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External audit is an essential element in the process of accountability for public
money and makes an important contribution to the stewardship of public resources
and the corporate governance of public services.

Audit in the public sector is underpinned by three fundamental principles:
e auditors are appointed independently from the bodies being audited;

» the scope of auditors' work is extended to cover not only the audit of financial
statements but also value for money and the conduct of public business; and

« auditors may report aspects of their work widely fo the public and other key
stakeholders.

The duties and powers of auditors appointed by the Audit Commission are set out in
the Audit Commission Act 1998 and the Local Government Act 1999 and the
Commission's statutory Code of Audit Practice. Under the Code of Audit Practice,
appointed auditors are also required to comply with the current professional
standards issued by the independent Auditing Practices Board.

Appointed auditors act quite separately from the Commission and in meeting their
statutory responsibilities are required to exercise their professional judgement
independently of both the Commission and the audited body. :

Status of our reports to the Council

The Statement of Responsibilities of Auditors and Audited Bodies issued by the
Audit Commission explains the respective responsibilities of auditors and of the
audited body. Reports prepared by appointed auditors are addressed to members or
officers. They are prepared for the sole use of the audited body. Auditors accept no
responsibility to:

« any member or officer in their individual capacity; or
e any third party.

Copies of this report

If you require further copies of this report, or a copy in large print, in Brailie,
on tape, or in a language other than English, please call 0845 0560 566.

© Audit Commission 2006

For further information on the work of the Commission please contact:

Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ
Tel: 020 7828 1212 Fax: 020 7976 6187 Textphone (minicom): 020 7630 0421
www.audit-commission.gov.uk
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Summary report

Introduction

1 The Internal Audit service provides assurance on the adequacy and effectiveness
of the Council's entire internal control framework. It is well placed to alert
management and members to any risks and problems with the control framework
and is consequently a crucial component of the Council's performance and
improvement system.

Background

2 The Accounts and Audit Regulations 2003, include a specific requirement that a
relevant body must 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 (ie those contained within the CIPFA code).
The Section 151 Officer also has specific responsibilities to maintain adequate
internal control arrangements to ensure economic, efficient and effective use of
resources.

3 The Council has to carry out an annual review of the effectiveness of its systems
of internal control and prepare a Statement of internal Control (SIC). The SIC has
to be certified by the Chief Executive and the Leader of the Council. Internal Audit
has a significant role in helping to discharge this task.

Audit approach

4 Our approach under the Code of Audit Practice is to maximise the reliance we
can place on the audited body's own arrangements including internal Audit this is
documented in our joint working arrangements protocol. In order to place reliance
on the work of Internal Audit we carry out a triennial full review of their activities
with a less detailed review being taken in the interim years. The full assessment
updates our understanding of the nature and quality of the work being carried out
by Internal Audit and its effect on the control environment,

South Derbyshire District Councii
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5 In order to satisfy ourselves that the Council has an effective Internal Audit
service, our full review assessed Internal Audit against the standards of
professional practice defined by CIPFA's Code of Practice for Internal Audit in
local government:

scope of Internal Audit;

independence;

audit committee (or equivalent);

relationships with management, other auditors and other review bodies;
staff training and development;

- audit strategy;

management of audit assignments;
due professional care;

reporting; and

quality assurance.

6 The council had an independent external review of Internal Audit carried out in
2005/06. This report take account of recommendations made in that review but
does not repeat them.

Main conclusions

7 Overall we are satisfied, apart from the points addressed in the action plan, the
Council has appropriate constitutional and management arrangements in place
for its Internal Audit service. We have been able to place reliance this year on
Internal Audit's fundamental systems work to discharge elements of our statutory
duties.

8 However there are issues about:

the level at which the Internal Audit Manager is managed,
the timing and impact of reports Internal Audit report: and

the way Internal Reports inform the production and reliability of the Council's
financial statements and the Statement on Internal Control (SIC).

South Derbyshire District Council
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g Our key findings are as follows:

the Internal Audit Manager is not managed at Management Team level and
the job description is out of date;

« The Internal Audit programme does not distinguish between financial system
reviews undertaken as part of the joint working arrangements and those
undertaken as part of your own risk assessment;

» the format of Internal Audit reports is not standardised or prioritise
weaknesses (high, medium or low risk) and does not include monitored action
plans; and '

+ to satisfy the requirements of the Statement on Internal Control the Audit
Manager should preduce a timely annual report supported by a documented
programme of quality control.

10 Our recommendations on these issues are recorded in the action plan.

The way forward

11 We invite the Council to agree the action plan which deals with the issues raised
in this report.

South Derbyshire District Council
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