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1 Executive Summ ary

1.1 Background

The Relevant lhtemal Audit Standard Setters mcluding CIPFA,HM
Treasury and D epartm ent ofH ealth adopted a comm on setof
Public Sector ltemal Audit Standards (PSIAS) from 1 April2013.

The new standards encom pass the m andatory elem ents of the
hstute of htemal Audiors lhtemational Pro fessional Practices
Fram ew ork, lnserthg requirem ents and hhterpretations of the UK
public sectorw here appropriate and replacing the existing
standards in bcalgovemm ent, hcluding the CIPFA Code of
Practice for Mtemal Auditin Local G ovemm ent.

The standards apply o all htemal audit service providers, w hether
h-house, shared service or outsourced and have been developed
o provide coherentand consistent sendards for ntemal audic
across the UK public sector.

This reportpresents the nital fndings of the Mtemal Auditteam s
selfassesam entaganst the PSIAS, and proposes a plan for the

rem ander of the calendaryear for AuditComm ittee consideration
and approval.

1.2 Key changes under the revised standards

Existing requirem ents

B The chiefauditexecutive — The chief auditexecutive,
previously referred to as the htemal AuditM anager or Chief
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Ihtemal Audior, m usthold a pmfessional qualification CM IR,
CCAB orequivalent) and be suiably experienced.

B Annualreport- The requirem ent for the production ofan
nhtemal auditannual report rem ains.

B Riskbased auditplan - There is stlla requirem ent to
produce a risk based auditplan . H ow ever, the requirem ent to
produce an audit strategy has been rem oved and replaced w ith
a risk based pln that hcorporates or Inks t© a strategic
statem ent setting outhow the intemal audit service w illbe
provided and how The Charter (see below ) w il Iink t© the
Councils obgctves and priortes.

New reqguirem ents

B TternalAuditCharter (The Charter) — The Charterm ust
fom ally define the pumose, authority and responsibility of the
htemalauditactvity. Ttw illalso cover anangem ents for
avoiding conflicts of hterest if nhtemal auditperform s non-
auditactvites.

B Quality assurance — The quality of service shoul be
rigorously checked under a quality assurance and
m provem entprogramm e w hich requires on-going intemal
assesan ents of all agpects of htemal auditactviy, aswellas
extemal assessm ent every five years. The programm e is
designed to assess the efficiency and effectiveness of intemal
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auditas w ell as dentfy opportunites for in provem ent. There
is a requirem ent for the chief auditexecutive to hclide a
section on the quality assurance and in provem entprogramm e
w ithin the ntemalauditannual report.

B Mhternalassessm ent- There w illbe an crease n the Jevel
ofassesamn ents w hich w ill involve m onitoring the departm ents
activity and w illbe I Ine w ith the cunentqualiy review
procedures.

B Externalassessm ent- The assessm entw illneed to be
perform ed by qualified and hdependentassessors or
assesan ent team s thatare extemal to the organisation . They
can be undertaken as a full extemal evaliation ora self-
assesan entw ith independent extemal valdation, but it cannot
be carred outon a mIling basis.

B [ffective com m unication - Standards specify a requirem ent
for “effective com m unication” betw een the chief audi
executive and the auditcomm ittee and there is specific
reference o effective com m unication w ith the comm ittee chair.

Th this context “effective com m unication” refers to the engagem ent
of the comm ittee’sm em bership, and of the chair n particular, n
discussions w ith the chief auditexecutive about:

B the Councils risks and assurance requirem ents

B the levelofassurance provided

B  issues of concem raised by auditw ork underaken ; and
=3

the In plem entation of agreed recom m endations and the
enhanced assurance arising.
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1.3 Outcomes of the self-assessment

During July and August 2013, the Councils htemal audit team
conducted a selfassesan entaganst the requirem ents of the PSIAS.
The team s review w as subgctto supportand challenge from

G rantThomton /CIPFA , the Councils htemal auditpartners.

The Chief Audit Executive has notyetbeen abk t© review or
agree the team s findings. This report therefore presents our nital
findings, and proposals or regponse over the period to D ecem ber
2013.

1.4 Proposed improvement plan

Section 2 of this reporthighlights our findings and the

In provem ents actions proposed t© supportthe htemal audit team
to m eet the PSIAS requiram ents by 1stApril2013. O ur findings
dentify 3 arras ofhigh risk, relating t© the approach t© risk
assesan entand scopig ndividual audis, tainihg and

devebpm ent for the htemal audit team , and Inkhg w ork
perform ed t© core agpects of risk and control.

W e also recognise the need t© regpond t© other factors, ncluding:
B  the Councils revised approach to strategic risk m anagem ent

B adely n the compltion of the auditplan as a resultof the
PSIAS selfassesan ent, vacancies and other factors w hich have
reduced avaibbl resources o date..

O urproposed In provem entactions for the rem ainder of the
calendaryear focus on:

1. an ntensive period of refresher talning and developm entof
the team
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2. review g the auditprocess from risk assesam ent, determ ining
the scope and obectives of audis and ensuring thatkey risks
and controls are dentified and assessed

3. consderng the in pactand outcom es of the auditprocess,
ncludng reportng anangem ents and how the perform ance of
the team ism oniored.

W hilst saff h the Mtemal Audit team w ill continue to w ork on
delivery of the auditplan at the sam e tim e as taking forw ard the

n provem entactions there m ay be a further in pacton the audit
pln.The Head of Strategic Finance has agreed to m ake additonal
funding of approxim ately £50,000 avaikble from elsew here in his
budget to secure additonal resources o try and off setany
reduction in auditresource. W e w ill reportprogress on the

In provem entpln and the annualauditpln to the D ecem ber

m eeting of the AuditComm ittee. This reportw illalso setout
proposed am endm ents to the auditpln forthe rem anderof the
2013-14 year based on the currentpln am ended to hcowporate

In provem ents from the action plan such as Inks to the stategic
risk m anagem entprocess, and clarty on the risks and obgctives
associted w ith each review . Any resource in plicationsw illbe set
outn the reportsuch as additonal costs or reduced days nput.
The ob®ctve w illbe to optn ise the effectiveness of lmtemal Audit
for rem ainder 0o£2013-14 and the assurance provided by them .
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2 Detailked Fndnngs

Attribute Standards

1000

Purpose, Authority and Responsibility

Medium

Finding and Implication

Proposed action

The Internal Audit Team has an audit manual in place which is reviewed on an

annual basis and meets the requirements of the 2006 Code.

Under the PSIAS, internal audit must develop an Audit Charter which will
make explicit links to the Council's objectives and priorities.

An Audit Charter will be developed which confirms how the work of internal audit
contributes to the achievement of the Council's objectives and priorities by:

® considering the nature of assurance provided to the Audit Committee and
service departments by the work of internal audit

= clarifying reporting responsibilities; and

® ensuring that audit activity is focused on the key risks facing the Council.

Drafted by December 2013
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1200 Proficiency and due professional care

Finding and Implication

Proposed action

The Internal Audit Team participate in the Council's PDR/ PRD programme
and have attended relevant training provided. Individual auditors ensure that
their CPD requirements are fulfilled, but there is no systematic approach to
developing and maintaining internal audit skills.

There is no up to date induction programme for members of staff who join the

We will review training requirements both across the team and individually. We
propose a period of intensive refresher training and development on:

# internal audit core skills

& jdentifying and managing risk

team. = audit tools and techniques, including the use of IDEA
® Best value and performance audit (including value for money audit
techniques).
= Training programme complete by December 2013
1300 Quality Assurance and Improvement Plan Low

Finding and Implication

Proposed action

The QAIP is a new requirement under PSIAS. The Internal Audit Team has a
team plan in place, and reports on performance using the Council's Pyramid
performance management system.

There is, however, scope to improve the performance monitoring framework.

We will review the key performance indicators and targets in place and consult
with the Audit Committee and Senior Management Team to establish indicators
that are more focused on the outcomes and impact of internal audit work.

Proposed indicators submitted to December Audit Committee.
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Performance Standards

2000 Managing the internal audit activity

Finding and Implication

Proposed action

The Internal Audit Team has a methodology in place for risk assessment and
identifying audit work to be performed each year.

The risk assessment is based on financial materiality, risk, controls effectiveness
and performance management. We have, however, identified that there is
scope for improvement, including the relative weighting of factors.

We will revisit the risk assessment and audit planning process. This process will
include:

® a3 risk management workshop to ensure the team fully understand the core
principles, and the risks facing Argyll & Bute Council

# consideration of alternative approaches at other councils

B an assurance mapping exercise to ensure that each internal audit adds
value to the Audit Committee

Revised risk assessment process as outlined above in place and reported to
Audit Committee in December.

2100 Nature of work

Medium

Finding and Implication

Proposed action

Where Internal Audit can make use of CIPFA matrices, a full systematic and
disciplined approach is taken and can be evidenced.

Where this is not possible, we found that there is not always a link to key
aspects of risk and internal control.

We will use refresher training to ensure that risks and mitigating controls are
identified on each audit. An updated audit approach will be adopted to ensure
that each audit considers key risks and controls, and is supported by a strong
and systematic evidence base.
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2100 Nature of work Medium

Finding and Implication Proposed action

Actioned by December 2013
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2200 Engagement Planning

Finding and Implication

Proposed action

Audit Agreement Documents are prepared for each engagement, but in some
instances the reasons for the audit, the objectives and the key risks and
controls were not identified.

We are clear that the same level of rigour needs to be applied to every audit
undertaken by the team.

As part of the consideration of risk assessment and audit planning processes, we
will identify a prioritised revised audit plan for the remainder of 2013-14. The
revision will be based on the current plan but will present our rationale for
coverage, and the risks and objectives associated with each review.

Engagement planning will make direct reference to the risks associated with each
audit area and our revised audit approach will ensure that each risk is addressed
in a systematic and evidence based manner.

New approach in place from December 2013

2300 Performing the engagement

Medium

Finding and Implication

Proposed action

Auditors currently use discussions with management to prepare the Audit
Approach Document and to identify key information necessary for the audit.
There is a limited approach to documenting:

& g testing strategy
® work required to fulfil the engagement objectives

®  work performed and findings

We will review the approach to planning and documenting internal audit work used
by other teams, including Grant Thornton and other Councils.

As above, we will develop a revised audit approach which ensures that each risk
is a addressed in a systematic and evidence based manner.

New approach developed and in place from December 2013
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2400 Communicating results

Medium

Finding and Implication

Proposed action

Audit reports are prepared for every engagement within timescales agreed
with services. The reports are distributed to key stakeholders including
service management, senior management. external audit and the audit
committee.

We found that there is scope to improve the focus of reporting to ensure that:

& each risk is identified and addressed
& findings include a clear and evidence based audit opinion

& audit reports are clear, focused on risk and control and provide the audit
committee with the assurance they need

We will use our work on risk assessment and engagement planning to propose a
revised audit report format.

Consideration will be given to the development of a rating system to allow for
objective monitoring and comparison of audit reports across the Council, and
comparison to previous audits.

We will consult with services and the audit committee to ensure that changes to the
format meet the needs of our users.

Revised format of reports submitted to Audit Committee in December for approval.

2600 Communicating acceptance of risk

Low

Finding and Implication

Proposed action

As for 2400, we found that it is not always clear within reports that internal
audit has made a judgement on the level of risk within each review, and
therefore whether that level of risk is acceptable to the organisation.

As above, we will ensure that the audit opinion and assessment of managed and
unmanaged risk is incorporated within a revised audit report format.

Revised format of reports submitted to Audit Committee in December for approval.
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Rating D escrip tion

Features

FIhdings thatare fundam ental to the

m anagem entofrisk n the bushess area,
representing a w eakness in controlthat
requires the iInm edite attention of

m anagem ent

¢ Key controlnotdesigned or operating effectively
e Potential for fraud dentified

e Non com pliance w ith key procedures / stendards
e Non com pliance w ith regulation

In portant findings thatare to be resolved by

e Tmpactis coneahed w ithin the departm entand com pensating
controlsw ould detect enors

e Possbility for fraud exists

Ine m anagem ent. * Contwl failires dentified butnot n key controls
* Non com pliance w ith procedures / sendards (butnotresultng
T key control Aailure)
Findings that dentify non-com pliance w ith e M horcontrolw eakness
Low . . . .
established procedures. * M iornon compliance w ih procedures / sandards
Ttem s requiring no action butwhich m ay be e Thfom ation for departm entm anagem ent
In provem ent of nterest to m anagem ent or best practice e Contwloperating butnotnecessarily i accordance w ih best
advice practce
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