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REVISED STRATEGIC AUDIT PLAN  AND AUDIT PLAN 2005/06

1 INTRODUCTION


1.1 Under Section 151 of the Local Government Act 1972 and Section 114 of the Local Government Finance Act 1988, the Head of Finance is statutorily responsible for the proper administration of the City Council’s financial affairs.  In addition, the Accounts and Audit Regulations 2003 require the Council to maintain an adequate and effective Internal Audit function.  The Internal Audit Section is an important resource in enabling the Head of Finance and the Council to fulfil their duties and it is important to ensure that the work of Internal Audit is effected so as to give assurance of the probity of the Council’s financial affairs.

1.2 The Corporate Resources Overview and Scrutiny Committee acts as the Council’s Audit Committee.  It is therefore appropriate that the annual Audit Plan should be presented to and approved by the Committee prior to the start of each financial year, thus giving Members the opportunity to question the Head of Finance on the proposed work of the Internal Audit Section for the forthcoming year.


1.3 It is also appropriate for Members of the Corporate Resources Overview and Scrutiny Committee to consider the longer term Strategic Plan – now re-titled “Audit Risk Assessment” -  prior to submission to the Council for approval.


1.4 Members should note that performance against the 2005/06 Audit Plan, together with any issues arising, will be reported to Committee on a quarterly basis and a final report will be issued after the end of the financial year. 


2 STRATEGIC PLAN – REVISED METHODOLOGY

2.1 Historically, Internal Audit has worked to a Strategic Plan, which covered 4 years ahead.

2.2 A paper, which outlined the method of determination of the Strategic Plan for the 4 years 2003/04 to 2006/07, was presented to and agreed by the Corporate Management Team on 3rd February 2003. For reference, the “modus operandi” which (then) determined the Strategic Plan is attached as Appendix A and the agreed “Risk Assessment Model” is attached as Appendix B.
2.3 The year 2005/06 would normally, therefore, comprise the third year of the Strategic Plan.

2.4 In accordance with the provisions of the Accounts and Audit Regulations 2003, the Authority is required to comply with the CIPFA Code of Practice for Internal Audit in Local Government in the United Kingdom.  This Code states that “Internal Audit should prepare a risk-based audit plan designed to implement the audit strategy which is approved by the organisation, taking into account the organisation’s risk  - management process”.
2.5 It is considered, therefore, that we should now follow this approach  - which accords with current thinking in the Audit Profession, as outlined in the recent edition of the CIPFA Audit Viewpoint publication - and plan only for one year ahead, based on the perceived and changing risks that the Authority is facing at any given time.

3 REVISED RISK ASSESSMENT MODEL

3.1 The Risk Assessment Model (now entitled “Audit Areas – Risk Evaluation”), outlined as Appendix C, has been updated based on known changes which have taken place since February 2003, findings arising from Audit reviews over the past two years, etc.

The Authority’s external auditors have been consulted regarding this approach, and the revised model has been submitted to, and approved by, the Authority’s Executive Management Group.

N.B.  Whilst still an Audit Plan, it does not envisage coverage of all audit areas over any pre-determined period (currently 4 years).  Instead, this model is dynamic by identifying  the “risk-areas” which can be addressed on any given time-scale, depending on the number of Audit staff available.

3.2 Where possible, audit reviews have been grouped together to develop the “themed-based” approach.


3.3 The original model at Appendix B was based on four factors – “value of transactions”; “adequacy of control”; “corporate risk and materiality”; “frequency of change”.  


3.4 “Corporate risk and materiality” was further analysed over - new IT/systems; political sensitivity; Authority’s welfare/reputation; impact on the service; impact on the community; impact on other Business Units.

3.5 The Business Units’ Risk Registers do not currently address all risks at the operational level required for Audit planning. Each Head of Business Unit was  approached (in early 2003) to ascertain his/her view as to the overall “risk" posed by each defined area of activity.  This was based on a scale of “1 = low risk” to “5 = highest risk”.  

3.6 A further element has now been introduced into the calculation of Risk Indicators.  This is to take into account the period which has elapsed since any given area of activity was last subject to an audit review.

3.7 The calculation used is as follows :-

· Reviewed within the past year – score 0

· Reviewed within the past 2 years – score 2

· Reviewed within the past 3 years – score 4

· Reviewed within the past 4 years – score 6

· Not reviewed within the past 4 years (including “new” areas for review) – score 10.

3.8 This is considered to be a significant element in the calculation and has been given a weighting of 5.
4 OPERATION OF THE REVISED RISK-BASED ASSESSMENT

4.1 As will be seen from the Audit Areas – Risk Evaluation attached as Appendix C, which covers in all some 91 areas for review, the “Calculated Risk Indicator” ranges from 80 to 245, with an average of 158.  This in effect comprises the revised Strategic Plan.
4.2 The “quartile ranges” are therefore :-

· 201 upwards – highest quartile - 
12 reviews fall into this category 

· 159 to 200 – upper quartile - 

35 reviews fall into this category 

· 119 to 158 – medium quartile - 
35 reviews fall into this category 

· 80 to 118 – lower quartile – 

9 reviews fall into this category


4.3 This method of calculating the risk is, of course, dynamic and, necessarily, to some extent subjective.   Once an audit review has been completed, a decision will be made as to whether or not, based on the findings of the review and management action on the recommendations made, any of the elements in the calculation need to be changed. 
4.4 The element for “last review” will automatically have a major impact on the overall Risk Indicator, as this element carries the same weighting as corporate risk. Thus, for example, the area of Business Continuity Planning, which currently carries an indicator of 245, will immediately drop to 195 once it has been reviewed. 
4.5 Based on anticipated staffing levels, an Audit Plan for 2005/06 has been formulated – this forms Appendix D to this report. 

4.6 Historically, blocks of time were allocated to the following areas:-

· VFM/Performance Review

· Contract Audit

· Computer Audit

Members are asked to note that it is intended to use the time allocated to Value for Money (VFM) Performance Review/Best Value studies, for 2005/06, in assisting both corporately and individual  Business Units in their proposals to achieve the required “Gershon” savings.  As shown in Appendix D, the “core reviews” required by the Audit Commission will always be undertaken regardless of what other work is carried out, and therefore do not appear in the Risk Assessment.

4.7 It is proposed, however, that HOBUs and Members will still be invited to submit requests for reviews in these areas.  Such requests will be assessed under the new procedure outlined in this report, resulting in a “Calculated Risk Indicator” – and the review will be inserted onto the Audit Areas – Risk Evaluation in the appropriate place.


4.8 The intended method of operation for Internal Audit is therefore to work “from the top down” on the risk indicators as far as staffing levels etc permit – there will be no set plan over a four-year period as in previous years. As requests for any new areas of work which are likely to take more than a single day arise during the year, a Variation Form will be completed for signature by the requesting Head of Business Unit and the Head of Finance.  Such requests will be assessed using the risk-assessment model, and a decision will be taken as to whether the resulting risk-indicator is high enough to justify a review during the year.  Under this revised approach, the plan is therefore “self-determining” in terms of the work required.  Such changes to the Plan will be reported to Members periodically.
Where a request is made, or a situation arises, which requires an instant response – e.g. fraud investigation or issues arising from the flood – this will be given an indicator which ensures that it immediately goes to the top of the list.  Depending on the time required, this might of course mean that every other review on the list moves down one or more places accordingly, depending on the number of days required.


N.B.  It is important to note that the Risk-Indicator shows the order in which the reviews are to be considered – not necessarily the order in which they will be undertaken.  For example, although Partnership Development has a fairly high risk rating, considerable work has already been undertaken by Internal Audit in this area, and the decision may be just to keep a “watching brief” on developments, rather than to undertake a full review again.

4.9 A full record will be maintained for each review, explaining why it was partly/fully/not undertaken in any given year.


4.10 The number of days “allocated” to each review depends on a number of factors which include :-

· complexity of the system; 

· new/revised legislation;

· changes to system/s since the last review;

· unexpected developments;

· skills/experience of available audit staff etc.  

4.11 There is no known formula which determines the required time for any given review, and it is the responsibility of the Audit Services Manager to ensure that time taken on each review is reasonable.  While every attempt is made to adhere to the allocated times, occasions inevitably arise where extra time is required.  A decision is taken by the Audit Services Manager each case and if necessary the Head of Finance is asked to authorise a Variation Form.
4.12 Finally, it is obvious from this approach that some areas are extremely unlikely ever to rank high enough to warrant an audit review based on their risk indicator.  The counter argument to this, however, is that under the existing method of ensuring that all areas are covered at some point regardless of their risk-rating, it is inevitable that Internal Audit would spend time reviewing low-risk areas when there are clearly more important areas to consider.  The method detailed above ensures that attention is always given to those areas which are considered to be of high importance/risk. The issue of Control Self-Assessment will, however, be considered during the forthcoming year, as it is essential to ensure that Managers have adequate controls in place for all areas of activity.


5 AUDIT PLAN FOR 2005/2006


5.1 The proposed Audit Plan for 2005/06 based on the revised risk-assessment model is detailed in Appendix D. 
6 RECOMMENDATIONS

6.1 Members are requested to :-

· Consider the revised Audit Risk Assessment that is attached at APPENDIX C prior to submission to Council for approval. 

· Approve the Internal Audit Plan for 2005/06, attached as APPENDIX D.












APPENDIX A

RISK-BASED AUDIT PLANNING – AS AGREED FEBRUARY 2003

The current Strategic Audit Plan was then in its final year – 2002/03 – and it was therefore necessary to determine an approach to be adopted for the formulation of the Plan to be operational from 1st April 2003.

The previous Strategic Plan was based on the Risk Assessment adopted in 1995, which was a formula containing 16 (un-weighted) factors.

It was considered that this formula needed to be revised, for two reasons: -

· 16 factors made it too unwieldy and time-consuming to calculate

· Some form of weighting was required to reflect the relative importance of the individual factors.

The IPF, as part of their Benchmarking Survey, asked all of the Authorities taking part in the survey to give details of their risk-assessment method.

In all, 104 Authorities provided such and these were scrutinised in order to determine which was the “best” formula for our use.

There were three elements to be taken into account – these were the number of factors; relative weightings; number of man-days allocated to each area.

Factors

Responses were extremely wide and varied, and ranged from the sort of answer provided by Bournemouth, who did not bother with this approach as they considered it to be “pseudo-science only” to other Authorities who had almost incomprehensibly detailed formulae.

Of the Authorities who used some sort of formula, there was no standard for number of factors – each Authority decided this for itself.  The number of factors used ranges from 3 (Aylesbury Vale) to 37 (Plymouth).

Weightings

Some Authorities simply graded each of their factors on a scale of 1 to 5 and did not apply any weightings.

Others had different grades for each factor, but did not apply weightings.

Even in those Authorities where weightings were applied, there was no consistency – e.g. Plymouth gave a weighting of 2 for “value of transactions”, which was their lowest weighting, whereas Canterbury gave a weighting of 10 which was their highest.

Man-day allocations

Of the 103 Authorities who gave their method of Risk Assessment, only 2 attempted to link this to the number of man-days to be spent on each area, and in both cases the method used was different.

One other Authority tried this approach, but realised that they would need over 6,000 man-days to complete their Plan whereas only 2,150 were available!

Overall Conclusion

From the information gathered referred to above, it was clear that there was no single formula which could be used to give a clear result on risk, frequency of review and number of man-days required.

It was therefore decided that we would devise our own formula for the preparation of the Strategic Plan, which would reflect our local systems of operation. 

Approach to be adopted for Carlisle

It was agreed with the Head of Finance that the purpose of any method of Risk Assessment in this context was to determine the relative importance and therefore the frequency of each review to be included in the Strategic Plan.  The time allocated to each review would be based on previous knowledge and experience.

It was also agreed that in relation to those areas of activity where it was already required that there would be an annual review, there was no need to include these in the risk formula, but an assessment of time still needed to be determined.  

For our purposes, this includes:  -

· Core Systems work (previously referred to as  “managed audits”) – N.B. these reviews examine the systems of control in operation but in the limited time available do not review the effectiveness/efficiency of the systems themselves.

· Corporate/CPA/Best Value

· Follow-ups

· Contingency – to cover fraud, investigations and other ad-hoc requests.

An allowance of man-days, based on past experience, was included in the Strategic Plan for each of the above.

After consideration of all of the models provided, a “composite” model was determined to be the best approach, as detailed in the following section – Appendix B.












APPENDIX B

RISK ASSESSMENT MODEL

1 – AS AGREED FEBRUARY 2003
It was considered that for our purposes, a risk model, which contains 4 factors, is sufficient.

The 4 factors are: -

· Value of transactions

· Adequacy of control

· Corporate risk/materiality

· Frequency of change

Value of Transactions

Value is scored on a scale of 1 to 5 as: -

· Immaterial  - under £5,000 - score 1

· Low – £5,001 to £25,000 - score 2

· Medium – £25,001 to £200,000 - score 3

· High – £200,001 to £500,000 - score 4

· Very High – over £500,000 - score 5

Adequacy of Controls

This is based on knowledge gained from the results of recent audits; the known status of internal controls; known extent of managerial reliance.

· Excellent Controls –score 1

· Good Controls – score 2

· Adequate Controls – score 3

· Unsatisfactory Controls – score 4

· Ineffective Controls – score 5

Corporate Risk and Materiality

This is based on Audit’s views of new technology/systems;  political sensitivity;  overall impact on the Authority’s welfare;  impact on service delivery;  impact on the community;  impact on other departments; Heads of Business Units’ perception of risk.

· Very low risk –score 1

· Low risk – score 2

· Moderate risk – score 3

· High risk – score 4

· Very high risk – score 5

Frequency of change

· Not subject to frequent or major change – score 1

· Subject to infrequent or minor change – 2

· Subject to average change – score 3

· Subject to frequent minor or infrequent major change - score 4

· Subject to frequent, major change – score 5

N.B. For any area where there has been no previous audit review, a score of 3 is given for each factor.

Weightings

The factors described above clearly do not all have equal significance, and a weighting is applied to each as follows: -

· Value of transactions – weighted x 2

· Adequacy of control – weighted x 4

· Corporate risk and materiality – weighted x 5

· Frequency of change – weighted x 3

On this basis, the range of values lies between a minimum of 14 and a maximum of 70.

This results in a range of 56, which spread over the period (4 years) of the Strategic Plan gives the following: -

· 14 to 27 – review every 4 years

· 28 to 41 – review every 3 years

· 42 to 55 – review every 2 years

· 56 to 70 – review every year

These values will be reviewed in the light of “common sense and experience” to correct any anomalies which may occur.

2 – NEW FACTOR TO BE INCLUDED FEBRUARY 2005

This additional factor is intended to reflect the period which has elapsed since the previous review (if any) was undertaken on each area.

· Reviewed within the past year – score 0

· Reviewed within the past 2 years – score 2

· Reviewed within the past 3 years – score 4

· Reviewed within the past 4 years – score 6

· Not reviewed within the past 4 years (including “new” areas for review) – score 10.

This is considered to be a significant element in the calculation and has been given a weighting of 5.
Appendix C

AUDIT RISK ASSESSMENT

Audit Area
BU
Estimated Days
Audit Area Calculated Risk Indicator

Business Continuity Planning
MES
10
245

Insurance
FIS
10
239

Corporate Governance Arrangements
GEN
15
236

Automated Payments System
FIS
5
224

Leisuretime/Carlisle Leisure (client)
CLS
15
221

Highways Maintenance (inc Claimed Rights)
CTS
15
219

E-Government
CIS
10
212

Town Centre Development
PRO
20
211

General Management of Property Portfolio
PRO
15
210

Customer Services - Front End
CIS
10
203

Media relations, PR, Corporate Identity & Marketing
SPS
15
202

City Centre Management / Tourism Marketing
ECD
15
202

Recycling
CTS
10
200

Grounds Maintenance (inc Arboriculture)
CTS
15
196

Community Support
ECD
15
194

Street Cleaning
CTS
15
194

Corporate Purchasing Unit inc. Radius Purchasing
CTS
15
193

Civic Centre Keepers / Building Security
CTS
10
192

Quality Management
CTS
15
192

Environmental Mgmt (Poll.Control, Contaminated Land)
EPS
15
192

VAT
FIS
10
191

Community Safety & Anti Social Behaviour - CDRP
ECD
10
189

External Funding / Grant Monitoring
ECD
15
188

Partnership Development
SPS
15
185

Public / Street Lighting
CTS
15
182

Advice Agencies (Inc Benefits Advice, Law Centre, CAB)
ECD
15
182

Drainage Services
CTS
10
180

Children & Young People
ECD
15
175

Telephones
CIS
15
174

Refuse Collection
CTS
15
174

New Deal
ECD
10
174

Electoral Registration and inc. Fees and Expenses
LDS
10
173

Early Retirement & Redundancy
MES
10
172

Car Leasing/Car loans
FIS
15
172

Training and Development (employees & Members)
MES
15
172

Landscape Services, Countryside Support
CLS
15
170

Licensing
EPS
15
170

Corporate Properties
PRO
20
169

Bereavement Services
EPS
15
169

Parking, Car Park Patrol/Wardens
CTS
15
168

Sickness Monitoring
MES
10
168

Transport and Plant
CTS
15
166

Health Promotion & Partnerships
EPS
10
166

Development Control inc. Access Grants
PLG
15
164

Reprographics
CIS
10
164

Community Events
ECD
10
162

Concessionary Fares
RBS
10
162

Supporting People (Homelessness/Hostels/Housing Assoc)
EPS
15
161

Council Complaints Procedure inc LG Ombudsman
CIS
10
158

Local land and Conservation
PLG
15
157

Land Charges
LDS
10
157

Health & Safety
MES
15
153

Industrial Estates
PRO
15
151

Tullie House - arts and museums inc Guildhall
CLS
20
150

Enterprise Centre
ECD
10
149

Allotments
CLS
5
149

Building Resources / Cleaning
CTS
15
147

Flexitime
MES
10
147

Food Standards inc H and S inspections
EPS
15
147

Parks and Open Spaces (inc all parks) inc Wardens
CLS
15
146

Building Control
PLG
15
145

Information Management (FOI/DP/Records management)
CIS
15
145

Sports Development
CLS
10
142

Brampton Business Centre
ECD
10
142

Monitoring service delivery of CHA
EPS
10
141

Facilities Management / Building Maintenance
CTS
15
141

ECCP
CLS
10
140

CCTV
CTS
10
139

Covered Market
PRO
10
138

Business Development
ECD
10
137

Improvement Grants
ECD
10
137

Playground Maintenance
CTS
10
137

Pest Control
EPS
10
134

Dog Warden Scheme and Dog Enforcement
EPS
10
133

Mayor & Civic Services
LDS
5
133

Leisure Grants (inc Sports Development and L&D Grants)
ECD
10
132

SureStart
ECD
10
131

Tourist Information Centres-Carlisle, Brampton & Longtown
ECD
15
127

Carlisle Conference Group
ECD
10
125

PAYE & NI
MES
10
122

Town Twinning
LDS
5
120

Energy Efficiency
EPS
10
119

Non Standard Payments to Employees
MES
15
115

Mortgages
FIS
5
114

Members Allowances
MES
5
113

Stock & Controlled Stationery
FIS
5
113

Garage
CTS
10
109

Shop mobility
PLG
5
107

Public Conveniences
CTS
5
106

Stores
CTS
5
90

Grants to Parish Councils
FIS
5
80

APPENDIX D

CARLISLE CITY COUNCIL          
FINANCIAL SERVICES 

INTERNAL AUDIT

SUMMARY AUDIT PLAN 2005/06
Chargeable time

The following are anticipated: -

Core Audit Reviews (“Managed Audit”) **


160 days

VFM/Performance Review/Gershon reviews


100 days

Contract Audit 






  30 days

Computer Audit






  20 days

Follow up reviews






  10 days

Contingency







  25 days

Total








345 days

** The Core Reviews comprise: -

Main Accounting and Budgetary Control

Sundry Debtors

Creditor Payments

Treasury Management

Housing Benefits

Payroll

Council Tax

NNDR

Cash Collection

Based on anticipated staff resources, this leaves 421 days to undertake reviews as detailed following.

REVIEWS TO BE UNDERTAKEN 2005/06

Audit Area
Audit Area Calculated Risk Indicator
Estimated Days
Cumulative Days 

Business Continuity Planning
245
10
10

Insurance
239
15
25

Corporate Governance Arrangements
236
10
35

Automated Payments System
224
5
40

Leisuretime/Carlisle Leisure (client)
221
15
55

Highways Maintenance (inc Claimed Rights)
219
15
70

E-Government
212
10
80

Town Centre Development
211
20
100

General Management of Property Portfolio
210
15
115

Customer Services - Front End
203
10
125

Media relations, PR, Corporate Identity & Marketing
202
15
140

City Centre Management / Tourism Marketing
202
15
155

Recycling
200
10
165

Grounds Maintenance (inc Arboriculture)
196
15
180

Community Support
194
15
195

Street Cleaning
194
15
210

Corporate Purchasing Unit inc. Radius Purchasing
193
15
225

Civic Centre Keepers / Building Security
192
10
235

Quality Management
192
15
250

Environmental Mgmt (Poll.Control, Contaminated  Land)
192
15
265

VAT
191
10
275

Community Safety & Anti Social Behaviour - CDRP
189
10
285

External Funding / Grant Monitoring
188
15
300

Partnership Development
185
15
315

Public / Street Lighting
182
15
330

Advice Agencies (Inc Benefits Advice, Law Centre, CAB)
182
15
345

Drainage Services
180
10
355

Children & Young People
175
15
370

Telephones
174
15
385

Refuse Collection
174
15
400

New Deal
174
10
410

Electoral Registration and inc. Fees and Expenses
173
10
420

1 IF  = 1 "Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: None" \* MERGEFORMAT 
Note: in compliance with section 100d of the Local Government (Access to Information) Act 1985 the report has been prepared in part from the following papers: None
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