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CANNOCK CHASE COUNCIL 

AUDIT & GOVERNANCE COMMITTEE 
11TH JUNE 2007 

REPORT OF THE CHIEF EXECUTIVE 
STATEMENT ON INTERNAL CONTROL FOR 2006-07 

 
1. Purpose of Report

1.1 To present to the Audit & Governance Committee for consideration the Statement on Internal 
Control for 2006-07. 

 
2. Recommendations 

2.1 That the Committee recommend to the Council the approval of the Statement on Internal 
Control for 2006-07. 

3. Key Issues 

3.1 The Council has a statutory responsibility to undertake an annual review of the effectiveness of 
its system of internal control and to publish a “statement on internal control” with the annual 
accounts. 

 
3.2 The Chartered Institute of Public Finance and Accountancy (Cipfa) has defined the scope of 

internal control as spanning “those controls designed to ensure: 

• the authority’s policies are put into practice 
• the organisation’s values are met 
• laws and regulations are complied with 
• required processes are adhered to 
• financial statements and other published information are accurate and reliable 
• human, financial and other resources are managed efficiently and effectively, and 
• high quality services are delivered efficiently and effectively.” 

 
3.3 Following approval of the Statement on Internal Control it should be signed by the most senior 

officer and the most senior Member of the Council ie the Chief Executive and the Leader of the 
Council. 

 
3.4 The Statement on Internal Control for 2006-07 has been produced based on the outcomes of 

the work of Internal Audit, a review of the Council’s strategic risk register, assurance 
statements produced by Heads of Service and the work of external audit and other inspection 
agencies.   The Statement on Internal Control has also been considered by the Risk and 
Governance (officer) Working Group. 

 
3.5 A copy of the Statement on Internal Control is attached at Annex 1 for Members consideration.   
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3.6 Progress in addressing the internal control issues, as identified in section 5 of the Statement on 
Internal Control attached at Annex 1, will be monitored through regular reports presented to the 
Audit and Governance Committee. 
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Section 1 

Background 

1.1 The Accounts and Audit Regulations (England) 2006 require local authorities to publish a 
Statement on Internal Control with their financial statements. Regulation 4 states that: 

 
“(1) 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. 

(2) 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 

(a) any statement of accounts it is obliged to publish in accordance with regulation 11, or 

(b) any income and expenditure account, statement of balances or record of receipts and 
payments it is obliged to publish or display in accordance with regulation 12. 

(3) The findings of the review referred to in paragraph (2) shall be considered by a committee 
of the relevant body, or by the members of the relevant body as a whole, and following that 
consideration, shall approve a statement on internal control, prepared in accordance with 
proper practices in relation to internal control.   

(4) The relevant body shall include that statement referred to in paragraph (3) with 

(a) any statement of accounts it is obliged to publish in accordance with regulation 11, or 

(b) any income and expenditure account, statement of balances or record of receipts and 
payments it is obliged to publish or display in accordance with regulation 12.” 

1.2 In practice the production of a Statement on Internal Control brings together and evidences 
many of the processes already in place across the Council for reviewing the effectiveness of 
the system of internal control. 

1.3 The Turnbull Report describes the system of internal control as encompassing:- 

“the policies, processes, tasks, behaviours and other aspects of a company that, taken 
together: 

• facilitate its effective and efficient operation by enabling it to respond appropriately to 
significant business, operational, financial, compliance and other risks to achieving the 
company’s objectives. This includes the safeguarding of assets from inappropriate use 
or from loss and fraud, and ensuring that liabilities are identified and managed; 

• help ensure the quality of internal and external reporting. This requires the 
maintenance of proper records and processes that generate a flow of timely, relevant 
and reliable information from within and outside the organisation; 

• help ensure compliance with applicable laws and regulations, and also with internal 
policies with respect to the conduct of business.” 
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1.4 The Chartered Institute of Public Finance and Accountancy (Cipfa) has defined the scope of 
internal control as spanning “those controls designed to ensure: 

• the authority’s policies are put into practice 
• the organisation’s values are met 
• laws and regulations are complied with 
• required processes are adhered to 
• financial statements and other published information are accurate and reliable 
• human, financial and other resources are managed efficiently and effectively, and 
• high quality services are delivered efficiently and effectively.” 
 

1.5 Cipfa has produced guidance and a proforma Statement on Internal Control for Local 
Government bodies and this has been followed in producing the statement for 2006-07. 

1.6 A range of sources of assurance has been used in compiling the Statement on Internal Control.  
They key sources this year being:- 

(i) Management – Senior managers are charged with the responsibility of ensuring that 
policies within their service area are complied with and are held accountable for their  
actions/operations in delivering the service and achieving objectives.  All Heads of 
Service were asked to provide a Manager’s Assurance Statement to document the 
level of assurance that they could give for the internal controls in place in their service 
area and their effectiveness with regard to ensuring accountability, prudence, VFM, 
compliance with policy, Financial Regulations, Contract Procedure Rules, etc and 
delivery of the Council’s objectives.  In providing the Manager’s Assurance Statement, 
Heads of Service were asked to identify any material issues where they consider the 
controls are not adequate or are absent.  In providing such assurance statements it is 
accepted that Heads of Service can only be expected to give reasonable assurance for 
their service area of activity and not a full guarantee. 

(ii) The Chief Financial Officer and the Monitoring Officer - the statutory functions 
undertaken by these two officers provide a key source of assurance that the systems 
and procedures of internal control that are in operation are effective, efficient and are 
being complied with on a routine basis. Both officers have been consulted on the 
Statement on Internal Control. 

(iii) Internal Audit - The Code of Practice for Internal Audit in Local Government in the 
United Kingdom (the Code) defines Internal Audit as “…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.”  Internal 
Audit produces an annual report that gives a summary of its work and provides an 
independent and objective opinion on the authority’s activities.  The annual report and 
the work of Internal Audit have been used to inform the Statement on Internal Control. 

A review of the effectiveness of the system of internal audit has been undertaken to 
ensure that reliance can be placed on the work of internal audit and it’s contribution to 
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the Statement on Internal Control.  The details of this review are given in a separate 
report on the agenda. 

(iv) External Audit and Other Review Agencies/Inspectorates – assurance can be 
taken from the work of external bodies such as the Council’s external auditors though it 
is important to recognise that their work does not cover the full range of activities and 
risks and that external auditors are not required to form an opinion on the effectiveness 
of the relevant body’s corporate governance procedures or its risk and control 
procedures.  For 2006-07, work undertaken by the external auditors for the Use of 
Resources Assessment and the Audit Commission in their inspection of Strategic 
Housing has been used to inform the Statement on Internal Control. 

(v) Risk Register – the Council’s strategic risk register details those issues considered to 
be a risk which may prevent the Council from achieving its corporate objectives and 
outlines the controls in place to mitigate those risks.  The register has been reviewed 
and areas considered to be of a high risk have been included in the Statement on 
Internal Control. 

1.7 The Statement on Internal Control for 2006-07 has been prepared using information from the 
sources of assurance outlined in 1.6 above.  The Statement has also been “reality checked” by 
the Risk and Governance (officer) Working Group with the aim of ensuring that:- 

• all of the significant internal control issues have been identified and included, so far as 
is reasonably possible; and 

• all of the issues included are considered to be significant. 

1.8 It is not possible to give a single definition as to what constitutes a “significant internal control 
issue” and judgement has to be exercised.  Factors used in making such judgements include:- 

• the issue has seriously prejudiced or prevented achievement of a principal objective; 

• the issue has resulted in a need to seek additional funding to allow it to be resolved, or 
has resulted in significant diversion of resources from another service area; 

• the issue has led to a material impact on the accounts; 

• the Chief Internal Auditor has reported on it as significant, for this purpose, in the 
Internal Audit Annual Report; 

• the issue, or its impact, has attracted significant public interest or has seriously 
damaged the reputation of the Council; 

• the issue has resulted in formal action being taken by the Chief Financial Officer and/or 
the Monitoring Officer. 

1.9 Progress in addressing the significant internal control issues, outlined in section 5 of Annex 1, 
will be monitored and reported on to the Audit and Governance Committee. 
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Section 2 

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

The Statement on Internal Control for 2006-07 is presented to the Committee for consideration and 
recommendation to the Council that it should be approved. 
 

Section 3 

Contribution to CHASE 

The Statement on Internal Control does not contribute directly to the achievement of the CHASE 
objectives.  However, the system of internal control underpins all of the Council’s activities and as such 
contributes to the achievement of the Council’s objectives. 
 

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 function contributes to the prevention, detection and investigation of potential fraud and 
corruption incidents. 
 

Section 5 

Human Rights Act Implications 

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

Section 6 

Data Protection Act Implications 

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

Section 7 

Risk Management Implications 

The internal control issues identified in section 5 of the Statement on Internal Control highlight  
weaknesses in the Council’s internal control system.  If these issues are not addressed then the 
Council could be facing a range of risks including, in a worst case scenario, breaches of legislation, 
breaches of internal procedures/guidelines, financial losses, insurance claims, etc.  The actions 
identified in section 5 will, if implemented, minimise the risks faced by the Council. 
 
No system of review can give full assurance that all risks have been minimised and all controls have 
been operating effectively throughout the year; only reasonable assurance can be given. 
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Section 8 

Legal Implications 

The Council is charged with various statutory duties and responsibilities and is further required to 
account for the manner and way in which it discharges those duties and responsibilities. There is a 
statutory duty on the Council to consider its processes carefully and where potential deficiencies are 
found, to take prompt action to address the same. As a public body, it is of paramount importance that 
the integrity of the Council is maintained and that all reasonable, appropriate and proportionate steps 
are taken to ensure that the deficiencies identified are remedied. 
 
The Council inevitably exposes itself to potential criticism and litigation should its internal controls fail or 
be found to be inadequate. Key issues have been identified which have the potential to expose the 
Council, and in some respects its’ staff, to potential civil and criminal action. 
 
Inadequacies in internal control, if not addressed, pose a real and likely litigation risk. The extent and 
nature of such risks will vary depending on the nature and extent of the deficiency and the resulting 
damage/loss (if relevant).  
 
However, the suggested action to be taken to address the internal control issues will assist greatly in 
minimising the risks and potential legal implications identified. 
 

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 the statement on internal control, managers must either:- 
• Implement the statement on internal control recommendations within existing budgets; or 
• Submit a report to Council requesting a supplementary estimate to obtain further resources to 

help implement the statement on internal control recommendations. 
 
 

Section 10 

Human Resource Implications 

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

Section 11 

Conclusions 

A Statement on Internal Control for 2006-07 has been produced and this evidences the review of the 
Council’s system of internal control that has been undertaken.  A number of significant internal control 
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issues have been identified, together with actions to addresses these weaknesses and ensure 
continuous improvement.  Progress in addressing these issues will be monitored. 
 

Section 12 

List of Background Papers 

Managers’ Assurance Statements 
Strategic Risk Register 
 
 

Annexes to the Report 

Annex 1 – Statement on Internal Control for 2006-07 
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