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Audit Report Confidentiality and Freedom of Information Statement 
 
 
Whilst this report is directed primarily to the recipients named in the report, Audit Reports are subject to 
the provisions of the Freedom of Information Act and, as such, may be required to be made publicly 
available upon request. 
 
However, there are several Freedom of Information Act exemptions to which parts, or all, of this report 
may be subject.  Primarily, but not exclusively these are: 
 
• personal information whose release would contravene the data protection legislation; 
• information held for the purpose of criminal investigations or proceedings; 
• information whose disclosure would be likely to prejudice the enforcement of the law; 
• information whose release is likely to prejudice the conduct of public affairs; 
• information which is subject to a legal duty of confidentiality; and 
• information whose disclosure would prejudice the commercial interests of the Council or some other 

person. 
 
Before responding to any request to make this report publicly available, or otherwise making it publicly 
available, you should consult with the Chief Internal Auditor. 
 
Similarly, this Audit Report, or extracts from it, should not be included in, or appended to, any Council 
Report, nor should it be quoted as a background paper to any Committee Report without firstly 
consulting with the Chief Internal Auditor. 
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1. INTRODUCTION 
 

The Annual Reporting Process 
 
1.1 Management is responsible for the system of internal control and should set in place policies 

and procedures to help ensure that the system is functioning correctly. Internal Audit review, 
appraise and report on the effectiveness of the system of internal control. This report is the 
culmination of the work during the course of the year and seeks to: 

 
• provide an opinion on the adequacy of the control environment; 
• comment on the nature and extent of significant risks; and 
• report the incidence of significant control failings or weaknesses. 

 
Requirement for Internal Audit 

 
1.2 Internal Audit is an assurance function that primarily provides an independent and objective 

opinion to the organisation on the control environment comprising risk management, control and 
governance 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 the proper, economic, efficient and effective use of resources.  

 
1.3 The requirement for an Internal Audit function derives from local government legislation, 

including section 151 of the Local Government Act 1972 which requires authorities to “make 
arrangements for the proper administration of their financial affairs”.  Proper administration 
includes Internal Audit.  More specific requirements are detailed in the Accounts and Audit 
Regulations 2006, in that a relevant body must “maintain an adequate and effective system of 
internal audit of its accounting records and of its system of internal control in accordance with 
the proper practices in relation to internal control”. 
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2. REVIEW OF INTERNAL CONTROL 
 

How Internal Control is Reviewed 
 
2.1 Internal Audit operates to a strategic audit plan.  The strategic plan is risk assessed each year 

to determine the annual audit plan and ensure that suitable audit time and resources are 
devoted to reviewing the more significant areas of risk.  

2.2 The assessment comprises the two key elements of risk:- 
(i) Impact i.e. the materiality/importance of the system in achieving the Council’s objectives; 

and  
(ii) Probability, which includes:- 

• the results of previous work in the service area/system, both internal and external 
reviews and also takes into account the last time it was audited; 

• the inherent risk, i.e. the underlying potential for fraud; and 
• the nature and volume of the transactions, which includes financial materiality. 

2.3 This risk based approach to audit planning results in a comprehensive range of audits that are 
undertaken during the course of the year to support the overall opinion on the control 
environment.  Examples include:- 
• system based reviews of all key financial systems that could have a material impact on 

the accounts e.g. payroll, creditors; 
• regulatory audits of Council establishments e.g. leisure centres; 
• systems based reviews of departmental systems/service areas e.g. building control, 

reprographics; and 
• corporate reviews e.g. corporate governance arrangements. 

 
2.4 The audit plan contains a contingency provision that is utilised during the year in response to 

unforeseen work demands that arise e.g. special investigations, ad hoc advice.   
 

Internal Audit Opinion for 2005-06 and the Statement on Internal Control (SIC) 
 

2.5 Regulation 4 of the Accounts and Audit Regulations 2006 requires that:- 
 

“The relevant body shall be responsible for ensuring that the financial 
management of the body is adequate and effective and that the body has a 
sound system of internal control which facilitates the effective exercise of that 
body’s functions and which includes risk management arrangements.”  
 
“The relevant body shall conduct a review at least once in a year of the 
effectiveness of its system of internal control and shall publish a statement on 
internal control, prepared in accordance with proper practices, with any 
statement of accounts it is obliged to publish.” 
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2.6 Internal Audit, along with other assurance processes of the Council, have a responsibility to 
provide assurance from the work they undertake during the year in respect of the internal 
control systems operating within the Council.  

 
2.7  Based on the work undertaken during the year and the implementation by management of the 

audit recommendations, Internal Audit can provide reasonable assurance that the Council’s 
systems of internal control were operating adequately and there were no breakdown of 
controls resulting in material discrepancy.   

 
2.8 However, no system of control can provide absolute assurance against material misstatement 

or loss, nor can Internal Audit give that assurance.  This statement is intended to provide 
reasonable assurance that there is an ongoing process for identifying, evaluating and managing 
the key risks. These risks are reflected in the audit plan and are the subject of separate reports 
during the course of the year.  

  
3. SIGNIFICANT ISSUES ARISING 2005-06 
 
3.1 This report follows an exception based reporting methodology, as such only those areas where 

weaknesses have been identified are reported on. The absence of comment on areas of good 
control should not be taken to indicate that services are not working effectively or best practices 
are not being adopted. 

 
3.2 This report is a summary of the work of the Section throughout 2005-06. As such it presents a 

snapshot picture of the areas at the time that they were reviewed and does not necessarily 
reflect the actions that have been or are being taken by Managers to address the weaknesses 
identified. The inclusion or comment on any area or function in this report does not indicate that 
the matters are being escalated to Members for further action. Internal Audit routinely follow-up 
the recommendations that have been made and will bring any relevant areas where significant 
weaknesses have not been addressed by managers to the attention of the Committee if and 
when it is deemed appropriate. 

 
3.3 Each system/area audited is given a:-  
 

(i) risk score - the risk score is calculated using the factors outlined in 2.2.  The resulting 
score is banded into High, Medium and Low risk categories, which in turn determine the 
priority and frequency of the audit; and 

 
(ii) a level of assurance – this is based on the presence and effectiveness of the controls in 

place.  Three levels of assurance are used:- 
 

• Substantial – good controls are in place and they are operating effectively with 
only a few issues requiring management’s attention; 

• Adequate – adequate controls are in place and they are generally operating 
effectively but there are a number of issues which require management’s attention; 
and 

• Limited – controls are absent and/or weak and those controls in place are not 
operating effectively; there are serious concerns that require management’s urgent 
attention. 
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3.4 A summary of the level of assurance given to each audit, by risk category, is given in the table 

below:- 
  

Assurance 
Risk 

Substantial Adequate Limited 
High Risk Audits 1 7 1 

Medium Risk Audits 0 9 9 

Low Risk Audits 0 4 3 

Total 1 20 13 
 
3.5 Whilst there are 13 audits that have been classified as Limited Assurance most of these do not 

have a significant impact on the Council as a whole, many require a small number of changes to 
be introduced, which will lead to significant improvements in the control environment.  
 

3.6 The main recurring themes across the audits are:- 
 

(i) the lack of up-to-date procedure notes - it is important that all employees are made 
aware of the working practices that they should be following to ensure that they comply 
with the correct procedures. The lack of up-to-date procedure notes and in some cases 
corporate policies is a weakness that needs to be addressed, especially as the CPA – 
Use of Resources Assessment places significant emphasis on the existence of up-to-
date documented procedures for all key systems; and 

 
(ii) deficiencies in contract monitoring procedures – contract monitoring tends to be 

reactive to problems rather than following a planned programme of monitoring.  The 
lack of a planned programme of monitoring may leave the Council vulnerable to poor 
quality service and deficiencies in the work of external contractors. There is a need to 
ensure that all employees who are responsible for managing contracts are aware of the 
need to carry out planned, programmed monitoring in addition to reactive work to 
ensure the effective operation of contracts. The deficiencies in this area are of particular 
concern regarding the Streetscene Contract given the contract’s value (it should noted 
that management have already given a commitment to address this issue) 

 
3.7 The other key area of concern arising from the audit work undertaken in 2005-06 is Health and 

Safety.  The main issue is the lack of ownership of Health and Safety by managers.  Across the 
Council managers fail to ensure that adequate risk assessments have been completed. This is 
especially relevant to risk assessments relating to employees in general office environments; 
the situation in relation to the public or high-risk functions tends to be much better due to those 
managers having a greater awareness of the risks involved. 
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4. AUDIT PERFORMANCE 
 
4.1 The table below indicates the Section’s performance against the audit plan for 2005-06, split 

over the three different risk categories for audits and for the audit plan in total. 
 

 Planned Actual Target  Actual 2004-05 
High Risk Audits 9 9 100% 100% 100% 

Medium Risk Audits 18 18 100% 100% 100% 

Low Risk Audits 11 7 70% 64% 46% 

Achievement of the Audit Plan 38 34 90% 89% 79% 
 

4.2 The Section has made significant improvements in relation to the completion of the audit plan 
from the previous year. The target of 90% was only narrowly missed in 2005-06. The target of 
completing 100% of high and medium risk audits was achieved and significant progress has 
been made in the completion of more low risk audits. 

 
4.3 The underachievement of low risks audits and consequently the audit plan is due to a 

combination of factors:- 
 

(i) a number of audits took longer than planned due to the number of problems encountered 
in the area being audited, these were primarily  the elections process and the Streetscene 
review which both took a significant amount of time; and 

 
(ii) more time spent on administrative and management duties than planned, in particular 

monitoring of the new audit contract required more time. This was due to a number of 
teething issues in relation to the commencement of a new audit contractor. It is hoped 
that the time for contract monitoring will be significantly reduced in the second year of the 
contract. 

 
4.4 The Section has introduced Audit Satisfaction Surveys, which are issued to managers on the 

completion of each audit. The surveys are used to assess our own performance and in addition 
allow us to benchmark the performance with other Councils in Staffordshire. The satisfaction 
with the service provided by Internal Audit has exceeded our target for the first year, which was 
based on the average score for the Staffordshire Councils in 2004-05.  A total of 19 surveys 
were returned in the year and the overall result is shown below:- 

 

 2005-06 
Actual Target Staffordshire 

Average1

Audit Satisfaction Survey 87% 84% 84% 
1 Based on the 2004-05 figures as the 2005-06 figures are not yet available. 
 

4.5 The Section uses a contractor to supplement the work of the in-house team.  The Contractor 
provided 100 days work as part of the 2005-06 plan covering specialist IT audits as well as 
providing support on general audits. 
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4.6 In addition to planned audit work the section has undertaken three special investigations 
relating to Internet abuse by employees, participated in a number of corporate working groups 
and provided ad hoc advice to services when necessary. 

 
4.7 During 2005-06 the Internal Audit Section has begun to tailor the CIPFA Internal Audit Manual 

for use by the section and this is now available to all auditors. Work has been undertaken on 
developing the Internal Audit Strategy and Terms of Reference for the Section, producing a 
Money Laundering Framework for the Council and a revision of the Council’s Anti-Fraud and 
Corruption Framework. 

 
 
5. AUDIT PLAN 2006-07 
 
5.1 Details of the audits to be undertaken in 2006-07 are given in Appendix 1.  In total 43 audits are 

planned for 2006-07 of which 13 are high risk, 12 medium risk and 18 low risk. 
 
5.2 In addition to the delivery of the audit plan for 2006-07, the section aims to:- 
 

• review and revise the processes and effectiveness of the audit follow-up procedure; 
• provide training and develop reporting protocols for the Audit and Governance 

Committee;  
• produce a number of financial guidelines to support the Council’s Financial Regulations 

and provide training as necessary on these;  
• develop the Internal Audit Strategy and Terms of Reference for the Section;  
• issue and facilitate training on a Money Laundering Framework and Anti-Fraud and 

Corruption Framework for the Council;  
• benchmark the work of the section against the Cipfa Code of Practice for Internal Audit in 

Local Government; and 
• continue to adapt the Cipfa Internal Audit Manual for use by the section. 
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Appendix 1  
 

Internal Audit Annual Plan 2006-07 
 

Audit Area Days Risk 
Corporate - Corporate Governance Code of Conduct Review 9 High 
Facilities Management - Cashiers 12 High 
Finance - Capital Accounting 14 High 
Finance - Grants Procedures 9 High 
Finance - Key Financial Systems (Key Controls) 15 High 
Finance - Sundry Debtors 15 High 
Housing - Rent Debit, Collection & Arrears 14 High 
Housing - Stores 14 High 
Human Resources  - Payroll 15 High 
Local Taxation & Benefits – IBS Computer System 10 High 
Local Taxation & Benefits - Council Tax 15 High 
Local Taxation & Benefits - Housing Benefits 20 High 
Local Taxation & Benefits - NNDR 15 High 
Efficiency & Risk Management - Risk Management 14 Medium 
Efficiency & Risk Management - Procurement 14 Medium 
Environmental Services - Refuse Collection and Recycling (incl Bonus Scheme) 15 Medium 
Finance - Budgetary Control & Estimate Preparation 14 Medium 
Housing - Allocations & Voids 14 Medium 
Human Resources  - Employee  Expenses 14 Medium 
Environmental Heath  - Flare Computer System  10 Medium 
ICT  – BACS Payment & Collection System for Direct Debits – Computer System 10 Medium 
Leisure Operations - Torex Computer System 10 Medium 
Leisure Operations - Prince of Wales Theatre 14 Medium 
Leisure Operations - Golf Course 10 Medium 
Local Taxation & Benefits - Housing Benefit Fraud Investigation Team  5 Medium 
Corporate – Equality & Diversity 14 Low 
ICT Services - Customer Contacts (CRM, Reception etc) 14 Low 
Culture & Major Projects - Project Management 14 Low 
Legal & Democratic - Members Allowances, PCs  & Other Expenses 14 Low 
Environmental Health - Food & Safety Inspections 14 Low 
Environmental Health - Pollution Control 14 Low 
Environmental Services - Christmas Decorations, Public Clocks & miscellaneous  9 Low 
Finance - Car Loans and Car Leasing 14 Low 
Finance - Central Recharges / Time Recording System 14 Low 
Finance - Concessionary Fares 10 Low 
Finance – Leasing 14 Low 
Finance - VAT 14 Low 
Organisational Development - Managing Absence 14 Low 
Legal - Admin & Case Management System (includes Fees & Court Costs) 14 Low 
Leisure Development - Sports Development  (includes Playschemes) 14 Low 
Local Taxation & Benefits - Community Charge 5 Low 
Planning & Regeneration - Economic Development 9 Low 
Planning & Regeneration - Home Security Grants 14 Low 

Total 550  
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