APPENDIX B
REVIEW OF THE EFFECTIVENESS OF INTERNAL AUDIT 2009 / 2010

Introduction

As part of the Council’s assurance process for the Annual Governance Statement, and in accordance with
the requirements of the Accounts and Audit Regulations 2003 as amended in 2006, this report reviews the
effectiveness of the system of internal audit undertaken by the Council.

This report outlines the statutory requirements for the review, the methodology used, and the overall
findings and conclusions. The focus of this report is primarily on the role of the Internal Audit Team; whilst
the system of Internal Audit is wider than that of just the Internal Audit Team, it is encompassed within the
overall Annual Governance Framework that is separately considered by the Audit Committee.

Background

The Accounts and Audit (Amendment) (England) Regulations 2006 came into force on 1st April 2006:

Regulation 6 requires bodies to review the effectiveness of their system of internal audit once a year and
for the findings of the review to be considered by a committee of the body, or by the body as a whole, as
part of the consideration of the system of internal control referred to in regulation 4.

The Department for Communities and Local Government (DCLG) issued guidance on Regulation 6:

Review of internal audit: On the requirement for an annual review of the effectiveness of the system of
internal audit and for a committee of the body to consider the findings the guidance says that this process
is also part of the wider annual review of the effectiveness of the system of internal control.

In January 2009, the CIPFA Audit Panel produced further guidance on reviewing the System of Internal
Audit, suggesting the following areas should be reviewed:

e The process by which the control environment and key controls have been identified - the
organisation’s risk management system;

e The process by which assurance has been gained over controls — its coverage of the key controls
and key assurance providers;

e The adequacy and effectiveness of the remedial action taken where there are deficits in controls,
which will be led by the audit committee or its equivalent and implemented by management; and

e The operation of the audit committee and the internal audit function to current codes and
standards.

There is duplication with the Council’s Annual Governance Statement process and the Use of Resources
assessment, in particular relating to assurance on the risk management system, and the operation of the

Audit Committee. As a result, the focus of the annual review of the effectiveness of the system of internal
audit should focus on looking at the Internal Audit Service only.

Methodology

The review has been conducted using a self assessment toolkit against the CIPFA Code of Practice for
Internal Audit 2006 (attached).
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APPENDIX B

Summary of Findings

The internal self assessment and sources of evidence provided, established the following areas which could
be improved, or considered for improvement.

Code Ref Recommendations

3.1.1 The Code of Ethics established for Internal Audit in March 2007 should be reviewed and
then submitted to Audit Committee.

6.1.2 Internal Audit should develop a strategy to take forward specialist auditing areas.

8.3.4 There is a need for the corporate document retention policy to be reviewed and reissued to
ensure compliance across the Council.

10.2.8 Internal Audit to incorporate into their processes a mechanism to ensure that risk registers
are updated following audit reviews.

10.3.3 Consideration should be given to reviewing the opinions made on a specific audit if it does
not comply with implementation of previously agreed recommendations.

11.3.4 Internal Audit to issue a survey to senior management to establish the extent to which audit
is adding value to their services.

Conclusions

Based on the assessment against 192 questions, the evidence collected demonstrates the Council operates
in compliance with professional standards, and initiates change where improvements to the internal
control environment is required. The review has identified a number of areas where ongoing improvements
could be made (within internal audit and also corporately).

In conclusion, there are no material weaknesses which impact on the overall effectiveness of the internal
control environment.
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