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Introduction & Overview 

Purpose of this report 

1. This document sets out the council’s Internal Audit Strategy and Annual Audit Plan 
for the year 2011/12.

2. The council’s internal audit function is provided by Audit & Business Risk, part of 
the Finance Unit, together with our ‘Internal Audit Partner’ Deloitte.  The updated 
Internal Audit Terms of Reference are attached at Appendix B. 

3. Internal Audit supports and contributes to the achievement of the council’s 
priorities and in particular, better use of public money.  Also the Finance Unit’s 
Objectives, to drive better value for money by transforming our services and 
supporting other services in their transformation and to ensure effective 
governance and management of resources within the council.

4. Our strategic vision is to continually add value at corporate, departmental and 
service level by working with management to review and improve internal control, 
risk management, corporate governance and the achievement of value for money.   
Our service is customer focussed and our approach and performance standards 
support this. 

5. We continue to innovate and adopt new approaches to ensure that the council 
receives an efficient and effective internal audit service that adds value.   This 
includes the introduction of continuous auditing and data mining to deliver 
efficiency savings and safeguard the council from fraud whilst enhancing customer 
satisfaction.

6. The purpose of the Internal Audit Strategy and Annual Audit Plan is to: 

  Ensure effective audit coverage and a mechanism to provide independent 
and objective overall assurance in particular to Members, Strategic 
Leadership Board (SLB) and the Corporate Management Team (CMT); 

  Optimise the use of audit resources available, given that they are limited; 
  Identify the key risks facing the council to achieving its objectives and 

determine the corresponding level of audit resources; 
  Add value and support senior management in providing effective control and 

identifying opportunities for improving value for money; 
  Support the Director of Finance in fulfilling obligations as the Council’s 

nominated Section 151 Officer; and 
  Deliver an internal audit service that meets the requirements of the Accounts 

& Audit Regulations 2003, as amended 2006. 
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Providing Assurance 

7. The Internal Audit Strategy and Plan is aimed primarily at providing ongoing and 
annual assurance to the Council to provide confidence to its stakeholders.  This is 
layered in order to achieve a more focussed and targeted assurance across a 
wide range of the council’s systems and activities.  The layers of assurance are 
spread across the thematic reviews and a mix of corporate, specialist, service and 
continuous audit reviews. 

 
 

Key Core Deliverables for 2011/12 
 
The Annual Audit Plan is expected to cover core deliverables as follows: 

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

  Delivery of the Annual Audit Plan in particular high risk audit reviews; 

  To be responsive to transformational change and service demands; 

  To continue to meet the requirements of the council’s external auditors; 

  To continue to develop our partnership working relationships; 

  To further embed integration of internal audit work with governance and managing 
risk to produce a clearly co-ordinated risk-based approach to the audit of 
business/operational systems across the council; 

  To ensure agreed management actions to audit recommendations made are fully 
implemented, in particular the high priority ones; 

  To deliver the statutory requirements of the Accounts and Audit Regulations 2003, 
as amended 2006; 

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

  To provide an effective reactive corporate counter fraud service in accordance with 
the council’s Counter Fraud Strategy and maximise financial recovery; 

  Continue to be proactive in counter fraud including delivery of a comprehensive 
fraud awareness training programme to assist managers and staff in the prevention 
and detection of fraud and irregularities; 
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  To continue to develop our role and work closely with the Audit Committee; and 

  To significantly contribute and support the councils Value for Money Programme. In 
particular by ensuring our audit work is focussed on effective change and delivery of 
service improvements. 

 
 

The Role and Purpose of Internal Audit in the Council 
 
8. The statutory basis for internal audit in local government is provided in the 

Accounts and Audit Regulations 2003. as amended 2006 which states that a local 
authority shall maintain an adequate and effective system of internal audit of its 
accounting records and of its system of internal control in accordance with proper 
practice.  The Council has recognised this statutory requirement in its financial 
regulations. 

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

10. The standards for ‘proper practice’ in relation to internal audit are laid down in 
CIPFA’s Code of Practice for Internal Audit in Local Government (Updated in 
2006).   We continually ensure compliance with these professional standards and 
reflected in our terms of reference contained in our Terms of Reference, shown at 
Appendix B. 

11. The standard and quality of internal audit is principally scrutinised in three ways: 

  An  annual review of the effectiveness of internal audit required by the Accounts 
& Audit Regulations 2003, as amended 2006 reported to the Audit Committee 

  The external auditor seeks to place reliance upon the quality and standard of 
work our work through principally the ‘managed audit’ process and reports this to 
the Council in the annual audit and inspection letter 

  Customer feedback and perceptions 
 
 

Protocol for Audit Reviews 
 
12. For each audit review carried out, the responsible Head of Service, Lead 

Commissioner or Director  (Lead Client) and Service Manager will be consulted in 
the scoping to ensure appropriately focussed on current key perceived risks and 
issues.    Terms of reference will be produced for each audit review and agreed to 
ensure the scope, objectives, approach, timetable are understood and agreed. 
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13. Draft internal audit reports will be issued for discussion with the appropriate levels 
of management and normally set-out in the terms of reference.

14. Final internal audit reports will be issued after the agreement of draft reports and 
contain completed management actions plans that will identify those responsible 
for implementation and timescales.  The final reports will always be issued to the 
‘Lead Client’ responsible for the area reviewed. 

15. Agreed actions or recommendations will be followed-up, depending on their 
priority but this will usually be between three to six months from the issue of the 
final.  A report will be completed and distributed in line with the final report. 

 

Key Issues and Priority Areas for 2011/12 
 
16. Having regard to the current risk profile of the council, the following areas have 

been identified as key issues and priority areas of our work for 2011/12: 

Governance Arrangements 

17. The council’s governance framework covers all aspects of its business, including 
risk management, internal control and ethical standards.  We have a key role to 
play in assessing the effectiveness of governance arrangements by comparison 
with principles contained in the CIPFA/SOLACE Governance Framework 
(Delivering Good Governance in Local Government, 2007).  A number of audits 
will support this assessment and will take account of the emerging governance 
arrangements as the council implements its new operating model.  The statutory 
Annual Governance Statement will be produced in June, approved by the Audit 
Committee and signed by the Leader and Chief Executive. 

Intelligent Commissioning

18. The move to an intelligent commissioning operating model results in significant 
changes to the council’s governance and control framework.  The Annual Audit 
Plan contains reviews that will support and inform the change.  Examples of 
review include Performance Compacts & Business Planning, Data Quality, Budget 
Management and Third Sector Contracts.

Key Financial Systems 

19. The effectiveness of controls and management of risks within key financial 
systems remains a core part of our audit work.  This work is important in providing 
annual assurance to the council and to meet the requirements of the Audit 
Commission.  We continue to develop our audit approach to give greater 
assurance and ensuring it meets the Audit Commission’s standards for a ‘Key 
Financial Audit’ 
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Business Transformation and Value for Money  

20. With the significant financial challenges facing the public sector, the council 
continuous to deliver a major Value for Money programme for the transformation 
of services and into Phase 3 for 2011/12.  Our Annual Audit Plan will be flexible 
enough to respond to emerging issues and risks from change. 

21. Value for money (VFM) will continue to be an integral part of our risk based audit 
approach, in particular being alert to opportunities and ensure reporting in issues 
raised and agreed management actions from audit recommendations.  In addition 
we will support VFM projects, considering changes to the control environment and 
risk exposure, provide assurance on programme management and realisation of 
benefits.

Risk Management 

22. We will assess the council’s risk management arrangements, including risk 
management strategy, adequacy of strategic and operational risk registers, risk 
reporting and the extent it is embedded. 

ICT and Information Governance 

23. Information technology is fundamental to the delivery of the council’s services and 
an area of rapid change.      Due to this high risk to the council, providing 
assurance on the adequacy of systems and controls is a key part of our Annual 
Audit Plan.   Our work recognises the pace of change and adoption of new 
information technology and as such will be well informed to focus our resources on 
areas of highest risk and benefit. 

Partnerships

24. The council is increasingly operating and delivering services jointly through 
partnerships.  This also brings risks and opportunities to the council and the 
delivery of services.  We will continue to review key partnerships and also work 
with auditors from partner organisations for effective coverage and providing 
assurance.

25. A key area of our work on partnerships in 2011/12 will be on the upcoming 
changes to the NHS and its impact on the council.  Specific examples include the 
emergence of GP Consortia and changes in responsibility for Public Health. 

Contracts, Procurement and Major Projects 

26. Changing approaches to procurement and contract management are a key part of 
delivering improved services.   This also brings additional inherent risks that need 
to be managed.   Major projects also represent a high risk to the council in terms 
corporate importance and resources.  Our audit work will continue to focus on 
embedding risk management and controls.
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External Audit 

27. We work closely with the council’s external auditors (currently the Audit 
Commission) to minimise duplication and maximise the benefits the council 
receives from total audit resources.   We will continue to ensure full reliance is 
placed on our work and continue to maximise opportunities for minimising the 
external audit fee. 

Counter Fraud

28. We have a lead responsibility for corporate counter fraud and will continue to 
review and develop the robustness of the council’s arrangements.  We will 
continue to work closely, internally with other services involved in investigating 
fraud and externally with other anti-fraud agencies, Police and the Audit 
Commission.

29. A recent annual report by the National Fraud Authority gave a headline figure for 
indicative loss from fraud to the UK economy as £38.4B for 2011.  For local 
government this was reported as £2.1B, an increase from £684M for 2011.  In 
response to these headline figures, we have increased our counter fraud 
coverage, in particular proactive work to safeguard the council.  The days 
allocated to the Counter Fraud Programme has increased by 27% from 2010/11. 

Implementation of Agreed Audit Recommendations  

30. At the end of each audit review, an audit report will be produced containing agreed 
management actions to audit recommendations made.  We will ensure these 
agreed actions to audit recommendations are fully implemented to ensure 
improvements to the council’s control environment and value for money.  We will 
follow-up on all high priority audit recommendations and the majority of medium 
priority ones.  This will confirm from officers responsible for implementation that 
required actions have taken place 

31. During 2011/12 we will be utilising a new action tracking module of our Audit 
Management System to improve efficiency over monitoring and reporting on 
implementation.

 
 

Developing the Annual Audit Plan 2011/12 
 
32. The methodology used for developing the Annual Audit Plan focuses upon the 

quantification of the risks associated with achieving corporate and departmental 
objectives.  Auditable areas have been selected and prioritised on a rational and 
objective basis following a systematic assessment using the following predictive 
factors:
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  Control and previous assurance; 
  Corporate importance including criticality to the achievement of priorities, 

legislative and regulatory impact; 
  Materiality; 
  Value for money and service delivery; and 
  Corporate sensitivity and management concern. 

33. The predictive factors are used to determine a risk rating of high, medium or low to 
reflect the inherent risk or vulnerability.   We ensure our coverage is proportionate 
and appropriately aligned and therefore currently only medium and high priority 
risk reviews are included in the Annual Audit Plan.  All low priority review areas are 
reassessed on an annual basis. 

34. Based on past experience and good practice, the Annual Audit Plan includes a 
contingency for unplanned work requirements to ensure we are able to respond to 
changing needs and demands. 

 
35. Our internal audit planning is linked to the council’s business planning and risk 

management process.   This will continue with the new Performance and Risk 
Management Framework.

36. The Annual Audit Plan will be indicative and it is inevitable that changes will be 
made during the year as the risk profile of the City Council changes.  This will be 
achieved through ongoing review and amendment, in consultation with the 
relevant lead clients and service managers to reflect the changing needs of the 
council and to add maximum value.

37. The Audit Committee will be kept informed of progress against the Annual Audit 
Plan and agree any significant changes during the year. 

 
 

Relationships with other Assurance Providers 

38. In formulating the Annual Audit Plan, consideration has been given to the work of 
other assurance providers, both internal and external.  Examples include: 

  Operational managers identifying,  managing risks and improvement actions; 

  Oversight functions such as Financial Services, Strategic Procurement, Legal, 
Performance and Health & Safety 

  Independent assurance providers such as external audit, inspectors and internal 
auditors of the partner organisations such as NHS. 
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Internal Audit Resources and Skills Required 
 
39. In order to achieve the Annual Audit Plan, the appropriate level of resources is 

made available to Audit & Business Risk and includes the required mix of skills, 
experience and specialisms required.   This includes general audit skills in respect 
of systems and internal control reviews and appropriate coverage in specialist 
areas such as ICT, contract audit and counter fraud. 

40. The Annual Audit Plan is resourced by calculating the number of productive days 
available within the Internal Audit Team supplemented by Deloitte LLP our Internal 
Audit Partner.  The Internal Audit Team’s establishment for 2011/12 11.2 FTEs 
comprising the Head of Audit and Business Risk (proportion), Audit Manager, 
Principal Auditors and Auditors.  The projected productive internal audit days 
available for 2011/12 are 1,840 that include the counter fraud programme.  This 
represents a reduction of 7% from 2010/11. 

41. Our professional judgement has been applied in assessing the level of resource 
required to deliver the Annual Audit Plan.  The level of resource applied is a 
product of: 

  The complexity of the areas to be reviewed; 

  Factors such as number of locations, number and frequency of transactions; 
and

  Assurance that can be brought forward from previous audits and other internal 
and external reviews carried out. 

42. Staff development needs are continually assessed to ensure we maintain the level 
and mix of skills required to deliver a highly professional and added value internal 
audit service 

Annual Audit Plan 2011/12 

43. Appendix A shows the detailed Annual Audit Plan and provides a brief summary of 
each review under thematic areas.  The plan also shows the significance of each 
review in terms of risk (high, medium and low) and where relevant, cross 
referenced to the council’s corporate risks. The allocation of the 1,840 audit days  
is summarised in Table 1 below together with the number of specific audit reviews. 

44. The Counter Fraud Programme is included in the plan and includes both pro-
active and reactive audit work.

45. Contingency has been provided for unplanned work reactive work.  This will be 
used to respond to emerging issues, risks and to have the capacity to respond to 
requests from senior managers.
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Table 1 – Summary of  Annual Audit Plan 2011/12 

Thematic Area Number of 
Specific Reviews 

Audit Days 

Corporate Governance Arrangements 9 127

Corporate Cross Cutting Audits 14 189

Fundamental and Key Financial 
Systems

11 184

Procurement & Contract Management 9 108

Information Technology 14 179

Service Specific 32 330

Counter Fraud Programme 9 325

Corporate Support - 135

Grants - 50

Other Direct Audit Activity - 213

Totals 98 1840

46. The Annual Audit Plan includes the quarter when the audit review is planned to be 
undertaken.  Wherever possible this has been agreed with management during 
the planning process.   There is however flexibility to respond for example to 
pressures on services audited and audit resource availability. 

47. In addition to the Audit Committee receiving regular progress reports against the 
plan, Corporate Management Team Members will be provided with progress 
reports as necessary through the year summarising the outcome of reviews and 
other audit work for the quarter and planned for the quarter ahead.   The Head of 
Audit & Business Risk and/or Audit Manager will also attend Management Team  
meetings as required, to discuss audit coverage and outcomes. 

 

Our Performance Management 
 
48. To achieve planned coverage, deliver a high standard of customer care and 

demonstrate effectiveness of the service, we have well established performance 
targets based on best professional practice and easily comparable with other 
organisations.

49. Performance indicators and targets are shown at Appendix C for six aspects of our 
service:

  Cost and quality of input; 
  Productivity and process efficiency; 
  Quality of output; 
  Compliance with professional standards; 
  Outcomes and degree of influence; and 
  Our Staff. 
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50. We will ensure continuous improvement of the Internal Audit Service and adopt 

new approaches.  It is regularly benchmarked with both other public and private 
sector providers to ensure efficient, effective and competitive. 
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 Appendix B 

Terms of Reference for the provision of  
Internal Audit Services

1. Purpose 

1.1 The Terms of Reference is for the provision of Internal Audit Service within 
Brighton & Hove City Council.  It is reviewed and approved on an annual basis to 
ensure that current needs are met. 

2. Role and Function 

2.1 Internal audit is an assurance function that primarily provides an independent and 
objective opinion and adds value to the council on the control environment by 
evaluating its effectiveness in achieving the organisation’s objectives.  It 
objectively examines, evaluates and reports on the adequacy of the control 
environment as a contribution to the proper, economic, efficient and effective use 
of resources.    The service is delivered by Audit & Business Risk within the 
Finance Unit. 

2.2 The control environment comprises the systems of governance, risk management 
and internal control. 

3.          Reporting Lines & Relationships 

3.1 Audit & Business Risk provide the council’s internal audit function and are part of 
the Finance Unit.  The Head of Audit & Business Risk reports functionally to the 
Chief Executive, Director of Finance (Section 151 Officer), other Strategic 
Directors and members of the Audit Committee.  Administratively the Head of 
Audit & Business Risk also reports to the Director of Finance.

3.1 The Audit Committee is responsible for approving the Internal Audit Strategy and 
Annual Audit Plan.    The Head of Audit & Business Risk reports regularly to the 
Audit Committee on progress against the Annual Audit Plan and key issues 
arising.

4. Independence and Accountability 

4.1 Internal Audit will remain sufficiently independent of the activities that it audits to 
enable auditors to perform their duties in a manner, which facilitates impartial and 
effective professional judgements and recommendations.  Internal auditors have 
no operational responsibility.

4.2 Internal Audit is involved in the determination of its priorities in consultation with 
those charged with governance.  Internal Audit has unrestricted access to officers, 
members, council records and to report in its own name.
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4.3 The existence of an internal audit function within the council does not diminish the 
responsibility of management to establish systems of internal control to ensure 
that activities are conducted in a secure, efficient and well ordered manner. 

5. Statutory Role 

5.1 Internal auditing is provided as a statutory service in the context of the Accounts & 
Audit Regulations 2003, as amended 2006, which states that a relevant body shall 
maintain an adequate and effective system of internal audit of its accounting 
systems and its system of internal control in accordance with the proper Internal 
audit practices. 

5.2 The statutory role is recognised and endorsed within the council’s Financial 
Regulations, which provides the authority for unlimited access to officers, 
Members, documents and records and to require information and explanation 
necessary.

6. Consultancy and Advisory Role 

6.1 Audit & Business Risk also perform a consultancy or advisory role on an ad hoc 
basis or as part of the Annual Audit Plan, as commissioned by management.   
Reports from this type of work contain findings and recommendations particularly 
to add value to the council’s services in achieving value for money in its use of 
resources.  Any consultancy and advisory work carried out shall not jeopardise the 
Internal Audit independence. 

7. Internal Audit Standards 

7.1 There is a statutory requirement for Audit & Business Risk to work in accordance 
with the ‘proper audit practices’.  These are effectively the CIPFA Code of Practice 
for Internal Audit in Local Government that accompanies the Accounts & Audit 
Regulations 2003 (as amended 2006). 

8. Internal audit Scope 

8.1 The scope for Audit & Business Risk is ‘the control environment comprising risk 
management, control and governance’. This means that the scope of Audit & 
Business Risk includes all of the council’s operations, resources, services and 
responsibilities in relation to associated partner organisations.   The priorities for 
Audit & Business Risk will be determined by a process of risk assessment. 

9 Internal Audit Skills and Resources 

9.1 Audit & Business Risk will ensure as far as possible that it appropriately staffed in 
terms of numbers, skills and experience.  The Head of Audit & Business Risk is 
responsible for appointing of staff and will ensure these are made in order to 
achieve the appropriate mix of qualifications, experience and skills. 
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9.2 The Head of Audit & Business Risk is responsible for ensuring that the resources 
of Audit & Business Risk are sufficient to meet its responsibilities and achieve its 
objectives.  If a situation arose whereby he concluded that resources were 
insufficient, he must formally report this to the Director of Finance (Section 151 
Officer) and the Audit Committee. 

9.3 Where necessary to provide an adequate, effective and professional service the 
Head of Audit & Business Risk will outsource internal audit work to supplement 
internal resources but will ensure quality is not compromised. 

9.4 If Internal auditors are appointed from operational roles elsewhere within the 
council, they do not undertake an audit in that area directly within one year unless 
by prior agreement. 

9.5 In line with the CIPFA Statement on the Role of the Head of Internal Audit (2010), 
the Head of Audit & Business Risk is a professional qualified CIPFA Accountant.  
In additional there is a high mix of professionally qualified staff throughout the 
Internal Audit Team to meet delivery requirements of the service. 

10. Fraud and Corruption 

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

10.2 The Head of Audit & Business Risk has lead responsibility for corporate counter 
fraud activities including proactive initiatives, maintaining and developing an 
effective framework, and advising management. 

11. Reporting Accountabilities 

11.1 The majority of audit reviews include a formal audit report being produced and 
issued to management.  The primary purpose of the audit report is: 

  To provide an opinion on the effectiveness of the control framework 
operating for the mitigation of risks; 

  To make practical audit recommendations and agree management 
actions;

  To prompt management action to implement audit recommendations for 
change leading to improvements in control and where applicable value for 
money and performance; and

  To provide a formal record of points arising from an audit review and 
agreement with management. 

11.2 Management are expected to implement all agreed recommendations within a 
reasonable timeframe.  Each internal audit will be followed up normally within six 
months of issue, in order to ascertain whether agreed actions have been 
implemented effectively. 
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11.3 The Head of Audit & Business Risk reports regularly to the Audit Committee on 
progress made against the Annual Audit Plan and the summarised outcomes of 
individual audits. 

11.4 The Head of Audit & Business Risk provides an Annual Internal Audit Report to 
the Audit Committee that includes an opinion on the adequacy and effectiveness 
of the control environment. 

12.  Responsibilities 

12.1 In meeting its responsibilities, the activities of Audit & Business Risk will be 
conducted in accordance with the council’s objectives, established policies and 
procedures.  In addition, internal auditors comply with the Code of Practice for 
Internal Audit in Local Government (CIPFA). 

12.2 Audit & Business Risk will co-ordinate effectively with the Audit Commission (as 
the council’s appointed external auditors) for optimal audit coverage   and to 
ensure that appropriate reliance can be placed on internal audit work. 

12.3 Audit & Business Risk will work the internal audit functions of the council’s partner 
organisations to ensure the robustness of controls and risk management 
arrangements, to protect the council’s interests. 
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Appendix C 

 

Service Performance Targets 
 

Aspect of Service Performance Indicators Target 
Cost and Quality 
of Input 

 Service costs  

 Productive/direct  time as % of total time 

 Within budget 

 71% 
 

Productivity and 
Process
Efficiency

 Achievement of annual plan by 30th April 
2012 (%) 

 Issue of draft report after completion of 
fieldwork 

 Client responses received to draft audit 
reports from issue 

 Issue of final report after agreement with 
client of draft 

 Time between start of audit (entry 
meeting) and exit meeting 

 
 

 Audit reviews delivered within budgeted 
time 

 

 100% 
 

 Within 10 Days 
 

 Within 15 Days 

 Within 10 Days 
 

 Days not 
exceeding 3 X 
total planned time 
for audit review  

 100% 

Quality of Output  Client satisfaction levels (including added 
value from audit recommendations), 
source customer satisfaction 
questionnaires 

 External audit reliance on work of 
internal audit 

 

 90% of scores 
within good to 
very good 

 

 Reliance placed 

Compliance with 
Professional
Standards

 CIPFA Code of Practice for Internal 
Audit in Local Government (2006) 

 
 

 100% compliant   

Outcomes and 
degree of 
influence

 Implementation of agreed 
recommendations  

 
 

 98% of High 
Priority 
Recommendation 

 85% of Medium 
Priority 
Recommendations 
 

Our Staff  Professionally Qualified and Undertaking 
CPD 

 Annual Training & Development Received 
(Minimum) 

 80% 

 5 Days 
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