
overpayment across planned maintenance, of which the majority relates to kitchen replacements, to
be £18 miflion.

NIAO also notes that Internal Audit have provided an unacceptable rating on a report on Lifts Maintenance due
to weaknesses in controls over existing procurement and contract management arrangements, for example,
terms, conditions gnd specifications of contracts had been set by the service providers and they have never
been competitively tendered.

Implication .

Expenditure is being incurred on planned maintenance work that has not been carried out in accordance with
the contract and therefore spend is irregular and poor value for money has been achieved.

Priority Rating |

1

Recommendatian

The Housing Execulive should:

investigate the reasons why performance across the districts has deteriorated to ascertain if it has arisen
due to gaps injprocedures or non-compliance with existing procedures;

address any g3ps that are identified in procedures and ensure compliance with procedures is monitored
regularly;
ensure that inyestigations are carried out promptly and robustly where overpayments ta contractors are
suspected. In particular the issues surrounding the kitchen replacement schemes need to be addressed as
a matter of urgency;

ensure that the planned review of the operation of the new procurement process for lifts and the
effectiveness of contract management arrangements is completed promptly and any issues arising are
addressed; and
ensure that, fgr future planned maintenance expenditure, lessons are learned and contracts are properly
managed.

13
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Section 2
Audit Findings

Management Response —[
The recommendation is accepted.
It is worth noting that five inspections relating to the 2012/13 CAU annual programme were completed after
NIAO cut off of the 31* March 2013, Five out of the seven were rated substaritial and reflects the

impraovements in performance achieved during the year.

Target for Implementation |
31 March 2014 Responsible Officer: Director of Design and Property Serv|ces

3. Impact of contractor overpayments on the accounts

Observation |
Since 2001 a number of instances of overpayments to contractors in both response and planned maintenance
have emerged in the NIHE.

(i} Overpayments in response maintenance have been identified in a number pf reviews, including:
e Red Sky contracts; and
e payments to six other contractors adjacent to Belfast through the ASM review.
(i) Overpayments in planned maintenance have been identified in:

e kitchen replacement schemes based on the work of the external chaftered surveyor appointed to
review a sample of schemes which indicates an average in excess of 20% of the amounts paid to
contractors;

e final account reconciliations of external maintenance schemes; and

e contracts in relation to major adaptations to NIHE properties carried jout over the period 1999-2010
which were managed by an agent.

The Housing Executive have now estimated the potential overpayment on planned maintenance at around
£18 million and has begun a process of seeking recovery of this amount from the contractors. However the
potential overpayment in respect of response maintenance contracts has notiyet been finalised and there may
be further overpayments arising out of heating response maintenance or other contractors not examined by
ASM.

As disclosed in Note 26 to the accounts until there is greater certainty over the value of overpayments and the
timing and likelihood of the recovery these amounts have not been accounted for within the accounts.

Implication |
Expenditure is irregular and receivables may be understated in the accounts.
Priority Rating ]
1
Recommendation l
It is imperative that NIHE
e addresses all instances where contractor overpayments have arisen as a matter of urgency and
without undue challenge;
e develops and implements a proactive strategy to deal with further pgtential contractor
overpayments that may emerge to improve the timeliness of responge to such issues; and
e arein a position to conclude on the level of contractor overpayments that can be recovered as soon
as possible.

14
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Inquiry into allegations, arising from a BBC NI

Spotlight programme aired on 3 July 2013,

of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

Management Respd

nse

Response Maintena
Accepted

next availa
e Manthly C
the Tier 2 ¢
assessmen
e All approp
which is in
reached w

Planned Maintenan,
Accepted
*  NIHE has ig
schemes.
¢ A“without
resolution
be given th
events/varj
e The Board
that this w|
o Ifthisisun

nce

s Overpayments are, where confirmed, recouped through a formal procedure which deducts from the

ble payment to the relevant contractor.

pntract meetings monitor performance, including overpayments, and can escaiate through
)rocess issues that may require further investigation. Desk Top Analysis based upon risk

ts enable potential further areas to be identified.

fiate overpayments relating to ASM have been recouped with the exception of Leeway

iAdministration. In relation to Red Sky, the matter has been concluded and a resolution
th the administrator and secured creditor.

ce

Jentified a broad based estimate of £18m of overpayment on the planned maintenance
Further sampling work is being carried out to refine this estimate.

prejudice” meeting has taken place with each of the contractors to agree a process for
pf the issue. All parties have agreed to carry out further sampling work. Contractors will
e opportunity to present for consideration their claims for compensation

ations.

will be presented in August 2013 with a paper of the progress being made and it is hoped
Il bring a resolution to what monies are outstanding to each of the parties.

successful the legal strategy will be implemented to recover monies.

Target for Imple[}re

tation

Response Maintena
Planned Maintenars

nce — 31 March 2014 Responsible Officer: Director of Housing and Regeneration
ce — 31 March 2014 Responsible Officer: Director of Design and Property Services
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Supplementary Evidence

Section 2
Audit Findings

4. Delivery of Internal Audit programme

Observation

I

Internal Audit is a key governance and management control and plays an impg
standards of accountability. The Head of Internal Audit’s opinion is a key elem
assurance which the Chief Executive relies on when completing his Governang

In their recent report the Public Accounts Committee noted that it expected t
Committee to uphold the independence of Internal Audit and ensure that its 3
completed.

At 31 March 2013 22 audit assignments planned for the 2012-13 financial yea
were due to be presented to the June 2013 Audit Committee. Subsequently fi
been deferred. This will undoubtedly have repercussions for the delivery of thy

Delays in delivery may be partly attributable to the number of investigations g
addition to their agreed work programme, Furthermore delays in clearing dra
Audit’s available resource time. For example the final report for Lifts Mainteng
Audit Committee with an unacceptable rating then withdrawn. It has subsequ
same opinion.

prtant role in ensuring high
ent of the framework of
e Statement.

he NIHE Board and Audit
nnual programme of audits is

r had not been completed and
ve of these assignments have
e audit programme for 2013-14.

ssigned to Internal Audit in

ft reports also impact on Internal
ance was brought to the March
ently reissued in May with the

Implication

1

Reduced internal audit coverage limits the assurance that can be provided to
delays mean that issues may not be promptly addressed.

he Chief Executive and clearance

Priority Rating

1

Recommendation

T

The additional work being referred to Internal Audit and its impact an the apg
reviewed regularly to ensure that assurance to the Chief Executive is not limit|

Arrangements need to be put in place if the current Internal Audit staff resou
to provide the planned level of audit coverage.

The Chief Executive and Head of Internal Audit must ensure that managemen
respond and clear draft internal audit reports promptly.

roved Internal Audit Plan must be
ed in key areas.

ces are not considered sufficient

b are reminded of the need to

Management Response

Accepted.
Additional resource will be allocated in 2013-2014 to enable timely completioy
done through substantive recruitment for unfilled posts, temporary agency re
an externally procured, call-off contract for professional audit services.

in of all planned work. This is to be
source and the development of

Target for Implementation

By 31 March 2014  Responsible Officer: Head of Internal Audit
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

5.

Best use of the Cd

yrporate Assurance Unit (CAU)

Observation ]

The CAU is an indep

response maintenar

The DSD Governanc
the Board
the Board
managem
NIHE shoul
manner.

In July 2012 DSD adj

the information it p
undertaken to ensu

In our opinion therg

including:

In previous
relating to
26 districty

No inspect
have been
that inspeq
provide th

CAU have
of the prey
not yet be:

No inspecy
been comg
heating rej

NIAO note|
inspection|
pressures.

The work of the CA
management faifin
management.

We also place relia
expenditure, In the
as he has insufficie
qualification will cq
evidence that cont

ndent Unit within the Corporate Services Department which incorporates inspections of
Ice, grants, and schemes and provides an assurance and improvement function.

£ Review in 2010 contained a number of recommendations in relation to CAU including:
ould ensure that the best use possible is made of the information generated by this unit;

h
iﬁould consider how the unit will provide independent assurance on the adequacy of

t controls over heating; and
fd ensure are recommendations made by the unit are effectively implemented in a timely

jised NIHE that they did not consider that best use possible had been made of this unit or of
ovided and further action was needed to improve this. DSD also asked that actions be
re that CAU was properly resourced to allow it to fully deliver its remit.

are several indications which point to the Unit still not being adequately resourced

years CAU inspected each of the 35 districts annually and, given the nature of the concerns
response maintenance, NIAO would have expected this to continue. However only a total of
have been inspected over the past two years;

ons of the new response maintenance contracts, in place since August /September 2012,
lcompleted and reported yet. Given the ongoing issues management should have ensured
tions of the new response maintenance contracts were completed as soon as possible to
pm with assurance over their operation;

been asked by the Housing & Regeneration Directorate to review a sample of the work of 2
ious heating contractors. The fieldwork was completed before mid May but the report has
en drafted because of resourcing issues;

ons of the new heating response maintenance contracts, in place since June 2012, have
dleted and reported yet; Again given the unacceptable opinion provided by Internal Audit on
sponse maintenance last year this should have been given greater priority; and

that in some cases it has taken 3-6 months for the CAU to issue draft reports on scheme
5 from the date of their inspection. CAU has advised this has been due to resource

W is a very important internal control, particularly given the experience of serious contract
s in recent years. It is essential that the Unit is properly resourced and supported by

hce on the technical expertise of CAU in our review of the management of maintenance

last few years CRAG has qualified his opinion on the regularity of maintenance expenditure
ht evidence that the controls in place over this expenditure are robust. It is likely that this
intinue until CAU are able to fully complete their programme of work and this work provides
ols over this expenditure have improved and are operating effectively.

Implication |

Management have
management of co.
regular basis.

insufficient assurance that the improvements they are trying to implement in the
ntracts are actually having an impact if sufficient CAU inspections are not happening on a

17
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Supplementary Evidence

Section 2
Audit Findings

Priority Rating |
1
Recommendation |

NIHE must ensure that the CAU has appropriate resources and support from management to enable it to
complete its fuil programme of work within a reasonable time frame.
Management Response [
Accepted

CAU are just finishing a major restructuring programme. While the majority ¢f the technical posts have been
filled, they are still in the process of filling a number of vacancies for its Assurpnce and Improvement team. This
was advertised as an external trawl with interviews scheduled for the end of July 2013, Currently agency staff
are filling the void. There is one vacancy in terms of Scheme Inspection. This |s on temporary hotd pending an
analysis of the scheme inspection staffing requirements in relation to the new contracts. In addition, a qualified
gas safety inspector has been recruited and an annual inspection programme| produced and underway. During
the year 13/14 all areas will be inspected in relation to response maintenance. The performance measurement
position has also been filled. Resource is available to carry out inspections when required. A quality control
function is currently being put in place.
Target for Implementation I

31 March 2014 Responsible Officer: Director of Corporate Services / Head ¢f CAU

6. Final account reconciliations

[ Observation |
Last year a report of current contracts with outstanding final account reconciliations was requested from the
Housing Executive. The report showed that there were a total of 70 contracts that had commenced prior to the
2010-11 financial year but were still awaiting final account reconciliation. Some of these contracts dated as far
back as 1996.

An update was obtained this year from Design and Property Services who have assigned the task of bringing
these accounts to a close to a group of Quantity Surveyors, the Central Cost Group. As at mid May 2013 the
position is as follows:

¢ 22 of the 70 contracts that had commenced before 2010-11 have ngw been reconciled;

e there are a total of 469 schemes under the Egan partnership contragt which includes a number of live
schemes;

e of these 469 schemes final accounts have been submitted for 96 (£32.2 million) of them;

e of the remaining 373 schemes, 300 are live or being worked on and 46 potential overpayments have
been identified in the remaining 73 schemes, some of which relate tp kitchens, and are included within
the £18 million figure estimated for planned maintenance.

The 373 schemes under the Egan partnership contracts that have not yet been reconciled are set out below
broken down by year they are due to finish or have finished and by value.

Position No. Value
£m
Schemes finished /due to finish
2008-09 ] 1.6
2009-10 22 8.8
2010-11 32 12.9
2011-12 69 27.9
2012-13 135 499
2013-14 109 38.6
Total 373 139.7
18
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,

of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

Implication H

impact on the Housi

Delays in reconciliations may lead to difficulties in recouping any identified contractor overpayments and

hg Executive's ability to complete a post-contract it

Priority Rating |

1

Recommendation

It is acknowledged tl
directed in this area

at progress is being made in this area. NIHE must ensure that focus continues to be
iso that reconciliations are carried out as promptly as possible after the contract has been

fully completed to identify any under or overpayments to the contractor.

Management Respo

5€

Accepted, it is hoped
accounts.

I that a resolution can be achieved with contractors which will lead to closure of these

Target for Implenier]

tation

31 March 2014 Rq

bsponsible Officer: Director of Design and Property Services

7. Supporting Peapls

e — review by Internal Audit

Observation f

The Housing Executi
programme spent £
to live independent|
management of a sd
of points were raise

{a) NIHE paid anoth
producing an action
and therefore shoul
there are other inst

{b) it is unclear why
action plan does no

{c) While internal A

e found evids
example th
only partia
meetings p)

e had concen
inconsister
withdrawal

e administers the Supporting People {SP) programme in Northern ireland. This

57.5 million in 2012-13 to provide housing based assistance to allow vulnerable individuals
y. During the year Internal Audit carried out a review of the award and contract

heme in which SP funding had been withdrawn from an SP provider, Provider A. A number
d by this review:

or SP provider, Provider B, £19,500 to provide support and assistance to Provider Ain
iplan. It could be argued that this payment was more in the nature of consultancy advice
H have been subject to the normal procurement process and DSD approval. It is likely that
nces of such expenditure;

Provider 8 was provided with funding to develop an action plan when the outcome of the
appear to have been a consideration in NIHE’s decision to cease funding; and

dit were content with the initial award of funding to Provider A they:

ence of significant non-compliance with the formal contract management process, for

e follow-up to a service review in 2006 was not found to be robust, service failures were
ly addressed between 2006 and 2011 and evidence was not available of on-going contract
rior to 2011; and

ns over the evidence available to suppart the decision to withdraw funding, for example,
cy between Board and CXBC papers, failure to provide written notice and the rationale for
of funding was cansidered unsound.

Implication |

Expenditure may be
inadequate.

incurred inappropriately. Contract management of supporting people providers may be

Priority Rating

1

Recommendation

NIHE should:

(a) consider whethg
procurement rules i

r treating payments to one SP provider to support another one as outside the normal
in line with MPMNIL. If not a wider review of SP expenditure needs to be carried out to

19
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Supplementary Evidence

Section 2
Audit Findings

ensure there are no other similar areas of spend;
{b) provide clarification on why the expenditure of £19,500 was considered n

{c} reinforce compliance with procedures to ensure that in future there is a cl
rationale for significant judgements made in this area.

essary; and

ar audit trail documenting the

Management Response

Accepted in principle

Recommendation (a): Supporting People funding is considered to be a discreti
subject to normal procurement arrangements. This is reflected in NIHE's Stand
that management submit an annual paper to NIHE’s Board seeking approval fg
innovation and capacity building as a separate sub heading. In the case highlig
approval was given for the payment. The request was considered as reasonabl|
associated with a secondment of staff from one organisation to another, not

pnary grant and as such is not
ing Orders. It should be noted

r the SP budget and highlight
hted above, separate Board

e and was in respect of costs
rofessional consultancy support.

The approach to support the sector and the capacity of providers is acknowledged best practice and is not

considered to be contrary to the principles of MPMNI.

NIAO Comment: We continue to have concerns that payments to another Supp
consultancy type work may be outside normal supporting people funding and
procurement. We recommend that NIHE liaise with the Department and ensur]

interpretation of MPMNI going forward.

Recommendation (b}): In the instance quoted, a failing provider requested assi

a second below standard inspection report. The provider advised that they did
fund the support and subsequently made a request for aid. This was supporteg
establish whether or not the organisation could continue to provide a service y

funding.

Recommendation (c) This is accepted. An external review of SP processes will

include an examination of decision documentation. Further to this review, NIH

recommendations arising from the findings will be implemented.

orting People provider for
herefore should be considered as
e they are content with their

stance for support after receiving
not have the wherewithal to

i by NIHE in an attempt to

which remained eligible for

be commissioned which will
E will ensure that any

Target for Implementation

31 March 2014  Responsible Officer: Director of Corporate Services
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

8. Special Purchase of Evacuated Dwellings

Observation

The Housing Execu
occupiers who are
Agency {LPS) provi

{i) We bench-marks

valuations are not
valuations provide
with the substantiz

(ii) Our review of §
years. During 2012
19 of the cases ang
acquisition or dispq

previously been su

Residential Propert
found that LPS valyations for these five properties were significantly higher than expected. While the LPS

five operates the Scheme for the Purchase of Evacuated Dwellings (SPED). This assists owner
Forced to leave their homes because of threat or intimidation. The Land & Property Services

des NIHE with formal valuations on acquisition and disposal of SPED properties.

ed valuations of five properties acquired during 2012-13 against the LPS/NISRA Report on
y dated February 2013 which sets out price indices cavering the period 2005 to 2012. We

necessarily wrong, there is no evidence that NIHE has exercised any challenge function over
tl by LPS in the past despite the fact that valuations appeared to sometimes be inconsistent
| decline in the housing market.

PED disposals highlighted an increase in the percentage loss on resale over the past three
r13 a total of 20 SPED properties were disposed of resulting in losses totalling £1.1 million in
a profit of £15, S00 in the remaining case. This does not include costs associated with

psal. Of these disposals, in the majority of cases a loss of more than 30% of the respective

acquisition cost wgs incurred. We understand that the level of losses arising fram SPED disposals have not

bject to regular review.

Implication

NIHE has not been

achieving value for money in relation to SPED disposals.

Priority Rating ,

1

Recommendatidn

The Housing Execu
valuations provide;
where necessary.

tive shouid review its procedures in relation to SPED so that in future it critically assesses the
d by LPS and monitors the extent of any losses on disposal, so that action can be taken

Management Resp

nse

The Housing Execy
seeking further asg
Housing Executive
Housing Executive
properties former}
approval to intrody

Accepted in princip

le

tive accepts the recommendations of NIAO and will seek to review its procedures in terms of
urance from the instructed valuers in relation to the basis for valuations provided to the

in its administration of the Scheme for the Purchase of Evacuated Dwellings (SPED), The

will also further consider the monitoring arrangements in place for the review of disposal of
iy acquired under SPED. With this in mind a request has been submitted to DSD seeking

uce a 30% loss threshold for all SPED resales to ensure that VFM is achieved.

Target for Impleim¢

ntation

By 31 March 2014

Responsible Officer: Director of Corporate Services
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Section 2
Audit Findings

9. Social Housing Development Programme

Observation ) [

A key target for the Housing Executive is the agreement of 1,325 new starts {ifcluding 325 supported housing
starts) and completion of 1,200 units. The Housing Executive has had 1,379 nej build starts this year (including
163 supported housing starts) and 1,254 completions.

Of these 1,379 new build starts we noted that 1,108 (80 %) were not approved until the final month of the
year. We also noted that out for the total budget of £85 million, £40 million was spent in the final five days of
the year. This is similar to last year when we noted that 726 of the 2011-12 st3rts (over 50%) were not
approved until March 2012.

In April 2012 the Minister for Social Department commissioned the Performangce and Efficiency Delivery Unit
(PEDU) to conduct a Delivery Review of the Social Housing Development Programme (SHDP) and the Unit
reported in January 2013. The report made a number of recommendations in¢luding:

e producing the SHDP programme earlier so Associations can start planhing;

e improving the NIHE process for establishing need and specifically reduce the number of steps in the
process; and

e incentivise the associations to deliver.

It is noted that NIHE has addressed the first recommendation this year.
Implication |

Schemes may not be subjected to full scrutiny when they are being approved 3t such a late stage in the year.
Priority Rating [

1
Recommendation [

The Housing Executive should, in conjunction with DSD, consider and implement PEDU recommendations.
Management Response |

Accepted.
Target for Implementation |
Implementation is underway. Responsible Officer: Director of Design and Property Services

22
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 2
Audit Findings

10. Governance arrangements within NIHE

T

Observation

In our recent VFM

large numbers of p
the large volume o

report on the management of response maintenance contracts we noted that the NIHE
Board and Audit Cg

mmittee meetings covered a wide range of issues and that agendas for meetings inciuded
apers which did not necessarily focus on key strategic issues. We highlighted the risk that
papers and lengthy agenda meant it was difficult for important business and scrutiny of

performance to get due attention.

We note that a rev
relation to the Aud
the establ
meeting;

programiy
assigning
introduci

ew of the workings of the Board and Audit Committee is currently underway. Specifically in
t Committee we suggest the following:
shment of a formal forward work programme which sets out the key business for each

consider whether the number of meetings convened during the year are adequate to address this

)e (especially given the ongoing issues relating to contract management);
imes to individual agenda items;
exception reporting to ensure that there is enough time to address key issues properly, for

example rpporting limited or unacceptable audit opinions only;

reducing the volume of audit committee papers provided through preparation of high level

summarieg;

considerat
needs;

high level
learnt fro
ensuring

ion of whether the members have the necessary skills required and if there are any training

summary of recent guidance, for example, all PAC recommendations to ensure that lessons
n other bodies are applied if necessary; and
yapers are sent out sufficiently in advance to allow members to read them.

Implication

The governance ar|
consideration of ke

rangement within the Housing Executive may not be adequate to allow sufficient
y issues.

Priority Rating |

2

Recommendatign

NIHE should consid

Jer the points raised above when reviewing the Audit Committee workings.

Management Resp

onse

Accepted by Profe

§sor Peter Roberts as Chair of the Audit Committee.

Target for Implem¢

tntation

During 2013/14

11, Accounting issus

23

Observation |

We note the follow

{i} NIHE has disclog
As there is a court
such an asset unde
unadjusted misstat

(i) Last year we ng
advised this would

{iii) It is also noted

ying issues arising from the accounts:

ed a parcel of land valued at £0.8m as an asset held for sale within note 13 to the accounts.
njunction on this asset preventing its sale we do not consider that it meets the criteria for
r accounting standards or NIHE's accounting palicy at 1 (i). This has been treated as an
ement in Section 3;

ted that NIHE trade payables included a historic amount of £216k owing to DSD and were
be offset against monies due in 2012-13. This issue has yet to be resolved; and

that Houses purchased under the SPED schemes are considered to be current assets as it is

23
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Section 2
Audit Findings

anticipated that such houses will be sold within 12 months of purchase. At 31, March 2013, of the 38 houses in
stock, 15 houses with a market value of £1.8 million had been purchased between December 2009 and March
2012. It therefore may not be appropriate to account for these assets as current.

Implication [
Non-compliance with standards / Potential misstatement in the accounts
Priority Rating i
2
Recommendation |

NIHE needs to ensure compliance with accounting standards in respect of thg matters raised and resolve the
trade payables issue with DSD.
Manag Response [

(i) Accepted. NIHE will ensure assets held for sale are accounted for correctly in accordance with IFRS 5.

(i) Confirmation from DSD that this amount is not outstanding by NIHE is required. NIHE will ensure that this
amount will removed from trade payables if confirmation is received from DSD.

{iii) Accepted. We will review the accounting treatment to ensure it is appropriate.
Target for Implementation !
Will be completed for implementation in 2013 / 14 accounts Responsible Officer: Director of Finance

2.16 In accordance with International Standards on Auditing we have to consider significant weaknesses identified
in our prior year audit. We have therefore reviewed management’s implementation of Priority 1
recommendations made in our prior year Report to those charged with Goyernance. Our findings are set out
in Annex C - Implementation of Prior Year Recommendations. The Audit Cémmittee should continue to track
progress on all recommendations, including Priority 2 and Priority 3 points.
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Section 3
Identified Misstatemeents

31

3.2

Significant adjustments

33

34

Audit adjustments’

3.5

Unadjusted misstatem

36

This section contajns details of adjustments made to the financial statements during the course of the audit,
as well as unadjusted misstatements which are not considered material in the context of the financial
statements as a whole.

We do not consid

er that the adjusted or unadjusted misstatements indicate a significant weakness in

accounting or conjtrol which needs to be reflected in the Governance Statement.

As a resuit of our

made to the financial statements

audit, a number of insignificant adjustments were made to the first draft financial

statements presented for audit. An adjustment relating to the reclassification of provisions totalling £117k
was considered tq be clearly trivial and has not been shown.

The presentation
draft financial sta

of adjustments enables those charged with governance to assess the extent to which the
ements presented for audit have been subject to change as a result of the audit process.

There were no sighificant adjustments.

We have made a
the disclosures re|

‘ew other suggestions to improve narrative disclosures and to ensure completeness of
uired under the FReM.

nts or uncertainties arising from the audit

We are obliged tg bring to your attention the misstatements found during the course of the audit that

have not been co

rected, unless they are ‘clearly trivial’, which we have identified as below £119k. The

following misstatements have not been adjusted in the financial statements:

Description of Account area 3 SoCNE SoFP
adjustments Debit Credit Debit Credit
£'000 £'000 £'000 £'000
Reclassification of | Current asset — AhfS 800
asset held for sale | PPE - Operational 800
Total 800 800
Net impact - .

3
Above the clearly trivial thresh(

pld of £119k defined in the Audit Strategy.
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Section 4
Other Matters of Governance Interest

4.1 International Standard on Auditing 260 requires us to communicate with thg
other audit matters of governance interest. These include matters which h3
may present future risks, enhance overall governance or where those chargé

seek assurance on controls and processes.

Fraud and Regularity
4.2 We are required by Auditing Standards to report to you if we identify a fraui
that indicates that a fraud may exist. Other than in relation to estimated ley
Benefit expenditure, we found no instances of fraud during our testing.

43 Significant weaknesses in control have continued to emerge in the Housing
of response maintenance and planned maintenance contracts. These weaks

se charged with governance any
ve come to our attention which
td with governance might wish to

d or obtain information
els of fraud in Housing

Executive's management
resses have resulted in

significant overpayments to contractors being identified. The weaknesses within these areas of

expenditure are considered to continue to be systemic and this has led to a
regularity of this expenditure.
4.4 In the course of our audit we have not identified any suspected or non-com)
and regulations,

Going concern
45 In the course of our audit, we have not identified any material uncertainties
conditions that may cast doubt on the entity’s ability to continue as a going|

Management of information and personal data
46 DFP issued guidance in 2008 regarding the management of information and
entities were required to review their compliance arrangements and to disd
Those charged with governance should ensure they have made sufficient e

qualification on the

pliance with the laws

relating to events and
concern.

personal data, and government
lose any specific data incidents.
quiries of management to form a

view on the Housing Executive’s progress in implementing DFP recommendations, and that the disclosures in

the Governance Statement reflect this. Additionally those charged with goy
on any data related incidents which may require disclosure. We are unawar
during the year.

Statement on personal data

4.7 During the course of our audit we have access to personal data to support
established processes to hold this data securely within encrypted files and
conclusion of our audit. We can confirm that we have discharged those reg

you in accordance with the requirements of the Data Protection Act 1998.

Disagreements with management

4.8 There are no audit disagreements with management, about matters that in

be significant to the financial statements to report.

Co-operation with other auditors

49 In order to be able to place reliance on the work of other we carried out a n}

e Internal Audit (in accordance with International Standard on Auditing 6

expenditure incurred by NIHE; and

Social Security Agency’s Standards Assurance Unit {SAU) - assurance on
fraud and error reported in the financial statements.

26

yernance should seek assurance
e of any data handling incidents

pur audit testing. We have
Lo destroy it where relevant at the
ponsibilities communicated to

dividually or in aggregate could

eview of work undertaken by:

10);

Corporate Assurance Unit = assurance on inspections carried out on response and planned maintenance

the estimated levels of benefit
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Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE m

anaged contracts and consideration of any resulting actions — Phase 2

Section 4
Other Matters of Goy

vernance Interest

4.10  As part of the Deq
Inspection Unit tg

Associations.

Independence, integrity

4.11  The NIAO's policy
Strategy. Overall,
objectivity is low,

4.12  We have complieg

our objectivity is
we consider to b

Reliance on other exper

4.13 We have relied o
carried out a revig
audit evidence.

Other matters of intere

4,14  We note that DS

this is expected tq

Complaints procedure

NIAO seeks to en
Public Audit Foru

4.15

NIAQ also wishes|

continuous imprg
underlying causes
be addressed to

raised.

Failing resolution|
body can then wr
the case will be u

artment of Social Development audit we also carried out a review of the Governance and
allow us to place reliance on their work and provide assurance on grants paid to Housing

& objectivity of auditors

to ensure independence, integrity and objectivity of our auditors was set out in our Audit
the threat to the audit arising from issues affecting our independence, integrity and
and the safeguards in place ensure that the likelihood of any impact is low.

d with FRC Ethical Standards and, in our professional judgement, we are independent and
t compromised. There are no relationships between NIAQ and the Housing Executive that

0
t%ar on our objectivity and independence.

ts

the work of the actuary who has valued the pension scheme assets and liabilities. We
bw of the actuary in accordance with International Standards on Auditing ISA 500 Using the

st

are currently conducting a follow up to their 2010 Review of Governance in the NIHE and
be finalised within the next few months.

ure that, when carrying out its audit work, it complies with the principles developed by the
m in its paper “What Public Sector Bodies can expect from their Auditors”.

to gauge public sector bodies’ perceptions of its audit processes in order to promote
)vement. [n particular, it undertakes to act quickly on any complaint and ensure that the

s of problems are addressed to prevent them recurring. In the first instance, complaints can
he member of the Directorate responsible for the audit within which the concern has been

of the problem to the satisfaction of the complainant, the Accounting Officer of the audited
ite directly to the Comptroller and Auditor General. He will ensure that a further review of
ndertaken.
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[Client Letterhead]

The Comptroiler and Auditor General
Northern Ireland Audit Office

106 University Street

BELFAST

BT 7 1EU

LETTER OF REPRESENTATION: NORTHERN IRELAND HOUSING EXECUTIVE 31 MARCIrl 2013

| acknowledge as Accounting Officer of the Housing Executive my responsibility for pfeparing accounts that give a true
and fair view of the state of affairs, net expenditure, financial position and cash flows of the Housing Executive for the
year ended 31 March 2013.

In preparing the accounts, | was required to:

. observe the accounts direction issued by the Department for Sacial Development (DSD),including the
relevant accounting and disclosure requirements and apply appropriate accounting policies on a consistent
basis;

L] make judgements and estimates on a reasonable basis; and

e  state whether applicable accounting standards have been followed and dis¢losed and explain any
material departures in the accounts; and prepare the accounts on a going copcern basis on the
presumption that the Housing Executive will continue in operation.

1 confirm that for the financial year ended 31 March 2013:

. neither | nor my staff authorised a course of action, the financial impactjof which is that transactions
infringe the requirements of regularity asset out in Managing Public Money|Northern Ireland, except for
the issues that have given rise to aspects of the C&AG’s regularity opinign being qualified in relation
to:

—  Housing Benefit;
— Response Maintenance; and
- Planned Maintenance.

. having considered and enquired asto the Housing Executive compliance with law and regulations, | am
not aware of any actual or potential non-compliance that could have a material effect on the ability of
the Housing Executive® conduct its businessor on the results and financial ppsition disclosed in the
accounts;

. all accounting records have been provided to you for the purpose of your dudit and all transactions
undertaken by the Housing Executive haebeen properly reflected and recordeg in the accounting records.
All other records and related information, including minutes of all management meetings which you have
requested have been supplied to you; and

e all Related Parties and Related Party Transactions involving Board Members amd other senior staff of the
Housing Executive have been properly disclosed.

All material accounting policies asadopted are detailed in note 1 to the accounts.
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Executive Summary

S.

10.

11.

12.

13.

15.

16.

17.

18.

and significant issues relating to contract management of response and planned maintenance. The C&AG'’s
Report (see Annex D) accompanies his audit opinion.

Audit judgements

A number of significant audit judgements have been taken in reaching our audit opinion:

* Issues relating to the management of response and planned maintenance contracts. Weaknesses identified
from our audit work were considered to be of such significance that the regularity audit opinion covering this
area of expenditure has been qualified;

*  Overall audit opinion. Due to the issues relating to housing benefit & response and planned maintenance we
had considered disclaiming our audit opinion. We concluded that although the issues are significant they are
not pervasive through all areas of the accounts and we have instead issued gqualifications reiating to specific
areas of expenditure.

Audit findings

In Section 2 we outline the quality, effectiveness and transparency of Northern Ireland Housing Executive’s
financial reporting and its accounting policy selection, and our audit findings including any issues identified
relating to regularity and the internal control environment.

No significant issues were identified in respect of the quality, effectiveness and transparency of Housing
Executive’s financial reporting and accounting.

The change in accounting treatment of rates income and expenditure have been treated as a change in
accounting policy and a prior period adjustment has been disclosed in note 2 to the financial statements. We are
content that the remaining accounting policies used by the Housing Executive in the preparation of the financial
statements were complete, accurate and complied with the relevant standards.

We identified the following significant internal control weakness’:

*  Significant weaknesses in internal controls continue to exist in the Housing Executive’s management of
response maintenance and planned maintenance contracts. The weaknesses within these areas of
expenditure are considered to be systemic and this has led to a qualification on the regularity of response
maintenance {£51.4 million) and planned maintenance (£94.2 million) expenditure.

We reviewed the format and content of the Governance Statement to ensure that it complies with DFP
disclosure requirements and that it is consistent with our knowledge of the client.

Further issues of interest are set out in the Other Matters of Governance Interest section.

Identified misstatements

In the course of the audit a number of insignificant misstatements were identified which have been adjusted in
the financial statements. The net effect of these adjustments was nil.

Section 3 also details uncorrected misstatements which have a nil impact on the accounts. Management have
not corrected these misstatements as they do not consider them material in the context of the financial

misstatements.

No significant adjustments were made to the financial statements.

¥ In accordance with ISA 265, it is the auditor’s responsibility to communicate appropnately to those charged with gavernance and management, deficiencies in internal
control identified in an audit of financial statements that, in the auditor’s professional judgement, are of sufficient Importance to merit their respective attentions.

2

642




Supplementary Evidence

Annex A - Letter of

Representation

INTERNAL CONTROL

| acknowledge as Accoun|

prevent and detect error
statements could be ma

king Officer my responsibility for the design and implementation of internal controls to
and | have disclosed to you the results of my assessment of the risk that the financial
terially misstated.

{confirm that | have revigwed the effectiveness of the system of internal control and that the disclosures |have

made are in accordance

The Governance Stateme

with DFP guidance on the Governance Statement.

nt contains a number of significant ongoing issues. While | recognise that there are

considerable challenges in addressing some of the issues outlined in the Governance Statement, the Northern [reland

Housing Executive remair

s completely committed to resolving the issues in a timely and robust manner.

| confirm there have beer} no data security incidents during the year that require referral to the Information

Commissioner’s Office.
FRAUD

| acknowledge as Accoun|
prevent and detect fraud

ting Officer my responsibility for the design and implementation of internal controls to
and | have disclosed to you the resuits of my assessmentof the risk that the financial

statements could be materially misstated asa result of fraud.

Note 29 to the Accounts provides disclosure of estimated losses incurred through confirmed fraud and error. In

addition to these cases,

r Fraud Register, which has been regularly provided to your officers as attendees of the

Audit Committee, provides information on other cases of suspected fraud which are currently being investigated. You
have also raised your congcerns about the risk of fraud in certain maintenance contracts managed by the Housing
Executive. Apart from these matters, | am not aware of any other fraud or suspected fraud which would affect the
financial statements prespnted to you.

I can confirm that all susp

ASSETS

General

All assets included in the
owned by the Housing E3
accounts. The Statement

Non Current Assets
Alt assets over £2,000 arg

Housing Stock has be
Beacon approach to
inspection of a sam
determined by valuin
valuation was carrieg
internal inspection o
‘desk-top’ revaluatio
Land was revalued a
valuation is in accord

)ected frauds that arose during the course of the year have been notified to the Department.

Statement of Financial Position were in existence at the reporting period date and
xecutiveand free from any lien, encumbrance or charge, except asdisclosed in the
of Financial Position includes all non-current assets owned by the Housing Executive.

capitalised. They are revalued annually as follows:

en valued on the basis of open market value for existing use. The Housing Executive uses the
etermine the open market vailue of housing stack. This exercise requires an internal

e of properties called beacons. Under this approach, the value of a group of assets is

bg @ sample of the assets and using the mean as the average value for the group. A full

i out by Land and Property Services at 31 March 2009 where valuations were placed after an
F each sample dwelling was carried out. At 31 March 2013 the housing stock was subject to a
n by Land and Property Services to reffect changes in stock numbers and local price indices.
31 March 2013 on the basis of open market value by Land & Property Services. The

Jance with the Royal Institution of Chartered Surveyors appraisal and evaluation manual.
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been used to revalue these properties at 31 March 2013.

Offices, Commercial Properties, Travellers Sites and Hostels have been revalued
Land and Property Services, using fair value for existing use. Indices provided by

and relifed at 31 March 2010 by
Land and Property Services have

Depreciation is calculated to reduce the net book amount of each asset to its estimated residual value by the

end of its estimated useful life in the Housing Executive operations.

Other Current Assets

On realisation in the ordinary course of the Housing Executive’s operations the oth
Statement of Financial Position are expected to produce at least the amountsat W

provision has been made against all amounts owing to Housing Executive which are
irrecoverable.

Assets Held for Resale

All assets held for resale have been classified as such as they meet all of the recognit

these assets are available for immediate resale in their present condition, are being
reasonable price, the sales will be completed or are expected to be so within one ye
and actions required to complete the planned sale have been taken.

Contingent Assets

There is an estimated £18 million due to the NIHE in respect of potential contractor
greater certainty over the value of these overpayments and the timing and likelihoo
amounts will not be recognised as trade receivables within the accounts.

LIABILITIES

General

All liabilities have been recorded in the Statement of Financial Position. There wen

and no provisions for losses were required at the year end.

Provisions

Provision is madein the financial statements for all liabilities which are expected to
amounts have been provided for in the 2012-13 financial statements:

£1.07 million in respect of amounts due to compensate previous owners in area
Northern Ireland Housing Executive;

£0.77 million in respect of contractual claims issued against the Northern Irelan
£2.29 million in respect of public liability claims; and

£5.93 million in respect of the costs of surveying and managing asbestos.

As Accounting Officer | believe that the provisions are accurately calculated based u

and there is a probable outflow of Northern Ireland Housing Executive resources in {

provisions.

Contingent Liabilities

There are a number of legal claims or potential claims against the Housing Executivg

er current assets in the
hich they are stated. Adequate
known, or may be expected, to be

ion conditions in IFRS 5. All of
currently actively marketed at a
ar from the date of classification

pverpayments. Until there is
d of their recovery, these

e no significant losses in the year

materialise. The following

5 that have been vested by the

i Housing Executive;

pon the information held to date
he future in respect of these

the outcome of which cannot at

present be estimated with certainty. Full provisionis madein the financial statements for all liabilities which are

expected to materialise.
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| am not aware of any pen
aware of any action which|
Ireland) Order 1589 and th

OTHER DISCLOSURES

Results

Except as disclosed in the
not usually undertaken by

Unadjusted errors
The following error was

e An asset valued

current asset hel
asset.

Events after the Reportin

Except as disclosed in the
liabilities and commitmen|
accounts, are of such impo

Dr John McPeake

Northern Ireland Housing
Chief Executive

26 June 2013

ding litigation which may result in significant loss to the Housing Executive,and| am not
is or may be brought against the Housing Executive under the Insolvency {(Northern
e Insolvency {Northern treland) Order 2005.

Rccounts, the results for the year were not materially affected by transactions of a sort
the Housing Executive, or circumstances of an exceptional or non-recurring nature.

unadjusted in the financial statements:

at £0.8m was found not to have met the conditions for classification as a non-
d-for-sale and should therefore have been classified as a non-operational current

g Period

pccounts, there have been no material changes since the reporting period date affecting
ks, and no events or transactions have occurred which, though properly excluded from the
rtance that they should have been brought to notice.

Executive

31

645




Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting act

ions — Phase 2

Annex B- Audit Certificate

NORTHERN IRELAND HOUSING EXECUTIVE 2012-13

THE CERTIFICATE OF THE COMPTROLLER AND AUDITOR GENERAL TO THE NORTHERN IRELAND ASSEMBLY

| certify that | have audited the financial statements of the Northern Irefand Housin
March 2013 under the Housing (Northern Ireland) Order 1981. These comprise the
Expenditure, the Statement of Financial Position, the Statement of Cash Flow:

g Executive for the year ended 31
Statement of Comprehensive Net
, the Statement of Changes in

Taxpayers’ Equity and the related notes. These financial statements have been prepqred under the accounting policies

set out within them. | have also audited the information in the Remuneration Repol

as having been audited.
Respective responsibilities of the Chief Executive and auditor

As explained more fully in the Statement of Northern Ireland Housing Executive and
the Chief Executive is responsible for the preparation of the financial statements an

a true and fair view. My responsibility is to examine, certify and report on the finand

the Housing (Northern Ireland) Order 1981. | conducted my audit in accordance

Auditing (UK and Ireland). Those standards require me and my staff to comply with

Ethical Standards for Auditors.
Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the fina

reasonable assurance that the financial statements are free from material misstaten

error. This includes an assessment of: whether the accounting policies are app

rt that is described in that report

IChief Executive’s Responsibilities,
for being satisfied that they give
al statements in accordance with
with Interpational Standards on
the Financial Reporting Council’s

ncial statements sufficient to give
nent, whether caused by fraud or
topriate to the Northern Ireland

Housing Executive’s circumstances and have been consistently applied and adequately disclosed; the reasonableness

of significant accounting estimates made by the Northern Ireland Housing Executiv
the financial statements. In addition | read all the financial and non-financial info
identify material inconsistencies with the audited financial statements. If | becomsg

misstatements or inconsistencies | consider the implications for my certificate.

In addition, | am required to obtain evidence sufficient to give reasonable assurance|

recorded in the financial statements have been applied to the purposes intended

transactions recorded in the financial statements conform to the authorities which gr

Basis for Qualified Opinion on Regularity arising from erroneous housing benefit ay

claims

The total amount paid in housing benefit is £632 million. The level of fraud and er|
accounts resulted in overpayments of £20.8 million and underpayments due to

housing benefit overpayments are irregular as the expenditure has not been applieg
intended by the Northern Ireland Assembly and also because fraudulent transaction

they are without proper authority. In addition both over and underpayments ari

e and the overail presentation of
rmation in the Annual Report to
i aware of any apparent material

that the expenditure and income
y the Assembly and the financial
vern them.

vards and payment of fraudulent

ror as reported in Note 29 to the
vfficial error of £4.7 million. The
] in accordance with the purposes
4s are by definition irregular since
sing because of official error are

irregular because the Housing Executive is required to calculate benefits in accordance with the regulations which

specifies the entitlement criteria for housing benefit and the method used to calcy

paid.

| have therefore qualified my opinion on the regularity of housing benefit expg

overpayments attributable to fraud and error which have not been applied to the p
Ireland Assembly and because of the level of overpayments and underpayments d
expenditure which are not in conformity with the relevant authorities.
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ficate

Basis for Qualified Opinio
planned maintenance

The total expenditure on
have continued to emergg
Executive. | was unable t
response and planned m3
purposes intended by the
whether the expenditure
intended by the Northern

n on Regularity arising from weaknesses in control of expenditure on response and

response and planned maintenance was £145.6 million. Significant weaknesses in control
¢ in a number of areas in respect of this maintenance expenditure incurred by the Housing
p obtain sufficient evidence that the Northern freland Housing Executive’s control of this
Jintenance expenditure was adequate to ensure the expenditure had been applied for the
INorthern [reland Assembly. Because of this [ack of evidence | was unable to form an opinion
pf £145.6 million on response and planned maintenance had been applied for the purposes
Ireland Assembly.

Qualified Opinion on Reglilarity

In my opinion, except for
error, and, except for resg
expenditure and income h
conform to the authoritie:

he issues relating to £25.5 million of housing benefit payments attributable to fraud and
onse and planned maintenance expenditure of £145.6 million, in all material respects the
ave been applied to the purposes intended by the Assembly and the financial transactions
$ which govern them.

Opinion on financial statements

In my opinion:

the financial
Executive’s 3
equity for th

the financial

statements give a true and fair view of the state of the Northern Ireland Housing
affairs as at 31 March 2013 and of the net expenditure, cash flows and changes in taxpayers’
e year then ended; and

statements have been properly prepared in accordance with the Housing (Northern

Ireland) Order 1981and Department for Social Development directions issued thereunder.

Opinion on other matters

In my opinion:

s thepartoft
Department
and

the informat
Homes, Supjy
the Director]
with the fing

Matters on which | repor

he Remuneration Report to be audited has been properly prepared in accordance with

for Social Development directions made under the Housing {(Northern Ireland) Order 1981;

ion given in the Chief Executive’s Management Commentary, sections on Delivering Better

porting [ndependent Living, Building Stronger Communities, Delivering Quality Services and
5’ Report for the financial year for which the financial statements are prepared is consistent

ncial statements.

t by exception

In respect alone of the is:

e relating to response and planned maintenance expenditure referred to above | have not

received all of the information and explanations that | require for my audit.

| have nothing to report in respect of the following matters which 1 report to you if, in my opinion:

® adequate ag

e the financial

with the acc)

guidance.

counting records have not been kept; or

statements and the part of the Remuneration Report to be audited are not in agreement

punting records; or

the Governance Statement does not reflect compliance with Department of Finance and Personnel’s
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My detailed observations are included in my Report attached to the financial statements.

KJ Donnelly

Comptroller and Auditor General
Northern ireland Audit Office
106 University Street

Belfast

BT7 1EU

2 July 2013
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We have not yet fully reviewed management’s implementation of Priority 1 recommendations made in our prior year
Report to those Charged Jith Governance. We have summarised the response and provided our evaluation, based on

the audit work we have un

dertaken on points reviewed to date.

No.

Aati
[ tion

Management Implementation

R,
Rec

5.1

Weaknesses in management of response
maintenance contracts

The Housing Executive should:

Ensure that the CAU has appropriate
resources and support from
management to enable it to complete its
full programme of work within a
reasonable time frame;

Investjgate the reasons why
performance across the districts appears
to har deteriorated;

Ensure that investigations are carried out
promptly and robustly where
overppyments to contractors are
suspected; and

Ensure that the recommendations of
Internal Audit raised within the heating
{respgnse maintenance) report are
implemented in a timely manner.

ONGOING
Similar issues have been raised again this year.

5.2

Inappropriate payment on account

Advance payments should only be made in
exceptional circumstances. If the Housing
Executive ronsiders there to be a need for an
advance ppyment in the future it must
ensure that the rationaie for the decision is
fully documented and formally approved by
its Board, PSD and DFP.

Furthermore controls over promptness of
inspections may need to be enhanced to
obviate the need for such payments.

IMPLEMENTED
No evidence of any such payments has been
found in 2012-13.

5.3

Weaknesses in management of planned
maintenance contracts

The Housing Executive should:

Ensure that the CAU has appropriate
resources and support from
management to enable completion of its
full programme of work within a
reasohable time frame;

Investigate the reasons why
performance across the districts has
deterjorated; and

Ensure that investigations are carried out
promptly and robustly where overpayments
to contragtors are suspected. In particular
the issues{surrounding the kitchen
replacement schemes needs to be addressed
as a matter of urgency.

ONGOING
Similar issues have been raised again this year.
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5.4

Challenge to independent Assurance Units

It is essential that the Housing Executive
takes action to ensure that the independence
of these units is not undermined and takes
the appropriate action to address issues
raised, if any, by DSD as a matter of urgency.

ONGOING
Similar issues have|been raised again this year.

5.5

Level of final account reconciliations
outstanding

Reconciliations should be carried out shortly
after the contract has been fully completed
to identify any under or overpayments to the
contractor.

ONGOING
Similar issues have been raised again this year.

5.6

Housing Benefit Overpayments issues

*  NIAO encourage the Housing Executive
to continue to develop and improve the
means of preventing and recovering
Housing Benefit overpayments.

e  Where overpayments are identified
recovery procedures should be initiated
at the earliest opportunity and recovery
subject to regular review.

e The recommendations of internal Audit
relating to the Housing Benefit Fraud
and Error Report should be implemented
in full within a reasonable time frame.

ONGOING
Similar issues have been raised again this year.

IMPLEMENTED

5.7

Social Housing Development Programme —
conditional approvals

The Housing Executive should have a greater
focus on achieving this target throughout the
year to reduce the level of conditional
approvals at the year end and the potential
for reduced scrutiny.

ONGOING
Similar issues contipue to be raised with the
approval of schemds being concentrated in the
last month of the year.

5.8

Supporting People - potential gap in
regularity assurance

The Housing Executive should investigate
whether the governance issues identified
within this service provider are indicative of a
more widespread problem across its service
providers. This could perhaps be done by
introducing a regular programme of financial
verification visits or extending the current
remit of the validation visits to cover these
areas of governance in service providers
considered to be of higher risk.

IMPLEMENTED

5.9

Supporting People Guidance
Appropriate steps must also be taken to
recover any monies that have been spent
inappropriately by the service provider.
(i) Guidance in this area, particularly for
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reserves, needs to be formally issued by DSD
as a mattef of urgency. The Housing
Executive should engage with the
Department to resolve any issues that are
leading to delays in this guidance being
formally issued.

{ii) NIHE should also ascertain the level of
reserves in|respect of Supporting People
grants beirjg held by all organisations, since
the commeéncement of the programme, to
ensure the|risk of monies being used
inappropriately by service providers is
minimal,
{iii) The rationale for all key decisions should
be clearly documented on file.

(iv) Where|there is no formal guidance and
NIHE’s approach has evolved, through
custom ang practice, such policies and
procedures should be formally ratified by the
CXBC.

DSD guidance on reserves has been discussed
with DSD and incorporated into SP’s financial
monitoring procedures.

ONGOING

Similar issue has been raised again this year.

ONGOING

General cgntract management

The Housing Executive should consider
creating a tomprehensive database of all
general captracts to facilitate good contract
management. At the very least it should
conduct a review of other similar contracts to
ensure they are being proactively managed
and monitpred. Internal Audit
recommenjdations in respect of this contract
should be jmplemented in line with the
agreed target dates.

IMPLEMENTED

Warm Homes

NIHE should

e ensure all failed jobs are re-inspected to
ensurg that all issues identified during
the ingpection process are rectified;

s consider formalising the instructions
provided to Scheme Managers for
capturing Warm Home accruals by
producing written guidance; and

s consider performing checks on a sample
of jobp included in the year-end accrual
to verjfy they are genuine accruals and
that the estimated value of work is
reasonable.

IMPLEMENTED

Monthiy inspections are being carried out.
Written formal instructions on accruals were
issued to Scheme Managers in March 2013.

Social Housing Fraud
Housing Executive should

e epsure that there is an adequate
response to social housing tenancy
fraud;
e consider assigning dedicated
nvestigation teams to help detect
ptential social housing tenancy
aud; and
pnsider the use of ‘No Access’ visits
b part of a risk based approach to

L]
¥ N IO

PARTIALLY IMPLEMENTED

There is an issue regarding the resourcing of
dedicated investigating teams. It will be
revisited depending on the leve! of fraud
identified.

Tenancy Fraud Strategy was presented to the
April Board with range of proposals to be
rolled out in 2013/14.

The C&AG will issue a short report on this area

37

651




Inquiry into allegations, arising from a BBC NI Spotlight programme aired on 3 July 2013,
of impropriety or irregularity relating to NIHE managed contracts and consideration of any resulting actions — Phase 2

Annex C- Implementation of Prior Year Recommendations

the selection of property for within the next few months.
investigation under the Housing
Benefit fraud criminal/compliance
routes.

5.13 | Rent Arrears

The Housing Executive must ensure that
appropriate action is taken to ensure that
rent arrears are kept to the absolute
minimum.

ONGOING
Similar issues have been raised again this year.

5.14 | Voluntary Severance Scheme
DFP approval should be gained as soon as IMPLEMENTED
practicably possible. In future, in similar Approval obtained.
instances, full consideration should be given
to the appropriate accounting treatment.

The Audit Committee should ensure that it is content that other recommendations made in our prior year
Report to those Charged with Governance have been actioned by management. The Audit Committee
should also ensure that adequate arrangements are in place to track all recommendations.
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NORTHERN IRELAND |[HOUSING EXECUTIVE
REPORT OF THE COMPTROLLER AND AUDITOR GENERAL TO THE NORTHERN IRELAND ASSEMBLY

Part 1: Introduction

1. The Northern Ireland Housing Executive (the Housing Executive) is a Public Corporation sponsored by the
Department for Socipl Development (DSD / the Department). The Housing Executive is the regional housing
authority for Northefn Ireland with a wide range of housing responsibilities including acting as landiord for
housing stock of approximately 90,000 dwellings.

2. fam required to repprt my opinion as to whether the financial statements give a true and fair view. [ am also
required to report rrjy opinion on regularity, that is, whether in all material respects the expenditure and income
have been applied t¢ the purposes intended by the Northern Ireland Assembly (the Assembly) and the financial
transactions conform to the authorities which govern them.

3. This report reviews the results of my 2012-13 audit of the Housing Executive and sets out the reasons why | have
qualified my audit opinion on the regularity of expenditure in the following areas:

o Response and Planned Maintenance Expenditure (Part 2)

The Housing Exefutive spent £51.4 million on response maintenance expenditure and £94.2 million in
planned mainterjance expenditure during 2012-13. Considerable problems continue to be identified relating
to Housing Execytive controls over work done by contractors on its response and planned maintenance
programme; and

e Housing Benefit [Part 3)

The Housing Exegutive spent £632 million on housing benefit in 2012-13. Significant levels of estimated fraud
and error in housing benefit expenditure continue to arise and | have qualified my opinion on this for a
number of years

4. |reported last year pn issues relating to land disposals. These issues continue to be the subject of police
investigations and therefore at this stage | cannot report further. | intend to keep these matters under review
and may report further to the Assembly at a later stage. In addition | have not included issues relating to Housing
Associations in this report as | consider these issues to be more relevant to my report on the Department’s 2012-
13 accounts.
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Part 2: Response and Planned Maintenance

Qualified opinion due to weaknesses in the control of expenditure on respponse maintenance and
planned maintenance

5. Last year | qualified my opinion on the regularity of both response maintenance expenditure‘ and planned
maintenance expenﬂitureS because | was unable to gain sufficient evidence to support this opinion. Since then
significant weaknesses in control have continued to emerge in the Housing Executive’s management of response
and planned maintenance contracts which have led me to qualify my opinion dn the regularity of this
expenditure again. The total expenditure on response maintenance and planngd maintenance during 2012-13
was £51.4 million and £94.2 million respectively.

6. The basis of my concerns on response maintenance expenditure is set out below:
{a} Repairs Inspection Unit (RIU) inspections

Response maintenance work undertaken by the Housing Executive covers g large range of expenditure. {
therefore seek to rely on the Housing Executive’s internal controls to ensurp that all work done by their
contractors is properly inspected and payments are not made until the work has been satisfactorily
completed. One of the key controls in ensuring that proper inspections aretaking place within district
maintenance sections is the RIU, now part of the Corporate Assurance Unit|{(CAU}. This Unit selects samples
of maintenance work done and reperforms the checks that have already been carried out in each of the
districts. This year the Unit continued to identify a large number of instances where inspections carried out
by the district offices are failing to identify poor standards of work or work that has not been carried out.

In previous years the Unit examined all 35 districts within the Housing Executive every year and presented a
report for each district listing scores for four specific areas’ rating them acdording to their compliance within
four bands namely, unacceptable, limited, satisfactory and substantial. Last year | noted that only 12 of the
35 districts scheduled for inspection had been visited. This year | have beer] advised that a further 14 of
those districts not examined have now been visited and, following a risk based review, a decision was taken
not ta visit the remaining nine districts as previous inspections indicate they are the better performing
districts. The results of the work of the Unit are summarised in Table 1 belgw:

Table 1: Results of inspection work by the Repairs Inspection Unit

2012-13 2011-12 Total
Rating Number of districts
Substantial - - -
Satisfactory 7 3 Y
Limited 4 1 5
Unacceptable 3 8 1
14 12 26

Source: NI Housing Executive.

NB: Results reported for three of the districts in 2011-12 have been revisel upwards by CAU since | reported
last year.

4 Response maintenance relates to work that is undertaken in response to problems identified by tenants.
Planned maintenance relates to schemes that are planned from time to time to maintain or gpgrade a property.
Contract Management; Probity: Inspection {on site) and Procedures.
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1 am concerned by the fact that the Housing Executive CAU team has visited only 26 districts over two years.
Given the level of|concern relating to the district management of contractors ideally | would expect that each
district should be pisited annually. Furthermore of the 26 districts visited by CAU in 2011-12 and 2012-13, 16
(62%) have had the standard of their contract inspection work judged as either limited or unacceptable. |
asked the Housing Executive to comment on this performance and it told me that the CAU inspection
programme was risk based. It considered previous performance and applied a targeted approach focusing on
higher priority diskricts and this broad approach was approved by the Risk and Performance Committee.

The Housing Execptive advised that it took indicators of poor contract performance very seriously and noted
that:

o the currtt contracts contain a range of Key Performance Indicators (KPls) which provide ongoing
measurement of contractor performance and cover four broad areas: quality of work, payment
accuracy timeliness and customer satisfaction;

» there s 3 robust and structured contract management regime, with clear lines of responsibility and
accountgbility, and defined escalation arrangements to deal with disputes and performance issues;

e astatistirally based sampling procedure is used to select jobs for inspection by Housing Executive
maintenance inspectors;

e the results of these inspections are used to calculate some of the indicators;

s the contracts also contain Low Performance Damages clauses which are applied if a contractor fails
to meet the required KP| targets. This is backed by a requirement for Contractor Improvement Plans
which are formally monitored; and

o failure tg meet KPIs and / or deliver the required improvements can result in termination of the

contract,

| note that the types of weaknesses found by the CAU inspections include:

» over measurement where the quantity of the materials paid to the contractor is excessive compared
to the materials required or used;

o work bejng paid for twice as there was confusion on the part of some staff over what was deemed
to be indluded in the contract;

e work bejng paid for twice as contractor claimed for work that should have been completed at no
additionpl-cost as it fell within the 6 month defect liability period; and

o claims for work not completed by the contractor.

To address theselissues the Housing Executive has undertaken a number of steps. One of the key responses
has been the establishment of Response Maintenance Intervention Teams (RMIT) in May 2012 to visit all
districts receiving limited or unacceptable ratings from CAU and devise detailed action plans to address the
issues identified. [The Housing Executive told me that as at May 2013, the RMIT had visited 16 offices and
local action plang had been developed for each office. Furthermore the RMIT re-visits each office to confirm
that the agreed actions have been implemented and that improvements are being delivered.

In addition the Housing Executive has delivered seminars to Maintenance Officers on the typical failings
being identified By CAU and developed a competency training programme for all Maintenance Officers to
attend. The Housing Executive told me that another key step was the 10 point Contract Management
Improvement Pian for Response Maintenance which was approved in July 2012 and subsequently refined
into 4 main themes around addressing the source of failure, addressing skills and training, structural issues
and system enhapcements. Also it told me that to support inspectors in their work:

e there hgs been a comprehensive review of the guidance and supporting materials used by them;
e the computer system has been amended to provide additional prompts and controls;
®  greater lse is being made of technology to allow better access to these materials;
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7.

been successfully completed; and

a pilot to evaluate the benefit of mobile hand held devices for surve

new training courses have been developed to improve competences.

y and inspection purposes has

The Housing Executive has informed me that the Board has approved restructuripg within it to aliow the

establishment of a new Asset Management Division which will be responsible fo
activity. This will provide a refocusing of this critical function. Because of this wd

all maintenance and works
rk the Housing Executive expects

to see a considerable improvement by the time of the next round of CAU inspections in 2013-14,

(b} Ongoing investigations into response maintenance contractors

| have previously reported my concerns relating to the Housing Executive’s man
out response maintenance’ and the Public Accounts Committee (PAC) also repo
2013%. These concerns related to issues such as quality of workmanship and ovel

problems were identified in relation to one contractor, Red Sky, who provided re

gement of contractors carrying
ed on this matter in February
fncharging by contractors. [nitially
sponse maintenance services

across a number of districts, and as a result the contract with Red Sky was terminated in July 2011. Further
examination was then carried out, both by my staff and the Department who commissioned a firm of accountants

to report to the Minister. Both of these examinations have identified significant

the management of contractors.

The basis of my concerns on planned maintenance expenditure is set out belowt

{a) Schemes Inspection Unit {SIU) inspections

SIU, which is also part of the CAU, performs a similar role to the RIU in respect g
schemes®. The results of the 2012-13 inspections are set out in Table 2. During 2
were completed which led to 11 schemes being classified as having limited qual
classified as having unacceptable quality (61%). In the previous year of the 20 sq
limited rating and two were unacceptable (55%). It is concerning that these resy

performance, particularly in relation to the kitchen replacement scheme where
for some time.

Table 2: Results of inspection work by the Schemes Inspection Unit

and systemic issues relating to

f planned maintenance
012-13 36 scheme inspections
ty and a further 11 being
hemes inspected nine had a
Its indicate deterioration in
issues have been known about

Scheme: Rating

Substantial/Satisfactory | Limited Unaccepitable | TOTAL
External Cyclical | 1 - - 1
Maintenance
Windows 8 1 1 10
Replacement
Kitchens 5 10 10 25
Replacement
TOTAL 14 11 11 36

Source: NI Housing Executive.

| asked the Housing Executive to comment on this and it told me that any S!

limited or unacceptable findings have been further evaluated to highlight ar|

" NIHE Management of Response Maintenance Contracts, NIAO, 4 September 2012.
8 Report on the Northern Ireland Housing Executive: Management of Response Maintenance
2013,

) Reports which presented
y common issues or trends. Asa

Contracts, NIA 99/11-15, 20 February

%n 2012-13 the Unit completed audits on kitchen replacement, windows replacement and extgmal cyclical maintenance schemes. In

2011-12 the Unit also looked at heating replacement schemes and major heating schemes.
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(b) Overpayments in

result of this ana
aspects of electri|
brought to the at
unless it meets tH

lysis, management has recognised and accepted that there are shortcomings in some

kal works, fire doors and egress windows. These issues are being addressed and have been
tention of contractors who have been notified that work will not be accepted and paid for
e standards required under the specifications set by the Housing Executive.

It also told me thpt further significant work has been carried out by the Design and Property Services (DPS)

division and CAU|

all Clerks of|
specificatio
a quarterly
identify and
SIU reports
contractors
and

within DPS,
DPS and cof
and bring fd

The Housing Exe
to become fully ¢
reflecting previo

to deliver improvements throughout the year. This included:

Works and Inspectors receiving training on the Housing Executive’s policy and standard

ns, particularly when new specifications were introduced;
forum being established to apprise relevant staff about key inspection findings and to

agree where improvements will be made;
being a standing agenda item at monthly contractors’ meetings;
being regularly informed that the Housing Executive will not accept any substandard work;

a new Policy and Liaison role has been created to strengthen engagement between CAU,

ptractors. This is to identify any potential areas of disagreement or dispute, and to agree

rward solutions.

tutive recognises that, despite these efforts, the results of improvement plans can take time
rmbedded and capable of being evidenced. An element of the SIU reporting is therefore
us practices which are known to be problematic. This has been reviewed and schemes are

now being
indicators especi

It told me that d
Committee and
highlighted furth

Last year | report

overpayments tg
from a review by
area which iden
replacement sch

d on handover. However it has advised that it feels there have been recent positive
Ily with the latest kitchen scheme reviewed by SIU being given a “substantial” rating.

ring the 2012-13 year a new SIU methodology was approved by the Risk and Performance
oard on the basis that it would be “road tested” before being applied more widely. This has
er improvements which, when implemented, will make the inspection process more robust.

respect of kitchen replacement schemes

ed on work ongoing within the Housing Executive to identify the extent of potential
contractors for a number of kitchen scheme replacement contracts. This was following on
CAU in November 2011*° of five kitchen replacement schemes, one from each geographical

ified potential overpayments to contractors of approximately £500,000. As 112 kitchen

mes had been completed at that point this meant that there was potentially a very

significant overpayment.

At the time of m|
management wi
the potential for|
progressing this

i report last year the level of overpayment was being disputed by Housing Executive

o had also arranged for their own analysis to be carried out which appeared to show that
overpayment had been considerably overstated. These disagreements led to delays in
ssue but in late 2012 the Housing Executive finally appointed an external chartered surveyor

company to pro
schemes. This a

yide an independent, sample based, assessment of a further 20 kitchen replacement

essment has now been completed and has confirmed that there were significant

weaknesses in the Housing Executive’s management of these contracts.

One of the key issues identified by the assessment was in respect of payments made to contractors on the

basis of a stand4
replacement sch
would be done fi

rd ‘Project Price List’ (PPL). The PPL was effectively the bill of quantities for each kitchen
eme. However the Housing Executive made the mistake of assuming that the same work
br each house type when in fact requirements often varied significantly from one house to

' This review pulled loge
reported during 2010, At

ther the results of a number of individual inspection reports that had been prepared by the SIU and
his stage the financial implications were not clear and issues were not followed up.
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another. For example tenants may have undertaken additional work at their own expense such as installing

floor and wall tiles, removing kitchen units to aliow installation of new appi
kitchen extractor units.

In fact the PPL only provided an indicative estimate of the cost of each piec
should have carried out ‘remeasurement’ to identify and cost the variation
completed at each dwelling and the PPL indicative cost. This remeasuremern

lances or purchasing their own

e of work and the contractor
petween the work actually
t was generally not carried out

and as a result contractors may have been paid for work which had not beeh done. Limited numbers of

inspections were carried out by Housing Executive staff on the work done b
generally visual and did not include inspections by quantity surveyors.

The assessment by the external surveyors found that, in general, normal cd
arrangements had been set aside in favour of more relaxed procedures bas
mutual co-operation which meant that effective checking and inspection wi
consequently potential overpayments were not identified.

The work done by the external surveyors on the sample of 20 kitchen replaq
242 schemes undertaken to date) found potential overpayments of £1.319
schemes examined of £6.259 million. The proportion of estimated overpayn
over 40 per cent depending on the scheme and contractor involved. The Ha
work, together with work undertaken by its own Central Cost Group, as a b3
overpayments across all of its planned maintenance work since 2008 (the p:
This estimate has been prepared largely by extrapolating the estimated errqg
potential total contractor overpayment to be around £18 miliion.

The Board has now arranged for an external independent review of the Hoy
planned maintenance contracts to review how the overpayments arose, thg
overcharging and the actions taken to recover the overpayments. The Hous|
through its legal advisers and by ongoing liaison with the contractors, how 4
might be recovered.

¥ the contractors but these were

ntract management
ed on partnership, trust and
s not being carried out and

tement schemes (out of a total of
million out of a total cost for all
nents ranged from 2 per cent to
using Executive has now used this
sis for estimating the potential
eriod of its current contracts).

r rates and has estimated the

sing Executive’s handling of
reliability of the estimate on
ng Executive is also examining,
hese potential overpayments

| am very concerned that the Housing Executive’s seemingly lax controls apj
large potential loss of public money. | am also disappointed that these issu
either when they were first identified by SIU in 2010 or when the issues we
November 2011, Unfortunately there was a considerable degree of challen,
management to the findings of CAU which delayed the appointment of ext

| asked the Housing Executive to comment on how such substantial overpay

replacement schemes were allowed to arise and the likelihood of any recov|

achieved. The Housing Executive told me that it has already undertaken a sy
investigate this issue and to provide an estimate of the potential financial in

jear to have resulted in such a
were not addressed earlier,

e raised again in CAU's review in
e by Housing Executive

rnal surveyors until late 2012.

ments in respect of the kitchen
ery from contractors being
bstantial body of work to
pplications arising from it. A

number of critical contributory factors have been identified, particularly with regard to how the contracts

were implemented, the approach taken to inspection and approval of work

engaged with contractors. These factors were considered in mare detail in g

and how the Housing Executive
report submitted to the Board.

The Housing Executive informed me that that the Board is extremely concerned about how planned

maintenance contracts have been managed and how the suspicions of over,

Accordingly, an independent external investigation was recently commissiof

the Board which is due for completion by October 2013.

With regard to recovery, the Housing Executive told me that its intention is
overpayments made to contractors and a legal recovery strategy, approved
implemented. The first step of this has involved formal adjudications based
prepared by the external surveyors but further legal action cannot be ruled
currently being pursued through a defined legal process, the Housing Execu
make further comment at this stage.

44

tharging have been dealt with.
ned by the Chairman on behalf of

o seek full repayment of all

by the Board, has already been
pn the independent evidence
put. Given that the matter is
ive considers it inappropriate to
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| also asked the Hpusing Executive to explain how its controls have been strengthened to ensure that similar
issues do not recyr in future planned maintenance schemes. It told me that it has already taken action to put
in place a range of improved controls and arrangements to address the weaknesses and behaviours which
allowed the overgharging to happen. This includes:

¢ increasirjg the number of professional officers available to inspect and pass work for payment;

e retraining all relevant staff to emphasise the need for effective checking and monitoring of schemes;
and

e the establishment of a Central Cost Group to provide an additional layer of scrutiny with regard to
the approval of PPLs and certification of claims for payment submitted by contractors.

Looking ahead to|the new contract framework for planned maintenance work (the former contracts expired
in January 2013) the Housing Executive told me that it has redesigned the delivery model to include the use
of external consultants as scheme managers. Within this new monitoring and cantrol regime, which will
measure the performance of both the consultants and contractors, they note there is a facility to impose, if
required, financiQI sanctions for poor performance. It told me that this approach has been developed to
provide a better transfer of risk, at the same time maintaining its overall accountability and responsibility for
the stewardship of public funds. In addition, the future management of planned maintenance contracts will
be informed by the findings of the independent external review.

Conclusion on respohse and planned maintenance expenditure

8. Based on the issues above | have qualified my opinion on the regularity of response and planned maintenance
expenditure totalling £145.6 million in 2012-13. | was unable to obtain sufficient evidence that the Housing
Executive’s control of this expenditure was adequate for the purposes of ensuring that these payments had been
applied for the purpases intended by the Assembly.

Other issues relating tq planned and response maintenance
PAC Report on Management of Response Maintenance Contracts (February 2013)

9. Based on my review jof Housing Executive management of response maintenance contracts {September 2012)
the PAC held an Evidence Session and subsequently reported in February 2013. The Committee made ten
recommendations, fpur of which are noted below:

e the Department and Housing Executive should use the bedding-in periad for the new response
maintenange contracts let in August 2012 to critically evaluate how they are working in practice;

e detailed infﬁrmation on the results and timeliness of inspections should be reported to the Housing
Executive Bpard and Audit Committee who must also assure themselves that payments are being made
promptly tg all contractors;

¢ Corporate Assurance Unit’s independence from operational divisions must be recognised and upheld
and its work should not be undermined; and

® necessary investigations must be undertaken to establish the full extent of the contract management
problems ahd the potential exposure in financial terms to ensure weaknesses are identified and

eradicated.

The Housing Executive has informed me that there is an action plan in place to meet the PAC Recommendations.
Many actions have glready been completed and others are currently being implemented.
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10. Both the Department and the Housing Executive have advised me that improve

ments have been made in the

structure of the contracts and the way in which they are managed. Financial penalties can now be applied when

contractors do not perform to the standard expected and these changes are ex
performance and value for money. The Housing Executive also told me that cie|
in place in order to address occasions, shouid they arise, where unsatisfactory g
new contracts will be critically evaluated through an Office of Government Cong

operations review and benefits’ realisation, which is scheduled for August 2013,

11. The Committee also noted their concerns that the failure to secure contracts at
risk that contractors may:

e attempt to cut corners;
¢ look for additional payments from the contracts; or
¢ runinto financial difficulty and in some cases go out of business.

12. In light of this | note with concern that in April 2013 a response maintenance ¢g
providing services to North and East Belfast and Lisburn went into administrati
initially terminated a contract in West Belfast subsequently went into administs
contracts in Shankill, South Belfast, Lisburn Dairy Farm and Portadown. The Ho:
following action is being taken:

e for the North Belfast, East Belfast and Lisburn contracts the service is §
utilisation of adjacent “back up” contractors in conjunction with the in
Organisation {DLO) contractor.

e in West Belfast, the service is being delivered by the in-house DLO con

e it is the Housing Executive’s intention to take over contracts for Shank|

pected to lead to improvement in
br escalation procedures are now
performance persists and that the
imerce Gateway Review,

sustainable prices increases the

ntractor responsible for

n and another contractor who
ation in June 2013, This affected
bsing Executive told me that the

eing delivered through the
+thouse Direct Labour

tractor.
Il, South Belfast, Lisburn Dairy

Farm and Portadown, using the DLO, and discussions are ongoing with the Administrator.

13

areas and the first report should be drafted by the end of June. Given the fact
maintenance contracts have been operating since August 2012 | am surprised t

1 understand that CAU intends to issue response maintenance inspection reports for each of the twelve new

hat the new response
hat the Housing Executive has not

pushed harder to receive independent assurance earlier. | also note that in some cases there have been delays of

between 3-6 months in the issue of draft reports post scheme inspection visits.
given the assurances by the Housing Executive that CAU’s role has been develo|
Housing Executive told me that:

e while the new response maintenance contracts have been operating s|
“bedding in” period in relation to the key performance indicators;

+ following that, in order to “road test” the CAU methodology, CAU insp|
from these inspections were used to confirm the methodology;

e the 2013 -14 Programme of CAU inspections commenced in May 2013
maintenance contracts;

s CAU will carry out the annual inspection programme and report an an
timeframes outlined in the revised methodology;

This is particularly concerning
ped and strengthened. The

nce August 2012, there was a

ected 3 districts, and the findings

and will cover all the response

area basis in line with the

s the programme will be delivered by CAU within the agreed time frameg; and
¢ management will ensure there is a timely response in relation to issui1g findings to the area, holding

exit meetings, providing area responses to CAU’s observations and iss

The Housing Executive assured me that there is an ongoing commitment to

ing the Final Report.

ensure the effectiveness of both

the role of CAU and the value obtained in terms of improved response mairtenance management.
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The Housing Executive accepts that there were some delays in implementing last year’s routine programme.

However, this was due, in
towards investigatory wor|
workload which was ident
acknowledges that furthe
the required timescales ar

Benchmarking of repairs ¢

arge part, to the urgent need to reprioritise CAU’s Repairs Inspection Unit resources

k in response to concerns around a number of specific contractors together with additional
fied following receipt of the accountant’s report commissioned by the Department. It
work needs to be done to ensure assurance reports are responded to promptly and within
d this is clearly a management responsibility.

osts

14. 1welcome the fact tllat a number of benchmarking exercises have been carried out within the Housing Executive

throughout the year.
Executive’s performa

Table 3: Extract from

In the 2011-12 Housemark'! repairs value for money benchmarking exercise the Housing
nce was compared to 27 other organisations'.

2011-12 Repairs Benchmarking Exercise

2011-12 2010-11 Recommended or
median

Volume of work catiegorised

e Emergenc 37% 44% 10%

e Urgent 26% 23% 20%

¢ Routine 37% 3% 70%
Average cost of relpairs per | £432 £386 £418
property
Costs of managing ¢ontracts | 10.9% 12.3% 10.2%
% of Repairs passing 91.3% 79.8% 96.3%
inspection

Source: NI Housing Executive.

15. | note the following:

e the volume

of work categorised as emergency repairs by the Housing Executive continues to be well in

excess of other organisations;

the averagq
median;
while contr.
median for
Gateway ar
the apparer
than the me

cost of repairs per property has risen by 12 per cent this year and is in excess of the

act management costs have reduced since 2010-11 they remain high in comparison to the
pther organisations and maintenance management has been considered as part of the
d Governance Reviews; and

t poor post inspection pass rate, although significantly improved since last year, is still lower

3

dian performance.

""NIHE is a member of Hd
"2 itis noted that only 2 of
house contractor.

usemark which is a subscription—based benchmarking service.
these 27 had housing stock over 20,000 and in 50% of the group the repairs service is provided by an in-
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Pa

Qualification of regularity opinion due to estimated levels of fraud and err¢

rt 3: Housing Benefit

payments

i6.

17.

18.

19.

20.

21,

22.

examination for evidence of official error, customer error or customer fraud®,

used to produce a range of likely fraud and error in housing benefit and the m¢

estimate the monetary value of the fraud and error in the year.

on a financial year basis. | am satisfied that this is reasonable.

| examined the work undertaken by the SAU to assess the levels of fraud and e

The estimates of fraud and error are by their nature subject to uncertainty bec
testing but do, however, represent the best measure of fraud and error availab
timetable for the production of the financial statements, SAU’s testing is repor]

or in housing benefit

The Housing Executive administers housing benefit on behalf of DSD. The Department’s Standards Assurance
Unit {SAU) regularly monitors and measures the estimated levels of fraud and ¢
system. In order to do this, the SAU randomly selects samples of ongoing claim

rror within the housing benefit
5 and subjects them to detailed
The results of this testing are
dian of this range®' is used to

ause they are based on sample
le. In order to facilitate the
ed on a calendar year basis, not

ror within the housing benefit

system. My staff examined and re-performed a sample of the case work during the year and also reviewed the

methodologies applied by the SAU in carrying out these exercises. | am conten

are a reliable estimate of the total fraud and error in the housing benefit systen

Where fraud and error has resulted in an over or underpayment of benefit to

the SAU, are set out in the accounts® and in total represent some 4.2 per cent

{including 0.3 per cent relating to underpayments due to customer error which

total amount paid in the 2012 calendar year was £612 million with estimated i
comprising:

expenditure).

All of the overpayments are irregular, whereas only underpayments made as a
irregular.

2 Official error arises when housing benefit is paid incorrectly due to inaction, delay or a mist;
Customer error occurs when customers make inadvertent mistakes with no fraudulent intent.
deliberately seek to mislead NIHE.

' Note 29 to the accounts: Payment Accuracy.

51

The entitlement criteria and the method to be used for payment of housing be|
il individual who is either not
entitled to housing benefit, or is paid at a rate which differs from that specified
made are not in conformity with the governing legislation and are therefore irn

The levels of fraud and error for housing benefit for the year 1 January 2012 to|

Table 4 shows the housing benefit payments made during the calendar year of]
of fraud and error in relation to these payments, based on the work completed

underpayments due to official error of £4.7 million (0.8 per cent of ho

Underpayments due to customer error of £1.7 million are not included in the ng
irregular as customers are not required to conform to governing legislation when making their benefit claims.

t that results produced by the SAU
mn.

hefit is set out in legislation.

in the legislation, the payments
egular,

31 December 2012, estimated by
lof housing benefit expenditure
are not part of my qualification).

2012 and the estimated amounts
by SAU. The table shows that the
regular payments of £25.5 million

overpayments of £20.8 million (3.4 per cent of housing benefit payments); and

Lsing benefit payments

result of official error are deemed

ures above and are not deemed

aken assessment by the NIHE.

Customer fraud arises when customers
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23,

24,

25.

26.

27.

Table 4: Trends in esﬁma!ed overpayments and underpayments due to fraud and error in housing benefit

expenditure

2012 2011 2010 2009 2007
£million £million £million £million £million
Total Housing Bengfit 612 558.5 568.3 503.6 412.8
Expenditure*
Overpayments
Official Error 6.8 2.6 9.8 3.6 1.2
Customer Error 4.8 4.8 4.0 1.2 6.7
Customer Fraud 9.2 2.8 0.9 4.5 2.8
Total 20.8 10.2 14.7 9.3 10.7
% of Housing Benefit 3.4% 1.8% 2.6% 1.8% 2.6%
Expenditure
Underpayments
Official Error 4.7 3.6 2.4 3.4 0.3
% of Housing Benefit 0.8% 0.6% 0.4% 0.7% 0.1%
Expenditure

*This amount is the

population from which a sample was examined by the SAU. It is based on amounts paid in the

calendar year and vfll therefore differ from amounts in the financial statements which are based on financial years.

Source: SAU Reports {SAU did not carry out an exercise covering 2008 due to resourcing issues.)

The figures in Table 4
of years. To some ext

show considerable volatility in the level of estimated fraud and error over the past number
ent this resuits from the sampling methodology which provides a range of likely fraud and

error {within a 95% confidence interval). The figures represent the median within the range which is 3.4 per cent
in 2012 and 1.8 per cent in 2011, However the possible range of estimated fraud and error is between 1.2 per

cent and 5.9 per cent
median provides a re

| recognise the consid
benefit fraud and err
fraud and error this yj

Worryingly the level
still less than the con
errors are within its g
and consequently the
. incorrect
. incorrect]
. making

In addition, [ also no
substantially, when ¢
which is now 0.8 per

in 2012 and 0.6 per cent and 3.4 per cent in 2011. Nevertheless | consider that using the
asonable basis for comparisons of performance between years.

erable efforts and resources committed by the Housing Executive to address housing
or. However | am concerned to note the considerable increase in the estimated levels of
par with estimated overpayments having increased by almost 50 per cent.

of overpayments due to official error appears to have increased substantially, although it is
parable figure in 2010. As official errors arise from mistakes by the Housing Executive these
ontrol and it is best placed to reduce them. In some cases the errors can be hard to identify
cumulative impact can be considerable. Reasons for official errors include:

ly recording a customer’s income;

ly applying complex benefit rates; and

rrors in establishing the customer’s status (such as single status, etc).

that the estimated level of underpayments due to official error has increased
mpared with 2011, by 30 per cent to £4.7 million. This is a considerable increase in a figure
cent of total housing benefit expenditure compared to 0.1 per cent in 2007.

I asked the Housing Executive why it thought that the level of over and underpayments arising from official error

have risen so significs
o there has bg
Benefit casg

antly. It told me that:
en a continuing increasing caseload due to the prevailing economic conditions {Housing
2load has risen by over 10 per cent in the last four years);
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28.

29.

30.

31.

32,

there was a substantial increase in workload following the full introdud

tion of the Atlas™® system at the

start of the year as the volume of notifications has been extremely high with the system prompting

approximately two million individual transactions (which affected aboy

year);
during the first six months of operation the majority of the notification
processed manually and each case was suspended while this was done
the processing of these transactions were given priority to prevent del

which meant that other work was affected. For example, an annual ex
which is one of a number of counter-fraud activities, had to be postpor|

affected the accuracy levels of assessments. During the year it told me that wo

approximately 80 per cent of these transactions; and

improve performance in this area.

Customer error relates to situations where customers have made mistakes in cl
judged to have arisen from fraudulent intent. This would include situations wh

e customers cannot properly navigate the complex housing benefit syst
e customers are unaware of rules on capital, investments or redundancy|
s customers do not understand the requirement to report any changes
e many customers incorrectly believe that reporting changes once to a p

government bodies updating their records for that individual.

1 note that estimated customer error is unchanged from last year. | asked the H
this and it told me as part of the strategy to prevent overpayments, it introduce
information on some changes in claimants’ circumstances at an earlier stage to
error. In addition, annual exercises are undertaken to update information on e
pensions to do likewise. Unfortunately it informed me that these latter exercisg

Furthermore the Housing Executive told me that the pressure of the additional y

additionally, from October 2012, additional resources were introduced
with the backlog of work that had built up over the first half of the year.

The Housing Executive considers that both of these measures meant that by the
although still at a higher fevel than in previous years, had been regularized whic
reducing, Official Error. Furthermore before the end of the first quarter of the ¢
completed to examine the principal causes of Official Error over the full 2012-13

t half a million claims during the

E from the Atlas system had to be
and

ays in payments to customers
preise to review earnings’ cases,
ed for the year.

workload also undoubtedly
k was undertaken:

to identify ways to automate the actions prompted via Atlas and it ultijnately succeeded in automating

via an overtime facility to deat

end of the year, workflow,

h should help in addressing, and
urrent year, an exercise will be
year which is expected to help

himing the benefit which are not

jte errors arise because:

m;

payments;

n their circumstances; and
ublic body will lead to all

pusing Executive to comment on
d the Atlas system to capture
reduce the potential of customer
arnings and occupational

»s were postponed for 2012-13

due to the workload associated with the introduction of Atlas so the full benefigs of these activities were not

achieved. The Housing Executive anticipates that with all three systems running
be seen in this area.

The estimated level of customer fraud continues to increase substantially and af
times higher than last year. Most commonly customer fraud arises from:

under declaration of assets;

falsely stating the level of their own or partner’s earnings;

undeclared and under declared occupational pensions;

customers working but not disclosing this; and

'8 This system provides authorities with electronic notification of all awards and changes in Ta
benefits of HB customers.

51

g in 2013-14, improvement will

k £9.2 million is more than three

k Credits and the main Social Security
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e non —disclogure of customer’s living arrangements where, for example, the customer has a partner but
is claiming and receiving housing benefit as a single person.

33. This means that the level of fraud now more appears to be higher than at any time in the previous five years.
This is particulariy disappointing as it had been expected that the new Atlas system of electronic notification
of changes in berjefits this year would result in a decrease in fraud and error levels. | asked the Housing
Executive to explpin why it thought the estimated levels of fraud had increased so significantly in the current
year. The Housing Executive told me on the basis of the cases identified as fraudulent by SAU it is possible
that the postpenement of the annual earnings exercise for 2012 has influenced the findings. It advised me
that this exercise|has been reinstated for 2013-14 and the impact of the introduction of Atlas has been
previously referred to.

Conclusion on housing bIefit expenditure

34. |consider the estimated levels of fraud and error in housing benefit expenditure to be material and | have
therefore qualified my audit opinion on the regularity of this expenditure.

Other issues relating tg Housing Benefit
Benefit overpayments to be recovered

35. Benefit overpayments arise whenever benefits are paid in error to customers. During the year the gross level of
housing benefit overpayments owed by claimants increased from £45.4 million to £46.9 million. Table 5 shows
the total value of benefit overpayments to be recovered by the Housing Executive as at 31 March for each of the
last five financial yedars.

Table 5: Trends in the recovery of Housing Benefit Overpayments

£million 2013 2012 2011 2010 2009
Gross debt 46.9 45.4 418 375 318
recoverable in

year

Written off {1.3) (1.3) (1.8) (1.3) (1.0)
Provided for™ (15.5) (15.8) (13.1) {12.1) (10.8)
Net debt 30.1 283 269 24.1 20
recoverahle

Recovered {13.9) (13.9) (13.1) (12.8) (10.5)
Recovery % 30.5% 31.4% 32.7% 35.3% 34.0%
Net debt at year 16.2 144 138 113 9.5
end

Source: Housing Benefit Overpayment Returns and NI Housing Executive financial statements

36. | note that both the gross and net debt due from benefit overpayments has increased substantially over the last
five years. My analysis above has shown a downward trend over the same period in the amounts recovered
each year as a propgrtion of the amounts that are judged by the Housing Executive to be recaverable. | asked
the Housing Executiye if it considered that it had been less successful in recovering overpayments in recent years
and also what it is dping to ensure that it is maximising the amounts it recovers. The Housing Executive told me

1';’mvided for relates to debts that the Housing E i ider may not be recovered but which are not yet in a position to be
writien off.
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that its capacity to recover housing benefit overpayments is constrained by a n
debtor’s ability to repay, set deduction rates for same recovery methods and th

methods. However, through the Housing Benefit Overpayment Strategy, the E

regularly and seeks new and better ways to prevent and recover debt. The Hoy
terms of gross debt, the increase in 2012-13 was the lowest in the last five year]
{£13.9 million) exceeded the target set for the Executive by the Department (£1

Rent arrears

37. The Housing Executive has an annual rental income of £269 million. Table 6 shd
arrears over the past five years. | note that the level of arrears had started to re

38.

2012 were back to the 2009 levels and have increased by a further £0.5 million

Executive why this was the case. It told me that current economic conditions cq
tenants’ living expenses and subsequently on their ability to pay rent and arrea

approximately £500,000 of debt was reinstated for recovery action.

Table 6: Trends in the recovery of rent and rate arrears

umber of factors, including

e lack of effectiveness of other
ecutive reviews its performance
sing Executive noted that, in

5 and the amount recovered

3 million).

ws the trends in the level of
duce in 2010 and 2011 but by

n 2012-13. | asked the Housing
ntinue to impact adversely on
s. Furthermore in March 2013

2013 2012 2011 10 2009
Collectable rental 305 287 285 279 275
income £million
Debt at year end 146 14 127 133 139
£million
Arrears 4.8% 4.9% 4.5% 4.8% 5.1%
expressed as a %
of collectable
income
No. of tenants > 3,342 3,339 2,988 3(170 3,603
13 weeks in
arrears

Source: NI Housing Executive and NI Housing Statistics 2011-12

October 2009'®. PAC made nine recommendations specifically for the Housing

by DSD. | am aware that the Housing Executive’s Internal Audit Unit has reviews
these recommendations. However | have concerns that a number of them relat|

performance reporting and information systems may not have been addressed

intended. My concern has arisen because a number of figures requested during
management of arrears {including an aged analysis of debtors) were not readily

Executive acknowledges that at the present time an aged analysis of debtors is

number of other analytical tools, which it considers to be useful, are available and used.

this area in more detail in future years.

"7 The Management of Social Housing Rent Collection and Arrears, NIA 104/08-09, 6 May ZOJS
™ Report on The Management of Social Housing Rent Collection and Arrears, 16/09/10R Pub!

51

In May 2009"7 | reported on rent arrears in the Housing Executive and this was {

ollowed by a PAC Report in
Executive which were accepted
ad progress in implementing

ng to debtor profiles,

in the way the Committee

my audit relating to

available, While the Housing
hot used, it advised me that a

| intend to examine

¢ Accounts Committee.
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port

Welfare Reform

39,

40.

41,

Tenancy fraud

42,

National Fraud Initiative

43,

45.

The increasing baland
scheme under the W
housing benefit, have
further challenge for
tenants as is propas

This legislation is still
considerabie increast
evaluating the impac|

under the proposed ¢

The challenge for the
responsible for provi
Executive has advise
face to face interviey
agencies, updated inj

e in arrears is particularly concerning given the proposed changes to the housing benefit
pifare Reform Act 2012. From 1 April 2003 changes to the benefits system, including
been introduced in England for all tenants in council homes and housing associations. A
the Housing Executive will arise if Direct Payment of housing benefit reverts directly to
for Great Britain.

under discussion in the Assembly. Pilot Projects run in GB since June 2012 have identified

s in arrears and costs of obtaining rent from tenants. The Housing Executive has been
k of the proposed changes and estimates that 25,000 tenants will under occupy their homes

hanges and rent arrears are likely to increase significantly.

Housing Executive will be in dealing with tenants who cannot pay their rent as it is also

ding emergency housing/homelessness accommodation to those in need. The Housing
H me that it is investing in services to improve rent collection and arrears recovery such as

ys with vulnerable tenants, referrals to partner agencies and signposting to specialist

formation booklets on money advice, establishment of Telephone Contact Centre and

liaison with DSD, NI Court Service and EJO on deductions and new debt cases.

In my 2011-12 repor
category of fraud aff
tenancy by someone|
permanent home an
It is estimated that t
separate report high
now developed a str

The National Fraud |

I referred to tenancy fraud and how the Audit Commission™® considered it to be the largest

pcting local government services. Tenancy fraud is the possession of a social housing

who is not entitled to it. This deprives those on housing waiting lists of the chance of a

d gives rise to additional costs for temporary accommodation and additional house building.
enancy fraud costs the public purse £1 billion a year in England and Wales. [ have prepared a

ighting good practice in this area which | will publish shortly. The Housing Executive has

ategy to address this issue.

hitiative is an exercise to conduct data matching reviews to assist in the prevention and

detection of fraud and | welcome that the Housing Executive has fully engaged with this process. The outcomes
to date of this exercife in Northern Ireland have demonstrated the value of NFI in identifying and countering
benefit fraud and erfor.

ve has taken part in two NFI exercises which have involved matching data from a number of
yyroll and occupational pension details with its housing benefit records and preliminary work
h for a third exercise.

The Housing Executi
databases such as p3
has been undertakef

identified 23,500 matches, of which just over 80 per cent related to Housing Benefit. Some
re passed by the Housing Executive to the Social Security Agency’s Benefit Investigation

. The Housing Executive has processed nearly 9,000 matches itself and has identified 26
Benefit fraud with a value of £190,000 and 197 errors with a value of £644,000.

The second exercise|
of these matches®

Service {the Agency
instances of Housing

' Audit Commission: Protf
2 Thase figures relate to |
claimants is required to pr
investigates matches in o

peting the Public Purse 2011: Fighting fraud against local government (10 November 2011).

ousing benefit data matches which are sent to the Agency where personal information on passported
pcess the match as this data is not held within the Housing Executive. The Housing Executive also
her data sets, for example, creditors and payroll.
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Part 4: Conclusion

46. | have qualified my regularity opinion on the Housing Executive’s 2012-13 accoy
e Significant weaknesses continue to be identified in the Housing Executive’s
contractors on its response and planned maintenance programme; and
»  Material levels of estimated fraud and error in housing benefit expenditure.

.KI}W\. \' ’tf"m NQ'ZLQ_Q
L

Kieran Donnelly
Comptroller and Auditor General
Northern Ireland Audit Office
106 University Street
Belfast
877 1EV
2 July 2013
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Procedural Fairness

Committee approach to procedural fairness

Committee for Social Development
Room 412,

Parliament Buildings,

Stormont,

Belfast BT4 3XX

Tel: 028 9052 1864

To: Committee for Social Development

From: Dr Kevin Pelan, Clerk to the Committee for Social Development
Date: 13 November 2013

Subject: Briefing on Procedural Fairness in Inquiry

Background

In preparing for its inquiry the Committee commissioned legal advice on a number of issues
including procedural fairness.

The Committee discussed the advices and recognised the need to be cognisant of the issues
they raised as the inquiry proceeded and to seek further legal advice as and when required.

Members will note that the primary aim of the inquiry is to make findings of fact which

will inform consideration by the Assembly of matters set out in the Committee’s terms of
reference. The Committee’s findings of fact may carry considerable weight particularly where
they make findings about the actions of individuals. The Committee should be aware of the
potential impact any findings may have on the reputation of an individual and seek to ensure
that procedural fairness is afforded to individuals who will be affected by its findings.

Procedural fairness is a shorthand for a number of steps which may be taken to ensure
fairness in an administrative decision-making process.

In seeking to minimise the risk of legal challenge to the Committee’s findings and procedures
and ensure witnesses are treated fairly, the Committee is asked to agree the following
approach as to how the inquiry will be conducted.

Proposed approach to ensure procedural fairness

The Committee’s role is to consider and evaluate evidence in the context of its agreed terms
of reference and report its findings to the Assembly. It is suggested that —

I All witnesses should be made aware in advance of their appearance before the
Committee of the issues on which they are likely to be questioned and (where necessary)
there should be disclosure of evidential material sufficient to enable the witness to give
meaningful and focused answers. COMMITTEE FOR SOCIAL DEVELOPMENT Room 412,
Parliament Buildings, Stormont, Belfast BT4 3XX Tel: 028 9052 1864

Il. Witnesses should be advised in advance of any meeting at which an oath or affirmation
will be required.

Il. Witnesses should be afforded a fair opportunity to put their own cases and to correct
or contradict any statement which is inconsistent with evidence previously received by
the Committee.
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IV. Where the Committee’s findings refer adversely to an individual, and those findings are
to be included in the Committee’s report to the Assembly, the Committee may wish to
give that person the opportunity to comment on those findings before publication.

V. Members should declare any interest relevant to proceedings.

VI. Where a member of the Committee has evidence relating to the inquiry this should be
shared with all Members prior to any witness session.

VIl.  The Committee should not normally consider any evidence provided anonymously.
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