TELFORD & WREKIN COUNCIL
AUDIT COMMITTEE 28th JUNE 2010
INTERNAL AUDIT ANNUAL REPORT 2009/10 
REPORT OF THE CHIEF FINANCIAL OFFICER
1 PURPOSE

1.1 To present the Internal Audit Annual Report for 2009/10 to the Audit Committee. 

2 RECOMMENDATIONS

2.1
That Members of the Audit Committee note the contents of the annual report for 2009/10.

3 SUMMARY

3.1 The CIPFA Code of Practice for Internal Audit in Local Government in the UK 2006 (the Code), which has been deemed as proper internal control practice under the Accounts and Audit (England) Regulations 2003 (as amended), states under Standard 10 – Reporting, that “the Head of Internal Audit must provide a written report to those charged with governance timed to support the Statement on Internal Control”. This Internal Audit Annual Report summarises the key areas for 2009/10 and provides an opinion to support the Council’s 2009/10 Annual Governance Statement (which incorporates the Statement on Internal Control).  
4 PREVIOUS MINUTES

4.1 Standards & Audit Committee 19th June 2007
Audit Committee 17th June 2008 
Audit Committee 16th June 2009 

5 INFORMATION – ANNUAL REPORT 2009/10
5.1 Assurance and Opinion on the Systems of Internal Control

5.1.1 The Council’s section 151 officer’s statutory obligation under the Accounts and Audit (England) Regulations 2003 (as amended) to provide assurance on the systems of internal control is provided by the work of internal audit. This assurance forms part of the Council’s assurance framework. 
5.1.2 The system of internal control helps the Council to manage and control the risks which could affect the achievement of its priorities and objectives rather than eliminate them completely.  Internal Audit and the other assurance processes therefore provide reasonable and not absolute assurance of the adequacy and effectiveness of the systems of internal control within the Annual Governance Statement.
5.1.3
The planned Internal Audit resources for 2009/10 were 1837 days plus 50 days specialist 
ICT audit provided under contract (from an external provider).  The actual resources 
available were 1756 days due to leavers during the year and a member of staff going on a 
career break following maternity leave.  Vacant posts have not been filled due to 1.5 fte 
posts being included in the 2010/11 savings proposals. The other vacant posts have been 
held in light of the forthcoming structure review in Governance.  An external contractor has 
been used to cover the majority of the resource shortfall but there has still been pressure on 
the team to deliver the annual audit plan, especially with the unplanned work demands. 
5.1.3 Based on the work undertaken during the year (main areas attached as Appendix A) and the implementation by management of the agreed recommendations officers can again report that Internal Audit can provide reasonable assurance that the systems of internal control within these areas of the Council were operating adequately and effectively when reviewed during the year.  
5.1.4 Any areas of concern have already been highlighted to the Audit Committee and appropriate action taken. These include Business Continuity and Catering. Officers responsible for those services have been invited to attend the Audit Committee during the year to provide additional assurance. Both areas have progressed but remain in the action plan attached to the Annual Governance Statement to ensure timely further improvement. 
5.1.5 The previous Internal Audit Annual Report included information in respect to the type and number of recommendations made during the year (as requested by the Committee). This information has continued to be collected for 2009/10 and is shown below with comparisons to 2008/09 in brackets.
Number of Recommendations made by Type 2009/10 (2008/09)
	No. of Audit Reports & Grading
	Total number of recommendations
	Financial Regulation or DCSF Requirement (schools only) 
	Legal 
	Policy and/or

Procedure 
	Best Practice 

	79 (73)

15 (20) Green

52 (44) Yellow

10 (9) Amber

2 (0) Red


	1003

(969)
	243

(279)
	64

(69)
	523

(413)
	173

(208)


5.1.6 79 reports were issued during 2009/10 six more than in 2008/09. This is a good performance by the team due to the reduced resources as outlined in paragraph 5.1.3. 
5.1.7 Out of the 79 reports 85% were green (good) or yellow (reasonable).  There was an increase of one for amber (limited) reports and two for red (poor) reports. The red reports have already been presented to the Audit Committee; they were unplanned special investigations in Children’s Services.  One area is progressing well and the other (completed and recommendations agreed in quarter 4) will have a follow up undertaken in May 2010. 

5.1.8 There has been a 12% reduction in Financial Regulation/DCSF and legal recommendations, this should reassure the Committee that there is a decrease in none adherence to key controls. In addition where Financial Regulation/DCSF or legal recommendations were made management agreed short implementation timescales or have already implemented the action by the time the final report was agreed. There has been an increase of policy and procedure recommendations of nearly 27%. This can probably be attributed to the improvement of having more policies and procedures in place but the fact that they are not regularly reviewed, kept up to date or shared with all appropriate staff. 
5.1.9 A requirement of the Accounts and Audit Regulations 2003 (as amended) is for an annual review of the system of internal audit.  The assessment from 2008/09 has been reviewed and updated and minor areas for improvement have been identified. This review and action plan is attached as Appendix C.
5.2
Performance against External Review

5.2.1
KPMG has been the Council’s External Auditors since 1st April 2007. There is continuous liaison between Internal and External Audit to ensure that Internal Audit is undertaking appropriate work upon which the External Auditor can rely and reduce the external audit fee. Internal Audit has delivered all the work for 2009/10 upon which External Audit places reliance. 
5.2.2
In order to place reliance on the work of Internal Audit the External Auditor assesses the performance of Internal Audit each year against the CIPFA Code (see 3.1). KPMG have undertaken the 2009/10 review and the report is due by the end of June 2010. There has been no indication from KPMG of any adverse findings and we have implemented the minor actions from the previous review. 
5.2.3 
Internal Audit was assessed for 2008/09 under the Audit Commission’s “harder test” Use of Resources in June/July 2009.  The overall Use of Resources score reported in December 2009 was 2, a reduction from the previous year (but attributable to the harder test). Internal Audit was assessed as part of the “Governing the Business” key line of enquiry and the subsection “Does the organisation manage its risks and maintain a sound system of internal control?”  For this subsection the Council scored 3 – performing well which given the harder test was a good achievement. 
5.3
Local Performance

5.3.1
Final outturn information has now been provided for the Internal Audit local 
performance indicators. The results with explanations are shown below. 

	PI Ref
	Definition
	Outturn 07/08
	Outturn 08/09
	Target

09/10
	Outturn 09/10
	Comments/Explanation

	LAUD1
	% of completed work for the external auditor
	100.00
	100.00
	100.00
	100.00
	Achieved

	LAUD2
	Percentage planned work completed
	90.00
	90.00
	92.5
	90.00
	Target was not achieved due to:

a) unplanned work above the contingency;

b) staff turnover; and

c) the acceleration of the timetable and deadlines for the CAA - Use of Resources  2009/10.



5.3.2
Internal Audit completed all the work for the External Auditor and therefore achieved the target of 100%. If this work had not been completed on time and to an acceptable standard it is possible that the External Auditor would have undertaken the work at a considerably higher cost to the Council.
5.3.3
The unit has also completed 90% of the other planned work.  This work was identified for examination based on a risk based methodology, including the output from the Council’s risk management processes.  This is the same level that the team achieved in the last two years. 
5.3.4 90% achievement is accepted best practice. The target for completing planned work was 92.5% but unfortunately due to the reasons shown in 5.3.1 this was not achieved. However this has not affected our ability to provide an opinion to the organisation on the levels of internal control. Every effort will be made during 2010/11 to meet the target set at 92%.  

5.3.5 During the year to improve the team’s efficiency, effectiveness and productivity we have held team development and training sessions. At these sessions and continually during the year we investigate and implement new/alternative ways of service delivery (practices, use of technology, procedures and standard documentation) based on customer feedback (see 5.4), sharing best practice with other local authorities and service providers. 
5.3.6 The team have also during 2009/10 had meetings with Cap Gemini to share information on working methods across the private/public sector. The Audit & Risk Manager has also met with the Director of Finance of T&W PCT and the Chief Internal Auditor at Shropshire Council to share best practice and start discussions on the possibility of shared services. These latter discussions are still in their infancy but will be developed, where appropriate, in 2010/11.

5.3.7 In addition to service efficiencies we have made our contribution during the year to the Council’s efficiency targets. For 2009/10 we achieved £5,578 cashable savings. This compares to £7,078 for 2008/09 (the reduction is due to the reduced contract with Transforming Telford as it wound down). The table below shows the analysis of the 2009/10 savings:

	Action
	Benefit
	Saving

	
	
	£

	Cessation of home working pilot 
	Cash savings

	£1,080

	Negotiation of Equifax contract
	Cash saving 
	£558

	Upgrade to latest IDEA and change to single user license *


	Get latest version of IDEA and save in licence costs
	£440

	Transforming Telford – meeting contract within existing resources.
	Income higher than previous recharge
	£ 3,500 

	Totals (NI 179)
	
	£5,578


5.3.8   Internal Audit is a member of the CIPFA benchmarking club (membership of 147 local authorities). A report was presented to the Audit Committee in November 2009 providing the results which showed that Internal Audit compares positively against other unitary authorities. Using this and qualitative data from the benchmarking club additional areas for improvement have been identified and are included in the 2010/11 Service Delivery Plan.
5.3.9
The Audit & Risk Manager is the Unitary and District representative on the CIPFA Audit Panel. This helps the team to be at the forefront of public sector audit giving them advanced notice of developments in Internal Audit and governance enabling them to contribute to and influence relevant guidance.  
5.4
Customer Feedback

5.4.1 Internal Audit receive customer feedback in several ways:-

a) Informal feedback from auditees during the audit

b) Seeking feedback from auditees at draft report discussion meetings 

c) Completion of a post audit questionnaire 
d) Annual Internal Audit Forum – October each year (small group of HOS and Service 
Delivery Managers)

5.4.2 The analysis of post audit questionnaire feedback is shown in Appendix B. 
5.4.3
As outlined in paragraph 5.4.1 the team undertook the second annual forum with a small group of Heads of Service and Service Delivery Managers who have been subject to regular audit, receipt of reports and where possible who attended last year. The action plan and progress from October 2008 was reviewed and an open and honest discussion took place. It is pleasing to report that the feedback was even more positive that the previous year and auditees were able to recognise improvements. A few additional minor areas for improvement have been identified. The next session is arranged for October 2010.
5.4.4
Any other feedback we receive is appropriately considered and action taken to improve where necessary.
5.5
Conclusion for 2009/10
5.5.1 2009/10 has again been a successful year for Internal Audit – achieving all the work for the External Auditor, 90% of other planned work and maintaining high customer satisfaction. 
5.5.2 The statutory responsibilities of the Council’s Chief Financial Officer (section 151 officer) to provide an adequate internal audit service have been met and Internal Audit has provided reasonable assurance to the Council on the internal control systems for 2009/10.  
5.5.3 However, there are numerous major changes occurring within and outside the Council during 2010/11 which could affect on-going service delivery, for example :-
a) The Council’s re-organisation, revised governance arrangements and reduced resources (at least 15%); 

b) Potential changes to the Government’s expectations of local government and policies including the audit and inspection regime;

c) Additional requirements from the Government in respect to information governance  i.e. information security, data quality and sharing standards; and

d) A significant number of key projects (Borough Towns Initiative including the Sports and Learning Communities, Town Centre, Civic Offices etc.) and partnerships across the Council requiring experienced internal audit resource;

e) Additional requirements of the External Auditor in respect to the International Accounting Standards.
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OTHER CONSIDERATIONS
	AREA
	COMMENTS

	Equal Opportunities
	All members of Audit team have attended equal opportunities/diversity training. If any such issues arose during an audit they would be notified to the appropriate manager.

	Environmental Impact
	All members of the Audit Team are environmentally aware and if any issues were identified during audits they would be notified to the appropriate manager during or immediately following the audit.

	Legal Implications
	 The Accounts and Audit Regulations 2003 (as amended) state that the Council shall maintain an adequate and effective system of internal audit of its accounting records and of its system of internal control in accordance with proper practices in relation to internal control.  This report outlines the work that has been undertaken by internal audit during the year to contribute towards meeting that requirement.

Further reference to legal requirements and the implementation of those legal requirements in accordance with CIPFA guidance are contained within the main body of the report at paragraphs 3.1 and 5.1.1 respectively.



	Links with Corporate Priorities
	The audit plan is linked to corporate priorities through the risk management process.  Where high risks are identified then Audit Services undertakes work on a more regular basis.

	Risks and Opportunities
	The role of internal audit includes a review of the controls in place to manage the risks within service areas.  The reports produced assist the Council in improving systems and controls (reducing risks) and therefore the delivery of services and achievement of objectives.

Internal Audit staff under the supervision of the Head of Service annually review the Council’s risk management process and have concluded that it is operating effectively.

	Financial Implications
	Audit Services operated within budget for 2009/10 with a small underspend at the end of the year due to a vacant post.
Where recommendations are made by Audit Services, if possible, cost implications are identified.

	Ward Implications
	Internal Audit is responsible for the internal audit of all the Council’s activities and at all Council locations. They therefore operate within all Council Wards. 
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APPENDIX A
WORK AREAS COVERED WHICH HAVE CONTRIBUTED TO THE OPINION AND

ASSURANCE ON INTERNAL CONTROLS 2009/10
	  Abraham Darby School

	  Adams Grammar School

	  Adult Social Services - Advice & Consultancy

	  Adult Social Services - Follow Ups

	  Architecture, Landscape & Buildings Contractor review

	  Allpay

	  Anti Fraud & Corruption Policy proactive work

	  Arthog

	  Bed/Breakfast income

	  Blessed Robert Johnson College

	  BTI Sports & Learning Communities

	  Burton Borough Secondary School

	  Business Continuity Planning Assurance

	  Business Efficiency & Lean

	  Buy Back Schemes & Service Contracts

	  Car Parking Charges

	  Cash Collection - Civic Offices

	  Cash Collection - Licensing & Darby House

	  Catering - Follow up and systems development

	  Catering & Cleaning Service Review

	  CCTV in Licensing

	  Cessation to the acceptance of cash payments - advice & guidance

	  Charity Books

	  Children In Transition

	  Children’s Centre Services

	  Children's Services - Advice & Consultancy

	  Children's Services - Follow Ups

	  Children's Services Online Learning Environment

	  CIS Security Breach

	  Coalbrookdale & Ironbridge Primary School

	  Concessionary Travel Reconciliation

	  Contact Point

	  Corporate  Governance audit work

	  Constitution review

	  Council Tax 

	  Crudgington Primary School

	  Dawley C of E Primary School

	  Deloittes IT Audit Recommendations follow up

	  Direct Payments & Carers One Off Grants

	  Donnington Infants School

	  Dothill Primary School

	  Email & Internet Filtering

	  Environment & Transport - Follow Ups

	  Environment Services - Advice & Consultancy

	  Equalities Work

	  Ercall Wood

	  Electronic Records & Document Management Systems Project

	  Fees & Charges Review

	  Financial Management Standard

	  Follow Ups (General)

	  Fraud & Compliance Checks

	  Gifts & Hospitality Guidance Review

	  Government Code of Connect

	  Graphical Information Systems

	  Hadley Children’s Centre

	  Health & Safety work as agreed with the Health & Safety Manager

	  High Ercall Primary School

	  Holmer Lake Primary School

	  Home & Mobile working review

	  Human Resources

	  ICT audit work - general 

	  ICT Governance

	  ICT Incident & Problem Review

	  ICT Infrastructure Project – Project Assurance

	  ICT Performance and Capacity Review

	  ICT Security 

	  ICT Service Continuity Management

	  Information Governance 

	  Integrated Benefits System

	  Internet & Email Audit

	  Ivylands-Stars Investigation

	  Jacobs Review

	  Ladygrove Primary School

	  Lawley Primary School

	  Local Transport Plan

	  Lord Silkin

	  Madeley Court Leisure Centre including vending

	  Madeley Nursery

	  Main Accounting system

	  Member & Officer Expenses

	  Mental Health Team

	  Moorfield Primary School

	  Moorfield Primary School additional work

	  National Fraud Initiative

	  National Non-Domestic Rates

	  New Financial Management System Project Assurance

	  Oakengates Children’s Centre

	  Oakengates First Steps IT Package

	  Oakengates Leisure Centre

	  Off Street Parking Enforcement

	  Old Park Primary School

	  Performance Indicators & LPSA targets

	  Postal Charges

	  Priorslee Primary School review

	  Private Sector Housing Imprest Review

	  Procurement – Off Contract Spend

	  Pupil Referral Unit

	  Purchase Ledger

	  Putting People First

	  Queenswood Primary School

	  Residency Payments

	  Residential Order Payments

	  Resources – Follow Ups and advice

	  Review For Section 151 Officer

	  Review Of A Cluster

	  Review Of Additional Hours

	  Review Of CVS SLA

	  Review of I Can 2 grant expenditure

	  Review of PKI with IG & KMPG

	  Reviewing Selling, Disposing & Marketing Of Land & Assets

	  Risk Management audit review

	  Safeguarding Adults

	  Sales Ledger

	  SBS System

	  School Census

	  School Financial Regulations

	  School Funds

	  School Sports Partnerships

	  Section 106 Agreements

	  Single Status Project Assurance

	  Southall Special School

	  St Patricks RC Primary School

	  Supporting People Grant

	  Sutherland School

	  Taxi MOT Income-TWS

	  Telford Ice Rink

	  Telford Ski Slope

	  Temporary Accommodation

	  The Grove

	  The Place, Bars Stocks Discrepancies

	  The Villa Care Home

	  Transport CVS

	  Transport Service Review

	  Treasury Management

	  TWS Review

	  Uniform system follow up

	  Website review

	  Wellington Civic Leisure Centre

	  Wheelie Bin Contract

	  William Reynolds Junior School

	  Wrockwardine Wood Infants School

	  Wrockwardine Wood Junior School

	  Wrockwardine Wood Technology College

	

	  Transforming Telford Contract


APPENDIX B
POST AUDIT QUESTIONNAIRE FEEDBACK 2009/10
	Question
	2007/08      

From 

Top score 5
	2008/09          

From

Top score 5
	2009/10

From 

Top score 5
	Difference from 08/09

	Pre- Audit Arrangements


	4.7
	4.6
	4.6
	No change

	Audit Visit


	4.9
	4.8
	4.8
	No change

	Communication
	4.6
	4.6
	4.3
	- 0.3

	Report


	4.6
	4.6
	4.7
	+ 0.1

	Is audit a positive support – Yes
	100%
	94%
	100%
	+ 6%


The team continues to perform well with all average scores over 4 out of 5.

Scores have generally held from 2008/09 with a slight increase in score for reports. However, the reduction on communication was a slight surprise and has been reviewed by the team. Actions have been identified to improve this during 2010/11.

Where feedback forms have provided additional information then the team has reviewed the information and changes have been made, where appropriate.

APPENDIX C

REVIEW OF THE EFFECTIVENESS OF THE SYSTEM OF INTERNAL AUDIT 2009/10 

1 SUMMARY

1.1 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.

1.2
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 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. 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.

5.4 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 and 2010, external review – external review, inspection and external audit.

5.5 For the remaining areas (a – c above) self assessment has been followed as previously.

5.6 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 minor areas where improvement/refinement could be made. These are shown below.

Action plan from the Review of the Effectiveness of the System of Internal Audit 2009/10 

	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 to be reviewed May/June 2010. 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 2010/11 planning.

Audit & Risk Manager and Delivery Planning & Management  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.
	Internal Audit will continue to support the current organisational changes and revised objectives.
	Audit & Risk Manager

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

· Repeat focus group October 2010 (for 3rd time) to ensure continuous improvement.

· Improve marketing and visibility of Internal Audit including further development of the Intranet page.

	Audit & Risk Manager

31/10/10

31/03/11



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


	Involved or associated with key corporate projects including some service reviews. 

 
	Audit & Risk Manager

On-going

	6. Forward looking – knowing where the organisation wishes to be and aware of the national agenda and its impact.
	Contributing to the development of the revised governance requirements and then providing appropriate support and compliance testing.


	Audit & Risk Manager 

31/03/11


Action plan from the Review of the Effectiveness of the System of Internal Audit 2009/10

	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:-

· 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 and Organisational Change management programme. 

	Audit & Risk Manager

31.03.11

Corporate Directors, HOS and Service Delivery 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 & report to Audit Committee

· Internal Audit to review how to use the CIPFA Guidance tool – ‘The Excellent Auditor’ to identify competencies and development needs for Audit Services.

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 allocated resources in 2009/10 plan and have identified further resources for 2010/11 to ensure that an effective and adequate system of internal audit is maintained during and after the Council’s restructuring.


	Audit & Risk Manager

Completion of all actions by 

31.08.10

30.11.10

31.03.11
Corporate Directors and HOS on an on-going basis.

Internal Audit & HOS

31.03.11
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� 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
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