TELFORD & WREKIN COUNCIL
AUDIT COMMITTEE 27th JANUARY 2009
REVIEW OF THE EFFECTIVENESS OF THE SYSTEM OF INTERNAL AUDIT 2008/09 AND REVIEW OF THE EFFECTIVENESS OF THE AUDIT COMMITTEE 2008/09

REPORT OF THE CORPORATE DIRECTOR RESOURCES

1 PURPOSE

1.1 For members of the Audit Committee to agree how they will, on behalf of the Council, meet the requirements of the Accounts & Audit Regulations 2003 as amended in 2006 in respect to the Council undertaking an annual review of the effectiveness of its system of internal audit.
1.2 For members of the Audit Committee to agree how they will measure the effectiveness of the Audit Committee and whether any co-optees are required to further support the committee.

1.3 The results of paragraph 1.1 will be presented with the Annual Report to the Audit Committee in June 2009 and the results of paragraph 1.2 will be reported to the Audit Committee on 31st March 2009.
2 RECOMMENDATIONS

2.1 That members agree an option for the review from those in paragraph 5.1.8 below after consideration of the information in section 5.1.
2.2 That members agree to issue the survey attached as Appendix D and to those outlined in paragraph 5.2.3; and

2.3 That from the results presented to the March Audit Committee meeting members will decide the action to be taken in respect to co-optees.

3 SUMMARY

3.1 Under the Accounts and Audit (Amendment) (England) Regulations 2006 the Council is required to undertake an annual review of the effectiveness of its system of internal audit.

3.2 Since these requirements came into force in April 2006 a brief explanation of the requirements were provided by DCLG
. However, this guidance was not prescriptive and did not clarify a definition for the system of internal audit. CIPFA
 has endeavoured through research and consultation to address this lack of guidance. An updated draft was presented to the December 2008 CIPFA Audit Panel meeting but this is subject to further review. The principles of this draft
 have been used to inform this report.

3.3 In addition to understanding the scope of the review, there is the requirement to agree who should undertake this review. 
3.4 A survey was undertaken in February 2008 to review the effectiveness of the Audit activities of the Standards and Audit Committee. The survey needs to be repeated again to assess the continued effectiveness of the Audit Committee and to inform the decision on whether to appoint any co-optees.

4 PREVIOUS MINUTES

4.1 Standards & Audit Committee 24th January 2007
Standards & Audit Committee 29th January 2008

Standards & Audit Committee 3rd April 2008
5 BACKGROUND

5.1 Review of the Effectiveness of the System of Internal Audit

5.1.1 As outlined the Council has previously undertaken the review in the absence of guidance or good practice. There is still limited guidance available although the Council has access to the draft guidance from CIPFA and has been informed by other local authorities through the CIPFA Audit Panel and members of the West Midlands Chief Internal Auditors Group (see paragraph 5.1.9). 
5.1.2 The area which requires clarification is the definition of what the system of internal audit is and how this translates to the Council. Practitioners are of the view that the regulations were badly worded and that the intention was for a review of the internal audit function. However the regulations say “the system of internal audit” and the DCLG explanation outlines that it is the Council that should define what this is.

5.1.3 The draft CIPFA guidance suggests that the definition is :

“The system of internal audit is the framework of assurances available to a local authority that the risks to its objectives, and the risks inherent in undertaking its work, have been properly identified and are being managed by controls that are adequately designed and effective in operation.”
5.1.4 The CIPFA Code of Practice
 defines Internal Audit as:

“An assurance function that provides an independent and objective opinion to the organisation on the control environment, by evaluating its effectiveness in achieving the organisation’s objectives. It objectively examines, evaluates and reports on the adequacy of the control environment as a contribution to proper, economic, efficient and effective use of resources”.

5.1.5 The internal audit function is significant to “the system of internal audit” but the draft definition suggests that it should be extended to include the other assurances available to the Council. Attached as Appendix C is the Council’s assurance map which identifies the sources of assurance for the Council.

5.1.6 As can be seen from the assurance map the Council’s assurance framework encompasses:
a) Internal Audit – the annual plan and work of Internal Audit;
b) Management processes of checking, reconciliations, supervision and controls;  
c) Corporate control functions – service and financial planning, legal, financial, health & safety and human resources services. 

d) External review including external audit;

e) Scrutiny; 
f) Standards Committee; and 
g) Audit Committee.
5.1.7 There are already mechanisms in place to review the effectiveness of parts of this assurance framework i.e. scrutiny – regular internal and external review, standards committee – Standards Board for England, central government – external review agencies and external audit.
5.1.8 For the remaining areas there were four options for review previously presented to the Standards and Audit Committee. Option One was chosen and worked effectively but all four are presented below for consideration by the Audit Committee on areas (a), (b) and (c) above:
1) The Audit Committee reviewing information on the effectiveness of the areas performed by self assessment, customer feedback and any existing external performance reviews. 

2) The Audit Committee reviewing information from an internal peer review process.

3) The Audit Committee reviewing information from an external peer review undertaken by another local authority

4) The Audit Committee reviewing information from a review undertaken by an external third party.

Information on the pros and cons of these options are shown in the table in Appendix A.
5.1.9
The CIPFA draft guidance indicates whatever option is chosen that “it is vital that all participants are appropriately skilled and have relevant technical support available to them.” The pros and cons table reflects this.

5.1.10
Discussions with other local authorities have revealed that the majority have like T&W followed option 1 and undertaken a self assessment that was reviewed by their Audit Committee. None have gone for an external review.

5.1.11
For member’s information the areas reviewed under the self assessment and the updated action plan from the 2007/08 review (as at 31/12/08) is attached as Appendix B.

5.2
Effectiveness of the Audit Committee

5.2.1 A survey was undertaken in February 2008 to review the effectiveness of the Audit activities of the Standards and Audit Committee. The Audit Committee also agreed to review the need for co-optees alongside the review of the effectiveness of the Audit Committee so that comments could be drawn from the operation and experiences of the Committee.

5.2.2 For comparison purposes it would be useful to run the same survey but with the additional question on co-optees. The draft is attached as Appendix D.
5.2.3 The survey should be issued to and completed by:

a)
Members of the Audit Committee;
b)
Cabinet Member Resources and Cabinet Assistant Resources;
c)
Chief Executive, Chief Financial Officer (Corporate Director Resources), Head of Finance, Head of Audit & Democracy and the Audit & Risk Manager; and
d)
the External Auditor (KPMG).
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OTHER CONSIDERATIONS

	AREA
	COMMENTS

	Equal Opportunities
	Any review will ensure that Equality of Opportunity is adhered to.

	Environmental Impact
	None



	Legal Implications
	(i)The Council are a relevant body within the meaning of the Accounts and Audit (Amendment) (England) Regulations 2006 and therefore must comply with the requirements set out in the Regulations.  This includes, at Regulation 4, a requirement for an annual review of the effectiveness of its systems of internal control.  The Review at recommendation 2.1 of the process will contribute towards meeting this requirement.  

The method of compliance with the requirements is not specified and therefore is a matter for the Council to determine.  However, it is advisable to give regard to guidance issued by the Department for Communities and Local Government and the Chartered Institute of Public Finance and Accountancy when arranging the process for compliance with the legislative requirements.
(ii) Recommendation 2.3 of the report refers to the issue of co-optees.  The membership of the Audit Committee as set out in the Council’s Constitution states “one or more persons can be co-opted to the Committee who are not councillors or officers of the Council.  Co-opted members will not be entitled to vote”.



	Links with Corporate Priorities
	An effective system of internal audit supports the Council’s good governance arrangements and a modern effective Council.

	Opportunities and Risks
	Reviewing the effectiveness of the system of internal audit supports the management of risks by ensuring the operation of appropriate controls.

	Financial Implications
	Option One has no additional costs.
Option Two has costs in respect to staff time unless identified as an efficiency.

Option Three – maybe a charge for service.  Staff time to contribute to review and if required to undertake a reciprocal arrangement.

Option Four – Cost of external provider (estimated 5 days at £650 = £3,250). No current budget provision for this.
 

	Ward Implications
	None.
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Analysis of Pros and Cons of Options                                      APPENDIX A                       
Option 1 - The Audit Committee reviewing information on the effectiveness of the areas performed by self assessment, customer feedback and any existing external performance reviews. 
	Pros
	Cons

	1. Internal Audit currently provide information in their annual report.

2. Internal Audit review on an annual basis key systems and management controls of the council and report on their effectiveness and any areas for improvement.

3. The corporate support services survey provides information from customers on the effectiveness for all support services.

4. The CPA Use of Resources, assessed by the Council’s External Auditor has in the internal control section  a specific criteria – “The council has arrangements in place to ensure that it has a sound system of internal financial control, for example, carrying out regular bank reconciliations and reconciliations of major feeder systems.”  This is reviewed on an annual basis.

5. A combination of self, internal and external review and challenge by the Audit Committee.

6. No additional cost to the Council.

7. Participants are appropriately skilled and technical support available.


	1.  Based on some self assessment 


Option 2 - The Audit Committee reviewing information from an internal peer review process.
	Pros
	Cons

	1.  Internal review therefore less reliance on self assessment.
	1. Internal resource required.

2.   Training required for those undertaking the review to ensure understand what they are reviewing and have the appropriate skills.
3.   Costs in terms of time of reviewers, technical support and those to be reviewed unless identified as efficiency.

4. Lack of suitable capacity internally.




Analysis of Pros and Cons of Options                                          APPENDIX A

(continued)                       

Option 3 - The Audit Committee reviewing information from an external peer review undertaken by another local authority.

	Pros
	Cons

	1. External review, independent of the Council.

2. As a peer review those undertaking the review should have knowledge of the scope and remit of the system of internal audit.
	1. Need to find a local authority with capacity and willing to do it.

2.  May be a charge made by the other local authority unless a reciprocal review service can be provided.

3.  Additional staff time to provide information for the peer review.

4.  Additional staff time if reciprocal arrangement required.

5. Lack of knowledge of the Council and processes.

6. Lack of quality control.

7.  May require technical support.


Option 4 - The Audit Committee reviewing information from a review undertaken by an external third party.

	Pros
	Cons

	1. External review


	1.  Cost of external provider (estimated 5 days at £650 = £3,250). No current budget provision for this.

2.  Time required for procurement

3.  Lack of knowledge of the Council and processes.

4. How do we ensure they are appropriately skilled?

5.  Due to the absence of agreed guidance there could be a difference in the understanding of the “system of internal audit”.


APPENDIX B

Updated Action plan from the Review of the Effectiveness of the 

System of Internal Audit 2007/08 as at 31/12/08
	Characteristic of “effectiveness”
	Further Action Required 
	Responsible Person & Implementation Date
	Position as at 31/12/08

	Understand its position in respect to the Council’s other sources of assurance and plan its work accordingly.
	· Internal Audit to liaise with new external Auditor to maximise resources and avoid duplication of effort.

· Service areas to identify to Internal audit other assurance / inspection bodies of the Authority (e.g. Cski, Defra) and set up liaison arrangements where this is deemed to be appropriate.

	Audit & Risk Manager

Ongoing throughout 2007-08 and 2008/09

HOS by 31.01.08


	Protocol agreed and operational. To be reviewed March 2009.

Done when required due to the constant changes to the inspection regime. Will be further reviewed when CAA final guidance released 

	Understand the whole Council and its needs and objectives
	When reporting to the Audit Committee on a quarterly basis where appropriate any new / emerging risks which may have an impact on the audit plan are identified.
	Audit & Risk Manager - during 2007/08


	On-going during 2008/09

	Is seen as a catalyst for change at the heart of the Council.
	There were no further actions identified in this category.
	N/A
	N/A

	Adds value and assists in the Council in achieving its objectives.
	Actions for Internal Audit:-

· To review ways of carrying out audits at operational level to get greater buy-in from customers at the start of the process and to ensure that value is added by audit and recognised by managers.
· Set up focus group of managers to comment on their perception of the audit process.
· Improve marketing and visibility of internal audit section.

	Audit & Risk Manager

13.10.08

On going


	New intranet site up and running and scheduled to be developed further during 2008/09.

Action plan being implemented.

Part of business plan 08/09 and on-going


APPENDIX B (continued)

Updated Action plan from the Review of the Effectiveness of the 

System of Internal Audit 2007/08 as at 31/12/08

	Characteristic of “effectiveness”
	Further Action Required 
	Responsible Person & Implementation Date
	Position as at 31/12/08

	Involved in service improvements and projects as they develop (these include internal & external boundaries)


	Already represented on key corporate groups but Internal Audit will identify various  group forums that exist; and who sits on them; and considering whether Audit  should have access 


	Audit & Risk Manager

31.08.07
	Completed & action taken. On-going review as new groups emerge.

	Forward looking – knowing where the organisation wishes to be and aware of the national agenda and its impact.
	There were no further actions identified in this category.
	N/A
	N/A

	Is innovative and challenging – shaping the values and standards of the organisation; providing internal inspection and validation and encouraging service managers to take ownership of processes, systems and policy
	Internal audit to:-

· Review and develop further the Fraud Response Plan. 
· Develop a fraud awareness strategy including the continuation of fraud awareness sessions and information.

· Internal audit to use Unplanned Work request forms to analyse requests for unplanned audit work to clearly identify whose responsibility it is to undertake the work.

The Council need to continue to implement new methods of working as identified by Business transformation, ICT, HR and service areas. 

	Audit & Risk Manager

31.03.09

Directors, HOS and Managers – ongoing.
	Included in quarter 4 plan.

Being used.

On-going


APPENDIX B (continued)

Updated Action plan from the Review of the Effectiveness of the 

System of Internal Audit 2007/08 as at 31/12/08

	Characteristic of “effectiveness”
	Further Action Required 
	Responsible Person & Implementation Date
	Position as at 31/12/08

	Ensure that the right resources are available to provide an effective system of internal audit despite the constant change within local government.
	· Internal Audit have an Action Plan to address areas of further improvement in order to fully comply with the standards set out in the CIPFA Code of Practice for Internal audit in Local Government 2006
. Two thirds of these actions are to improve existing practice rather than due to non-adherence to the standards.

· Continue to benchmark with other local authorities

· Internal Audit to produce a strategy for developing the Internal Audit team by using the CIPFA Guidance tool – ‘The Excellent Auditor’.
The Council must continue to monitor resources and capacity and react to any deficiencies in order to maintain the effective systems of internal audit.


	Audit & Risk Manager

Completion of all actions by 31.03.08

Directors and HOS on an on-going basis


	Complete.

Part of CIPFA benchmarking club.

Deferred to 09/10.

On-going


APPENDIX C 

                Assurance and Sources of Assurance
	
	Line Mgt, including partners
	Management reporting to members
	Internal Audit
	Scrutiny
	External Audit
	External Review
	Other Assurance teams – H&S, Trading Standards; enforcement
	Audit Committee
	Standards Committee

	Area where assurance is required
	
	
	
	
	
	
	
	
	

	Corporate 
Strategies and Plans
	(
	(
	(
	(
	
	
	(
	
	

	Financial performance
	(
	(
	
	(
	(
	
	
	(
	

	Service performance including PI’s
	(
	(
	(
	(
	(
	(
	
	
	

	Compliance
	(
	
	(
	(
	(
	(
	(
	(
	(

	Risk management
	(
	(
	(
	
	(
	(
	(
	(
	

	Effectiveness of key controls
	(
	(
	(
	
	(
	
	(
	(
	


APPENDIX C (continued)

Assurance and Sources of Assurance 

	
	Line Mgt, including partners
	Management reporting to members
	Internal Audit
	Scrutiny
	External Audit
	External Review
	Other Assurance teams – H&S, Legal, HR, Trading Standards; enforcement
	Audit Committee
	Standards Committee

	Area where assurance is required
	
	
	
	
	
	
	
	
	

	Quality of people 
	(
	
	(
	
	
	
	
	
	(

	Control and Use of assets
	(
	(
	(
	(
	(
	
	
	
	

	Value for money
	(
	(
	(
	(
	(
	(
	
	(
	

	Ethical standards
	(
	
	(
	
	(
	
	(
	
	(

	Engagement & consultation
	(
	(
	(
	(
	(
	(
	
	(
	


Appendix D
Effectiveness of the Audit Committee 2008/09 - Survey
Assessment scores:

	N/A = not applicable
	1 = hardly ever/ poor
	2 = occasionally/ inadequate

	
	3 = most of the time/ satisfactory
	4 = all of the time/ good


	
	N/A
	1
	2
	3
	4

	Processes
	
	
	
	
	

	1 Composition of Members 

The Committee members have an appropriate mix of skills and experience.
	(
	(
	(
	(
	(

	2 Clear terms of reference

There are clear, up to date terms of reference for the Audit Committee
	(
	(
	(
	(
	(

	3 Clear as to governance and risk management responsibilities

The Committee is clear about its role in relation to governance and risk management
	(
	(
	(
	(
	(

	4 Sufficient number of meetings and access to resources

The number and length of meetings and access to resources is sufficient to allow the Committee to be fully  discharged
	(
	(
	(
	(
	(

	5 Concise, relevant and timely information

Committee papers are concise, relevant and timely.
	(
	(
	(
	(
	(

	6 Reports are received sufficiently far in advance if required to allow referral to Council meetings

Committee meetings receiving relevant reports are held sufficiently far in advance of Council meetings to permit resolution of the issues raised
	(
	(
	(
	(
	(

	7 Attendance and contribution to meetings

All Committee members attend and actively contribute at meetings
	(
	(
	(
	(
	(

	8 Sufficient time and commitment to undertake responsibilities

All Committee members have sufficient time and commitment to fulfil their responsibilities
	(
	(
	(
	(
	(

	9 On-going personal development

Committee members have access to on-going development activities to update their skills and knowledge
	(
	(
	(
	(
	(

	10 Role in relation to Anti-Fraud and Speak Up Policies

The Committee is responsible for and is kept informed of the Anti-Fraud and Speak Up procedures in place within the Authority
	(
	(
	(
	(
	(


APPENDIX D (continued)

Assessment scores:

	N/A = not applicable
	1 = hardly ever/ poor
	2 = occasionally/ inadequate

	
	3 = most of the time/ satisfactory
	4 = all of the time/ good


	
	N/A
	1
	2
	3
	4

	Activities
	
	
	
	
	

	11 Understanding the Authority’s business

All Committee members have a good understanding of the different risks inherent in the Authority’s business activities
	(
	(
	(
	(
	(

	12 Focus on appropriate areas

The Committee focuses on the right questions and is effective in avoiding minutia
	(
	(
	(
	(
	(

	13 Quality of interaction with external auditors

The Committee actively engages with the external auditors regarding the scope of their work and audit findings
	(
	(
	(
	(
	(

	14 Quality of interaction with internal audit

The Committee demonstrates an appropriate degree of involvement in the work of internal audit and its findings
	(
	(
	(
	(
	(

	15 Understanding of key financial issues

The Committee has a good understanding of the key financial issues and key accounting policies.
	(
	(
	(
	(
	(

	16 Understanding of how assurance is gained

The Committee understands the interaction between the various sources of assurance available to it
	(
	(
	(
	(
	(

	17 Rigour of debate

Committee meetings encourage a high quality of debate with robust and probing discussions
	(
	(
	(
	(
	(

	18 Quality of chairmanship

The Chair promotes effective and efficient meetings, with an appropriate level of involvement outside the formal meetings
	(
	(
	(
	(
	(

	19 Frank, open working relationship with senior officers

Committee members have a frank and open relationship with senior officers.
	(
	(
	(
	(
	(

	20 Open channels of communication

The Committee has open channels of communication with officers and other members to keep it aware of topical/ regulatory issues
	(
	(
	(
	(
	(

	21 Perceived to have a positive impact 

There is an appropriate balance between the monitoring role and the Committee acting as an “influencer for good”
	(
	(
	(
	(
	(

	22 Perceived to have a positive impact 

The Committee is effective in achieving its terms of reference and adding value to the corporate governance of the Authority.
	(
	(
	(
	(
	(


APPENDIX D (continued)

Additional question on the your view in respect to co-optees and your opportunity to make any further comments or an additional comment on any of the questions. Please insert them in the grid below.  If the comment is about a particular question please show clearly which question it refers to:

	Co-optees:

Question number 

(if required)


	1. Do you think that the Committee requires one or more co-optees?

YES / NO

2. If yes, how many?

3. What sorts of skills/experience should they bring to the Committee?

Additional Comments


Name:…………………………………………………………………………….. 

Officer/Member/Other:…………………………………………………………..

(We would prefer that you complete this information but if you do not wish to put your name to it please just indicate if you are an officer/member/other)

Thank you for completing this questionnaire. Please return the completed form to:

Jenny Marriott – Audit & Risk Manager, Audit & Democracy, Civic Offices 
by Friday 27th February 2009.    Thank you
� Department of Communities and Local Government


� Chartered Institute of Public Finance & Accountancy


� The Council has access to this draft as the Audit & Risk Manager is the national representative for Local Government Unitary and District Council’s on the CIPFA Audit Panel.


� CIPFA Code of Practice for Internal Audit in Local Government in the UK 2006


� The Code was published in December 2006 and therefore there are some areas where the Council is required to take action to fully meet the updated standards.
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