Haringey Counci

Agenda item: [N o) ]
Audit Committee On 12 May 2008

Report Title: The review of the Effectiveness of the system of Internal Audit

Forward Plan reference number (if applicable): N/A

Report of: Head of Audit and Risk Management

Wards(s) affected: All Report for: Non-key decision

1. Purpose

1.1 To inform Members of the requirements of the Accounts and Audit (amendment)
(England) Regulations 2006 and the action taken to address these.

2. Recommendations

2.1 That the Audit Committee notes the findings of the review of the effectiveness of the
system of internal audit.

2.2 That the Audit Committee approves the action plan to address the identified areas for
development.

Report Authorised by: Chief Financial Officer

Contact Officer: Anne Woods, Head of Audit and Risk Management
Tel: 020 8489 5973
Email: anne.woods@haringey.gov.uk

3. Local Government (Access to Information) Act 1985
3.1 List of background documents:
The following background documents were used in production of this report:
. Accounts and Audit (amendment) (England) Regulations 2006.




4. Background

4.1 Regulation 4 of the Accounts and Audit Regulations (2003) required audited bodies to
conduct a review at least once a year of the effectiveness of its system of internal
control and publish an Annual Governance Statement (AGS) each year with the
authority’s financial statements.

4.2 The Accounts and Audit (Amendment) (England) Regulations 2006 came into force on
1 April 2006. Whilst many of the amendments clarify or correct elements of the 2003
Regulations, and all are relevant in relation to the operation of the internal audit
function, two of the amended regulations in particular have an impact on the process
for preparing the AGS, namely:

Regulation 4 — requires the findings of the review of the system of internal control to be
considered by a committee of the relevant body, or by members of the body meeting as
a whole.

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.

4.3 The requirement to review Internal Audit does not specify what the review should
consist of, nor does it state who should undertake this task. However, as the Audit
Committee has responsibility for approving the Annual Governance Statement (AGS), it
is considered appropriate that this Committee should have responsibility for approving
how the new responsibility under Regulation 6 is discharged.

4.4 This report provides the Audit Committee with references to existing procedures,
sources of information and measures in place in order to assist in being able to reach a
conclusion on the adequacy and effectiveness of the Internal Audit Service.

4.5 In order to assess compliance with the amended regulations, Haringey’s Internal Audit
service was independently reviewed. The review was based on the revised CIPFA
Code of Practice for Internal Audit in Local Government which was issued in December
2006 and covered the requirements of the Accounts and Audit Regulations.

5. Existing Processes and Sources of Assurance

5.1 The Council's Constitution contains the relevant statutory requirements for Internal
Audit, and identifies the s151 Officer. Responsibilities of managers in relation to the
management of risk and fraud are also included within the Constitution.

5.2 Audit and Risk Management follow the CIPFA Code of Practice for Internal Audit in
Local Government 2006 which covers the following areas:
o Scope of Internal Audit
Independence
Ethics
Audit Committees
Relationships
Staffing, Training and Continuing Professional Development
Audit Strategy and Planning
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5.3

6.1

6.2

6.3

6.4

6.5

6.6

7.2

Undertaking Audit Work

Due Professional Care

Reporting

Performance, Quality and Effectiveness

In addition, members may gain assurance on the effectiveness of the system of internal
audit from a number of other sources, including:
¢ The Constitution (overall governance arrangements)
Management Structure (Directors Assurance Statements)
Audit Committee (terms of reference)
Audit Commission (CPA and Use of Resources reviews)
External Audit reports (Annual Audit and Inspection Letter)
Annual Internal Audit Report
Training provided (e.g. briefing sessions for Audit Committee).

The Independent Review

In order to comply with the Accounts and Audit Regulations, arrangements were made
between the London Borough of Haringey (LBH), the London Borough of Waltham
Forest (LBWF) and the Royal Borough of Kensington and Chelsea (RBKC) to carry out
reciprocal peer group reviews of compliance with the standards set out in the CIPFA
Code of Practice for Internal Audit in Local Government in the UK 2008.

The approach was developed with reference to appropriate standards and available
guidance and a Terms of Reference for the review was agreed.

In order to reach an opinion, the Internal Audit function at LBH was compared against
the requirements of the CIPFA Code of Practice. A visit to LBH’s Internal Audit
department was made by RBKC and evidence of compliance against the CIPFA Code
of Practice checklist was reviewed.

Based on the review undertaken, the Haringey’s Internal Audit function was found to
comply with the CIPFA Code of Practice for Internal Audit in Local Government in the
UK (2006).

RBKC issued a report on their findings, which is attached at Appendix A. The report
details the work undertaken and, although no high priority recommendations were
made, identifies some areas for improvement in order to fully meet the CIPFA Code of
Practice and Accounts and Audit Regulations.

In order to address these, an action plan has been drawn up and is attached at
Appendix B for approval.

Recommendations

That the Audit Committee notes the findings of the review of the effectiveness of the
system of internal audit.

That the Audit Committee approves the action plan to address the identified areas for
development.
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LB of Haringey Review of the Effectiveness of the System of Internal Audit - Internal Audit
Report 2007/2008

London Borough of Haringey
Review of the Effectiveness of the System of Internal
Audit
FINAL AUDIT REPORT

April 2008

Report circulated to: Anne Woods - Head of Audit and Risk Management
LB of Haringey

Prepared by: Steve Armstrong —Audit Manager
Royal Borough of Kensington and Chelsea
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LB of Haringey Review of the Effectiveness of the System of Internal Audit - Internal Audit
Report 2007/2008

EXECUTIVE SUMMARY

1. The Accounts and Audit Regulations 2003, as amended by the Accounts
and Audit (Amendment) (England) Regulations 2006, requires that a
“relevant body shall 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 internal audit practices”. These regulations
also require that provision for Internal Audit must be made in accordance
with the CIPFA Code of Practice for Internal Audit in Local Government in

the UK 2006.

2. Regulation 4 of the Accounts and Audit Regulations (2003) required
audited bodies to conduct a review at least once a year of the
effectiveness of its system of internal control and publish a statement on
internal control (SIC) each year with the authority’s financial statements.

3. The Accounts and Audit (Amendment) (England) Regulations 2006 came
into force on 1 April 2006. Whilst many of the amendments clarify or
correct elements of the 2003 Regulations, two of the amended regulations

in particular have an impact on the process for preparing the SIC:

« Regulation 4 requires the findings of the review of the system of
internal control to be considered by a committee of the relevant body,

or by members of the body meeting as a whole.

e 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.

4, To comply with these requirements arrangements have been made with
the London Borough of Haringey and Waltham Forest Council, to carry out
reciprocal peer group reviews of compliance with the standards set out in
the CIPFA Code of Practice for Internal Audit in Local Government in the

UK 2006. The reviews for 2007/2008 have been arranged as follows:

Council Reviewed By

London Borough of Haringey Royal Borough of Kensington and
Chelsea

Waltham Forest Council London Borough of Haringey

Royal Borough of Kensington and | Waltham Forest Council

Chelsea
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LB of Haringey Review of the Effectiveness of the System of Internal Audit - Internal Audit
Report 2007/2008

5. This report details the results of the review carried out by the Royal
Borough of Kensington and Chelsea of the effectiveness of the London
Borough of Haringey’s system of internal audit.

6. In order carry out this review Internal Audit at the London Borough of
Haringey was compared against the requirements of the CIPFA Code of
Practice for Internal Audit. The reviewer visited Haringey’s Audit
department and compared evidence of compliance against the CIPFA Code
of Practice checklist. The Code of Practice comprises the following eleven
standards and the checklist addressed all of these detail to ensure

compliance:

e Scope of Internal Audit

o Independence

o Ethics for Internal Auditors

o Audit Committees

¢ Relationships

e Staffing, Training and Continuing Professional Development
¢ Audit Strategy and Planning

e Undertaking Audit Work

¢ Due Professional Care

e Reporting

¢ Performance, Quality and Effectiveness

7. A detailed summary of the findings of the review are attached at Appendix
A. No high priority recommendations were made as part of this review.
The London Borough of Haringey’s system of internal audit was
found to be compliant with the CIPFA Code of Practice for Internal
Audit in Local Government in the UK 2006.

8. A small number of areas for development were identified as part of this
review and recommendations were made to address these issues. These
are summarised below:

e The terms of reference should be regularly reviewed and presented to
Audit Committee for approval.

e Audit staff should formally declare conflicts of interest annually.

e Relations with other regulators and inspectors should be defined.

e The Head of Audit should arrange to review the quality, performance
and effectiveness of the service as a whole. The results should be
reported to management and the Audit Committee.
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