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Internal audit is the periodic independent review of a council’s internal controls resulting in an assurance report designed to improve the effectiveness and efficiency of the activities and operating procedures under the council’s control.  Managing the council’s internal controls should be a day-to-day function of the staff and management and not left for internal audit.

The council is required to take appropriate action on all matters raised in reports from internal and external audit and to respond to matters brought to its attention by internal and external audit. Failure to take appropriate action may lead to a qualified audit opinion.

To the Chair of the Council:

I met with Martin Field on 24th May to carry out the Internal Audit for 2018/19. I’d like to thank him for his time and assistance.
These are the matters raised in last year’s Internal Audit report – all have been correctly addressed this year, bar item e. below.
a. Bank Reconciliations. These are correctly presented to the Council at each meeting in accordance with the “Governance and Accountability for Smaller Authorities in England” (the Guide). Please see note 6 below.
b. VAT has now been reclaimed correctly for the years 2016/17 and 2017/18.

c. The Council, as an employer, is now correctly registered with the Pensions Regulator.
d. Transparency Code. The Council complied with the publication requirements of the Code in relation to the year-ended 31st March 2018. 

e. Equal Opportunities policy – this has not been completed. The Council is under a legal duty to comply with Equalities legislation, and a published policy would demonstrate compliance.

There are 7 issues to which I would draw your attention following the audit this year.

1. I have ticked “No” to item C on the Annual Internal Audit Report (AIAR) – Assessment of Risks. The Council has a Risk Assessment document (available on the website) which was last updated in 2011. The Council’s Financial Regulations (FR) state, in item 16.1, that “risk management arrangements shall be reviewed by the council at least annually”. The council should take steps to review and if necessary, update, its Risk assessment document in accordance with its Financial Regulations.
2. I have ticked “No” to item D on the AIAR. This relates specifically to two of the areas mentioned within this control objective. The most important relates to the appropriateness of the level of reserves. The Guide to accounting practices “Governance and Accountability for Smaller Authorities in England” states that “the generally accepted recommendation with regard to the appropriate minimum level of a Smaller Authority’s General Reserve is that this should be maintained at between three (3) and twelve (12) months Net Revenue Expenditure (NRE)” It goes on to define NRE as effectively the precept less any loan repayments and amounts for capital projects and transfers to earmarked reserves. The Council’s total cash at 31.3.19 amounted to £24,833. After removing the earmarked Mower Fund, this leaves over £19,000 in general reserves. This compares to a precept of £10,949 for 2018/19, and £11,864 for 2019/20. Cleary, the general reserves level is more than the 12 months recommended in the Guide. I would also comment that, as reported in the minutes of the meeting on 1.4.19 (minute 405.1), there were indications that 2018/19 saw an underspend of approximately £1,500 against the precept. This highlights the second point – the monitoring of progress of actual expenditure against budget. There is no evidence that such monitoring took place regularly. The Financial regulations require actual versus budgeted expenditure to be prepared for the Council at least quarterly (FR 4.8), and Standing orders (SO) require the same thing (SO 17.c). The Guide also refers to this control in sections 5.7-5.9. The Council should monitor these matters regularly, and such information, along with the recommendations re. the reserve levels, should be considered by the Council in its  approach to the precept.
3. I have ticked “No” to item K on the AIAR – certification as exempt from a limited assurance review. For the year ended 31.3.18, the Council met the criteria to certify itself as exempt from the external auditor’s limited assurance review, by dint of neither its income nor expenditure exceeding £25,000. However, the Council failed to complete the exemption form and send it to the external auditors. Advice is available from PKF Littlejohn as to the correct requirements to comply with the exemption rules, and this should be followed.
4. Asset Register – the register is up to date and accurate. It does contain a number of items valued at insurance valuation, and a number of items at a nominal £1. The Guide (5.60 and 5.61) allows these valuations, as opposed to the preferred historic cost, only where, for those valued at insurance valuation, the original historic cost is unknown, and for those valued at £1, where the asset has been brought under the Parish Council’s control as a community asset. The reasons behind these valuations should be ascertained as far as possible, although discussions with the Clerk suggest this may be difficult.
5. The minutes of the meeting on 7.1.19 revealed that two councillors had purchased two Remembrance Day wreathes and were to be reimbursed. There are two issues here. Firstly, the Council does not have specific power to purchase these items, other than perhaps through Section 137, which is required to be specifically minuted as such. It is good practice, and the Council’s FR’s state (para 10.5), that the powers used to make all purchases are noted in the minutes – this would help prevent such a recurrence. Secondly, the purchase of items by councillors is not permitted by the FR’s – items 6.3, 6.20, and 10.4 may apply. That said, the value of the items in question amounted to £35.50, and the minutes reveal no other instances of this practice.
6. Bank Reconciliations. The Guide (5.25) recommends that the Chair sign off the reconciliation(s) at each meeting to demonstrate that it has been reviewed and agreed.

7. Deeds. I am assured these are held separately, and an inspection of such items is referred to in the minutes of the meeting on 14.5.18. I would recommend these are retrieved and held by the Clerk.

I am required to explain why I have ticked “Not covered” on the AIAR. Firstly Petty Cash – quite simply, the Council does not operate a Petty Cash system. Secondly, Trust Funds – the Council does not act as a trustee.
I have tested all the Internal Control Objectives I am required to consider, and in all significant respects, the objectives have been met, except where I have explained otherwise, and I have therefore completed the Internal Audit Report section of the Annual Governance and Accountability Return accordingly.
This report is based on the evidence made available to me. It would be incorrect to view internal audit as the detailed inspection of all records and transactions of a council in order to detect error or fraud.  Consequently the report is limited to those matters set out.
Yours sincerely
Stuart McDonald
Internal Auditor to the Council
07595 466133
sm9999@hotmail.co.uk
The figures submitted in the Annual Governance and Accountability Return are:

	
	Year ending
31 March 2018
	Year ending
31 March 2019

	1. Balances brought forward
	29699
	19975

	2. Annual precept
	9699
	10949

	3. Total other receipts
	4626
	3321

	4. Staff costs
	2038
	2495

	5. Loan interest/capital repayments
	nil
	nil

	6. Total other payments
	22011
	6917

	7. Balances carried forward
	19975
	24833

	8. Total cash and investments
	19975
	24833

	9. Total fixed assets and long term assets
	48497
	48497

	10. Total borrowings
	nil
	nil


The proper practices referred to in Accounts and Audit Regulations are set out in Governance and Accountability for Smaller Authorities in England (2018).  It is a guide to the accounting practices to be followed by local councils, and sets out the appropriate standard of financial reporting to be followed. 
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