ChOl’lC_y

Borough Council

Report of Meeting
Director of Finance Management Team 21/03/06
(Introduced by the Executive Audit Committee 27/03/06
Leader) Executive Cabinet 30/03/06

INTERNAL AUDIT PLAN 2006/07

PURPOSE OF REPORT

1. To summarise and explain the basis of the Annual Internal Audit Plan for 2006/07 and the
priority areas to be reviewed during the new financial year.

2. To seek the Audit Committee’s approval of the Plan and its subsequent adoption by the
Executive Cabinet.

CORPORATE PRIORITIES

3. As an independent assurance function, Internal Audit’s prime objective is to evaluate and
report on the adequacy of the Council’'s governance, risk management and internal
control framework. In so doing, Internal Audit also contributes to the economic, efficient
and effective use of resources.

4. The Internal Audit Service therefore makes a vital contribution to ensuring that the Council
is a performing organisation.
RISK ISSUES

5. All the issues raised and recommendations made in this report involve risk considerations
in the following categories:

Strategy 3 | Information
Reputation 3 | Regulatory/Legal 3
Financial 3 | Operational
People Other
6. The provision of an adequate and effective system of Internal Audit is a statutory

requirement.

7. Perhaps more importantly, the Internal Audit Service has a pivotal role to play in ensuring
a strong governance, risk management and internal control framework within the Council.
This is key to the effective management of the Council as a whole and is now of central
importance in CPA terms.

BACKGROUND



10.

11.

The traditional approach to organising audit work involved the production of a rolling
Strategic Audit Plan covering a 3 to 5 year period, during which time the aim was to
review all the Council’s financial systems, sub-systems and processes. In addition to this
core role, Internal Audit also provided specialist input to areas like computer audit,
contracts audit, value for money reviews and investigations. The amount of time spent
on any particular area in any given year was determined by a formal risk assessment.

Although the traditional role has not been discarded altogether, the focus is now on
adding maximum value to the organisation by reviewing its overall governance
framework, including business-critical corporate systems. A planning horizon of up to
5 years is also no longer considered appropriate in a dynamic local government
environment where extensive organisational, technological and process change has
become the norm.

The latest CIPFA Code of Practice for Internal Audit recommends the compilation of an
Annual Audit Plan each financial year to review the key business risks that are
pertinent to the Council at the time. The draft Annual Audit Plan for 2006/07 shown at
Appendix A has been constructed on this basis. Appendix B provides an outline of the
scope and audit approach for each key review planned. The actual terms of reference will
however only be firmed up after consulting with the key stakeholders prior to the start of
each assignment.

The Audit Plan is structured into five sections, each of which are explained below:

CORPORATE GOVERNANCE

12.

13.

14.

15.

Corporate Governance is the product of the interlocking systems and processes through
which an organisation manages and directs itself to determine and deliver its objectives.
Whilst as the phrase implies this includes issues of probity and ethics the impact is much
wider and CIPFA and SOLACE in their joint publication “Corporate Governance in Local
Government — A Framework for Community Governance” point to the following five
dimensions:

=  Community Focus

= Service Delivery Arrangements

= Structures and Processes

= Risk Management and Internal Control
= Standards of Conduct

Best Internal Audit practice therefore now involves providing assurance on the
effectiveness of all the Council’s fundamental business processes, including
community and corporate planning, performance management, risk management,
constitutional compliance and its arrangements for ensuring the economic,
efficient and effective use of resources.

The Internal Audit Service is increasingly providing proactive support in these areas.
During the last financial year, this included taking a prominent role in production of the
Statement on Internal Control (SIC). In the second half of the year the Audit & Risk
Manager was extensively involved in the Use of Resources assessment prior to the
Audit Commission’s formal inspection.

Other key inputs included the production of (or assistance with) corporate policies &
procedures in areas like Anti-Money Laundering and Whistle-Blowing. Internal Audit
also co-ordinated the Council’s contribution to the Audit Commission’s National Fraud
Initiative 2004/5 exercise.



16.

17.

18.

This is an ongoing and developing area of input and an appropriate allocation of time has
been built into the 2006/07 Audit Plan for this purpose.

In addition to this direct, proactive input, the aim is also to conduct reviews of specific
governance processes. The emphasis in early 2006/07 will be to review some of the
areas where issues were raised in the recent Use of Resources assessment.

Several other factors have also been taken into account when arriving at a list of
governance audit topics next year. These include how recently they have been audited
(either internally or externally) or where it would not be appropriate to carry out an audit
next year due to process changes that are in progress.

RISK MANAGEMENT

19.

20.

The Internal Audit Service has an ongoing role in developing the authority’s risk
management framework and systems, largely through the Audit & Risk Manager’s work
on the corporate Risk Management Board.

This involves overseeing the establishment and revision of strategic and service-level
business risk assessments. More recently, the Audit & Risk Manager also assumed
responsibility for arranging and managing the Council’s insurance requirements.

BUSINESS CRITICAL SYSTEMS

21.

22.

In addition to auditing governance-related processes, we undertake reviews of other
corporate systems or processes whose effective operation is also critically important to
the overall performance of the organisation. Such systems appear under the following
broad headings:

Corporate Planning
Performance Management
Risk Management

Asset Management

Human Resource Management
Management of ICT
Information Management

Again, when arriving at a list of individual systems for review during 2006/07,
consideration has been given to how recently they have been audited or where process
changes are in progress.

FINANCIAL MANAGEMENT

23.

This section covers our continuing responsibility to provide assurance that effective
financial controls remain in place within the Council. This is underpinned by an
annual evaluation of the key controls in all the main financial systems; together with more
detailed reviews of specific systems on a cyclical basis according to audit need. Our work
in this area ensures compliance with the Director of Finance’s formal obligations regarding
audit, under S.151 of the Local Government Act.

CONTINGENCY

24.

This aspect of the Audit Plan is to enable us to provide ongoing advice to managers,
respond to requests for investigations and to follow-up recommendations made in
earlier audit reports.



25. It also contains a provision for preparing reports for Audit Committee and to follow up the
key issues raised in Audit Commission reports on behalf of the Council.

AUDIT RESOURCES

26. The Internal Audit Plan for 2006/07 is based on a resource of 675 audit days. This is the
number of chargeable days available within the existing budget (after deducting for annual
leave and other non-productive time) and is comprises of a mix of in-house and bought-in
resources from Lancashire Audit Services (LCC). The total chargeable days are to be
allocated as follows:

Days %
Corporate Governance 235 35
Risk Management 90 13
Business Critical Systems 110 16
Financial Management 120 18
Contingency 120 18
Total 675 100

27.  Our partnering arrangement with Lancashire Audit Services continues and is producing a
practical service solution and a better overall audit product in a variety of ways:

Access to specialists and a wider skills mix (e.g. ICT audit);

The retention of local knowledge, experience and relationships in-house;

Continuous on-site contact and ongoing availability for advice;

Enabling direct input to corporate policies and procedures on governance and risk
management;

= Retaining ownership of the risk assessment and audit planning processes;

» Retaining a responsive service (e.g. investigations);

» Sharing of ideas, approaches & information.

28. We are also continuing to work closely with the Audit Commission in a number of areas
and have formalised this arrangement in a Protocol for Joint Working and Co-
operation, which is periodically reviewed and updated.

THE CHANGING ROLE OF THE AUDIT COMMITTEE

29. Consistent with the changing role of the audit function, the latest guidance on Audit
Committees have also “raised the bar” in terms of their expected role and jurisdiction. The
latest guidance stresses that they have a key role to play in monitoring the organisation’s
overall governance arrangements, including risk management and performance and
holding the executive to account on these matters. CIPFA have produced a new model
terms of reference to reflect this.



30.  This was endorsed by the Audit Commission in their recent Use of Resources report. The
Commission recommended the Council to “extend the Audit Committee’s terms of
reference to more clearly specify its risk and governance remit and to support this with
more awareness training”. The Commission also recommended that the Audit Committee
should be “independent of both the Executive and Scrutiny functions”.

31. There are therefore important issues to be resolved regarding the Audit Committee’s
remit, composition, membership, training and reporting lines. These issues are
explored more fully in a separate report on the Role & Membership of the Audit
Committee (also on this agenda).

COMMENTS OF THE HEAD OF HUMAN RESOURCES

32. Not applicable to this report.

RECOMMENDATIONS

33. That the Audit Committee approves the 2006/07 Internal Audit Plan and recommends its
adoption by the Executive Cabinet.

REASONS FOR RECOMMENDATION

(If the recommendation is accepted)

34. To ensure that the Council has in place an adequate and effective internal audit of its

system of governance, risk management and internal control in accordance with best
practice and professional standards.

ALTERNATIVE OPTIONS CONSIDERED AND REJECTED

35. None

GARY HALL
DIRECTOR OF FINANCE

Background Papers

Document Date File Place of Inspection
Accounts & Audit Regulations
2003
Code of Practice for Internal 2003 FINANCE UNIT Gillibrand St. Offices
Audit in Local Government in
the United Kingdom 2003
Report Author Ext Date Doc ID

Garry Barclay 5468 10/03/06 AnnualPlanReport.doc




APPENDIX A

Audit Estimated

Area Days

CORPORATE GOVERNANCE (Proactive Work)

External Assurance (CPA / Use of Resources / SIC) 40
Corporate Governance Policies & Procedures (Production & Raising Awareness) 30
National Fraud Initiative (NFI) 20
Efficiency & Transformation 15
BVPI's 20
Corporate Governance - General 10
135
CORPORATE GOVERNANCE - (Reviews)
Corporate Strategies & Policies 25
Management of Partnerships and Partnering Contracts 35
Corporate Anti-Fraud & Corruption Arrangements 20
Compliance Review of Standing Orders, Financial Procedure Rules & Scheme of Delegation 20
100
RISK MANAGEMENT (Proactive Work)
Risk Management Board 15
Risk Management Policies & Procedures 15
Strategic Risk Assessment 10
Service Unit Risk Assessment 15
Insurance 25
Risk Management - General 10
90
BUSINESS CRITICAL SYSTEMS (Reviews)
IT Security 20
Data Protection 20
Freedom of Information 20
Business Continuity Planning 20
Project Management 20
Business Risk Areas General 10

110

FINANCIAL MANAGEMENT (Reviews)

Key Systems / Interrogations 40
Debt Management 15
Benefits - Security 15
Cash Collection & Banking 15
Charging Policies 25
Main Financial Systems - General 10
120
CONTINGENCY
Irregularity Investigations 35
Post Audit Reviews 25
Audit Commission Reports 20
Unplanned Reviews 20
Audit Committee Reporting 20
120

TOTAL CHARGEABLE DAYS 675
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