TELFORD & WREKIN COUNCIL
AUDIT COMMITTEE 16th JUNE 2009
REVIEW OF THE EFFECTIVENESS OF THE SYSTEM OF INTERNAL AUDIT 2008/09 

REPORT OF THE INTERIM CORPORATE DIRECTOR RESOURCES

1 PURPOSE

1.1 For members of the Audit Committee to note the results of the annual review of the effectiveness of the Councils system of internal audit which feeds into the Annual Governance Statement.
2 RECOMMENDATIONS

2.1 That Members note the results of the review and actions for further improvement outlined in Appendix A. 
3 SUMMARY

3.1 Under the Accounts and Audit Regulations 2003 (as amended) the Council is required to undertake an annual review of the effectiveness of its system of internal audit.

3.2 The Audit Committee agreed at their meeting on 27th January 2009 that the effectiveness review would be based on information from self assessment, customer feedback and any existing external performance reviews. 

3.3 When the requirements came into force in April 2006 a brief explanation was 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 and issued guidance in January 2009. The principles of this guidance were used to inform this report.

3.4 This report sets out the results of the 2008/09 annual review.

4 PREVIOUS MINUTES

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

Standards & Audit Committee 3rd April 2008
Audit Committee 27th January 2009

5 BACKGROUND

5.1 As outlined the Council has previously undertaken the review in the absence of guidance or good practice. The CIPFA guidance suggests that the definition for the “system of internal audit” 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.”
5.2 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”.

5.3 The Internal Audit function is significant to “the system of internal audit” but the definition extends this to include the other assurances available to the Council. Attached as Appendix B is the Council’s assurance map which identifies the sources of assurance for the Council which are part of this effectiveness review.

5.4 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; 

d) External review including external audit;

e) Scrutiny; 
f) Standards Committee; and 
g) Audit Committee.
5.5 There are already mechanisms in place to review the effectiveness of parts of this assurance framework i.e. Scrutiny – internal and external review, Standards Committee – Standards Board for England, Audit Committee – review of effectiveness February 2009, external review – external review, inspection and external audit.
5.6 For the remaining areas (a – c above) the Audit Committee chose self assessment and the previous assessment criteria. 

5.7 The review has identified that there are no major issues and that the current systems of internal audit are effective but that there continue to be areas where improvement/refinement could be made. These are shown in Appendix A.
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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
	The Council are a relevant body within the meaning of the Accounts and Audit Regulations 2003 (as amended) 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 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.
The Audit Committee on 27th January 2009 agreed the method of compliance for the Council.

	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
	The costs of the review have been met from within existing budgets as identified in the January 2009 report.



	Ward Implications
	None.
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APPENDIX A
Action plan from the Review of the Effectiveness of the System of Internal Audit 2008/09 

	Characteristic of “effectiveness”
	Action taken & Further Action Required 
	Responsible Person & Implementation Date

	1. Understand its position in respect to the Council’s other sources of assurance and plan its work accordingly.
	· Protocol with the External Auditor reviewed March 2009. Internal Audit to continue to liaise with the External Auditor to maximise resources and avoid duplication of effort during the changing audit and inspection regime.

· Keep CAA and inspection/ regulatory regime under review and set up arrangements with Internal Audit if appropriate.

	Audit & Risk Manager

Ongoing throughout 2009/10 and during 2010/11 planning.

Audit & Risk Manager and Performance & Partnership Manager



	2. 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 – on going



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

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

· Repeat focus group session to follow up on actions identified in October 2008 and to ensure continuous improvement.
· Improve marketing and visibility of Internal Audit including further development of the Intranet page when this is updated.

	Audit & Risk Manager

31/10/09

31/03/10



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


	Already represented on key corporate groups and extended to project assurance for key projects in 2008/09. This will continue to expand in 2009/10 and will include the service reviews (see also characteristic 3).

 
	Audit & Risk Manager

On-going

	6. Forward looking – knowing where the organisation wishes to be and aware of the national agenda and its impact.
	Ensure that any new requirements of the new Chief Executive in respect to the system of internal audit are understood and then actioned.


	Audit & Risk Manager 

31/12/09


APPENDIX A (continued)

Action plan from the Review of the Effectiveness of the System of Internal Audit 2008/09

	Characteristic of “effectiveness”
	Action taken & Further Action Required 
	Responsible Person & Implementation Date

	7. 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:-

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

The Council needs to continue to implement new methods of working as identified by Service Reviews, Business Efficiency, ICT and HR. 

	Audit & Risk Manager

31.10.09

31.03.10

Directors, HOS and Managers – ongoing.

	8. 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 a short Action Plan to address minor 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. 

· 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.

Internal Audit have also allocated resources from the 2009/10 plan to ensure that the system of internal audit is maintained during and after the Council’s restructuring.


	Audit & Risk Manager

Completion of all actions by 
31.08.09

31.03.10

Directors and HOS on an on-going basis.

Internal Audit & HOS

31.03.10




APPENDIX B 

                Assurance and Sources of Assurance
	
	Line Mgt, including partners
	Management reporting to members
	Internal Audit
	Scrutiny including VFM 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 B (continued)

Assurance and Sources of Assurance 

	
	Line Mgt, including partners
	Management reporting to members
	Internal Audit
	Scrutiny including VFM 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
	(
	(
	(
	(
	(
	(
	(
	(
	


� Department of Communities and Local Government


� Chartered Institute of Public Finance & Accountancy


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





6
2

