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Intfroduction

How an Audit Opinion is Formed

A fundamental role of Internal Audit is fo provide members and
senior management with independent assurance on the Council’s
overall control environment, comprising the systems of
governance, risk management, and internal control and to
highlight control weaknesses together with recommendations for
improvement. The annual Audit Plan sets out proposals on how this
will be achieved in the year ahead.

The Audit Plan must incorporate sufficient work to enable the Head
of Audit to give an opinion on the adequacy of the Council’s
overall control environment. Internal Audit must therefore have
sufficient resources to deliver the Audit Plan.

The audit work planned for 2014/15has informed the Head of
Audit’s opinion on the internal control environment that exists
within the Council. The Head of Audit reports his overall opinion to
the Audit & Accounts Committee on an annual basis.

The Head of Internal Auditprovides this written report to those
charged with governance which gives an opinion on the overall
adequacy and effectiveness of the organisation’s intfernal control
environment. This is timed to support the Annual Governance
Statement, which is also being presented to this Committee for
review by Members before being signed off by the Chair of Audit
& Accounts, the Monitoring Officer, the Leader of the Council and
the Chief Executive.

Management is responsible for the system of internal control and
should set in place policies and procedures to help ensure that the
system is functioning correctly. Internal Audit review, appraise and
report on the effectiveness of financial and other management
conftrols.

The Head of Audit's overall audit opinion is based on the work

undertaken by internal audit in 2014/15. The reporting of the
incidence of significant control failings or weaknesses has also
been covered in the progress reports to the Committee on Internal
Audit’s progress against the annual audit plan.

Basis for Opinion

The Internal Audit Service for Derby City Council is provided by the
Cenftral Midlands Audit Partnership (CMAP). The Partnership
operates in accordance with standards of best practice
applicable to Internal Audit (in particular, the Public Sector Internal
Audit Standards — PSIAS). CMAP also adheres to the Internal Audit
Charter.

In preparing the overall opinion, the Head of Audit has reviewed
all audit activity carried out during 2014/15 and noted any issues
arising from those audits that have carried forward into 2014/15.
Each individual audit undertaken contains a control assurance
rafing (opinion) on the adequacy and effectiveness of conftrols in
place to mitigate the risks identified. Where weaknesses in control
are idenfified, an action plan is agreed with management.
Progress with these agreed actions is monitored by Internal Audit
during the year through follow up audit work.

The Head of Auditwill use the individual assurance ratings from the
audits conducted in 2014/15 and the progress with agreed actions
to form the overall opinion.

In presenting his opinion, the Head of Auditwill identify where
reliance has been placed on work by other assurance bodies. His
opinion will be based on the work of Internal Audit and his
understanding of work carried out by external assurance agencies.

In respect of the key financial systems of the Council, based on the
Internal Audit work undertaken in the year, the Head of Audit will
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be able to give an overall assurance on the adequacy and
effectiveness of the internal controls operating in these systems.

Head of Audit’'s Opinion 2014-15

Based on the work undertaken during the year, | have reached the
overall opinion that there is an acceptable level of internal control

within the Council’s systems and procedures. | have arrived at this

opinion having regard to the following:

The level of coverage provided by Internal Audit was
considered minimal.

4 reports provided a ‘Limited’ confrol assurance rating, all
others were either '‘Comprehensive’ or ‘Reasonable’.
There were no ‘critical risk’ recommendations made and
only 3 recommendation attracted a ‘significant risk’ rating
within any audit reports issued in 2014-15.

There were no adverse implications for the Authority’s
Annual Governance Statement arising from any of the
planned work that Internal Audit has undertaken in 2014-15.
We have undertaken 2 significant investigations during
2014-15 which have identified important weaknesses in the
Council’s governance and risk management
arrangements.

The Monitoring Officer has demonstrated an effective level
of challenge to the Council’s decision making processes
which has ensured the activities of the Council have been
lawful.

All of the issues raised within the internal audit reports have
been accepted.

Internal Audit's recommendations, or alternative proposed
actions made by Management in response to the risk issue,

have been agreed to be implemented in all cases but 3
low risk recommendations, where management has
chosen to accept the risk.

The recommendations arising from audit’s review of risk
management from 2013-14 have been followed up during
2014-15 and significant progress has been made in regard
to the agreed actions.

Our overview of the Council's Data Quality through a
combination of control self-assessment and specific audit
testing deemed that the overall control environment was
Reasonable.

Our data matching exercises produced over 5000 cases of
potential oversights, errors or frauds. Over 98% were
resolved without concern and the remainder have been
referred for further investigation and resolution.

Internal Audit undertook sufficient work to enable the Chief
Financial Officer to state that he received adequate
assurance over schools’ standards of financial
management and the regularity and propriety of their
spending.

This opinion is provided with the following caveats:

No system of control can provide absolute assurance
against material misstatement or loss, nor can Internal Audit
give absolute assurance.
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e Fullimplementation of all agreed actions is essential if the
benefits of the control improvements detailed in each
individual audit report are to be realised.

Audit Coverage

The following charts seek to demonstrate the breadth of audit coverage provided to Derby City Council during 2014-15. The third table and
chart shows for those audits finalised during 2014-15, the number of controls examined and an evaluation of their adequacy.

Coverage per Type of Audit Coverage per Department Cerby City Courct e
2014-15 2014-15 Evaluated Controls 531
Adequate Controls 362
W Key Finandial System : : Partial Controls 105
B Grant Certification B Chief Executives
I Governance Review u Children and Young People’s Weak Controls 64
M Systems/Risk Audit
®IT Audit M Resources
HP t/Contract Audit F H
. Ir:\?g;;g:;i)’:‘ ontract Audr = Neighbourhoods - Derby Cl‘l'y
Advice/Emerging Issues B Adults, Health & Housing
m Follow-up Schools B Adequate Conftrols
Schools

W Corporate Management

Partial Controls
® Weak Controls

Corporate Management
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Control Assurance Ratings

All audit reviews contain an overall opinion based on the adequacy of the level of internal control in existence at the fime of the audit. These
are graded as either:

N/A-The type of work undertaken did not allow us to reach a conclusion on the
adequacy of the overall level of internal conftrol.

Comprehensive - We are able to offer comprehensive assurance as the areas
reviewed were found to be adequately controlled. Internal controls were in place
and operating effectively and risks against the achievement of objectives were well
managed.

Reasonable - We are able to offer reasonable assurance as most of the areas
reviewed were found to be adequately controlled. Generally risks were well
managed, but some systems required the introduction or improvement of internal
controls to ensure the achievement of objectives.

- We are able to offer limited assurance in relation to the areas reviewed and
the controls found to be in place. Some key risks were not well managed and
systems required the introduction or improvement of internal controls to ensure the
achievement of objectives.

None - We are not able to offer any assurance. The areas reviewed were found to
be inadequately controlled. Risks were not being well managed and systems
required the infroduction or improvement of internal controls to ensure the
achievement of objectives.

This report rating is determined by the number of confrol weaknesses identified in relation
to those examined, weighted by the significance of the risks.

Derby City - Control
Assurance Ratings

mNSA

B Comprehensive

B Reasonable
Limited

mNone
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Control Assurance Ratings

A summary of control assurance ratings given by directorate for 2014/15 is shown in the tablebelow.

Chief Executives fgm‘;]'gg;‘p';;‘,s Resources | Neighbourhoods M"ﬁ“&ﬂﬁg’h .
aN/A 0 2 n 2 0
H Comprehensive 1 0 7 1 0
u Reasonable 2 0 4 3 0
uLimited 1 0 2 1 0
mNone i) 0 0 0 0
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Performance Measures

i\erél.fgl Dnellc\:/ex (;% TOf d) Service Delivery 2014-15
varra omplete (% of Derby City Council Audit Plan Completed)

At the end of each month, Audit 100.0%
staff provide the Audit Manager
with an estimated percentage 90.0%
complete figure for each audit
assignment they have been 80.0% |
allocated. These figures are used
to calculate how much of each 70.0% | i
Partner organisation’s Audit Plans
have been completed to date 60.0% 1
and how much of the Partnership’s
overall Audit Plan has been 50.0% . i
completed.
Shown across is the estimated 40.0% I
percentage complete for Derby
City's 2014-15 Audit Plan (including 30.0% I
incomplete jobs brought forward
from the 2013-14 Audit Plan) atf the 20.0% i
end of the Audit Plan year.

10.0% =
The monthly target percentages
are derived from equal monthly 0.0% i | 1
divisions of an annual target of Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar
91% and do not take into account EPlan Completion Target | 7.6% | 152% @ 22.8% 303% | 37.9% 455% | 53.1% | 60.7% | 68.3% | 75.8% | 83.4% | 91.0%
any variances in the productive W Plan Actually Completed  8.4%  16.2% 23.4% 34.4% | 43.4% 51.9% | 583% | 66.3% | 73.0% | 783% | 82.8% | 89.4%
days available each month.
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Performance Measures

Productivity (Chargeable
Days as % of Days
Potentially Available for

Productivity (Chargeable Days as % of Days Potentially
Available for Audit)

Audit)

Audit staff record the time they
spend on audit assignments,

administration and management in 75.0%
our bespoke database. Every
minute worked is logged against an
appropriate code. This time is
analysed and compared to 70.0%
planned audit work

Time is analysed between
Productive and Non-productive
time. We aim to achieve atarget
productive rate of 71.1% for the
year. The average productive rate
for the year was 74.1%. 60.0%

65.0%

Productive %

The chart opposite shows how the
productivity of the tfeam has

fluctuated over the year.
55.0%

50.0%

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar

M Actual| 69.9% | 70.7% | 70.8% | 725% | 74.4% | 745% | 73.8% | 73.9% | 73.8% | 740% | 743% | 74.1%

MTarget| 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1% | 71.1%
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Customer Satisfaction Returns

The Audit Section sends out a customer satisfaction survey with the final audit report to obtain feedback on the performance of the auditor and
on how the audit was received. The survey consists of 11 questions which require grading from 1 to 5, where 1 is very poor and 5 is excellent.
Appendix A summarises the average score for each category from the 31responses received. The average score from the surveys was 50.7 out

of 55. The lowest score received from a survey was 29, while the highest was 55.

The overall responses are graded as either:

. Excellent (scores 46 to 55)
. Good(scores 38 to 46)

. (scores 29 to 37)

. Poor (scores 20 to 28)

. Very Poor (scores 11 fo 19)

Overall 26 of 31 responses categorised the audit service they received as excellent;another 4
responses categorised the audit as good and Tcategorised the audit as fair. There were no
overall responses that fell into thepoor or very poor categories.

Overall Customer Satisfaction 2014-15

Derby City - Customer
Satisfaction Returns

m Excellent

m Good
Fair

m Poor

m Very Poor

(&
ﬂ@ central midlands audit partnership

Page 11 of 14




C

s\ P central midlands audit partnership

Audit & Accounts Committee: 8thJuly 2015

Derby City Council — Internal Audit Annual Report 2014-15

Audit Recommendations

To help management schedule their efforts to implement our recommendations or their alternative solutions, we have risk assessed each

control weakness identified in our audits. For each recommendation a judgment was
made on the likelihood of the risk occurring and the potential impact if the risk was to
occur. From that risk assessment each recommendation has been given one of the
following ratings:

e Lowrrisk.

[ ) .

e Significant risk.

e Critical risk.
These ratings provide managers with an indication of the importance of recommendations
as perceived by Audit; they do not form part of the risk management process; nor do they
reflect the timeframe within which these recommendations can be addressed. These

matters are still for management to determine.A summary of recommendationsmade, by
directorate, for 2014-15 is shown in the tablebelow.

Audit Recommendations Made in 2014-15

50

45

40

35

30

25

20

15

Number of Recommendations

10

Chief Executives

Chidren and
Young People’s

Resources

Neighbourhoods

Adults, Health &
Housing

®Low Risk

15

0

46

30

0

uModerate Risk

5

10

®Significant Risk

0

2

u Critical Risk

0

0
0
0

0

7
1
0

0
0
0

Derby City -
Recommendation Risk
Ratings

m Low Risk

Moderate Risk
m Significant Risk
m Crifical Risk
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Recommendations Action Status

Internal Audit sends emails, automatically generated by our recommendations database, to officers responsible for action where their
recommendations’ action dates have been exceeded. We request an update on each recommendation’s implementation status, which is fed

back into the database, along with any revised implementation dates.

Each recommendation made by Internal Audit has been assigned one of the following Derby Cil-y =

“Action Status” categories as a result of our attempts to follow-up management's progress in . .

the implementation of agreed actions. The following explanations are provided in respect of Recommendation Action
each “Action Status” category: Sfd‘l'US

¢ Implemented= Audit has received assurances that the agreed actions have been
implemented.

. - . . B Implemented
e Being Implemented= Management is still committed to undertaking the agreed

actions, but they have yet to be completed. (This category should result in a revised mBeing Implemented
action date). Superseded
o Superseded= Audif has received information about changes to the system or processes m Accept Risk

that means that the original weaknesses no longer exist.

e Accept Risk =Management has decided to accept the risk that Audit has identified
and take no mitigating action. m Future Action

e Action Due= Audit have been unable to ascertain any progress information from the
responsible officer.

e Future Action =The recommendations haven't reached their agreed action date

Action Due

C
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Recommendations Action Status

A summary of the action statusof recommendations by directorate for 2014/15 is shown in the tablebelow.

Action Status of Recommendations Made in 2014-15
40
35
30
25
20
15
10
5
0 Child dy Adults, Health &
Chief Executives fiaren an ; oung Resources Neighbourhoods o~ ?a
People’s Housing
H Implemented 13 0 35 20 0
i Being Implemented 1 0 9 2 0
M Superseded 0 0 1 1 0
H Accept Risk 0 0 3 0 0
H Action Due 5 0 6 6 0
i Future Action 1 0 4 9 0
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