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CANNOCK CHASE COUNCIL 
AUDIT & GOVERNANCE COMMITTEE 

17TH AUGUST 2006 
REPORT OF THE CHIEF INTERNAL AUDITOR 
INTERNAL AUDIT ANNUAL REPORT 2005-06 
 INCLUDING INTERNAL AUDIT PLAN 2006-07 

 
1. Purpose of Report

1.1 To present to the Audit & Governance Committee for information the Internal Audit Annual 
Report for 2005-06 and the Internal Audit Plan for 2006-07.  

  
1. Recommendations 

2.1 That the Committee notes the contents of the Internal Audit Annual Report for 2005-06 and 
the Internal Audit Plan for 2006-07 

3. Key Issues 

Internal Audit Annual Report 
 

3.1 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. 

 
3.2 The Internal Audit Annual Report (attached as Annex 1) is the culmination of the work of the 

Section 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. 
 

3.3 The report is a snapshot view 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 to the attention of 
the Committee any relevant areas where significant weaknesses have not been addressed by 
managers. 

 
3.4 The Internal Audit Annual Report is one of the sources of assurance that is used to support the 

Council’s annual Statement on Internal Control. 
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3.5 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.   

 
Annual Audit Plan  

 
3.6 The Internal Audit Section produces an Annual Audit Plan based on an assessment of the risks 

in relation to the audit areas and allocates its resources accordingly. The Internal Audit Plan for 
2006-07 (attached as Annex 1 – Appendix 1) is presented for the Committee’s information. 

 
3.7 The Internal Audit Section comprises four employees, giving a total of 599 days available for 

audit work. This is supplemented by the use of a contractor who is supplying 40 days of the 
plan with regard to specialist IT auditing that the Section does not have the knowledge and 
expertise to perform. This gives a total of 639 audit days. 

 
3.8 For 2006-07 the Section has allocated 550 days to audit assignments and 89 days are held as 

a contingency for any unplanned work, advice and consultancy that may occur throughout the 
year. 
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REPORT INDEX 
 

Background Section 1 

Details of Matters to be Considered i.e. Options Considered, Outcome of 
Consultations etc. 

Section 2 

Contribution to CHASE Section 3 

Section 17 (Crime Prevention) Implications Section 4 

Human Rights Act Implications Section 5 

Data Protection Act Implications Section 6 

Risk Management Implications Section 7 

Legal Implications Section 8 

Financial Implications Section 9 

Human Resource Implications Section 10 

Conclusions Section 11 

List of Background Papers Section 12 

Annexes to the Report i.e. copies of correspondence, plans etc. 

• Internal Audit Annual Report for 2005-06 (including the Internal Audit 
Plan for 2006-07) 

 

 

Annex 1 
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Section 1 

Background 

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.  
 
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”. 
 
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. 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. 
 

The Annual Audit Plan for 2006-07 is attached at Annex 1 - Appendix 1 and identifies those areas that 
will be audited based on the outcome of the risk assessment. 
 
The Internal Audit Section produces a written report for each assignment on the audit plan. These 
contain any recommendations for improvements to the control system in place and an overall opinion 
on the level of assurance that can be given, that the controls in the systems are operating effectively.  
These reports are discussed and agreed with the relevant managers. 
 
At the end of the year the Annual Audit Report is produced summarising the contents of the individual 
Audit Reports. This report is presented to management and the Audit & Governance Committee.  The 
Internal Audit Annual Report for 2005-06 is attached at Annex 1. 
 

Section 2 

Details of Matters to be Considered i.e. Options Considered, Outcome of Consultations etc.  

The Internal Audit Annual Report for 2005-06 and the Annual Audit Plan for 2006-07 are presented to 
the Committee for information purposes. 
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Section 3 

Contribution to CHASE 

The Internal Audit Section considers the adequacy of the controls established by managers to secure 
propriety, economy, efficiency and effectiveness in all areas therefore contributing to the Council’s 
objectives. The Annual Audit Report is a summary of this work. 
 

Section 4 

Section 17 (Crime Prevention) Implications 

There are no identified implications in respect of section 17 arising from this report. However the 
Internal Audit Section contributes to the prevention, detection and investigation of potential fraud and 
corruption incidents including money laundering. 
 

Section 5 

Human Rights Act Implications 

There are no identified implications in respect of the Human Rights Act in respect of this report. 
 

Section 6 

Data Protection Act Implications 

There are no identified implications in respect of the Data Protection Act in respect of this report. 

Section 7 

Risk Management Implications 

Risks are identified in each audit report produced and the key risks have been summarised in the 
Annual Audit Report. However no system of review can give full assurance that all risks have been 
minimised and all controls have been operating effectively throughout the year. The Annual Audit 
Report therefore provides reasonable assurance based on the work that has been carried out.  
  
The audit planning process aims to target the work of the Section to those areas where the impact of a 
control failure would have the highest impact and leave the Council vulnerable to major risks.  
 
All Internal Audit work is subjected to a quality control process to ensure that it has been completed to 
appropriate standards and has identified and reviewed the major areas of risk within the system. 
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Section 8 

Legal Implications 

Notwithstanding the number of weaknesses identified by Audit, not all those weaknesses have legal 
implications. There are certain weaknesses that could potentially present the Council with various legal 
difficulties. Weaknesses such as deficiencies in monitoring of contracts, the observance of working 
practices and regular reviews of health and safety assessments are all potential areas of legal concern. 
 
The areas identified above give rise to possible claims being brought against the Council, they have the 
potential to undermine the Council’s legal position in respect of contractual relationships, and could 
adversely affect the possibility of the Council instigating civil or criminal proceedings in certain cases.  
 
However, notwithstanding the above-mentioned legal implications, the implementation of Action Plans 
recommended by Audit would assist in addressing such weaknesses. It is of course a matter for the 
respective Heads of Service to implement the Actions Plans addressing all the issues raised. It is 
advisable that the implementation of such Actions Plans be undertaken as soon as possible. 
 

Section 9 

Financial Implications 

There are no financial implications arising directly from this report, however, in resolving any serious 
issues that have arisen from the outcome of an audit, managers must either: 
 

• Implement audit recommendations within existing budgets; or 
• Submit a report to Council requesting a supplementary estimate to obtain further resources to 

help implement audit recommendations. 
 

 
Section 10 

Human Resource Implications 

There are no identified implications in respect of Human Resources in respect of this report. 
 

Section 11 

Conclusions 

 
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.   
 
The Annual Audit Plan for 2006-07 identifies those areas that are to be audited in the forthcoming year 
based on an assessment of risk. 
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Section 12 

List of Background Papers 

Audit Plan File  
Audit Time Recording System 
Internal Audit Reports 
 

Annexes to the Report 

Annex 1 – Internal Audit Annual Report 2005-06 (including Internal Audit Plan 2006-07) 
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