ANNUAL REPORT OF THE INTERNAL AUDIT SERVICE 2002}93 EREIR RIS

1. Introduction

In accordance with the Council’s adoption of the CIPFA Code of Practice on Internal
Audit this report is submitted to the Finance and Management Committee. . The areas
covered are objectives, resources, management, non-audit functions, planned audits
fraud and irregularity, contract audit, compute;“ audit, the audit plan and specia
investigations/assignments. ' S

2. Strategy and Obgect:ves

The strategy and object!ves are detaiied in the service plan which is subm:ited to
committee as part of the Corporate and Service Planning process. The role and
requﬂsibiiitiesare also included.

3 Resoﬂrées_ o
The section comprises of three auditors and has been fully staffed throughout the year.
The service has access to all systems and endeavours to undertake audits with-
minimum disruption to services, by using computer resources and other technology.

4. Management

A long-term strategic plan is produced, using risk assessment as an evaluator to
determine audit coverage. The plan is reassessed every year and an annual work plan
produced These audit ptans are prepared on assessed need ar;d based on the audit
establishment. :

internal Audit operates the Managed Audit concept in conjunction with our externai
auditors, District Audit. Managed Audit primarily concentrates on the fundamental
financial systems and those prime financial control systems which form the basis of the
Authority's accounts. Every vear joint working arrangements are agreed with the
District Audit to enable them to rely on the work of Internal Audit. :

The District Audit also undertakes a comprehensive annual review of Internal Audit.
The review for 2002/2003 was satisiaciory.

5. Non-Audit Functions

The se__ct%on undertakes a small number of routine control and administrative functions.
Some of these are primarily areas in which an audit presence is considered vital but
there are others that could be transferred to other sections.
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&. Planned Audits

Of the systems rewewec% the f@i owzng are warthy of spee:f c note .

Fundamental Financial Systems

a. Paym!l {vaiue of transactions processed £8 2mj - NO major concerns amﬁe

b. Ceuncs% Tax {vaiue (}f transactmns processed £2’? 5m) A!i key centrois wer@
operating in the Council Tax system with only a minor issue concerning suspense
ifems.

¢. Sundry Debtors {value of transactions processed £2.2m) - The level of
arrears has always been a concemn to Internal Audit but the majority of . .
unrecoverable long-term debt has now been written-off against the provisions. ..

e. Housing Benefits {value of transactions processed £11.1mj} - This system
continues o operate with a high degree of efficiency. Technology plays a big part
in this function particularly within the processing routines for application
assessment. The impending introduction of verification framework will require
changes to the method and manner of such processing. Management are placing
reliance on the new Revenue and Benefits computer system to enable this to take
place. A change in working practices will be required including the creation of a
secure environment. The control aspects of this will be examined as we impiement
the framework -

f. Housmg Rents (vaiue of transactmns pmcessed £8. 8m) The rent _
accounting system is operating well and the rent restructuring was completed
satisfactorily. "Supporting People” changes have been integrated into the system.

g. Treasury Management {value of transactions processed, Investments
£48.2.m) - The Authority's borrowings have been administered in accordance with
the Treasury Management Policy with no major weaknesses identified. The
Authority invested a total of £48.2 M during the financial yvear with an average
investment of £4.9M at any one time. The investment activity realised a total of
£183,000 in interest. The Authority did not undertake any borrowing during
2002/03.

Core Financial Control Systems

This section covers the three main processes of the accounts audit namely,

Main Accounting System, Budgeting and Budgetary Control System and the Final
Accounts close down. Internal Audit undertakes the first two audits and the District
Auditor undertakes the Final Accounts audit. There are also some anciliary
functions such as the Capital Accounting process which are integral to these major
systems.
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Main Accountmg System This was exammed and aii contm%s empioyed were
workmg satisfactorily. S FR o

The Auiharzty is to replace this system w;th an ntegrated su;ta of fmancsai systems
including a Ledger, Creditors, Debtors and ﬁudgeta;’y Control funciusns provi ided
by ihe software supp!zef Agresse ' : - : . _ L

The intention is to prov&de i:ha Auther ty wsth a system that undertakes the major;ty
of existing processes but offers easily accessible management information and in
particular is web-enabled.

In previous audits the importance of maintaining up-to-date information has been
highlighted.” The need to establish a costing and reconciliation mfrastmcrure to.
ensure data is compiete and accurate cannot be 0ver~emphas ized.

At present we rely extensively on the bank reconcxi;aﬁean process to verify the
integrity of the ledger. In future there will be a need, within each costing pereocﬁ ic
balance costs by source to the movements on the iedger

These controf and reconcs!za&on {out:nes shou d exi st in the new system as pari of
the checks and balances needed to manage the system and Ensic%& confidence in
the mtegnty of the marzagement mformai: on.

internal Aud:t will review the ;mpiemenia’uon ef the Agfesso system aﬂd examine
the level of controls adopted by management. . L

Budgetary Control - The budget setting and budgetary control system has been
examined, all controls proved o be operating satisfactorily. _
The Authority no longer budgets for an annual underspend but when opera’ung a
full budgeting process an underspend will naturally occur to some degree. Whilst it
is prudent not to rely on this there is a tendency to use this as an annual windfall.

Care must be taken that its use is controlled and any expenditure does ne‘i jead fo
unforeseen service cost implications affecting the ongoing base budget.

In a rapidly developing area, as South Derbyshire is becoming, the service demand
is increasing. Whilst the Ctax base will provide additional income, there is a need
to ensure operat:onat budgets are sufficient o meet the increased service costs.

l.ocal Systems

Etwall Leisure Centre - The financial systems at the centre were well administered
with only a few minor concerns over tradmg accounts.

Cash - A cash audit was undertaken examsnmg ai! aspeots ef the Authorzay s
income posting system. Testing established that this vital area of operation was
well administered. The only concern for the future is how the Authority intends to
facilitate income management with regard to the replacement systems, a decision
yet to be made.
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7. Fs‘aa&d and Errequiaritv

'Fwe mperationai areas (Beneﬂts Renovattsn Grants, Cash Collection, Credst ncome,
Chegues and Expense Claims) and the overall management arrangements were
examined. A number of recommendations have been made but in general the
Authority's anti-fraud and corruption controls are sound. Contract and Ccrrupticm has
been re- examzned asa foliow up to iast year's audrﬁ .

&, Contract Audit

The service i mpiemented a new set of Financial Reguiations and Procedure Rules
including training and interpretation. The financial aspects of the Contract Procedure
rules were also updated. Partnering arrangements were examined and advice was
requested from many managers about procurement in general,

9. Computer Audit

Annual Key Control audit checklists were completed on the sysiem network, network
managemeni mtemeﬂe—maf{ momtormg and management and security in general.

The two major areas of concern raised were the iT Strategy and ihe security poiacy
The IT Strategy was last produced for the period 2001 2€}€}4 and is in nead m" updating.
The IEG statements have somewhat overshadowed the strategy. However it has been
agreed that the strategy is to be revised incorporating the |EG statements.

The Authorsty is to impiement a BS 7799 secur:ty poilc;y as soon as posssb

internal Audit assisted in the product;on of a new eiectromc communi cations poi cy.

10.Special in‘vesti'gaﬁens

A large ‘amount of snvesﬂgation work was underiaken durmg the eariy part 0? the year
mainly in the Housing Department. ‘Other investigations, of a more minor nature, were
carried out including cash payments, wages, security, expenses, contracts and car

p_aym_ents.

11.Current Year Plan (2003/04)

The current work pian (see appendix 1) has been developed from the ;ong term plan
but has taken into consideration three factors:

a. continue bringing forward more Managed Audit work into the year of audit,
0. minimal local systems audit during the next 24 months
C. a. and b above are o enable the Internal Audit service, during the period

2003-05, to understand, document and evaluate the substantial number of
new financial systems being introduced in the next 24 months.
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inmaﬁ delays with fmpkementatzon Of ihese systems have necessatated amore
flexible pian A limited local progs’amme has been re-introduced.

12. Concmsmn - o

The service had a gocfd year but plans were amended to acc{ammodate the unusually
high level of investigation work in the early part of the year.. The service achieved
100% of the Managed Audit (completed audits to the District Auditor's satisfaction) with
78% of the pianned audrts and 90% of the overall plan (chaz‘geabie audat days}.

The Authority's amb tsous programme of system replacement will have a considerable
effect on the service. All the major systems are scheduled to be rep}iaced over the next
two years and ﬂ"HS will affect the volume of managed audit work “The joint working
arrangements with our extemai auditors will reflect this as there is a need to verify the
level of internal control for the 2004/05 final accounts process without which we will
receive a qualified opinion. As the level of internal control is unknown for these new
systems their risk Eevel in the 2004/05 pian wx%i initially be ciassed as high.

The section received the co-operation cf all depariments throughou?: the year.

Audit Manager
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. OPERATIONALAUDITPLAN - Appendix A
LT aemded

AUDIT CATEGORY Yo

Total available days less leaveetc - -2 . 610

PLANNED AUDITS/ AUDIT WORK -
© Bystems e e ERALY
Regular —~ - - Lo o 85

VEM 01 295, 295 48.36%

* |contmvuous AUDIT

[*]

a Routine Checks @ 1
b, Small Systems Review S

th

200 2060 - ~3.28%

SPECIALIST AREAS
a. Compuier

i. Development 30

it Audit © g 8 381 .38 B 6.23%

b. Contract

_i. Fmal Account 3
i, Current Audit 17 P 5 i

MANAGEMENT
Audit 35

Lk
Ly
o
o
2
=

OTHER

Special Investigations 25

Contingency 12 37 37 6.07%

TRAINING, FURTHER EDUCATION ETC

Seminars and Meefings 26 20

Training -C.P.E 10
Further Education &

In-House 16 26 46 7.54%

ROUTINE DUTIES

External Audit 12

General Office Duties 1

Cash Office Dutics

3
Internal Check-Payroll 4
5
3

Procurement

Paid Chegue cnguoiries ) 3

Security 10

Other 18 70 11.48%

TOTAL _ 610 100.00%
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OPERATIONAL AUDIT PLAN 2003/04

AUDIT CATEGORY

REGULAR & -
'ADHOC AUDIT |-

CHIEF EXECUTIVE

BELECTIONS

—mRegisEer of Electors
Elections

LEGAL

Land Charges
Members Allowances

ECONOMIC DEVELOPMENT -

Industrial estates

DEVELOPMENT SERVICES

TECHNICAT, SERVICES

Facilities and Development

Recreation Services - Client

Grounds Maintenance

Leisure Centre - Client

Cemeteries

Allotments

Markets - Client

Civie Halls - Swadlincote Town Hall
Etwall pool -

Direct Services

Trade Refuse and Recyclmg

Refuse collection
Transport and Vehicle Workshop

Depot - General {Stores, Security etc)

L

PLANNING

Building Control

Planming Fees

Planning general

COMMUNITY SERVICES

COMMUNITY AND LDM

National Forest Centre

Single Regeneration Budget (ending
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OPERATIONAL AUDIT PLAN 2003104

AUDIT CATEGORY

ENVIRONMENTAL HEATUTH

Improvement Grants
Luthngton Gypsy Site
General (pest control)

FSYSTER

3%

WORE

CREGULAR & - |

ADHOGC AUDIT

10

HOUSING

Rent accounting
Housing Administration
Foston Gypsy Site

Housing Repairs
Sale of Counci! Houses

~ Warden Controfled Schemes (Inci Piper

NNIR

Sundry Debtors
Cash

Housing Benefnts
Bus Passes
Council tax

FINANCIAL SERVICES

Expenditure:
Pavroll (Salanes)
Payroll (Wages)
Creditors

HAA

Car Allowances
Subsistence

Car Leasing

Car [Loans

REVENUE : i
Recovery - C.Charge, Counctl Tax & EL

Lh

12

15
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OPERATIONAL AUDIT PLAN 2003/04 Appendix 1 :

: PSVSTEM | REGULARE
AUDIT CATEGORY TWORK | ADHOC AUDIT
 General: _
Treasury Management o
Inventories 65
Leasing - general
Bank Reconcilistion & Bank Charges 2
 Insurance's
Grant Clauns
_ Capital Accounting 2
Budgetary Control 12
Accounting System 18
VAT, 3
Special Areas:
Contract - &
Telecommunications 10
TOTALS  System 210
Regular 85
Management (vim ele.) 0
GRAND TOTAL 295
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