AUDIT COMMITTEE AGENDA
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HARTLEPOOL
BOROUGH COUNCIL

Thursday 5" April 2007
at 10.00am

in Committee Room A

MEMBERS: AUDIT COMMITTEE:

Councillors: Hall, Preece, Turner, Wallace and Wistow

1. APOLOGIES FOR ABSENCE

2. TO RECEIVE ANY DECLARATIONS OFINTEREST BY MEMBERS

3. MINUTES

3.1

To confirm the minutes of the meeting held on 4" January 2007 (attached)

4. ITEMS FOR DISCUSSION'DECISION

4.1
4.2
4.3
4.4

Audit Commission Report — Use of Resources— Chief Financial Officer
Internal Audit Plan 2006/07 Update — Head of Audit and Governance
Internal Audit Charter — Head of Audit and Governance

Internal Audit Strategy — Head of Audit and Gowvernance

5. ANY OTHER ITEMS WHICH THE CHAIR CONSIDERS ARE URGENT
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AUDIT COMMITTEE

MINUTES AND DECISION RECORD

4 January 2007

The meetingcommenced at 10.00 am. in the Municipal Buildings, Hartlepool
Present:
Councillor  Gerard Hall (In the Chair)
Councillors  Arthur Preece and Gerald Wistow
Officers: Chris Little, Assistant Chief Financial Officer
Noel Adamson, Head of Auditand Governance

David Cosgrove, Principal Democratic Services Officer

Caroline Tyrrell, Audit Commission

13. Apologies for Absence

None.
14. Declarations of interest by me mbers

None.

15. Confirmation of the minutes of the meeting held on
5 October 2006

Confirmed.

16. Audit Commission Reports — Data Quality and Your
Business at Risk (Chief Financial Officer)

The Audit Commission have, this year, introduced an audit of data quality.
This is a new develbpment for the Audit Commission but data quality, due to
its importance in demonstrating and measuring success, has always be
integrated into the planning and performance management arrangements for
the Council. The “Your Business at RisK report is different from normal Audi
Commission reports as it is asummary of asurvey for information so there is
no formal action plan. The tw oreports w ere submitted as appendices.

Caroline Tyrrell from the Audit Commission reported that the Council had
adequate arrangements in place. Overall the Councils data quality

07.01.04- Audit Committee Minutes and D ecisiion Record
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17.

management was quite sound and there was only one specific
recommendation. This related to the fact there was no Member w ith overall

responsibility for this area. This was to be addressed by the submission of a
report to the Performance Management Portfolio Holder.

Members w elcomed the report but noted the comments in relation to the lack
of consistency across departments. Caroline Tyrrel commented that there
was no specific recommendation in relation to this but it had been the subject
of discussions. It appeared that the established arrangements were not
working as well in some departments as they w ere in others. The Assistant
Chief Financial Officer commented that those departments that w ere used to
dealing with large amounts of data and frequently used t for other inspection
purposes did tend to have very strong arrangements in place. Those
departments that did not have such a culture that needed to be addressed.
The Assistant Chief Executive had been tasked w ith raising the standards
across the authority.

Decision

1. That the reports of the Audit Commission be noted and that Caroline
Tyrrell be thankedfor her attendance at the meeting.

2. That it was noted that there would be a report to the Performance
Management Portfolio holder to address the identified recommendation
h the Data Quality report.

Internal Audit Plan 2006/07 (Head of Audit and Governance)

The Head of Audit and Governance updated the Committee on the progress
made against the audit plan. Appendix A to the report detailed the pieces of
work that have been completed. Appendix B detailed the audits that were
ongoing at the time of compiling the report.

Asw el as completing the listed audits in Appendix A, Internal Audit staff had
been involved with the follow ing w orking groups:

. ISO 17799 Group.

. Procurement Working Group.
. Risk Management Group

. Statement on Internal Control

In order to comply with the requrement that al secondary schools meet the
relevant criteria as outlned in the Financial Management Standard in Schools
(FMSIS) aw ard, Internal Audit had also been providing support and advice to
the schools based on the audits that have previously been carried out in the

secondary schoals.
Decision
That the report be noted.
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18. Interna Audit Plan 2007/08 (Head of Audit and Governance)

The Head of Audit and Governance reported that the plan set the direction of
internal audi activity, and to sought approval of the annual operationd
Internal Audit Plan for 2007/2008, w hichw as set out at Appendix A.

Eighty-tw o planned audits w ill form the basis of the mainstream Internal Audit
Work for 2007/08. The plan is broken dow n into the main areas of work
undertaken n order to provide an opinion on the control environment in
operation at the Council. It included fundamental systems such as salaries,
debtors, creditors, risk management etc., which were iderntified, for the
purpose of the plan, as single audits. However, these woud include system
and probity audits in each or some of the departments, in support of the main
systemreviews. Inaddition to the planned audit work, advice and supportw il
be provided on an ad hoc basis throughout the financial year together w ith
unplanned reactive w ork w herever necessary and appropriate. In addition, for
2007/08, 120 days of audit wok will be provided to the Cleveland Fire
Authority .

The Committee discussed the auditing of Neighbourhood Renew a Fund
(NRF) proects approved by the Hartlepool Partnership w here the Council w as
the accountable body. The Assistant Chief Financial Officer and the Head of
Audit and Governance commented that this area was frequently a difficuk
area to audit. Systems w ere in place to ensure schemes had been approved
through the appropriate route and that all the necessary Government Office
returns were completed. The difficulies arosew hen auditing the achievement
of objectives. This could be a simple ‘black or w hite’ assessment in the case
of providing a building for example. The subjective analysis of the provision of
services to target groups could though be very difficultto audit.

Councillor Wistow ndicated that he had raised an issue with the Assistant
Chief Financial Officer in relation to the delivery of a particular NRF scheme.
It was hoped that the matter could be resolved informally, though if this w as
not the case, Councillor Wistow indicated that he would wish to raise the
matter formally through this Committee. The Char commented that that
would be appropriate as long as the Committee’s involvement focussed on the
systems in place rather than actual ‘on the ground’ delivery, as this would
adhere tothe Committee’s remit.

The Assistant Chief Fnancia Officer commented that auditing partnership
working was a very complex area and officers in both the Council and
Partnership were learning more through each individual audit. Audit officers
werew orking w ith staff in the Regeneration and Planning Services department
on the collection and monitoring of quarterly information. It was suggested
that an officer from Regeneration and Planning Services attend a future
meeting to informthe Committee of the monitoringthat is undertaken.

The Head of Audit and Governance stated that a different aspect of
partnerships w as audited each year. The Assistant Chief Financial Officer
reassured Members that the arrangements w thin Hartlepool Partnership are
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robust. There was frequenty a need for the partnership to balance the
delivery of programmes to meet the appropriate funding regimes and ther
time limits.

Decision

19. Review of Financial Procedure Rules (Chef Financial Officer)
The Assistant Chief Financial Officer informed the Audit Committee of the
necessity to review the Councils current Financial Procedure Rules (FPRs) as
set out in the Constitution. The report set out the changes proposed to FPRs
in order to meet the requrements identified when completing the Statement
on Internal Control (SIC) for 200506. The amendments to the FPR’s, as set
out in the appendix to the report, would be considered by the Constitution
Working Group and Constitution Committee prior to being referred to Councll
for formal approval.
The Assistant Chief Financial Officer briefly outlined the indivdual
amendments and Me mbers made the follow ing comments.
2.2.6 — references to Directors and Chief Officers should include the Chief
Executive specifically in hisrole as the head of a department
456 — “..not exceeding 10% of Departmenta budget” Members
acknow ledged the need to increase this amount for the smaller departments
but considered that for the departments w ith larger budgets, this amount may
be too high. Members suggested that a maximum amount should be
considered by the Constitution Working Group.
4.59 — Members suggested that “with the approval of the Chief Fnancial
Officer” be added.
Decision
That the comments of the Audit Committee be fow arded to the Constitution
Working Group/ Committee w hen considering the amendments to the Financial
Procedure Rules.

G HALL

CHAIRMAN
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Rl

AUDIT COMMITTEE |
" .

5" April 2007 m

Report of: Chief Financial Officer
Subject: AUDIT COMMISSION REPORT-USE OF
RESOURCES.

1. PURP OSE OF REPORT

1.1 To inform Me mbers of the Audit Committee that arrangements have
been made for a representative fromthe Audit Commission to be n
attendance at this meeting, to present the results of the Audit
Commissions w ork on Use of Resources.

2. BA CKGROUND

2.1 The Audit Commission carry out the Use of Resources assessment to
evaluate how wellcouncils manage and use ther financial resources.
The assessment focuses on the importance of having sound and
strategic financial management to ensure that resources are available
tosupport the Council's priorities and improve services.

2.2 The evaluation assesses five themes and scores each one either:
1- Below minimumrequrements —inadequate performance,
2- Only at minimum requirements — adequate performance,
3- Consistently above minimumrequirements — performingwell,
4- Well above minimumrequirements — performing strongly.

3. FINDINGS OF THE AUDIT COM MISSION

3.1 Attached, as Appendix 1, is the Audit Commission report on Use of

Resources. The five scheme scores, as detailed in Table 2 in the
Audit Commission report, show that the Council has maintained its
scores in four of the five schemes and improved its score in the area
of Internal Control. This is despite the 2006 evaluation being more
testing than in 2005.

4.1 Audit Cttee - 07.04.06 - CFO - Audit Commission Report - Use of Resources
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3.2 Table 3w ithin in the Audit Commission report highlights improvement

opportunities w hich have been taken into account w hen developing
service plans for 2007/08.

4. RECOMM ENDATIONS
4.1 That the Audit Committee;

i.  note the report of the Audt Commission

4.1 Audit Cttee - 07.04.06 - CFO - Audit Commission Report - Use of Resources
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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,;

e 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

e auditors may report aspects of their work widely to 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

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:

e 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 Braille,
on tape, or in a language other than English, please call 0845 056 0566.

© 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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Introduction

1 The annual Use of Resources (UoR) assessment evaluates how well councils
manage and use their financial resources. The assessment focuses on the
importance of having sound and strategic financial management to ensure that
resources are available to support the Council’s priorities and improve services,
covering five themes.

2 This is the second year of carrying out the assessment and our work has focused
on building on our previous year's work and updating it for any changes and
improvements to the Council's arrangements.

3 Judgements will be made for each theme on the following scale which has been
standardised by the Audit Commission across inspection and performance
assessment frameworks.

Table 1 Standard scale used for assessments and
inspections

Below minimum requirements — inadequate performance
Only at minimum requirements — adequate performance

Consistently above minimum requirements — performing well

A TWIN B

Well above minimum requirements — performing strongly

The overall score for Use of Resources assessment will be reported to the
Council by the Audit Commission on 1 December 2006.

4 In forming our assessment, we followed the methodology set out in the Use of
Resources Guidance for Councils, 2006 assessment. In particular, in order to
support scores of 3 and above, we need to consider whether relevant
arrangements are ' embedded' that is, they have been operating consistently with
clear outputs and having an impact. For scores of 4 (performing strongly) we are
required to consider whether, in addition to meeting the descriptors/criteria,
councils can demonstrate innovation or best practice that can be shared with
other authorities. The descriptors/criteria at level 4 have been kept to a minimum
So as to avoid them becoming unnecessarily prescriptive and limiting.

5 In relation to future assessments, as outlined in the CPA framework documents
for 2006 for single tier and county councils, the status of a number of criteria will
change to 'must have status'. For information, these criteria have been
summarised at Appendix 1. In order for the Council to sustain or to improve upon
its current performance at the next assessment, it will need to take these criteria
into consideration.

Hartlepool Borough Council
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6 The five theme scores for Hartlepool Borough Council are outlined overleaf. This
summary sets out our key findings in relation to each theme and key areas for
improvement.

Use of resources judgements

Table 2 Summary of scores at theme and KLOE level

Key lines of enquiry (KLOESs) Score Score
2005 2006

Financial reporting 3 3

1.1 The Council produces annual accounts in accordance 3 3

with relevant standards and timetables, supported by
comprehensive working papers.

1.2 The Council promotes external accountability. 2
Financial management 2 2
2.1 The Council’s medium-term financial strategy, budgets 2 2

and capital programme are soundly based and designed to
deliver its strategic priorities.

2.2 The Council manages performance against budgets. 2 2
2.3 The Council manages its asset base. 1 2
Financial standing 3 3
3.1 The Council manages its spending within the available 3 3
resources.

Internal control 2 3
4.1 The Council manages its significant business risks. 3 3
4.2 The Council has arrangements in place to maintain a 1

sound system of internal control.

4.3 The Council has arrangements in place that are 2 3
designed to promote and ensure probity and propriety in the
conduct of its business.

Value for money 3 3
5.1 The Council currently achieves good value for money. 3
5.2 The Council manages and improves value for money. 2 3

Hartlepool Borough Council
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Theme summaries

7 The key findings and conclusions for each of the five themes are summarised in
Table 3.

Table 3 Summary of findings and conclusions by theme

Financial reporting
Theme score 3

Key findings and conclusions

The Council produced its accounts within tighter deadlines and improved its
arrangements for reviewing the accuracy of its accounts. The accounts were
presented fairly and were subject to member scrutiny. We gave an unqualified
opinion on the amended accounts.

Improvement opportunities

KLOE 1.1 The Council produces Improve quality review arrangements
annual accounts in accordance with for the draft accounts to identify and

relevant standards and timetables, correct minor errors.

supported by comprehensive working

papers.

KLOE 1.2 The Council promotes Consult stakeholders on the need to

external accountability. publish an annual report or similar

document. An annual report should
include the summary accounts
produced for the year and an
explanation of key financial
information, designed to be
understandable and informative to
members of the public and available in
a wide variety of formats in order to
meet local user needs.

Hartlepool Borough Council
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Financial management

Theme score 2

Key findings and conclusions

The Council has a medium-term financial strategy and has recently combined
the capital strategy and asset management plan. Budgets and capital
programmes are soundly based.

Improvement opportunities

KLOE 2.1 The Council’s Develop the links between the
medium-term financial strategy corporate business plan, medium term
(MTFS), budgets and capital financial strategy, detailed budgets

programme are soundly based and and other Council strategies.
designed to deliver its strategic

priorities.
KLOE 2.2 The Council manages Develop detailed guidance for budget
performance against budgets. holders and a training programme for

budget holders and members.

Hartlepool Borough Council



8 Use of Resources 2006 | Theme summaries

Financial standing
Theme score 3
Key findings and conclusions

The Council maintains expenditure within budgets and has reserves to support
future plans.

Improvement opportunities

KLOE 3.1 The Council manages its Report the opportunity costs of
spending within the available exceeding budgeted levels of reserves
resources.

Hartlepool Borough Council
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Internal control

Theme score 3

Key findings and conclusions

Risk management is embedded and significant improvements have been made
in the arrangements for the statement on internal control.

Improvement opportunities

KLOE 4.1 The Council manages its
significant business risks.

KLOE 4.2 The Council has
arrangements in place to maintain a
sound system of internal control.

KLOE 4.3 The Council has
arrangements in place that are
designed to promote and ensure
probity and propriety in the conduct of
its business.

Risks from partnerships should be
identified and managed in the same
way as other business risks.

Develop the assurance framework and
the role of the Audit Committee

Raise the profile of anti fraud and
corruption measures within the
Council, for example by including
fraud in the risk register.

Hartlepool Borough Council
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Value for money

Theme score 3

Key findings and conclusions

The Council is continuing to produce high quality services and generates high rates of
public satisfaction in many areas, despite being the 18"™ most deprived borough in the
country. A number of areas of unintended high spending have been identified in the
past year and are being successfully addressed. A small amount is made available
from the current budget to enable resources to be moved to priority areas, such as the
development of health initiatives.

The Council has made progress in the way it approaches VfM and is producing a
balance of financial savings and service improvements. The Council actively uses a
range of benchmarking information to give it clear information on comparative costs.

Improvement opportunities

KLOE 5.1 The Council currently Address those areas where
achieves good value for money. performance falls below required
standards eg supporting people

KLOE 5.2 The Council manages and Benchmark and review services to
improves value for money. reduce areas of high spending

Hartlepool Borough Council
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Appendix 1 — Criteria which will gain
'must have' status for the next
assessment

New criteria in bold type (‘must have') for 2006/07 assessment

This table summarises criteria that are currently included in the KLOE but are not
in bold type and do not have 'must have' status, but which will have such status
for the 2006/07 assessment.

KLOE Summary of criteria

Financial reporting
1.1 Requests for information from audit are dealt with promptly.

1.2 Summary financial information that meets the needs of a range of
stakeholders is published and their views are considered in deciding
whether to publish an annual report.

Financial management

2.1 There are arrangements for monitoring cash flow.

2.1 The medium-term financial strategy is communicated to staff and
stakeholders.

2.2 Profiled financial monitoring reports are produced within ten days of the
month-end.

2.2 The financial performance of significant partnerships is reviewed.

2.2 There is a training programme in place for members and staff on

financial issues.

2.3 A member has been allocated portfolio responsibility for asset
management and local performance measures in relation to assets
have been developed.

Financial standing

3.1 Collection and recovery of material categories of income is monitored.

Hartlepool Borough Council
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status for the next assessment

KLOE Summary of criteria

Internal control

4.1

4.2

4.2

4.2

4.2

4.2
4.3

Appropriate staff are trained in risk management.

Criterion in relation to effective arrangements for internal financial
control, for example, carrying out regular bank reconciliations and
reconciliations of major feeder systems (new).

Arrangements for carrying out the functions of an audit committee are
effective.

Standing orders, standing financial instructions and system procedure
notes are reviewed and updated as appropriate.

Criterion at level two in relation to business continuity plans as required
by the Civil Contingencies Act (2004) (new).

Governance arrangements are in place for significant partnerships.

The council is proactive in raising standards of ethical conduct among
members and staff and can demonstrate that counter fraud and
corruption work is adequately resourced.

Hartlepool Borough Council
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AUDIT COMMITTEE

5" April 2007

Report of: Head of Audit and Governance
Subject: INTERNAL AUDITPLAN 2006/07 UPDATE
1. PURP OSE OF REPORT

To inform Me mbers of the progress madeto date completing the
internal audit planfor 2006/07.

2. SUMMARY OF CONTENTS

At the Audit Committee meeting of 25.10.05 t w as agreedthat the
Head of Audit and Governancew ould updatethe Committee on a
guarterly basis as to the progress made against the audit plan. This
alows nembers of the Co mmittee to form an opinion as to the
robustness of the system of controk in place at the Counci and thus
fulfil part of the Committee’s remit.

3. RELEVANCE TO PORTFOLIO M BMBER
NA
4. TYPE OF DECISION

Non-key decision.
5. DECISION M AKING ROUTE

Audit Committee tas ked with considering adequacy of audi coverage.
6. DECISION(S) REQUIRED

Me mbers notethe contents of this Report.

4.2 Audit Cttee - 07.04.06 - HAG - Intemal Audit Plan 2006-07 Update
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Report of: Head of Audit and Governance
Subject: INTERNAL AUDITPLAN 2006/07 UPDATE
1. PURPOSE OF REPORT
1.1 Toinform Members of the progress made to date completing the
internal audit plan for 2006/07.
2. BACKGROUND
2.1 Inorder to ensure that the Audit Committee meets its remit, it is
important that it is kept up to datew ith the ongoing progress of the
Internal Audit section incompleting its plan. Regular updates allow the
members of the Committee toform an opinion onthe controls in
operationw ithin the Council. This in turn allbw s members of the
committee tofuly review the Statement on Interna Control, w hich will
be presented to a future meeting of the Committee, and after review,
wil form part of the statement of accounts of the Courcil.
3. AUDITS COMPLETED ANDIN PROGRESS
3.1 Appendix A of the report details the pieces of workthat have been
completed.
3.2 Asw el as completing the afore mentioned audits, Internal Audit staff
have been involvedw ith the follow ing w orking groups:
ISO 1779 Group.
Procurement Working Group.
Risk Management Group
Statement on Internal Control
In order to comply withtherequirement that allsecondary schools meet
therelevantcriteria as outlined in the Financial Management Standard
in Schook (FMSIS) aw ard, Internal Audit have also been providing
support and advice to theschools based on the audits that have
previously beencarried out inthe secondary schools.
3.3 Appendix B details the audits that were ongoing at the time of

compilingthereport.

4.2 Audit Cttee - 07.04.06 - HAG - Intemal Audit Plan 2006-07 Update
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4 AUDIT PLAN PROGRESS

4.1 Theworkcompleted and currently ongoing is in line with ex pectations
at this time of year, and audit coverageto date has allow ed the A udit
Commission to place reliance on the scope and quality of work

completed w hen meeting ther requirements under the Audit Code of
Practice.

5 RECOM M ENDATION

5.1 It s recommendedthat Members nate the contents of thereport.

4.2 Audit Cttee - 07.04.06 - HAG - Intemal Audit Plan 2006-07 Update
3 HARTLEPOO LBOROUGH COUNCIL



Audit Co mmittee — 5 April 2007

4.2

Appendix A

Audit

Objectives

Reco mmend aions

Agreed

Sure Start
South

To ensure that there is adequate
financial monitoring and budget ary
controls in place, to examine the
arrangements for IT data security
and the security of cash and assets
heldandto ensue that the
arrangements for procurement and
the pay ment of invoices are in line
with Financial Procedure and
Contract Procedure Rules. To
review the petty cash imprest
account, proc edures for dealing
with Sewvice Level Agreements and
reconciliation of income.

- Al members of staff with access to
email and intemet facilities must sign a
Data Protection Form of Undertaking.

- Official orders should be raised to
puchase all goods / services except in
limited circumstances where it would nat
be appropriate to do so.

- Delivery notes / service sheets should
beretained as evidence that goods /
services have beenreceived.

- In order to comply with the Late

Pay ment of Commercial Debts (Interest)
Act 1998, invaices should be paid within
30 working days orin accordance with
the pay ment terms stated on the face of
theinvoice.

- Checks shoud be made to ensure that
contractors employed by the programme
have valid CIS documentationand £5M
Public Liahility Insurance.

- Al arears should beidentified and
transferred onto the new I nstant N urs ety
Manager sy stem. Financial limits should
then be set todetermine when action is
taken to recover debts. A timetable
should be established and followed for
issuingrecovery letters.

- Aperson whois independent of the
cdlection and banking processes shoud
undertake rec overy action.

Y

Endish
Marty rs
Secondary

Ensure school financial and
governance arrangements are in
line with best practice

- Implementation of the HCSS 3 y ear
budget forecasting programme.

- The HBC Data Protection Policy
covering Internet and Email should be
available to all staff. Al staff should
complete aData Protection Form of
Undertaking.

- Non-order invoices should be kept to
an absolute minimum. When an orderis
plac ed t he estimated cost shoud be
committed against the appropriate
budget allocation in SIMS so that it
features insubsequent budget
monitoring reports.

- School inventory records s hould
include all assets aver £500 invalue, or
assets considered “desirabe”. Records
should detail the ass et make, model,
serial number, description, location,
puchase date and price (if known) and
disposal date and price. Records
should be continudly updated with
puchases and dispos ds.

- An annud inventory check shouldbe
carried out by 2 people, including 1

4.2 Audit Cttee - 07.04.06 - HAG - Intemal Audit Plan 2006-07 Update
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member of staff who is independent
from the day to day maintenance o the
inventory .

Sure Start To ensure that thereis adequate - That all employ ees complete the Data
Certral financial monitoring and budget ary Protection Forms.
controls in place, to examine the - That the float is reduced to £200 and
arrangements for IT data security petty cash reimbursements made on a
and the security of cashand assets | more reguar basis — this will ensure that
heldandto ensue that the budgets are upto date.
arrangements for procurement and | - That orders are raised wherever
the pay ment of invoices are in line possible and transactions made through
with Financial Procedure and the petty cash limited to amounts under
Contract Procedure Rules. To £20 —as the VAT dementis nat
review the petty cashimprest reclaimed on petty cash transactions.
account, procedures for dealing - That the Finance Officer/Programme
with Sewvice Level Agreements and | Manager authorises transactions above
reconciliation of income. £xx for non order pay ments.
- That the use of non orderinvacing is
limited to agreed occasions (utilities).
- That invoices are paid promptly .
- Ensure that evidence of dbtaining best
price/value for money is obtained and
retained.
- That the arrangements in place for
trans porting cash are examined.
- That the inventory is extended to
include vaues and details of disposals
and puchases. It shoud be signed
when checked.
Benrefits Ensure that staff processing claims | None

hav e the k nowledge/ability to
process subsidy clams acc urately
and promptly in complianc e with
relevant legislation/proc edures and
that accurate levels of subsides are
claimed and are supported by
appropriate doc umentary proof.
Reviewthe day-+to-day operation of
the benefits sy stem to ensure
processes are in accordance with
the appropriate verification
framework regulations and provide
sufficient information to enable

eff ective checking and monitoring
of claims/performance. Evaluate
sy stem process es against
objectives to ensure that
ovemaymert of claims are
idertified and efficiently /eff ectiv ely
recovered and that pay ment of
claims is prompt, accurate,
authorised and correctly accounted
for. Review controls to ensure that
all records and doc umentation are
safeguarded from
loss/unauthoarised access and that
there is an adequate and effective
framework in place to
prevent/detect fraudulent clams
andto investigate all suspect fraud.
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Emergency Ensure that the Emergency None

Planning Planning sewviceis providedin line
with any statutory orlegislative
requrements and is effectively and
efficiently operated. Ensure
information and equipment is held
securely.

Loans And To ensure thereareclear and - Asenior officer perfoms monthly spot Y

Investments | concise policies and proceduresin | checks onthe bank reconciliations to
place for administering Loans and ensure accuracy and completion.

Investments ensuring that the best - Verification of bank recorciliations Y
possible arrangements are made occurs prior tothe subsequent weeks

when managing the cash flow being complet ed.

position. Financial Procedure Rues | - Dealtickets shoud be checked and Y
are adhered to whenarranging intialled by an approptiate officer to

loans and investments. Accurate veify accuracy.

andreliable records are maintaired

of dl investment andloans and

decisions made. Proceduresin

place allow for an effective and

efficient use of resources. Access

to process loans and investments is

restricted with adivision of duties

maintaired.

Cash/Bank To ensure that secure - Adisaster recovery plan is to be put in Y
arrangemerts exist for the place for the Cash R eceipting function.
collection & recording of cash, cash
collections & all direct bank credits
are promptly, completely &
accurately brought to accourt, al
collections are promptly banked, all
collections are promptly &
accurately posted to deltors' or
income accounts and a
managemert trail exists.

Salaries Ensure Salaries and related c osts - Staff must ensure that a leavers’ status Y
are incured only in respect o staff | is correctly amended in Prdog when
currently employed in authorised completingthe Leaver process.
posts, are correctly calcuated and - Aprocedure for staff to fdlowing when Y
properly authorised and have been | they wish to amend ther personnel
correctly coded. Salaries are details is drawn up. This shouldinclude
properly and accurately recorded authorisation instructions and template
anddetails held securely. Saaries fams. The process should be made
are paid only to those ertitled and available to all staff members via the
all expected out put is produced, Council’s Intranet site.
appears reasonable and is
distributed on time with
confidertiality being maintained.

Wages Ensure Wages and related costs - Aprocedure for staff to fdlowing when Y
are incured only in respect o staff | they wish to amendther personnel
currently employed in authorised details is drawn up. This shouldinclude
posts, are correctly calcuated and authorisation instructions and template
properly authorised, have been foms. The process should be made
correctly coded and are properly available to all staff members via the
and accurately recorded and details | Council’s Intranet site.
held securely. Wages are paid only | - Details on any unsigred leavers form Y
to those entitled and all expected should be check ed with an appropriate
output is produced, appears manager priorto any amendments. A
reasonable andis distributed on brief description of contact be added to
time with c onfidentidlity being form when actioned.
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4.2

maintained.

- The filing cabinets containing all pay ral
details, specifically bark details, are
locked onan evening and weekend to
prevent unauthorised access.

Home Care

To ensure that the procedures for
determining the provision of Home
Care are adequate; that financial
assessments cariedout to
calculate clients contribution to the
cost of Home Care are undertaken
in afair and accurate manner, with
periodic reass essments carried out
to ensure that changes in
circumstances are takeninto
account, that the care provided isin
accordance with the assessment,
the charges arising from the
provision of care are accurate and
adequate quality assurance
mechanisms arein pace andthat
all income due is received, correctly
recorded, accounted forand
promptly paid into the Authority’s
bank accourt.

- Astaement of resources form should
be completed within 5days of referal.

- Controls shoud be implemented to
ensurethat all referrals passedto UP&F
team have been identified and subjected
toa financial assessment.

- An exercise shoud be undertak ento
identify and remedy the difficuties that
have prevented the statement process
from operating eff ectively in order that
statements canbeissued reguarly to
services users andin a prompt manner.
- Cashiers should be reminded of the
importance of recording unique client
reference numbers when pay ments are
received at cash offices via swipe-card.
- An appropriate system of recov ery
should be established to recover
amounts outstanding from individuals
who fail to pay therr contribution, once
the statement process has been rectified
to ensure that the Council maximises
theincomeit is due.

- Amounts outstanding at the financial
year end should be identified for
inclusion inthe financial accounts aong
with an appropriate bad debts provision.

National Non
Domestic
Rates

To ensure the authority maintains a
secure sy stem for recording and
monitoring collectable non-
domestic rates. Liability for NNDR
is accuraely assessed and timely
bills for the correct amount are sent
to the occupiers of dl rateable
hereditaments inthe authority's
area The authority maintains an
accuate list of dl hereditaments
subject to locally collectable non-
domestic rates. Al NNDR money
collectedis promptly postedto the
correct account. Relief gvenfor
transition, charities and hardship
are given inaccodance with the
reguations and loca schemes and
all wite offs are valid. The authority
complies with other legal
requirements. Al write offs are valid
and correctly processed and
authorised. Liability for NNDR is
accurately assessed andtimely hills
for the correct amount are sent to
the occupiers of all rateable
hereditaments inthe authority's
area. Prompt and effective recovery
action is taken on all overdue
unpaid amounts. NNDR

- Independent checks shoud be made
to confirm that relief awarded are valid.
- Arangements should be made to
ensurethat there is a recorciliation
between the refunds processed and
those posted on I-world.

- Managers should examire lists of
employees to ensure that the access
held is appropriate.

- Abusiness continuity plan should be in
place in the event of ITfailure / other
disaster.
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4.2

transactions arerecorded inthe
authority’s accounts.

Councll Tax

All tax able properties are identif ied,
assessed and recorded and these
records are accurately maintained.
All persons liable for council tax
and all dscounts, exemptions,
benefits and other alowances have
beenidentified and correctly
recorded. Amounts due in res pect
of eachtaxable property have been
correctly calculated and promptly
demanded from the person liable.
Secure and efficient arrangements
exist for all collections, which are
promptly posted to the correct
taxpay ers’ accounts. Allrefunds are
authorised and valid. All arrears are
promptly identified and effectively
pursued, and all write offs are valid
and authorised. The billing aut hority
complies with all statutory and other
requirements fortax setting andthe
keeping of accounts.

- Composite properties are to be fuly
recorded inthe systemto dlowa
reconciliation to be done tothe NNDR
list.

- Random independent checks on the
vdidity and accuracy of discounts /
exemptions awarded should be
undertakenon a periodic basis.

- Al accounts awarded discourts /
exemptions should be s ubject to regular
reviews to ensure that they remain v alid.
- Arangements should be made to
ensure that reconciliation of cash posted
tol-warld and Integra is brought upto
date.

- Arangements should be made to
ensure that refunds processedon |-
warld are reconciled to those processed
onIntegra.

- Managers should examire lists of
employees to ensure that the access
held is appropriate.

- Abusiness continuity planshouldbe in
place in the event of ITfailure / other
disaster.

Central
Printing

Examine and evaluate the system
and procedures in place for
providing a printing and asscciated
services functionto the Council.

- That Laid down procedures are
fdlowed inrelaionto ordering of goods.
i.e
- Requisitions are correctly
completed foreach order.
- Ordersraisedfor dl goods
received.
- Alldelivery notes tobe kept and
marked as received.
- Allinvoices to be authoris ed.
- Alist of charges shoud be drawn up to
allow cross checking o prices chamged.
- Stock cortrol records be maintained
whichrecord:
- Goods inwards/deliv eries
- Usage/issues of materials,
- Recordngandauthorisation of
the disposal of waste materials,
- Details of periodic/annual stock
checks.
- Asystemto be put in place toset
minimum reorder levels and folowed to
ordering of materids to keep stock from
running low.
- Stock checks to be carried out ona
regular basis to ensure stock is
monitored correctly and mat erials are
securdy held.
- Reguar meter readings to be taken
and checked toinvoices.
- Printing requests to be monitaredto
usage.
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Catering Ensure that all income is promptly - Procedures to be putin pace for
accounted for, receipted and ordering fresh produce.
banked, the proceduresin placefor | - Invoices to be paid within 30 days of
the administration of functions is being received
adequate, that the methods of stock
control including the receipt, issues
and returns to stock are adequate,
that stocks are heldin asecue
location and canbe accounted for
and purchase orders and payment
procedures are effective.
Springwell Ensure school financial and - Amedium tem plan inked to the
School governance arrangemerts are in schools development plan, shouldbe

line with best practice.

developed, which demonstrates the
effect of higher/ lower leves of funding,
predicted pupil numbers.

- The Governing Body should approve a
scheme of delegation detailing the role
and res porsibiities of the head.

- Al staff signs the internet and data
pratection consent forms.

- Chaiitable status for the school fund is
obtained as soon as 2years of accounts
hav e passed.

- Once arrears reach £20 these areto
bereferredto the LEAfor invoices to be
sent to parents.

- Copies o order tobe retainedin the
school.

- That all governors should have a
completed business interest form.
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4.2

Appendix B

Audit Cbjectives

Car Parks To determine whether regular reviews of the charges are completed ensuring the

Income Authority does nat sufferloss of revenue. Where revenueis being generated through non-
staff car parks that adequate procedures, policies and security measures hav e been
implementedto protect the Authority from any potentia misappropriation, vandalism or
fraudulent activity. Costs of the administration, colection and recovery of funds are taken
into account before beginning the recovery process for paking fines. Adequate and
regular reviewof incomeis carried out to monitor budget and reveal possibe fraudulent
activity. Relevant and upto date procedures exist for the maintenance of the Authority’s
Staff Parking Scheme.

Health and To ensure an effective H&S Policy agreed by Members is in place, which sets a clear

Safety drection for the organisation to fdlow. The policy shoud express best practice and
comply with legal standards and guidance issued by the HSC/E. An effective
management structure is in place with adequate arrangements for delivering the policy
across the authority .

Em ploy ees Ensure dl relevant gudance is fdlowed and good governance arrangemerts are in place.

Register of

Interest

Dy ke House Ensure schod financial and governance arrangements arein line with best practice.

Secondary

Fleet Examine and evauate the system and procedures in plac e for the procurement of

Management vehicles, hiring out of vehicles, fuel management and works hop proc edures.

School Catering | To ensure Contract Procedure Rues and Financia Procedure Rules are adhered to in

Recharges arranging cortracts, processing creditor pay ments and payroll documents and the
collection of income. The Department efficiently and eff ectively controls the sy stems in
plac e for the provision of the School Meals Service. Stocks and income are securely held
and accounted for.

Building and The Authority provides a building and development contrd sewice in line with statutory

Development obligations, the Authority’s pdicies & procedures comply with relevant

Cortrol Income

legislatiorn/ guidanc e, complete, accurate and reliable evidence is retained and processed
in support of plaming and buiding applic aions, income received is corectly recorded
and paid into the Authority’s bank account in atimely manmer and cash and documents
with afinancial/confidential vaue are held securely and in compliance with any relevant
legislation e.g. Data Protection.

Licensing

Ens ure policies & procedures comply withrelevant legslation/guidance. Income rec eived
is correctly recorded and paid into the Authority’'s bank account in a timely manner.

Dehtors

To ensure the responsibility for rasing sundry deltor accounts is cleardy defined, the
debtors sy stem is operated with due regard to economy and effectiveness, debtor’s
accounts are promptly and correctly raisedinrespect of al miscellaneous and service
charges dueto the authority, amounts due are credited to the correct income acc ounts,
administ rativ e procedures ensure that debtor’s accounts are dspatched promptly and are
followed up when no pay ment has been received, all write-offsof amounts due from
debtors are properly authorised, debtors pay ments received are processed promptly and
are correctly posted to the debtors accounts and correct recording of outstanding sums
due in theamual accourts.

Nursing and
Residential
Accommodation
Fees

To ensure the Counclil receives all income due and makes paymernt of the correct
amounts only to those ertitled, caculaions and assessments are correct and in
accordance with statutory requirements and the Council's agreed policy, al transactions
are properly recarded and accourted for, and a clear audit trail exists, supported by
adequate documentary evidence and the sy stems used to calculate and process

pay ments ensure the most effective and efficient use of the Council’s res ources.
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Disabled
Discrimination
Act

To ensure the HBC approach to implementing D DA is documented, complies with
legislation/ guidanc e, follows best practice and has been agreed by the
Executive/Management Board. Executive Members and Senior Managers within
Directorate are actively involved inthe process as wel as operational managers
celivering sewvices onthe ground. A consistent methodology is used to identify
services/access rights etc that do not comply with DDA Areas of non-compliance are
reported to management and acted upon as appropriate. Key stafffmembers receive
adequat e training guidance to enable them to discharge their duties in an efficient
manner. Appropriate mechanisms arein place to monitor progress aganst DDA
compliance. Risks associated with non-campliance are identified and entered onto the
Risk register. The implications of key decisions made by portfdio holder/exec uive are
raised at the time the decision is made.

Direct Pay ments

To ensure Procedures adopted wthin Adut & Community Services for the administration
and management of the Direct Pay ments sy stem comply withthe criteria laid down within
the relevant legislation, any drect payments made are reasonable, accurate and timely
and adequate monitoring arrangemerts are in place.

Contacts and
Commissioning

Creditors

To ensure the sewvice s required and is provided in the maost appropriate manner,
contracts are awarded in line with Financial Procedures / Contract Procedure Rules,
adequate procedures are in place to monitor contractor performance and ensure
compliance with contract condtions/legislative requirements and that acc urate and timely
pay ments are made in line with contract conditions.

To ensure Supplies of goods and services are properly authorised and comply with
standing orders and Financial Procedure Rules, procedures ensure that pay ments are
only made for goods and services received, controls overinput ensurethat it is
authorised, complete, accurate, not previously processed andtimely, processing contrds
ensure that all data is processed and accounted for and that backup copies of files are
taken at appropriate intervals and held securédly, al expected output is produc ed, appears
reasonable and is distributed on time with confidentiality being maintained, cheques and
data are securely cortrolled both as banks and when completed, policies relating to data
protection, information classification and information sec urity within the authority should
be adhered toand a management trail exists.

Main Accounting
System

Correct accounting data is provided, for input into the Council’'s Final Accounts, Baance
Sheets and Statement of Accounts. Council Standing Orders and Financia Proc edure
Rules are complied with as appropriate. Controls are in place to ensure that data entered
to INTEGRAis complete, accurate and can berelied uponforreporting purposes. The
admnistration of the INTEGRA system is carried out effectively without duplic ation of
work. Access to the INTEGRA FM System is adequately controlled.

Community Any tendering arrangements for contracts with externa providers have been madein

Transport accordance with the Authority’s Contract and Financid Procedure Rules, there are
adequate arrangemernts in place to appropriately assess and register dl of the service
users, there are adequate procedures in place for the collection, handing and banking of
income, adequate monitoring procedures are in place, any statutory obligations have
beenmet.

VAT Examine and evauate the systems and procedures in place to administer the courcil’s
proc edures for dealing with VAT.

Stores Ensure that sy stems in place for storing, issuing, ordering and managing stock items are
effectively and efficiently controlled.

Pest Contrd Ensure the authority provides members of the public with a pest control facility & receives

and Public al income due from that provision, complies with courcil policies & Statutory Provisions,

Health Income

and provides complete and accurate and reliable evidence in support of pest control
activities undertaken and cash cdlected. Ensure that al stock items are securely held and
accountable for and that Health & Safety guidelines are fdlowed. Effectively secures
Assets & I T documernts with afinancid vaue.
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AUDIT COMMITTEE

5" April 2007

Report of: Head of Audit and Governance

Subject: INTERNAL AUDITCHARTER

1. PURP OSE OF REPORT
To inform Me mbers of the updated Internal Audit Charter attached as
Appendix A tothereport.

2. BACKGROUND

2.1 In order to ensurethat the purpose, authority andres ponsibility of

Internal Audit is formally defined and consistent with the requirements
of the Code of Practice for Intemal Audit in Local Government in the
United Kingdom, the Head of Audit and Governance must produce an

audi charter.

2.2 Thecharter is effectively the terms of reference for Internal Audit and
fulfils the falowing roles:

» Establishes the responsibilities and objectives of Interna Audit

» Establishes the organisational independence of Internal Audit.

» [Establishes the accountability and relations hips betw een the
Head of Audit and Governance and those charged with
governance.

* Recognises that interal audits remit extends to the entire
control environment.

* Require and enables the Head of Audit and Governance to
deliver an annual audit opinion.

» Establishes Internal Audis right of access to all records,
assets, personnel and premises, including those of partner
organisations, and its authority to obtain such information and
explanations as itconsiders necessary tofulfil its
responsibilties.

3. RECOMM ENDATION

That the Audit Committee approves the Internal Audit Charter.
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HARTLEPOOL BOROUGH COUNCIL

INTERNAL AUDITCHARTER

1 INTRODUCTION

1.1 Thisdocument e dablishes the role and terms of reference of the Internal
Audit function within Hariepool Borough Coundil.

It hasbeen framed to provide an effective internal audit service, to meet the
needsof the Council and to accord with the requirements and guidelinesof;

» Section 151 of the Local Government Act 1972;

» The Accountsand Audit Regulations 2006;

» The CIPFA Code of Practice forInternal Audit in Local Gove rmment in the
United Kingdom 2006;

» The Standards of the Institute of Internal Auditors.

1.2 It isthe intention to review the se Terms of Reference annually to ensure their
relevan ce i s maintained. Amendm entswill be aubject to the agreement of the
Section 151 Officer and Members of the Audit Committee.

2 PURPOSE

2.1 Internal Auditisan assurance function that primarily provide san
independent and objective opinion to the organisation on the control
environment by evaluating its effective ne ssin achieving the organisations
objective s It objectively examines, evaluates and reports on the
adequacy of the control environment as a contiibution to the proper,
economic, efficient and effective use ofresources (CIPFA Code of
Practice for Internal Audit in Local Governmentin the United Kingdom
2006).

2.2 To fulfil thisrole Inte mal Audit within Hartlepool Borough Council is
required:

» To provide an annual written report to the Audit Committee which
includes an opinion on the overall adequacy and effective ness of
the organi sations control envimnment that supports the annual
Statement on Internal Control;

» To review, appraise and repott regularly on the soundness,
adequacy and application of internal control sto management and
the Audit Com mittee;

» To provide Management and Members of the Coundl with
infoomation, analys s, appraisal, recomm endations, advice and
assurance in orderto assi st them in the effective discharge of their
re sponsbilities;

» To werifythe existence and the means of safeguarding all assets;
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3.1

3.2

4.1

4.2

4.3

4.4

4.5

4.3

» To plan audit work, having regard to this Charter, properinternal
audit practices, the council’s constitution and relevant statutes and
regulations.

AUTHORITY

The authority of the Intemal Audit function is derived from legidlation
mentioned in paragraph 1.1 and the Council’s Constitution.

The requirement for an internal audit function for Local Authoritiesisimplied
by Sedion 151 of the Local Government Act 1972, which require s that
Authorities “make armangementsfor the properadminidration of theirfinancial
affairsand shall ensure that one of theirofficers has responsibility forthe
adminstration of those affairs”. The Accounts and Audit Regulations 2006
regulation 4, edfically require that “a review of the effe ctivene ss of systems
of internal control be considered by a com mittee of the relevant body”and
regulation 6 requiresrelevant bodiesto conduc an annual review of the
effectiveness of its system of internal auditand fora com mittee of the body to

consider the findings. Underthe Council s constitution the Audit Com mittee
undertakes thisrole.

SCOPE

The scope of Internal Audits remit covers the organi sations entire control
environment. Thisindudes all of the Coundl s operations, resources,
services and respongbilitiesin relation to otherbodies.

The Head of Audit and Governance determinesinternal audit’s priorities
by preparation of a strategic audit plan based on assessed risk Thisis
trandated into annual plans, which are reported to the Section 151
Officer, Corporate Management Team and the Audit Com mittee. In
determining these priorities the Head of Audit and Governance takesinto
account the organi sations assurance and monitoring mechanism s
induding risk management arrangements.

In order to fulfil itsrole and be able to carry out their d utie seffectively, audit
staff shall have access at all reasonable timesto:

» All assets, documents, acocounts, property, vouchers records,
corresponden ce and otherinformation and data of the Council which
are necessary for the proper performance of their duties. Such access
shall be granted on demand and not subject to prior notice;

» Any Council employee or agency em ployee, to obtain information and
explanations deemed necessary to form an opinion on the adequacy of
systemsand / or control s.

All officersand Mem bersof Borough Coundl are required to render
assi stance to internal auditors in the cond uct of their audits. The se
requirementsare enshrined within the council’s constitution.

It ismanagement's responsibility to maintain the internal control s/stem
and to enaure that the Coundl’sresources are properly applied in the

manner and on the activitie sintended. Thisincludes responsihility forthe
prevention and dete ction of fraud and otherillegal acts
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4.6

51

5.2

5.3

6.2

6.3

It isthe internal auditor’s re sponsibilitiesto have sufficient knowledge of
fraud to be able to identify indicators that fraud might have been
committed. This knowledge includesthe need to knowthat characteristics
of fraud, the technique s used to commit fraud, and the types of fraud
associated with the activitie saudited. An internal auditor should have
regard to the possibility of such malpractice and should seekto identify
serious defects in internal control, which might permit the occurrence of
such an event.

INDE PE NDE NCE

Internal Audit will remain sufficiently independent of the adtivities that it audits
to enable auditors to perform their duties in a manner which facilitates
impartial and effective profe ssional judgementsand recomm endations.
Internal auditors have no operational responsibilities.

Internal Auditisinvolved in the determination of itspriorities in consultation
with tho se charged with governance. The Head of Audit and Governance has
directaccessand freedom to reportin hisown name and without fearor
fawourto all officers and members and particularly to those charged with
governance.

Accountability forthe response to the advice and recommendation of Internal
Audit lies with management, who either accept and implement the advice or
fomally rejectit. The outcome of all recom mendationsis reported to the Audit
Com mittee for their conside ration.

RESOURCES

Internal Audit must be appropriately staffed in terms of numbers, grades,
gualification levels and experience, having regard to itsobjectivesand to this
Charter and Standards. Internal Auditors need to be properly trained to fulfil
their responsibilities and should maintain their professional com petence
through an appropriate ongoing development programme.

The Head of Audit and Governance is responsible in conjunction with the
CFO and ACFO for ap pointing the daff of the Intemal Audit Section and will
ensure that app ointments are made in order to achieve the appropriate mix of
gualifications, experience and audit skills. The Section maintains an annually
updated Training and Development Analysis Plan which sets out an ongoing
development programm e for Internal Audit staff.

The Head of Audit and Governance is responsible for ensuring that the
reourcesof the Intemal Audit Section are sufficient to meet its

re ponsbilities and achieve its objecives. If a dtuation arose whereby he
concluded that resource s were insufficient, he mud fomally repott thisto the
Chief Executive, the Section 151 Officer, and, if the position isnot re solved, to
the Audit Committee.
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AUDIT COMMITTEE

5" April 2007

Report of: Head of Audit and Governance

Subject: INTERNAL AUDITSTRATEGY

1. PURP OSE OF REPORT
To inform Me mbers of the updated Internal Audit Strategy attached as
Appendix A tothereport.

2. BACKGROUND

2.1 In order to comply w ith the requirements of the Code of Practice for
Internal Audit in Loca Government in the United Kingdom 2006 and
the Accounts and Audit Regulations, the Head of Audit and
Governance must produce an audit strategy .

2.2 Thestrategy attached updates the previous document and is a high
level statement of how the internal audit service will be delvered and
developed in accardancew ith its charter and how itlinks to
organisational objectives and priorities. The strategy is included as
part of the Internal Audit Manual and sets the context w ithin w hich
more detailed plans are developed.

2.3 The strategy communicates the contribution that Internal Audit makes
to the council and includes:
* Internal Audit objectives and outcomes.
 How the Head of Audit and Governancew il form and
evidence the opinion on the control environment.
* How the servicew il be provided.
 Theresources andskils requredto deliver the strategy.

3. RECOMM ENDATION

That the Audit Committee approves the Internal Audit Strategy
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2.2

3.2

AUDIT STRATEGY

Strategy Statement
The owerall Strategy of Internal Auditis:

“To deliver arisk-based audit plan ina professional, independent
manner, to provide the organisation with anopinion on the level of
assurance itcan place upon the internal control environment, and to
make recommendations toimprove it.”

Statutory basis for Internal Audit

The requirement for an Internal Audit function for local authoritie sisimplied
by section 151 ofthe Local Government Act 1972, which require s that
authoiitie s“make arrangem entsforth e pro per adminidration of theirfinancial
affairs’. The Accounts and Audit Regulations 2006 regulation 4, specifically
require that “a reviewof the effectivene ss of systems of internal contmol be
considered by a committee of the relevant body”

Definition and Objective

Internal Auditisan assurance function that primarily provide san independent
and objective opinion to the organi sation on the control environment by
evaluating itseffectiveness in achieving the organisations objectives. It
objectively examines, evaluate s and reports on the adequacy of the control
environment as a contribution to the proper, economic, efficient and effective
use of reurces (The contral environment includes all authority operations,
reources services, and its respongbilitiesto other bodie s).

To complywith the Accountsand Audit Regulations, the authority completes
a Statement on Internal Control to demonstrate the robu stness of its
arrangements and Internal Audit will form an important part of providing this
enhanced assurance. Internal Audit al® hasa role in advising managersin
relation to issues within itsremit, e.g. appropriate controlsin new
projects/developments.

Status

Internal Auditis responsible to the ACFO Corporate Finance, for line
management pumposes, and helpsto deliver the statutory financial

re ponshilities of the CFO (e above). Howeer, Internal Audit is
independent in itsplanning and operation, and has no re spond bility for
delivering or managing non-audit services.

The Head of Audit and Governance shall have direct access to the Head of
Paid Service (Chief Exe cutive), all levels of management and elected
members. Internal Auditors shall have the authorityto:

- Enter at all reasonable timesany Coundl establishment.

- Have accessto all records, documents, information and correspondence
relating to anyfinandal and other transaction as considered necessary.

- Ewaluate the adequacy and effectiveness of internal control s designed to
secure assetsand data to assist managementin preventing and deterring
fraud.
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- Request explanations as considered necessaryto satisfy themselvesas
to the correctne ss of any matter under examination.

- Require any employee of the Coundl to produce cash, materials or any
other Council property in their possession or under their control.

- Access records belonging to thid parties, sich ascontractorsor partners,
when required and appropriate.

Delivery of the audit service

The Head of Audit and Governance is responsible for delivering the audit

service in accordance with its Charter. To ensure that this can be achieved,
there are approptiate arrangementsfor:

- Determining and planning the work to be carried out (i.e. an audit plan
based on an assessmentofthe risk);

- Providing the resources re quired to deliverthe audit plan (principally the
level of staff and external input), the necessary skills (both in general audit
and technical areas)and suppott fadlities (such aslIT faciliies equipment
and management and adminstration processe )

The Internal Audit service will be delivered on the basis of a Strategic Audit
Plan, cond stent with the currentlongerterm finandal planning regime, and a
detailed Annual. The plan sets out the nhumber of auditdays required for
Internal Auditto ade quately review the areas involved, and indicate s the
priority level for each planned audit assignment. The over-riding objective of
thisapproachisto ensure that Internal Audit isable to presentan opinion on
the control environment by dire cting adequate resources based on the
relative risks of the operations, resources and servicesinvolved, using a
formal risk asse sament process. The risk assessment processtakes account
of a rang e of strategic, corporate, service and operational risks (including
those identified through the RiskManagement processand by the exte mal
auditor) and the views of seniormanagement on these issues. Where
reourcesavailable are not conddered by the Head of Audit and Governance
to be adequate for such an opinion to be provided, thiswill be reported to the
CFO.

The Plan balancesthe following requirements:

- The needto ensure the Audit Plan is completed to a good practice level
(currently at least 90%);

- The needto ensure core financial system sare adequately reviewed to
provide assurance that management hasin place proper arrangements
forfinancial contol (on which External Audit will place reliance);

- The needto appropriately reviewother strategic and operational
arrangements

- The needto have uncommitted time available to deal with unplanned
issueswhich may need to be inve stigated e.g. allegations;

- Toenable positive timelyinput to assi st comporate and senice
developments.

A jointworking arrangement with External Audit will be operated inorderto
ensure that Internal Audit reurcesare used as effectively aspossible.

The Head of Audit and Governance will keep progress againg the audit plan,
and the content of the plan itself under review, in liaison with the ACFO
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Corporate Finance and the CFO, and through monitoring corporate and
service developments. Given the length of the Strategic Audit Plan this
ongoing review will be particulady important to ensure it continuesto tacke
topical issues Where there isa need for material changesto the plan (i.e.
affecting over20% ofthe planned assignments a revised plan will be re-
submitted to the audit com mittee forapproval. The audit committee will also
be advi sed of pefformance against the audit plan and on relevant indicators
underthe performance management fram ework.

Internal Audit will comply with the Auditing Practices Board's Guidance for
Internal Auditors, as intepreted by CIPFA’s Code of Practice for htemal
Audit in Local Government in the UK, and staff are e xpected to comply with
any otherappropriate professional standards. The Head of Audit and
Govemance will ensure thatthere isan up to date Audit Manual in place
setting out expected standards for the service, and will monitor com pliance
with the se standardss, induding in relation to the planning, conduc and
reporting of auditassgnments. Relevant training will be provided to ensure
auditors have the level of skills ne cessary to undertake their roles.

Where necessaryto ensure an adequate, effe ctive and profe ssional audit
service isprovided; the Head of Audit and Governance will buy in reurces
from exte mal providers to supplement intemal resources. Internal Audit will
aim to co-operate effectively with the exte mal auditor and ensure that
appropriate reliance can be placed on Internal Audit’'s activities.

The repotting approach for Internal Audit is set outin the audit manual and
Internal Audit shall comply with thisprotocol asthe most efficient method of
delivering the outcomes of its work. In the delivery of each assgnment,
Internal Audit will lookto make practical recommendationsbased on the
findings of the work and discussthese with management auch that
management commit to an appropriate action plan forimplementing any
nece ssary improvementsto the control environment.

Audit Environment

In order to ensure full and adequate audit coverage, the first gep of audit
planning will be the identification of the audit environment. Thisassessment
will be made using knowledge, experience, di scusson among the audit team,
and liaising with finance and departmental directors.

Risk Assessment

Once the audit environmentisidentified, the Head of Audit and Governance
will consider a ri sk assessment of each element of the environment. The
Head of Auditand Gove mance will start audit planning by considering
managements own assessment of 1i sk, having first e stablished that the 1i sk
regi ster has been properly compiled and that itisa strong basis upon which
to planwork. In orderto assessthe identified areasintermsof risk, the
following factors have been adapted from CIPFA’sriskassesanent package
to better fit the audit environment at Hartlepool:

* System Factors
The sability and complexity of the system.
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* Managerial and Control Environment
Previous internal audit findings, dient track record in responding,
external audit comments division of duties perceived quality of staff,
staff tumoverand existe nce and quality of procedures.

* Vaue of Transactions
The materiality of the total monetary value the population of the
auditable area.

*  Volume of Transactions
The total population of transactions generated by the system.

* CPA Critical
The effect the auditable area has on exte rmal ratings.

* Impact onSIC
The owerall impact on the internal control environment.

* Legal Penalties
The consequences of weaknessleading to legal action.

Every auditable area will be allocated a mark out of 10 foreach factor. The
total score foreach auditable area will be scored and ranked, with the highe st
scoring areasbeing those facing the greatest risk. The following risk scores
will dictate whether the auditable areas are subject to audit annually, two
yearly or three yearly:

Score 350 ormore:; annual coverage
. Score 260 — 349: two yearly coverage
. Score 259 orless: three yearly coverage

Resourcing the Plan

The Head of Audit and Governance will calculate the antidpated re sources
needed for the period underquestion. The calculation staits with the total
available days, based on the number of staff in pod and taking acco unt of
any staff movements. From thisfigure, allowances for annual leave, bank
holidays and antidpated sickness are deducted to arrive at the num ber of
productive days available.

Having obtained the re sults of the risk assessment process and detemined
the resource s at the disposal of the Head of Audit and Governance, an audit
plan for the period in question will be prepared. The plan willinclude a
contingency provision to provide fortasks and reviews that were not fore seen
when the plan was made orfor emerging risks. The Head of Auditand

Gove mance will determine whether the resources available are suffidentto
allow a robu st opinion on the state of the internal control envionment If, in
the opinion of the Head of Audit and Governance, there are insufficient
reourcesavailable, thiswill be reported to the CFO and/or the audit
committee.

The lilkely outcome of such a report might include the provision of additional
reourcesto review the identified risks or an acceptance that an increased

level of riskmust be borne by the authority. The CFO and Audit Com mittee
will approve the plan.
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Monitoring and Controlling

Effective managem ent of the delivery of the audit plan is fundam ental to
ensuring that sufficient audit coverage isachieved. Factorsthat are taken
into account include the timing of specific audits during the course of the year
and the allocation of audits to those staff with the appropriate skills and
experience to complete the task

To help monitor and control the plan, all audit gaff are instructed to use their
individual electronic imesh eets held on the shared drive within the audit plan
file. The timesheets are to be completed on a daily bad s with the work
undertaken during that period udng the codes identified for each area of work
aslisted inthe annual audit plan. Analysisof gafftime is produced by the
time recording system, which allows compari son of actual output againstthe
audit plan at individual, team and total level. The Head of Audit and
Govemance will prepare a summary report for the CFO and audit committee,
outlining major variationsand their im pact on the ability of Internal Audit to
complete its planned work for the year, stating clearly what effect thismay
have on its ability to measure the robustne ss of the authoiity’s overall internal
control environment for the period.
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