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1. PURPOSE

The purpose of this report is to provide a summary of the internal audit work that was undertaken during last financial year and to report an opinion on the effectiveness of internal audit for the financial year 2009/10.  In addition, the Internal Audit Plan reported to the last meeting of this Committee is attached at Appendix B for the benefit of new members;

2. INTERNAL AUDIT REPORT (2009/10)
2.1 The CIPFA Code of Practice for Internal Audit in Local Government requires the annual reporting and presentation of the Internal Audit opinion on the Council’s internal control environment.
2.2 This Annual Internal Audit report assists the Council by providing the following:
a. An opinion on the overall adequacy and effectiveness of the Council’s internal control environment and any exception to that opinion, together with reasons for the exception.


b.
A summary of the audit work undertaken to formulate the opinion, including a comparison of actual and planned work, and in the case of the core financial audits a comparison with the previous year.


c.
Details of any issue particularly relevant to the preparation of the Council’s Statement of Internal Control for inclusion in the annual final accounts.


d.
Commentary on the compliance with the CIPFA Code of Practice for Internal Audit in Local Government.

2.3 The overall opinion on the internal control environment is based on ConsortiumAudit’s assessment of the key management arrangements and the internal controls.  This is the framework of internal controls required to provide management with confidence that the main processes put into place to achieve business objectives are:


a.
Adequate and effective for their purpose;

b.
Free from material business risk, both financial and non-financial;


2.4 The overall opinion provided can be measured using the following guide;



	Level of Assurance
	Explanation
	Business Risk Exposure

	Full
	All key controls in place and working effectively – no exceptions
	Insignificant

	Substantial
	All key controls in place and working effectively – some exceptions
	Minimal

	Acceptable
	All key controls in place and working effectively.  Some reservations in connection with the operational effectiveness of some key controls
	Low

	Limited
	Not all key controls are in place or working effectively
	Medium

	None
	No key controls in place or no key controls working effectively
	High


2.5 ConsortiumAudit are of the opinion that an overall ACCEPTABLE assurance can be provided in connection with the Council’s internal control environment, based on the work completed during 2009/2010.


2.6 Appendix C provides a summary of the work completed to date in connection with the 2008/2009 internal audit plan, and details the levels of assurance given for each audit.


2.7 The table below details the levels of assurance for each of the core financial audits compared with the level of assurance for the previous year: -


	Audit Description
	Level of Assurance 08/09
	Level of Assurance 09/10
	Comment

	Accounting Systems
	Substantial
	Substantial
	Remained the Same

	Cash & Banking
	Substantial
	Substantial
	Remained the Same

	Creditors
	Acceptable
	Acceptable
	Remained the Same

	Council Tax
	Substantial
	Substantial
	Remained the Same

	Fixed Assets & Capital Accounting
	Acceptable
	Re-Scheduled 2010/2011
	New Audit Policy to review after year end

	Housing Benefits
	Substantial
	Substantial
	Remained the Same

	Housing Rents
	Substantial
	Substantial
	Remained the Same

	NNDR
	Substantial
	Substantial
	Remained the Same

	Payroll
	Limited
	Substantial
	Improved

	Sundry Debtors
	Limited
	Substantial
	Improved

	Treasury Management
	Substantial
	Substantial
	Remained the Same

	CFS IT Controls
	N/A
	Limited
	First year of audit


Exception Report
2.8
Only one core financial audit Core Financial Systems - IT Application Controls had an overall level of assurance of Limited.  This audit has been introduced as a core financial for the first time in 2009/10.
2.9
Two audits that received limited assurance levels in 2008/09 Payroll and Sundry Debtors both improved to substantial in 2009/10.

2.10
Enquiries into Disabled Facilities Grants and at the Museum & Art Gallery received a no overall assurance and limited overall level of assurance respectively.  The former was discussed at this Committee in April during the debate on Certification of Grants and Returns 2008/09.
3 REVIEW OF THE EFFECTIVENESS OF INTERNAL AUDIT (2009/10)
3.1 The Council is required by statute (The Accounts and Audit Regulations 2003) to perform an annual review of the effectiveness of internal audit.  The findings of this review are considered as part of the system for internal control and should be considered by this Committee.

3.2 The Council’s internal audit function is provided by ConsortiumAudit.  The consortium arrangement provides services to Kettering Borough Council and Borough Council Wellingborough.
3.3 The review of effectiveness is based upon guidance provided to us by our external auditors KPMG in the form of a Quality Assessment Framework (QAF) for internal audit.  The Council has carried out an assessment as to the level of compliance with the QAF. 

3.4 In addition, the Council has assessed its compliance with the CIPFA Code of Practice for Internal Audit, which is also assessed and commented upon by our external auditors KPMG.

Quality Assessment Framework (QAF)



3.5. The Head of Finance has carried out an assessment of the extent of compliance with the Internal Audit QAF for the function provided by ConsortiumAudit during 2009/10.  The review was based on examining documents, an interview with the Principal Auditor for Kettering Borough and a review of internal audit reports and working papers.



3.6. The QAF sets out seven high level elements with specific questions for each area, these are:



· Governance

· Audit Committee

· Independence

· Audit Strategy

· People, Knowledge and Skills 
· Audit Processes and Resources

· Other Assurance Providers

· Outputs and outcomes.



3.7. Each element has been assessed and a score given on the following scale:



5.  -  Exemplar   -   Highest


4.  -  Maturing

3.  -  Operating

2.  -  Developing

1.  -  Emerging   -   Lowest



3.8. The table at Appendix D shows the assessment level based upon the information available.  The Council has self-assessed itself between levels 3/4 “Operating/Maturing”.  This represents an improvement on 2008/09.


3.9. The Action Plan put in place to address weaknesses identified has been updated to show progress and any new elements and is attached at Appendix E.


Compliance with the CIPFA Code of Practice for Internal Audit


3.10. ConsortiumAudit carried out a self-assessment against the revised CIPFA Code of Practice for Internal Audit during 2009/10. 




3.11. There were eleven standards against which the self-assessment was carried out.  ConsortiumAudit assessed that they were fully compliant with eight standards and partially compliant with three.  The details are outlined in Appendix E.



3.12. The self-assessment and supporting documents will be provided to the External Auditor, KPMG, for their own review and assessment.  The outcome of this will be reported in due course.  



3.13. The areas of non-compliance are included in the Internal Audit action plan for 2009/10.  The Consortium will demonstrate future compliance by monitoring against the action plan and an annual self-assessment.



4. CONCLUSIONS

4.1. The Council has undertaken a self-assessment on the effectiveness of its Internal Audit service and concluded that it is at level 3/4 of 5 and that the service is operating effectively.



4.2. Historically the quality and effectiveness of the service was well below that expected by the Council.  However, the Consortium has worked hard and has driven significant improvements in a relatively short time frame.  The level of performance stabilised in 2009/10 and improvement was less than was hoped.  This was in part due to the withdrawal Corby Borough Council and sickness levels remaining higher than normal.


4.3. A report to Monitoring and Audit Committee outlined plans for the Board to review the Consortium arrangements.  This work has now commenced.



4.4. The action plan at Appendix E outlines how the Consortium intends to make further improvements to deliver a level 4/5 service in the future.

Background Papers:

Previous Reports/Minutes:

See Appendices
Title of Document:

Ref:

Date:

Date:

Contact Officer: Paul Sutton ext 4330

RECOMMENDATIONS





That the Monitoring and Audit Committee:-





receive the Internal Audit Report (2009/10); and


that the Review of the Effectiveness of Internal Audit be noted.
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