AU 270510
ITEM

EFFECTIVENESS OF THE SYSTEM OF INTERNAL AUDIT 2009/10

LEAD OFFICER: Keith Parker, Acting Corporate Director (Quality of Life)
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on behalf of Corporate Team

SUMMARY: This report provides Members with an opinion on the

effectiveness of the system of Internal Audit in 2009/10
which is a requirement of the Accounts and Audit
Regulations (Amended) 2006. The report concludes that
the system of internai audit has operated satisfactorily in
2009/10 and there has been no fundamental breakdown
of controls resulting in material error or discrepancies.

Recommendation:

Members are recommended to review this report and
determine whether they are satisfied with the
effectiveness of the system of internal audit for the
financial year 2009/10.

Members are asked to note the areas for improvement set
out in Appendix A and confirm their appropriateness in

the light of the Committee’s consideration.

1.1

1.2

1.3

INTRODUCTION

The purpose of this paper is to provide the Committee with a review of the
effectiveness of the sysfem of internal audit which operated during 2009/10.
The findings of this review need fo be considered as part of the Audit

Committee’s consideration of the Annual Governance Statement, which is
presented as a separate item on this agenda.

This review is required to comply with legislation. The Accounts and Audit

(Amendment) (England) Regulations 2008, came into force on 1 April 20086,
Regulation 6 requires bodies to review the effectiveness of their system of
internal audit once a year and for the findings of the review to be considered
by a committee of the body, or by the body as a whole, as part of the
consideration of the system of internal control.

The Department for Communities and Local Government (DCLG) issued
guidance on these Regulations, suggesting that an Audit Committee would be

the appropriate body to consider the findings of the review, as an Audit

Committee already has a role in monitoring internal audit but is independent
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1.4

1.5

1.6

from it. However, the DCLG guidance offers little practical guidance on how
relevant bodies should go about carrying out the annual review of the
effectiveness of the system of internal audit.

In response to the above, the Chartered Institute of Public Finance and
Accountancy (CIPFA) published guidance in January 2007, where it defined
the system of internal audit as the entirety of the arrangements for audit put in
place by the authority, including the activities of any oversight committee.
Meeting the requirements of the CIPFA Code of Practice for internal Audit
demonstrates that the systems and processes in place are adequate and
effective. Internal audit includes:-

the main internal audit service provider

any outsourced internal audit work

the internal audit of outsourced services

the effectiveness of the Audit Committee itself

*« & o @

It is the responsibility of the local authority to conduct the annual review; it is
not a review that will be carried out by the external auditor as part of the
annual audit.

The CIPFA guidance recommends that the following evidence is considered
in reaching a view on the effectiveness of the system of internal audit:-

« Compliance with the CIPFA Code of Practice for Internail Audit in Local
Government — this covers 11 areas for consideration. These areas are
as follows and are reviewed in Appendix B:-

. Scope of internal Audit

. Independence

. Ethics for Internal Auditors

. Audit Committee

. Relationships

. Staffing, Training and Continuing Professional Development

. Audit Strategy and Planning

. Undertaking Audit Work

. Due Professional Care

10. Reporting

11. Performance, Quality and Effectiveness

LCONOGHRWN -

+ Key performance indicators. For example:-
- % of approved audit plan completed
- % of time delivered for non-assurance work (non-audit work)
- % of time that is chargeable (direct audit time)
- % of time spent on client support and advice
- % of work that is specifically requested
» Response to Management Satisfaction Questionnaires
+ Extent to which reliance is placed on internal audit by the external
auditor in relation to the key financial system controls
+ Assurances given by the auditors of outsourced functions (e.g. Leisure)
+ The external auditor's Use of Resources assessment
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1.7

1.8

1.9

1.10

2.1

2.2

As with the Annual Governance Statement, the completion of the review of the
system of internal audit will usually be carried out by a group of officers and/or
members. The results of the review are then reported to the Audit Committee,
often after consideration by a senior officer team.

The CIPFA guidance advises that although the self assessment from the Head
of Internal Audit is a key piece of evidence to support the evaluation, the
review team'’s scrutiny is essential fo ensuring the independence of the
consideration before submission to the Audit Committee.

The review group could be a task group of the Audit Committee or it could be
entirely officer-based. Whilst the Head of Internal Audit could carry out a self
assessment, this would then have to be reviewed by the review team before
being submitted to the Audit Committee.

The CIPFA guidance advises that the results of the review need to be
considered by the Audit Committee and included in the Annual Governance
Statement. Any areas for development or change should be identified in the
report. The Annual Governance Statement action plan shouid contain only
significant weaknesses,

CONSIDERATION OF EFFECTIVENESS

Corporate Team at a special meeting, on 10 May 2010, discussed a draft of
this report and reviewed the following evidence:-
* Self-assessment from the Audit and Fraud Prevention Manager, shown
at Appendix A.
¢ Checklist for compliance with the CIPFA Code of Practice for internal
Audit, shown at Appendix B.
¢ Audit Services Annual Report on internal Control 2009/10 (which is
reported separately on this agenda)
« Draft Annual Governance Statement 2009/10 (which is reported
separately on this agenda).

There are linkages between all four documents in reaching an opinion on the
effectiveness of the system of internal audit. Corporate Team also considered
the main findings of the External Auditor in 2009/10 in relation to internal audit.

External Auditor Findings

2.3

The Authority’s Appointed Auditor, as part of the Audit Commission’s
assurance programme, conducts a full review of the adequacy and
effectiveness of the Authority’s internal audit arrangements every three years,
with annual reviews of elements of those arrangements. The role of the
external auditor is to review internal audit and to report where they do not
meet the expected requirements in a significant way. The triennial review was
reported to the Audit Committee in September 2009. An assessment of
internal audit was also included in their Use of Resources report in December
2009. Both reports concluded that internal audit had complied with the CIPFA
standards for internal audit.
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Self Assessment by the Audit and Fraud Prevention Manager - Compliance

with the CIPFA Code of Practice for Internal Audit and the Effectiveness of the

Audit Committee

2.4

2.5

Corporate Team, in reaching an opinion on the effectiveness of the system of
infernal audit during 2009/10 considered Appendices A and B. Appendix A
includes the checklist recommended in relation to the Effectiveness of the
Audit Committee and the conclusion from the checklist is that the Audit
Committee has demonstrated compliance with the criteria of an effective audit
commitiee as defined by CIPFA and demonstrates that the Committee has
been effective in discharging the role and responsibilities described by its
terms of reference as the Authority's Audit Committee. An improvement on
the previous year was that a quarterly report on the work of the Audit
Committee had been presented to full Council throughout 2009/10.

The evidence to support compliance with the 11 areas of the Code of Practice
for internal Audit was considered {(Appendix B), together with progress against
the action plan agreed the previous year (Appendix C). It was noted that all
actions for further improvement identified for 2008/09 had been implemented
in 2009/10, with the exception of regular meetings being held between the
external and the internal auditor managers.

Review of the Audit Services Annual Report on Internal Control 2009/10

2.6

2.7

3.0

3.1

The opinion of the Audit and Fraud Prevention Manager, based on the work .
undertaken during the year, was that the key systems were operating
satisfactorily and there was no fundamental breakdown of controls resulting in
material error or discrepancy.

Minor slippage against the plan meant that audit work had been reprioritised to
ensure that the main financial systems were completed by the end of the
financial year, prior to drafting the Statement of Accounts 2009/10, to ensure
that the internal control environment was not compromised. The slippage was
reported to the Audit Committee, with the view that the impact was minimal,

FINDINGS OF THE REVIEW

Corporate Team’s consideration concluded that the system of internal audit
operated satisfactorily in 2009/10 and there has been no fundamental
breakdown of controls resulting in material error or discrepancies. Satisfactory
arrangements were implemented to ensure the effective, efficient and
economic operation of the Council's financial affairs. Significant progress has
been made on the audit recommendations relating to financial systems, made
in the previous year, and any remaining actions are being monitored.



3.2 The remaining area for improvement relates to signing off the updated internal
/ external audit protocol and the establishment of reguiar mestings between the
Internal Audit Manager and External Audit Manager. This was not possible in
2009/10 due to the change of Audit Commission staff,

3.3 This statement on the effectiveness of internal audit during 2009/10 is intended
to provide reasonable assurance. It should be read in conjunction with the
Annual Governance Statement, which reviews the wider system of internal
control and assurance.

List of Appendices:
Appendix A — Self assessment of the Effectiveness of Internal Audit 2009/10

Appendix B - Self assessment of compliance with the CIPFA Code of Practice for
Internal Audit in Local Government.

Appendix C — Progress against the 2008/02 Action Plan

List of Background Documents: None

Officers Consulted: Corporate Team
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