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CANNOCK CHASE COUNCIL 

AUDIT & GOVERNANCE COMMITTEE 

14 APRIL 2008 

REPORT OF THE CHIEF INTERNAL AUDITOR 

INTERNAL AUDIT – UPDATED TERMS OF REFERENCE AND  

AUDIT STRATEGY & AUDIT PLAN FOR 2008-09 

 
 

1. Purpose of Report 

1.1 To present to the Audit & Governance Committee for approval the updated Internal Audit 
Terms of Reference. 

 
1.2 To present to the Audit & Governance Committee for information the Audit Strategy and Audit 

Plan for 2008-09. 
  

2. Recommendations 

2.1 That the Committee approves the updated Internal Audit Terms of Reference 

2.2 That the Committee notes the contents of the Audit Strategy for 2008-09. 

2.3 That the Committee notes the Audit Plan for 2008-09, contained as Appendix A of the Audit 
Strategy. 

2.4 That Members note the level of risk that Internal Audit can review within existing resources 
and the coverage that this will give for providing an opinion for the Annual Governance 
Statement for 2008-09. 

3. Key Issues 

3.1 The Audit & Governance Committee approved the Internal Audit Terms of Reference at its 
meeting of 20th November 2006. The Cipfa Code of Practice for Internal Audit in Local 
Government places a requirement for the Terms of Reference to be regularly reviewed and 
represented to Members. Members are asked to consider and approve the revised Terms of 
Reference for Internal Audit attached at annex 1.  

 
3.2 The Cipfa Code of Practice for Internal Audit in Local Government also places a requirement 

for the Head of Internal Audit to produce an audit strategy. This should be the high-level 
statement of how the Internal Audit service will be delivered and developed in accordance with 
the Terms of Reference and how it links to the Council’s objectives and priorities. The Audit 
Strategy also contains the Audit Plan for 2008-09 (Appendix A of Annex 2).   

 
3.3 Internal Audit conducts an annual risk assessment and determines an audit plan for the year. A 

copy of the full audit needs assessment conducted for 2008-09 is contained Appendix B of 
Annex 2. 
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3.4 This risk assessment is based on the methodology outlined in the Council’s risk management 

strategy.  The risk assessment uses a number of factors to calculate a risk score for each area 
and the resulting scores are banded into four risk categories ie High, Medium, Low and 
Tolerable.  As in 2007-08 the audit areas have then been ranked by the risk category and score 
to determine those audits that will be undertaken in 2008-09, with priority being given to those 
with the highest risk score. 

 
3.5 The resources available within the Internal Audit Section were then compared to the risk 

assessment in order to determine those audits that will be undertaken in 2008-09 and form the 
basis of the Audit Plan, with priority given to the highest risk scoring areas.  The section has 
sufficient resources to review all 6 of the High Risk areas and all of the Medium Risk audits with 
a score of 12 or higher (24 out of 64 audits).  The Audit Plan equates to 30 out of a possible 
111 audits that have been risk assessed (approximately 27%) and comprises 100% of High 
Risks and 38% of the Medium Risk areas.    

 
3.6 For assurance to be provided on all medium risk areas as part of the proposed Audit Plan for 

2008-09 an additional 554 audit days would be needed to achieve this. 
 
3.7 Based on an estimate of 170 audit days for one full time post, assuming no post entry training, 

a further 3 full time equivalent (fte) would be needed to deliver the remaining 40 medium risk 
audits which score 8 or 9 on the risk assessment. It is estimated that the total cost of 3 fte 
Senior Auditor posts would be £116,280. 

 
3.8 Alternatively resources could be purchased from outside contractors to undertake the 554 

additional audit days. It is estimated that the contractor would cost approximately £350 a day 
for general audit work giving a total cost to the authority of around £193,900 for 554 days. 

 
3.9 However, it is suggested that no action is taken at the present time to increase the resources 

allocated to the Internal Audit section. It is considered that the current resources of the Internal 
Audit section will allow for an opinion to be given on the Council’s key risk areas and systems. 
This should be sufficient coverage for the production of the Annual Governance Statement.  

 
3.10 The 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; and 

• systems based reviews of departmental systems/service areas e.g. Homelessness, 
Procurement and corporate processes e.g. corporate governance arrangements. 

3.11 The Audit Plan for 2008-06 does not currently include any computer audit work. The specialist 
computer audit work is currently being reviewed by the Computer Audit contractor to enable a  
separate risk assessment exercise to be conducted to determine the priorities for work in that 
area against the 40 days resources available. The Committee will be notified in due course if 
there is a significant shortfall between the 40 days and the computer audit work which needs to 
be undertaken in 2008-09. 
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4. Legal Implications 

4.1 The responsibilities, duties and obligations of internal audit are set out in the Accounts and 
Audit Regulations 2003 (as amended 2006) and the Chartered Institute of Public Finance and 
Accountancy’s Code of Practice for Internal Audit in Local Government (2003) as updated and 
amended (‘the Code’). It is recognised that the Code, and the 2003 Regulations mentioned 
above are the yardstick against which internal audit practices should be measured and 
determined.  

 
4.2 The role the Internal Audit Section provides an effective mechanism and tool to identify 

weaknesses within the control systems of the Council that could potentially present the Council 
with various legal difficulties.  

 
4.3 The Council is accountable for its actions and the resources expended in the provision of 

services. Accordingly, it is vital that any deficiencies that may exist in the organisation that may 
undermine the delivery, discharge and performance of the Council’s duties and obligations are 
identified and remedial action taken. Importantly, the manner and processes adopted to identify 
deficiencies within the organisation must be properly undertaken and executed; and stand up to 
judicial scrutiny should it be necessary. 

 
4.4 In order for internal audit to undertake and discharge its obligations, duties and responsibilities 

effectively, it is essential that the remit of those obligations, duties and responsibilities are 
clearly defined. The proposed Terms of Reference sets out in detail the scope and extent of the 
role of internal audit. In order for internal audit to function effectively within the organisation, it is 
necessary that powers and authorisations of internal audit also be defined. The proposed 
Terms of Reference also sets out the remit of those powers and authorisations. 

 
4.5 In the absence of properly adopted Terms of Reference, the investigations, steps and 

recommendations made by internal audit is open to challenge, albeit to a limited degree. Whilst 
internal audit have continued to comply with the Code and appropriate legislation in the past, it 
is good practice and important that the remit and scope of internal audit’s functions, powers and 
authorisations are clearly defined and approved by the Audit and Governance Committee.  

  
4.6 Internal Audit is under an obligation to produce an Internal Audit Strategy. The Internal Audit 

Section provides an effective mechanism and tool to identify weaknesses within the control 
systems of the Council that could potentially present the Council with various legal difficulties. 
In order to discharge this role it is important that a clearly defined strategy is devised which sets 
out, in broad terms, how Internal Audit will seek to do so.  

 
4.7 It is vital that any deficiencies that may exist in the organisation that may undermine the 

delivery, discharge and performance of the Council’s duties and obligations are identified and 
remedial action taken. A clearly defined strategy will provide considerable assistance and 
guidance in this regard. 

 
4.8 Failure to carry out proper and extensive inspections of the Council’s activities and procedures 

in a timely and methodical manner could expose the Council to legal challenge through 
litigation whether that be through civil actions or criminal prosecutions, should appropriate and 
necessary steps not be undertaken. 
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5. Financial Implications  

5.1 There are no financial implications arising directly from the recommendations outlined in the 
report. 

 
5.2 However, if Members do require coverage of those medium risks scoring 8 or 9 then additional 

funding would be needed as outlined in paragraph 3.7 or 3.8, depending on the preferred 
option for delivery.  There is currently no budget available to meet the cost of this. 

 
 
6. List of Background Papers 

• Internal Audit - Audit Planning Risk Assessment Methodology 
 
 
7. Annexes to the Report 
 
 Annex 1 – Internal Audit Terms of Reference 
 Annex 2 – Internal Audit Strategy & Audit Plan 2008-09 – including 

• Appendix A – Audit Plan 2007-08 

• Appendix B – Audit Needs Assessment for 2008-09 
    
 


