
TELFORD & WREKIN COUNCIL
AUDIT COMMITTEE 27th JUNE 2011
INTERNAL AUDIT 2010/11 QUARTER 4 UPDATE AND ANNUAL REPORT
REPORT OF THE AUDIT & ASSURANCE MANAGER
1 PURPOSE

1.1 To update members on the work of Internal Audit during quarter four – January – March 2011 and to present the 2010/11 Annual Report.
2 RECOMMENDATIONS

2.1 That members of the Audit Committee note the information in the Internal Audit quarter four update report and 2010/11 Annual Report.
3 SUMMARY

3.1 The Audit Committee receives a quarterly update of the work of Internal Audit. This report includes the update report for quarter four – January to March 2011.
3.2 To continue to demonstrate good governance and support the Annual Governance Statement the Council produces an Annual Report on the Internal Audit activity 2010/11. 

3.3 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 2011, 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”. The Internal Audit Annual report sections of this report summarise the key areas of operation for 2010/11 and provides an opinion to support the Council’s 2010/11 Annual Governance Statement (which incorporates the Statement on Internal Control).  

4 PREVIOUS MINUTES

4.1
Audit Committee 16th June 2009 – Annual report 2008/09

Audit Committee 28th June 2010 – Annual report 2009/10

Audit Committee 27th July 2010 – Quarter 1 Update report 2010/11
Audit Committee 2nd November 2010 – Quarter 2 Update report 2010/11

Audit Committee 1st February 2011 – Quarter 3 Update report 2010/11

5 QUARTER FOUR UPDATE (JANUARY - MARCH 2011)

5.1 
The report provides information on the work of Internal Audit during January to the end of March 2011 and provides an update on the progress of previous audit reports issued (April 2009 to December 2010).
5.2 Internal Audit activity during this period has focussed on completion of the 
audits set out in the Internal Audit Plan including the final areas of work for the external auditor. There has also been unplanned work during the period including the co-ordination of the requirements for the publication of information in respect to expenditure over £500 and requests for specific reviews from senior officers. 
5.3 
The following update report appendices are attached:

i) Appendix A – List of final reports issued in quarter four with our grading – red, amber, yellow or green. This report also includes budgeted time, actual time and percentage variance. 
ii) Appendix B – List of all work undertaken for quarter four of 1 day or more.

iii) Appendix C - Previous graded reports from April 2009 to December 2010 with their current status. (Members should note that green reports have now been excluded from this report).
iv) Appendix D – Summary Amber reports issued quarter 4.
5.4 Appendix A shows 16 final reports were issued in quarter 4. 
5.5 The areas shown in this table were over their allocated time by more than +/- 5% for the reasons highlighted below:

	Area
	Variance (> +/- 5%)
	Reason

	Windmill Primary School
	-12.5%
	School well prepared, limited queries and revised working practices have reduced the time required.

	Children’s Placement Costs
	+106%
	Scope expanded to include all payment areas for the different types of children’s placements so significant under estimation. Met from contingency.

	Sales Ledger
	+ 49%
	Additional testing was carried out in respect to arrears and additional testing prompted by a separate potential card payment fraud review.

	Treasury
	-22%
	Detailed work undertaken in 2009/10 due to Icelandic Bank issues and the Treasury team has made changes to reflect these.

	Moorfield Primary School
	-12.5%
	School well prepared, limited queries and revised working practices have reduced the time required.

	St George’s Primary School
	-31%
	School very well prepared and revised working practices have reduced the time required.

	Housing Benefits
	-14%
	Undertook work required for External Auditor and limited additional areas undertaken.

	Purchase ledger
	+8%
	Additional testing undertaken on exception reports.

	HR & Payroll
	-10%
	Although additional areas were included the revised internal audit working practices and increased use of technology has reduced the time


As you can see the positive variances have been where additional work has been undertaken. Those areas that have negative variances (i.e. have taken less time than allocated) are as a result of the revised working practices and restructure.  Time allocations during 2011/12 will be reviewed based on this information. 

5.6 Areas of more than 10 days in Appendix B are explained below:

a) Integrated benefits – fundamental system

b) Sales Ledger – fundamental system

c) Main accounting system – fundamental system

d) Purchase ledger – fundamental system

e) HR/Payroll – fundamental system

f) Advice and Guidance including organisational change – increased requests due to organisational and systems/process changes
g) Statutory Children’s complaints procedures review – complex procedures and file reviews took longer than estimated.

h) Stop & Inspect 20/01/11 review – unplanned request from Head of Service

i) Transparency – December, January and February review, update and publication and briefings for SMT.

5.7 From Appendix C the position on the original red/amber reports that remain amber or require highlighting to member are as follows (see also paragraph 5.8 below):

	No
	Area Audited 
	Original grade
	Revised grade
	Current position/comments

	1.
	ICT Security of Data Transfer 
	Amber
	
	Information sharing review completed and draft report is in the process of being finalised.

	2.
	Confirm system
	Amber
	Yellow
	Follow up of all outstanding ICT recommendations is undertaken on a monthly basis. Some recommendations in respect to this audit remain outstanding.

	3.
	Performance Indicators 2009/10
	Amber
	
	Many recommendations superceded but relevant follow up and work on 2010/11 and Single data list to be undertaken which will be reported to Members when completed. (More detail in Appendix C).

	4.
	ICT Capacity & performance management
	Amber
	Yellow
	Follow up of all outstanding ICT recommendations is undertaken on a monthly basis. Some recommendations in respect to this audit remain outstanding.  

	5.
	Car Parking and enforcement
	Amber
	
	Follow up in the process of being finalised.

	6.
	ICT Governance
	Amber
	Yellow
	Follow up of all outstanding ICT recommendations is undertaken on a monthly basis. Some recommendations in respect to this audit remain outstanding.

	7.
	External FMSis – Adams Grammar
	Amber
	Amber
	Follow up carried out. Status remains unchanged. Work still in progress at school

	8.
	Direct Payments
	Amber
	Yellow
	Follow up undertaken but some recommendations still outstanding. Further follow up quarter 2.

	9.
	Review of “I can 2” project
	Amber
	Yellow 
	Further follow up due May 2011

	10.
	Review of Financial Records in a Care Home
	Amber
	Yellow
	Follow up undertaken but some recommendations still outstanding. Further follow up quarter 2.

	11.
	Arthog Complaint
	Amber
	Amber
	Follow up carried out but status remains unchanged. The Leisure Services Manager is working with the Centre Manager and Catering Services to resolve the issues

	12.
	Protocol system review
	Amber
	Yellow
	Follow up undertaken but some recommendations still outstanding. Further follow up quarter 2.

	13.
	ICT Asset Management
	Amber
	Amber
	Follow up of all outstanding ICT recommendations is undertaken on a monthly basis. Recommendations in respect to this audit remain outstanding.

	14.
	Dawley Town Hall
	Amber
	Yellow
	Follow up work undertaken as part of additional work on community centre leases. Subsequent follow up will be incorporated into the Community centre leases follow up – due September 2011.


5.8 The table shows that there are three amber reports where we are awaiting the follow up results.  Eight have improved their grade to yellow following the implementation of some recommendations. Unfortunately Adams Grammar, Arthog and ICT Asset Management have had their follow ups but still remain Amber. We are working with the appropriate managers to ensure improvements can be reported in the next update report.
5.9 There were 2 amber reports issued during quarter 4 – ICT Change Management and Children’s Placement’s Costs and summary information is provided in Appendix D. Management actions to implement recommendations have been agreed and Internal Audit are confident that improvements will be made when the scheduled follow up’s are undertaken.
5.10 All other areas are either improving or the follow ups are in progress or planned. Internal Audit is confident and it has been assured by management that controls have and will continue to improve in all areas where recommendations have been made.  There are no other issues to bring to the attention of the Committee at this time. 
6  2010/11 ANNUAL REPORT 

6.1
Assurance and Opinion on the Systems of Internal Control
6.1.1 The Council’s section 151 officer’s statutory obligation under the Accounts and Audit (England) Regulations 2011 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. 
6.1.2 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.

6.1.3
The planned Internal Audit resources for 2010/11 were 1309 days plus 70 days specialist 
ICT audit provided under contract (from an external provider).  The actual resources 
available were 1188 due to restructuring and maternity leave. However an external 
contractor has been used to provide 95 days to cover the majority of the resource shortfall (total days therefore 1283 – 26 days less than planned).  

6.1.4 Based on the work undertaken during the year (main areas attached as Appendix E) 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.  

6.1.5 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 2010/11 and is shown below with comparisons to 2010/11 in brackets.

Number of Recommendations made by Type 2010/11 (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 

	68 (79) (73)

12 (15) (20) Green

41 (52) (44) Yellow

15 (10) (9) Amber

0 (2) (0) Red


	963

(1003)

(969)
	361

(243)

(279)
	55

(64)

(69)
	475

(523)

(413)
	71

(173)

(208)


6.1.6 68 reports were issued during 2010/11, less than in the previous two years. This is mainly due to the complexity of the areas reviewed and reduction in resources.

6.1.7 Out of the 68 (79) reports 78% (85%) were green (good) or yellow (reasonable).  There was a corresponding increase of amber (limited) reports but no red (poor) reports. Summary amber reports and explanations have been reported to the Committee with detailed reports being circulated to members of the Committee prior to the meeting. The majority of areas have already implemented many of the recommendations but ICT are in the process of implementation due to staffing resources and reorganisation.

6.1.8 There has been a 49% increase in Financial Regulation/DCSF recommendations which indicates an increase in none adherence to key controls. This is reflected in the increase in the number of Amber reports. Where Financial Regulation/DCSF or legal recommendations were made management agreed short implementation timescales or had already implemented the action by the time the final report was agreed. There has been a reduction in policy and procedure recommendations of 9% and a 59% decrease in the number of best practice recommendations. 

6.1.9 A revised requirement of the Accounts and Audit (England) Regulations 2011 is for an annual review of internal audit rather than as previously an annual review of “the system of internal Audit”.  The Council has taken the criteria from the existing assessment and used them to review internal audit for 2010/11. Appendix G sets out how the review has been undertaken, the results and the resulting action plan.

6.2
Performance against External Review

6.2.1
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 2010/11 upon which External Audit places reliance. 

6.2.2
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 3.3). KPMG have undertaken the 2010/11 review and the report is due by the end of June 2011. There has been no indication from KPMG of any adverse findings and we have implemented the minor actions from the previous review. In addition they have reviewed the Council against the CIPFA Statement on the Role of the Chief Internal Auditor in Public Sector (2010) and provided positive feedback.

6.3
Local Performance

6.3.1
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
	Outturn

09/10
	Target 10/11
	Outturn

10/11
	Comments/Explanation

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

	LAUD2
	Percentage planned work completed
	90.00
	90.00
	90.00
	92.00
	92.00
	Achieved




6.3.2
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 some or all of the work at a considerably higher cost to the Council.

6.3.3
The unit has also completed 92% of the other planned work and achieved the target set.  This achievement is an improvement on the last 2 years and is commended given that the team went through a restructure which was implemented in October 2010. 

6.3.4
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 6.4), sharing best practice with other local authorities and service providers. 

6.3.5 The team has, in addition to efficiency and productivity improvements, achieved 23.3% staff savings (target 20%) and 20% non-staff savings to assist the Council in meeting the budget gap.

6.3.6   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 2010 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 2011/12 Service Action Plan.

6.3.7
The Audit & Assurance 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.  
6.4 Customer Feedback

6.4.1
Internal Audit receives 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 

6.4.2 The analysis of post audit questionnaire feedback is shown in Appendix F and demonstrates overall improvement in customer satisfaction during 2010/11 (for those who have returned feedback forms). 

6.4.3
Any other feedback we receive is appropriately considered and action taken to improve where necessary.

7 CONCLUSIONS FOR 2010/11

7.1
Despite reduced resources and the pressures of a restructure 2010/11 has again been a successful year for Internal Audit – achieving all the work for the External Auditor, the target of 92% for other planned work and maintaining high customer satisfaction. 
7.2 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 the areas reviewed in 2010/11.  

7.3 However, there are numerous major changes occurring within and outside the Council during 2011/12 which could affect internal audit  activity, for example :-

a) The Council’s new administration, re-organisation, revised governance arrangements and reduced resources (at least 20%); 

b) The continued development of relationships with revised service delivery areas to ensure internal audit continues to support the authority in achieving its objectives.
c) The provision of training and support for the new Audit Committee;

d) Changes to the Government’s expectations of local government and policies;

e) Changes to the external audit and inspection regime;

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

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

h) Additional requirements of the External Auditor in respect to the International Accounting Standards.

8
OTHER CONSIDERATIONS
	AREA
	COMMENTS

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

	Environmental Impact
	All members of Audit & Assurance are environmentally aware and if any issues were identified they would be notified to the appropriate manager.

	Legal Implications
	The Accounts and Audit (England) Regulations 2011 states 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.  There is also a requirement to comply with CIPFA’s Code of Practice for Internal Audit in Local Government.  Undertaking the audits as set out in the report and providing updates and an Annual Report to this Committee contributes towards meeting these requirements.

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 3.3, 6.1.1 and 6.1.9 respectively.
In the event that an audit reveals an issue which requires a recommendation concerning a legal matter this can also be referred to the Council’s Legal Services Team for further advice and assistance.  

	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
	There are no financial implications arising from this report. 
Audit & Assurance operated within budget for 2010/11 with a small underspend at the end of the year.
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 and therefore operates within all Council Wards. 
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Internal Audit Action Plan 2010/11 
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Report by Jenny Marriott, Audit & Assurance Manager 383101 
APPENDIX A

FINAL REPORTS ISSUED QUARTER FOUR – JANUARY – MARCH 2011
	Audit Area
	Opinion
	Follow Up Due 
	Days allocated
	Days Taken
	Variance

	Windmill Primary School
	Yellow
	June 2011
	8
	7
	-12.5%

	Change management
	Amber
	July 2011
	N/A*
	-
	-

	Enterprise & Employment (One Telford)
	Yellow
	July 2011
	2
	2
	

	Review of storage arrangements at Stafford Park 2010-11
	Yellow
	July 2011
	N/A
	Part of Fraud & corruption days allocation for the quarter

	Children’s Placement Costs 2010-11
	Amber
	May 2011
	7.5
	15.5
	+106%

	Employment Links – Income checks 
	Green
	N/A
	N/A
	Part of Fraud & corruption days allocation for the quarter

	ICT Procurement – SCC Contract
	Yellow
	August 2011
	N/A**
	-
	-

	Sales Ledger


	Yellow
	N/A Annual audit
	23.5
	35
	+49%

	Treasury Management
	Green
	N/A Annual audit
	22.5
	17.5
	-22%

	Moorfield Primary
	Green


	N/A
	8
	7
	-12.5%

	St George’s Primary School
	Yellow
	July 2011
	8
	5.5
	-31%

	Housing Benefits
	Yellow
	N/A Annual audit
	50
	42.8
	-14%

	Cash collection
	Green


	Not required
	N/A**
	
	

	Purchase ledger
	Yellow
	N/A Annual Audit
	24
	25.9 
	+8%

	General ledger
	Yellow
	N/A Annual Audit
	30
	28.7
	-4.3%

	HR & Payroll 
	Yellow
	N/A Annual Audit
	35
	31.5
	-10%


*  - Work undertaken within external IT audit contract
** - Work undertaken by Haines Watts to cover for maternity leave
APPENDIX B

QUARTER 4 - AREAS WHERE WORK UNDERTAKEN HAS BEEN FOR MORE THAN 1 DAY

	Area Reviewed
	Days

	  Abacus system review
	7

	  Absence Management
	1

	  Adams Gram Nov 10
	1

	  Adams Grammar School
	1

	  Advice & Consultancy including organisational change
	16

	  AGS assurance & certification
	3

	  ALB Helpdesk
	1

	  Annual Plan development
	5

	  Arthog
	1

	  BTI - Sports & Learning Communities 
	1

	  Cash Collection – general
	1

	  CIPFA Audit Panel
	1

	  Community Centre Leases
	2

	  Community Centres probity visits
	4

	  Constitution review
	2

	  Corporate Governance
	1

	  Dell Infrastructure Review
	8

	  Education liaison/dev groups
	1

	  Email & Internet Filtering
	3

	  Equifax/fin refs review
	2

	  ERDMS Project
	1

	  External Audit Liaison Meetings
	5

	  External IT Audit, Contract Management & Procurement
	2

	  Financial Credit Checks
	3

	  Financial Management Standard
	1

	  FMS Project Management
	4

	  Follow ups 
	5

	  Fraud & Compliance Checks
	10

	  HR/Payroll
	31

	  IG Standards audit
	1

	  Info Gov - compliance
	3

	  Integrated Benefits System
	19

	  Main Accounting
	28

	  Meals on Wheels
	3

	  Millbrook FMSiS
	7

	  Moorfield Primary School
	6

	  National Fraud Initiative
	8

	  Newdale Primary
	1

	  Newport Junior School
	1

	  Nursing & Midwifery Council Hearing
	2

	  One Telford review
	1

	  PCI Compliance
	4

	  Possible Irregular Credit Card payments
	2

	  Purchase Ledger
	23

	  Quetzal
	1


APPENDIX B (continued)
	  Redundancy Payments
	4

	  Reporting To Members
	6

	  Review of Costs
	2

	  RIPA Authorisation & Inspection
	1

	  Risk management
	9

	  Safeguarding/Protocol Information Security Review
	2

	  Safend Reports
	1

	  Sales Ledger
	14

	  School Funds
	2

	  St Georges FMSiS
	1

	  St Matthews FMSiS
	1

	  Statutory Children's Complaints procedures review
	14

	  Stolen Payslips
	1

	  Stop and Inspect 20/01/11 review 
	17

	  Transparency - expenditure over £500 & reports to SMT
	11

	  Transport CVS
	1

	  Treasury Management
	2

	  Unauthorised Email Permissions
	4
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