
SECTION 4 : ANNUAL STATEMENT OF ASSURANCE 2002/03

Effectiveness Of The City Council’s Systems Of Internal Financial Control 

In accordance with the Accounts and Audit Regulations 2003 (regulation 4), the Director of Corporate Services is required to complete a statement on the effectiveness of the system of internal financial control.

The City Council is responsible for ensuring that financial management is adequate and effective and that a sound system of internal control is in place, these systems are reviewed annually and an assurance statement on the degree of their effectiveness is included in its Statement of Accounts.
Any system of internal financial control can provide only reasonable and not absolute assurance that assets are safeguarded, that transactions are authorised and properly recorded, and that material errors or irregularities are either prevented or would be detected within a timely period.

The system of internal financial control is based on a framework of regular management information, financial regulations, administrative procedures (including segregation of duties), management supervision and a system of delegation and accountability. Managers within the City Council undertake development and maintenance of the system. In particular the system includes: -
· Comprehensive budgeting systems;

· Regular reviews of periodic and annual financial reports which indicate financial performance against the forecasts;

· Setting targets to measure financial and other performance;

· The preparation of regular financial reports which indicate actual expenditure against forecasts;

· Clearly defined capital expenditure guidelines; and

· As appropriate, formal project management disciplines.

The Internal Audit Section of the Business Risk & Control Unit (BRC) provides Internal Audit services to the City Council. The Unit operates an innovative Risk Based audit methodology. It also provides specialist Computer, Contracts and Energy Audit functions. 
Internal Audit’s role and standards in local government are defined in CIPFA’s Code Of Practice for Internal Audit in Local Government 2000 (as amended by draft code 2003). Internal auditors may also follow the Institute of Internal Auditors Standards and Guidelines for the Professional Practice of Internal Auditing. The standards cover internal audit’s role, objectivity, scope, planning, review, and standards of evidence, organisation, and its relationships with its clients.

The Institute of Internal Auditors has developed the following definition, reflecting developments in corporate governance and, therefore, the need to give assurances on the overall risks and control environment.

“Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organisation’s operations. It helps an organisation accomplish its objectives by bringing in a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control and governance processes.”
This wider definition of Internal Audit takes account of the requirements under the 2002 Local Authority SORP and the CIPFA/SOLACE Framework to provide assurance on the adequacy of both financial and operational systems of internal control. 

The City Council is required to maintain an efficient and effective internal audit function and to this end the Head of BRC reports all audit activity to members of the Audit Committee.  Audit reports are also circulated to the Chief Executive, the relevant service Lead Member and service Director. The Head of BRC also provides an independent opinion on the adequacy and effectiveness of the overall systems of internal control based on the work undertaken during that planning period.

The main source of assurance on financial systems is gained from the systems based reviews and compliance testing undertaken by Internal and external Audit under the “Managed Audit” arrangements.

On the basis of the systems reviewed and reported on by Internal Audit during the year, it is felt that the overall financial control environment is of a satisfactory standard. 

Most of the major financial systems, such as Council Tax, Housing Benefits, NNDR, Income Collection and Treasury Management were found to be well controlled. 

A number of areas requiring improvement were identified during the 2001/2002 planning period relating to the newly introduced major financial systems. These areas were revisited during 2002/2003 and significant improvements to controls were noted. 

A number of these areas related to the Payroll system. Some improvements to controls within payroll were made during the year as a result of recommendations made in audit reports, but further improvements are still required. Some outstanding Audit recommendations were implemented after the end of the financial year.

Considerable improvements have been made in a number of areas, which have previously been problematic, such as taxation and VAT.

There were some concerns during the year relating to account reconciliation in relation to the timeliness of reconciliations and the absence of detailed procedural notes. These are, however, issues of which management was aware, and which have been discussed at length with both Internal Audit and the Audit Commission. Considerable improvements to procedures have been made particularly with the timeliness of reconciliations.  Progress in this area will continue to be monitored by both Internal and external Audit.

Effectiveness Of The City Council’s Overall Control Environment

The work of Internal Audit does not focus solely on financial controls. The majority of the annual work plan is concerned with providing assurance that operational risks are effectively managed, to ensure quality services are delivered to Salford residents. 

In attempting to give an overall opinion of the control environment pertaining to 2002/2003 it is important to stress the dangers of such an approach. Internal Audit review a variety of systems throughout the year, which forms only a selection of the systems reviewed during the four year Strategic Plan period. Therefore, whilst any opinion given will be largely based on objective criteria, there will inevitably be some element of subjectivity in the final analysis.

Audit reviews undertaken in areas of a high operational risk within a number of directorates found a good understanding of risk and risk mitigation, with many processes being well controlled. The control environment has improved considerably with many examples of good practice being identified. 

Controls within many operational areas were generally satisfactory or good. Many of the reviews undertaken during the year, whilst identifying some weaknesses and making recommendations for possible improvement, have not identified any areas of major concern.  Some areas reviewed were found to be particularly well controlled, with only minor recommendations being required to further enhance the control environment.

On the basis of all the systems reviewed and reported on by Internal Audit during the year, it is felt that the overall financial, operational and strategic control environment is of a satisfactory standard. 

The control environment in many areas reviewed shows an improvement on the previous year, in consolidating the satisfactory position.

Effectiveness Of The City Council’s Corporate Governance Arrangements

The City Council is responsible for ensuring that its business is conducted in accordance with the law and proper standards, that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively. In discharging this accountability Members and senior officers are responsible for putting in place proper arrangements for the governance of the City Council’s affairs and the stewardship of the resources at its disposal. 

The City Council has approved and adopted a code of corporate governance which is consistent with the principles and reflects the requirements of the CIPFA/SOLACE Framework “Corporate Governance in Local Government: A Keystone for Community Governance.” 

The City Council has already made considerable progress to ensure that the appropriate management and reporting arrangements are in place to satisfy it that its approach to corporate governance is both adequate and effective in practice. 

The Head of BRC has a key role in helping to embed risk management procedures within the City Council’s directorates.

The Business Assurance Manager, who has day-to-day responsibility for management of the Internal Audit Team, has a responsibility to review independently and report to the Audit Committee annually, to provide assurance on the adequacy and effectiveness of the code and the extent of compliance with it. 

The Audit Commission has recently undertaken a follow-up review of Corporate Governance and concluded that The Council have made good progress over the last year in developing and implementing a risk management framework, but there is some challenging work to do to roll out and embed the process across the organisation.

Achievements to date include: -

· A corporate strategic risk register has been compiled and agreed by Directors and Cabinet.

· Risk management has been the subject of reports to Cabinet and to the Quality and Performance Scrutiny Committee.

· Initial training has been provided for elected members, although take up was limited.

· A system, which provides Directors with quarterly updates on risk management, has been introduced.

· A risk management strategy and toolkit have been developed.

· Departmental workshops to identify risks and controls have taken place in some Departments and are planned for others.

The progress made has put a robust risk management framework in place and the challenge now is to move from policy and theory into practice, developing a culture where risk management informs decision making and all aspects of management.

Signed

John Willis               

Chief Executive City of Salford 

Councillor W Hinds


Lead Member Corporate Services


Alan Westwood

Director of Corporate Services



3rd August 2003

PAGE  
15

