Agenda Iltem 5

Committee: General Purposes Committee
Date: 26" September 2013

Agenda item:
Wards:

Subject: Internal Audit Progress Report and Internal Audit Charter
Lead officer: Caroline Holland — Director of Corporate Services
Lead member: Chair of the GP Committee
Forward Plan reference number:
Contact officer: Margaret Culleton Head of Internal Audit
Tel. 020 8545 3149 margaret.culleton@merton.gov.uk

Recommendation:

A. That Members note the report and comment upon matters arising from
the Internal Audit Progress Report

B. That members approve the Internal Audit Charter

1 PURPOSE OF REPORT AND EXECUTIVE SUMMARY

1.1 This report summarises the work carried out by Internal Audit up to September
2013 and the key areas of activity planned for the remainder of the year.

1.2 Internal Audit seeks to ensure that Merton’s financial and other systems adhere
to recognised standards and that public accountability can be demonstrated and
is transparent.

1.3 Internal Audit is responsible for conducting an independent appraisal of all the
Council's activities, financial and otherwise. It provides a service to the whole
Council, including Members and all levels of management. It is not an extension
of, nor a substitute for, good management. The Internal Audit Service is
responsible for giving assurance on all control arrangements to the General
Purposes Committee and the Director of Corporate Services (also known as the
Section 151 Officer); it also assists management by evaluating and reporting to
them the effectiveness of the controls for which they are responsible.

2. Details

2.1 Since the last progress report in March 2013, we have finalised 38 audit reports
and have 5 reports at draft stage.

2.2 In order to contribute to the Annual Governance Statement all Internal Audit
reports give an audit assurance as follows:
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Full Assurance
Substantial Assurance
Satisfactory Assurance
Limited Assurance

No assurance
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In addition each recommendation is given a high, medium or low risk priority. All
recommendations are followed up by Internal Audit to ensure that they have
been implemented.

Planned Audit Reviews

Since the last progress report in March 2013, there have been 31 reports issued
with a satisfactory assurance or above (see Appendix 1). There have also been
7 reports issued with a limited assurance.

The seven limited assurance reports are detailed in the table below; details of
the review are included in Appendix 2.

Table 1 — Audit Reviews with a limited assurance

Plan Audit Title Department

Year

12/13 Cash and Bank Corporate Services

12/13 | Payroll Corporate Services

12/13 | Personalisation/self directed | Community and Housing
support

12/13 | Adoption- payment review Children Schools & Families

12/13 | Carefirst Community and Housing/Children
schools and families
13/14 | Wimbledon Park and Environment and Regeneration
Grounds Income
13/14 | West Wimbledon Children Schools & Families

The actions recommended are all either implemented or in progress to be
implemented. Follow-up of audit actions are always undertaken to seek
assurance that the weaknesses in controls have been strengthened.

On the main financial systems, two areas received a limited assurance, the cash
and bank audit had previously received a limited assurance in 11/12, this audit
identified that some of the concerns previously raised had not yet been
implemented. The payroll audit identified a number of issues in relation to
evidence of additional payments and the reconciliation to the main accounting
system.

The Parks income audit was a follow-up audit, previously undertaken in 11/12
which had received a limited assurance. This review identified that the actions
had not been implemented from the previous audit, therefore resulting in the
assurance remaining as a limited assurance.
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A summary of the findings and agreed actions are detailed further in Appendix 2
for all those receiving a limited assurance report.

Key reviews planned for the third quarter

In the third quarter of the year we plan to issue final reports for risk
management, effectiveness of procurement and contract compliance.

Key audits due to commence include, commissioning to the voluntary sector,
partnerships and financial systems reviews of debtors, cash &bank, General
Ledger.

Schools audits

Since the last committee report, four school audit reports have been finalised.
Of the 4 reports issued, one was limited, three were satisfactory

Table 2 Assurance level comparisons for school reviews since March 2013

Current audit | Previous

assurance audit
Merton Abbey Primary School (f/u) Satisfactory Limited
Aragon Primary School Satisfactory satisfactory
West Wimbledon Primary School Limited Satisfactory
Haslemere Primary School Satisfactory satisfactory

Meetings have been held with the governors at West Wimbledon Primary
School, and they have taken an active role in ensuring that the actions have
been implemented. A follow up audit review will take place later in the year.

Training

Training is provided to managers and staff within the council on internal
controls. Currently training is being arranged in relation to cash handling.

Anti-Fraud

An allocation of time is included in the 2013/14 audit plan for investigation work,
and joint working with the Investigation Section.

Internal Audit identifies control weaknesses in areas where fraud has occurred
and issue reports to managers to improve their controls.

Since April 2013, Internal Audit has reviewed two areas where concerns have
been raised, one related to a potential conflict of interest and one to financial
concerns. Neither of these cases resulted in evidence of fraud, but
recommendations for improved controls have been provided.

Reported to GP committee in March 2013, there were 7 on-going fraud
allegations for 2012/13, an update on the status of these is as follows:
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One case has no further action.

Two cases resulted in the employee resigning

One case resulted in the employee being dismissed
Three are in progress with the Investigation Team

2.19 There have been sixteen Whistleblowing allegations received since March 13.

3.1.

3.2

3.3

3.4

3.5

e Five have resulted in no further action, although some of these received
advice on improved controls.

One case is currently going through a disciplinary process

Three cases are with HR to investigate and are in progress

Five cases are in progress with the Investigation Team.

Two are with Internal Audit

Following up on the Implementation of Agreed Actions and responses to
Draft Reports

The agreed actions for audits completed in 12/13 have been followed up. At the
time of this report 92% of audit actions had been implemented, 8% were due to
be implemented.

Follow up reminders are sent out monthly to officers responsible for
implementing the agreed actions when the due date is reached, to ascertain
whether the actions have been implemented.

If the actions have not been implemented by the following month reminders are
escalated to Heads of Service/ Assistant Director Level. Once they reach 3
months overdue a report is then sent to Directors for those actions.

As at the 16th September there were 43 overdue actions. None of these actions
are more than 4 months overdue. These are actions that have passed the
implementation date agreed by the manager.

Table 3 Overdue outstanding audit actions

0- 3 Mths (up 3- 4 Mths (91

Priorit
y to 90 days) to 120days)

High 4 0 0
Medium 25 0 0

Low 13 1 0

Total 42 1 0

Internal Audit has also contacted managers to seek explanations for the delays
in implementing these recommendations. This has assisted in implementing the
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71

outstanding actions. Where actions remain outstanding, these audit areas will
need to be considered for a follow up audit review.

The Internal Audit Charter

Under the provisions of the new Public Sector Internal Audit Standards
(PSIAS), which took effect on the 1st April 2013, all internal audit services
operating within the public sector are required to produce an Internal Audit
Charter.

The Internal Audit Charter replaces the previous Terms of Reference for Internal
Audit that has been presented to committee for approval in previous years. The
contents of the Internal Audit Charter is broadly similar to that of the previous
Terms of Reference in that it provides an explanation as to why local authorities
have an internal audit service, and sets out the parameters that internal audit
operate in within the London Borough of Merton. Whereas in the past it was
always good practice for the General Purposes Committee to consider and
agree the terms of reference, it is now a requirement of the PSIAS for the
committee to do this on an annual basis.

The Internal Audit Charter set out in Appendix 3 to this report.

ALTERNATIVE OPTIONS
None for the purposes of this report.

CONSULTATION UNDERTAKEN OR PROPOSED

The Internal Audit Plan has been agreed with Chief Officers who have consulted
with their Management Teams. Service Level Agreements are in place. The
Head of Audit has periodic meetings with the Directors to report upon progress
against the Plan.

All audit reports are discussed with the relevant manager prior to issuing as a
draft, further meetings are held if required and comments from the Manager and
Head of Service/Assistant Directors are included in the final report.

TIMETABLE
None for the purposes of this report.

FINANCIAL, RESOURCE AND PROPERTY IMPLICATIONS

The planned work and unplanned work is undertaken within the budget
allocated.
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LEGAL AND STATUTORY IMPLICATIONS

This report sets out a framework for Internal Audit to provide a summary of
internal audit work for 2012/13. The Local Government Act 1972 and
subsequent legislation sets out a duty for Merton and other councils to make
arrangements for the proper administration of their financial affairs. The
provision of an Internal Audit service is integral to the financial management at
Merton and assists in the discharge of these statutory duties.

HUMAN RIGHTS, EQUALITIES AND COMMUNITY COHESION
IMPLICATIONS

Effective and timely auditing and advice enables Departments, Voluntary
Organisations and Schools to provide quality services to their clients. These
client groups are often vulnerable members of the community, e.g. elderly
people, disabled people, asylum seekers, members of staff and voluntary
organisations. The audit service helps to identify weak financial management
and sometimes reflects weaknesses in other operational systems such as
quality and ethnic monitoring. Audit, therefore, has a crucial role in ensuring that
Council resources are used to enable a fair access to quality services.

CRIME AND DISORDER IMPLICATIONS

There are no specific crime and disorder implications arising from this report.

The report does however include brief details of potential fraud investigations in
progress.

RISK MANAGEMENT AND HEALTH AND SAFETY IMPLICATIONS

The Audit Plan has a risk assessment formula built into the process. This takes
such aspects as expenditure, income, and previous audit findings into account
and calculates priorities and the frequency of the audit.

In addition to the audit risk assessment formula the Corporate Risk Register is
consulted during the production of the Internal Audit Plan.

The audit brief at the beginning of the audit, and the internal audit reports at the
end of the audit also identify risks. Audit Recommendations are categorised
high, medium or low priority in relation to the level of risk involved.

APPENDICES - THE FOLLOWING DOCUMENTS ARE TO BE
PUBLISHED WITH THIS REPORT AND FORM PART OF THE REPORT

e Appendix 1 — Audit reports issued since March 2013
e Appendix 2 - Audit Report summary (limited assurance)
e Appendix 3 — Audit Charter

BACKGROUND PAPERS
i. Documents held in Internal Audit Files
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Appendix 3

Internal Audit Charter 13/14

This charter sets out the purpose, authority and responsibility of the Council’s
Internal Audit function, in accordance with the UK Public Sector Internal Audit
Standards.

The charter will be reviewed annually and presented to the GP Committee for
approval.

Purpose

Internal Audit is defined by the Institute of Internal Auditors’ International
Professional Practices Framework as “an independent objective assurance
and consulting activity designed to add value and improve an organisation’s
operations. It helps an organisation accomplish its objectives by bringing a
systematic, disciplined approach to evaluate and improve the effectiveness of
risk management, control and governance processes”.

The Accounts and Audit Regulation 2011 require an annual review of the
effectiveness of its system of internal audit to be reported to the General
Purposes committee for consideration. The system of internal control is
broader than just the work of the internal audit section and includes the
framework of assurance covering how the risks to the authority are identified
with effective managed controls. Assurances are provided by a range of
internal and external providers. The Head of Internal Audit will assess whether
the overall framework of assurances is adequately designed and effectively
operated through a plan of internal audit work.

In addition to the above, the Director of Corporate Services has a statutory
duty under Section 151 of the Local Government Act 1972, to establish a
clear framework for the proper administration of the local authority’s affairs. To
perform that duty the Section 151 Officer relies on, amongst other things the
internal audit work for reviewing systems of internal control, financial
management and other assurance processes.

The standards for ‘proper practice’ in relation to internal audit are laid down in
Public Sector Internal Audit Standards (effective from 1% April 2013). We will
ensure continued compliance with these professional standards.

Authority

In carrying out their duties and responsibilities, Internal Audit shall be entitled
to have full and unrestricted access to all of the Council’s activities, records,
property, personnel and information, which they consider to be necessary to
properly fulfill their function. Access also applies to other third parties /
organisation’s as permitted through contract, shared services and partnering

Internal audit will consider all requests from the external auditor for access to
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any information: files or working papers obtained or prepared during audit
work and which external audit need to discharge their responsibilities.

Responsibilities

As an independent appraisal function within the authority, the primary
objective of Internal Audit is to review, appraise and report upon the adequacy
of the control environment comprising the systems of governance, risk
management and internal control as a contribution to achieving the council’s
objectives and the proper, economic, efficient and effective use of resources.

In addition, the other objectives of the function are to:

e To provide a quality’ independent and objective audit service that
effectively meets the Council’'s needs’ adds value’ improves processes
and helps protect public resources

e To provide assurance that the Council’s operations are being
conducted in accordance with legislation’ and relevant external and
internal regulations’ policies and procedures

e To provide assurance that significant risks to the Council’s objectives
are being managed

e To continue to develop and have a lead in the council’s corporate
governance arrangements including production of the ‘Annual
Governance Statement’ to provide assurance on the council’s
governance arrangements and any areas for improvement.

e Promote the council’s an anti fraud, anti bribery and anti corruption
culture within the Council to aid the prevention and detection of fraud

e To provide assurance to management on the integrity, effectiveness
and operation of the council’s internal control system;

e To support management through the provision of advice and guidance
on the overall control environment’ and where new systems and / or
procedures are implemented

e To be responsive to transformational change and service demands;
e To continue to meet the requirements of the council’s external auditors;

e To follow up on agreed actions to ensure that those agreed have been
fully implemented;

e To assist investigations where there is suspected fraud bribery and
corruption and to provide recommendations for improved controls.

In meeting its responsibilities, the activities of Audit will be conducted in
accordance with the council’s objectives, established policies and procedures.
In addition, internal auditors comply with the Public Sector Internal Audit
Standards.

Audit will co-ordinate effectively with the External Auditors for optimal audit
coverage and to ensure that appropriate reliance can be placed on internal
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audit work.

The Head of the Internal Audit is required to provide the Council via the
Director of Corporate services and the General Purposes Committee with an
annual opinion on the adequacy and effectiveness of the internal control
system for the whole council.

There are inherent limitations in any system of internal control and thus errors
or irregularities may occur and not be detected by internal audit's work. When
carrying out its work: internal audit will provide management with comments
and report on breakdowns failures or weaknesses of internal control systems
together with recommendations for remedial action. However: internal audit
cannot absolve line management of responsibility for internal controls.

Where appropriate: internal audit will undertake audit or consulting work for
the benefit of the Council in organisation’s that are wholly owned by the
Council (such as CHAS). Internal audit may also provide assurance to the
Council on third party operations where this is provided for as part of the
agreement or contract.

Anti Fraud and Corruption

Managing the risk of fraud and corruption is the responsibility of management.
Internal Audit reviews alone, even when performed with due professional
care, cannot guarantee that fraud or corruption will be detected. Audit will
however be alert in all their work to risks and exposures that could allow fraud
or corruption.

The Head of Internal Audit will also seek to develop pro-active anti-fraud work
through a series of specifically focused audits into areas of high risk of fraud
or irregularity.

Internal Audit will liaise with the Investigation Section on all cases of fraud and
in some instances will carry out joint fraud investigations. Internal Audit will
also identify all areas of control risks and make appropriate recommendations
to reduce the risk of further fraud occurring.

Related Documents

This document is one of a series that, together, constitute the policies of the
authority in relation to anti-fraud and corruption. The other documents are:

e Anti-fraud and Corruption Policy
e Anti-Money Laundering Policy
¢ Whistle-blowing Policy

Reporting

The UK Public Sector Internal Audit Standards require the Head of Internal
Audit to report directly to the top of the organisation and those charged with
governance. This will be done as follows:
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e The Audit Charter will be agreed with the GP Committee

e The annual audit plan will be compiled by the Head of Internal
Audit following discussions with senior managers at their
Departmental Management Team (DMT) meetings:

e Progress reports will be made to DMT’s on a quarterly basis

e The Head of Internal Audit will report at least twice a year to the
General Purposes Committee on progress made against the
Annual Audit Plan together with any significant risk exposures and
control issues arising and the summarised outcomes of individual
audits.

e The Head of Internal Audit will provide an Annual Audit Report to
the General Purposes Committee that includes an opinion on the
adequacy and effectiveness of the control environment.

e Any instances of non conformance with the Public Sector Internal
Audit Standards will be reported to the General Purposes
Committee and will be included in the Head of Internal Audit
annual report. Any significant failings will be included in the Annual
Governance Statement

¢ Any external review of the internal audit function will be agreed by
and reported to the General Purposes Committee

Independence

The main determinant of the effectiveness of Internal Audit is that it is seen to
be independent. The Head of Internal Audit has full and unrestricted access to
the following:

The Director of Corporate Services (S151 officer)
Chief Executive

Chair of the General Purposes Committee

The Council’s Monitoring Officer

All senior management

The Internal Audit Section is part of the Corporate Governance Division within
Corporate Services. The Head of Internal Audit, who is required to hold a
professional qualification (CCAB) and be suitably experienced, is responsible
for the strategic management and appropriate resourcing of the service. The
Head of Internal Audit has a management reporting line to the Assistant
Director of Corporate Governance (monitoring officer) and also reports to the
Director of Corporate Services, (Section 151 officer).

The Council General Purposes Committee meets at least 4 times a year. The
Head of Internal Audit reports directly to the Council via the General Purposes
Committee, and has a right of access to the Chair of the General Purposes
Committee.

Notwithstanding the above, the Head of Internal Audit has the right of direct
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access to any officer and member of the Council

Every effort will be made to preserve objectivity by ensuring that all audit
members of staff are free from any conflicts of interest and do not undertake
any non-audit duties. All audit staff complete an annual declaration of
interests form and would not be assigned audit work if there was any potential
conflict.

External auditors

The external auditors fulfill a statutory duty. Effective collaboration between
internal and external audit helps to ensure effective and efficient audit
coverage and resolution of issues of mutual concern. Internal and eternal
audit will meet periodically to discuss respective work plans and coverage
and potential issues arising from work completed.

Due Professional Care
The Internal Audit Section is bound by the following standards:

e Institute of Internal Auditor’s International Code of Ethics
e Seven Principles of Public Life (Nolan Principles)

e UK Public Sector Internal Audit Standards.

e All Council Policies and Procedures

e All relevant legislation

Internal Audit is subject to a Quality Assurance and Improvement Programme
that covers all aspects of internal audit activity. This consists of an annual
self-assessment of the service and its compliance with the UK Public Sector
Internal Audit Standards, ongoing performance monitoring and an external
assessment at least once every five years by a suitably qualified, independent
assessor.

A programme of Continuous Professional Development (CPD) is maintained
for all staff working on audit engagements to ensure that auditors maintain
and enhance their knowledge, skills and audit competencies.
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