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1.  Executive summary

1.1 The Audit Committee is invited to consider and comment on this annual internal audit plan for Lancashire County Council. It is intended to provide the assurance that the chief executive and leader of the council need that the risks to the council's objectives are being adequately and effectively controlled.  
1.2 The principles on which it has been developed, and the corporate issues in particular, were discussed with the Executive Leadership Team on 25 February 2009. Elements of the plan directed at specific services have been discussed with executive directors and their senior management teams, and corporate systems have been discussed with individual system owners as well as with the Executive Director for Resources.

1.3 The plan amounts to a total resource input to Lancashire County Council of 3,300 audit days.  It is possible that additional audit resources may be available, but provisions have been made for sickness and unanticipated staff turnover on the basis of previous experience.

1.4 The council provides a wide range of services across the county and its senior management teams will be aware both of the risks to achieving their service objectives and the risks inherent in their work. Each of these risks is managed by a set of controls designed to reduce the risk to an acceptable level and intended to operate effectively and consistently in practice. Likewise there are a number of corporate objectives and activities that transcend individual directorates, that bring their own risks and which are similarly subject to control.
1.5 The Audit Committee, and ultimately the council, needs assurance that these controls have been adequately designed and are operating effectively in practice. In due course the chief executive and the leader of the council will jointly sign an annual governance statement which will refer to the effectiveness of both the system of internal audit and the system of internal control.
1.6 The assurance needed to make this statement is available from a variety of sources including external regulators, but also from the council's audit service. To avoid duplication with other assurance providers and ensure that we maximise resources, we need to understand this framework of assurance; where assurance is required but not otherwise available, the audit service may provide it, and this forms our annual audit plan.

1.7 The plan recognises and aims to provide assurance over the following controls:

1 Corporate, or common, controls: These are the controls that under-pin the council's work whatever service is being provided and in whatever service or directorate. They that manage the risks of its day to day operations that are operated in common across the whole organisation.
2 Cross-cutting controls: These controls manage the risks arising from the council's over-arching business objectives that cut across all service areas.
3 Service-specific controls: The controls designed to manage the risks arising in individual service areas.

1.8 These form the building blocks of our audit plan, and can be illustrated as shown below.
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2. Background
2.1 The current legislative framework, as interpreted by the relevant professional bodies, sets out a requirement for the internal audit service to ensure that assurance is provided over the operation of the council's key controls, and to gain an understanding of the various sources of assurance available to the council.
The requirement for assurance over the operation of key controls

2.2 The plan is intended to provide assurance to the chief executive and the leader of the council who are jointly required to sign an annual governance statement which is published with the financial statements.  The Audit Committee is required by its terms of reference to advise the council on its strategic processes for risk management, internal control and governance.
2.3 Regulation 4 of the Accounts and Audit (Amendment) (England) Regulations 2006 requires the council to conduct a review at least once a year of the effectiveness of its system of internal control and to prepare a statement of internal control in accordance with proper practices. CIPFA and SOLACE have jointly determined that the preparation and publication of an annual governance statement, published with the financial statements, is necessary to meet this statutory requirement (although the scope of the governance statement is wide, incorporating consideration of internal control and risk management as well as other aspects of governance).

2.4 The responsibility for implementing, maintaining and reviewing the system of internal control clearly rests with the council, but the process by which the effectiveness of its system of internal control is reviewed includes obtaining assurances on the effectiveness of key controls. In practice, these assurances will be substantially drawn from the work of internal audit.

The framework of assurance

2.5 Regulation 6 of the Accounts and Audit (Amendment) (England) Regulations 2006 also refers to a new concept; the system of internal audit. This has recently been defined by CIPFA's Audit Panel as the whole framework of available assurance that mirrors the framework of internal control, and is explicitly wider than the assurance available solely from the internal audit service.
2.6 The framework of assurance will derive from a variety of sources, but it is expected that the audit service will be in a position to take a holistic view of the assurance available as a whole.
3. Deployment of audit resources
3.1 The plan is stated in terms of days input, and this has been estimated as accurately as possible. However neither the resources available nor the exact time that will be taken for any single piece of audit work is capable of exact estimation at this stage. The plan therefore represents only a best estimate of the audit resources and the ways in which they will be deployed.

3.2 The planned overall deployment of audit resources on the council's internal audit service is as follows:
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3.3 A fuller breakdown of the plan by control system is shown overleaf and each of the separate elements of the audit plan for the Authority is explained in more detail on the pages below.
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4. Controls over cross-cutting risks
4.1 There are a small number of areas that cut across all the work of the council and that should always form a part of the audit plan; governance and risk management in particular.  

4.2 There are other areas that may also be regarded as critical and require periodic review, for example the council's role as accountable body for substantial central government funding to other organisations in the county, and partnership working which has been a recurring theme for some years now.
4.3 The Executive Leadership Team (ELT) has collectively considered cross-cutting controls and for 2009/10 is supportive of planned work on governance and specifically decision-making, risk management, and the accountable body role, as well as work to follow up our earlier review of controls over partnership working. Other areas are likely to be appropriate in future years, for example locality working. 
4.4 We therefore plan to spend 90 days in total reviewing controls over cross-cutting risks.

5. Corporate or common controls 

5.1 The council's work is underpinned by controls that manage the risks of its day to day operations that are operated in common across the whole organisation.  The audit plan has for many years addressed such controls, and particularly the council's financial control systems, but we have in recent years gradually extended our work to other areas of control. We have discussed what other corporate or common controls exist to manage the council's key risks with ELT during the course of our planning process.  
5.2 The audit plan therefore includes provision for 1,375 days on corporate or common controls, broken down as follows.

Financial control systems
5.3 Financial control is a key element of the council's overall control environment and as such we recognise that the core financial systems under-pinning the operations of the council must be considered in our risk based audit plan. We have identified the core financial systems and agreed them both with the director of finance and the Audit Commission. They include, for example, the payroll system, cash and treasury management, controls over the general ledger, and grant funding.
5.4 We plan to continue to audit each system from the corporate centre to individual services and back to ensure that we address each system as a whole. This approach should allow the Audit Commission to continue to place reliance on our work both as part of their assessment of the council's overall risk and control environment, and to obtain audit evidence over the systems by which the council's financial reports are generated.

5.5 We also plan to continue to support the processes surrounding the Equal Pay Review during 2009/10 and to provide specific guidance and advice to the ongoing income project. We will assess that appropriate levels of control are maintained during these projects and following any necessary transitional arrangements in the related payroll and human resources systems. 

5.6 The plan includes 405 days to cover the county council's key financial systems, including work on centrally operated controls and those operated within directorates/ services, and work using computer assisted audit techniques to test the data processed through these systems.

ICT systems and controls
5.7 This plan includes 150 days on the corporate ICT and information systems and, together with our work on the financial systems, these areas will provide the core assurance required by the executive director for resources as section 151 officer. 

5.8 We plan to consider the progress of ICT Services in providing efficient and effective support to users, and implementing controls over service users, in response to the increasing demands to support the delivery of services throughout the council. 

5.9 There have been significant developments in information security recently with the publication of local government data handling guidelines and the security requirements relating to the secure government network. Key elements of the council's overall security framework include change management, and a review of how Windows active directory has been deployed to control access to the council's network and information assets. In addition, the council is still in the process of developing and implementing its information security management system. We plan to provide assistance and review outcomes in each of these areas. 

Commissioning and procurement

5.10 To provide services which meet the needs of the people of Lancashire, and develop improved outcomes cost effectively, it is essential that the council has effective commissioning and procurement arrangements and this is an area where ELT sees a particular need for assurance. We intend to review the effectiveness of the current arrangements operated within the directorates and services, specifically identifying areas of good practice which can be shared across other service areas.
5.11 We have allocated 35 days for this work.
Human resources systems and controls
5.12 The council's commitment to further reduce working days lost due to sickness absence continues to be closely monitored at the highest levels. With this in mind, we intend to provide assurance over the adequacy and effectiveness of the corporate absence management system. This will involve reviewing the consistency with which policy has been implemented throughout the directorates and services, and we will also consider the effective use of the electronic absence management system, paying particular attention to the accuracy and timeliness of management information reports which ultimately feed into key performance information for the council.
5.13 In addition, as noted above we also plan to support the processes surrounding the Equal Pay Review during 2009/10.

5.14 Our plan includes 45 days to address this work.
Health and safety
5.15 Following changes to the way health and safety is managed within the council, and particularly the transfer of staff to the corporate human resources team, ELT has expressed a strong desire to gain assurance that the necessary corporate controls are appropriately designed, particularly the relationship between directorate and corporate responsibilities, and are operating effectively.
5.16 We have allocated 40 days in the audit plan to review the management of health and safety issues.
Property management

5.17 We plan to review the effectiveness of the strategic partnering arrangements currently operated by the Property Services team.  Contractor partnering arrangements have been in operation for some time and were introduced to gain a number of benefits including, amongst other things, better cost/ time predictability and improvements in user satisfaction. 

5.18 We also plan to include reviews on the quality assurance process and tendering arrangements operated within Property Services. We will continue to provide assurance on the final accounts with contractors on a sample basis.

5.19 Our planned work for 2009/10 amounts to 90 days. 
Customer Services Contact Centre

5.20 The contact centre is key to the way in which a growing number of the council's services are initiated and clients are supported. It is therefore increasingly integral to a number of diverse operational systems, for example emergency social care, and street lighting. We therefore plan to review the controls operated by the contact centre that support its role in other services, for example the means by which it communicates with a sample of other service areas.
5.21 We will also review the customer relationship management system, Acorn, which is a critical support to the council's customer access strategy. This will involve a review of the management and infrastructure arrangements supporting the Acorn system to ensure that effective and continual services are maintained. We will also consider whether the controls in place are adequate and effective to secure access to sensitive and confidential data. 

5.22 Planned work for 2009/10 on the customer services contact centre amounts to 60 days in total.
Controls to manage the risk of fraud
5.23 There is a growing awareness, not least arising from the increasingly difficult economic climate, that the risk of fraud may be growing. It is also an area where work has been planned by the council for some time but which needs a renewed focus.

5.24 The audit service itself provides support to the management team in managing the risk of fraud and has for many years provided an investigatory service responding to instances of suspected fraud or impropriety. In recent years we have undertaken more proactive work to identify and pursue indications of potentially fraudulent activity, both through the corporate systems testing referred to above, and through additional testing of other areas particularly susceptible to fraud. There is a need now to enhance this work, including for example implementing a programme of preventive activity.  

5.25 This is therefore the one area where the audit service has some responsibility both for implementing controls and assessing them and we are intending to put greater resource into this area in 2009/10.  
5.26 During 2009/10 we will also test the data provided by the Audit Commission’s National Fraud Initiative.  This is effectively a large-scale programme of computer assisted audit techniques undertaken nationally, which generates a variety of indications of potential irregularities that are followed up.

5.27 We have allocated 550 days for this work. 
6. Service-specific controls

6.1 We have assessed the risks facing each directorate/ service, and devised a risk-based audit plan for each. An approximate judgment has been made within the audit team of the relative weightings of each risk identified (based on a combination of the impact of each risk, and its likelihood), and this has served as an approximate benchmark against which the audit input to each area has been assessed. Our assessment has also been informed by risk registers and similar documents developed by each directorate/ service and by participation in the development of risk management processes (including on-going liaison with the new Corporate Risk Manager).

6.2 Audit resources have been set aside for each directorate/ service to address the need to liaise with the senior management teams, to report our work to them, and to follow up and re-assess our findings as the actions previously agreed with management are implemented.

6.3 Key elements of the audit plans for each directorate/ service are set out below.

Adult and Community Services Directorate

6.4 The directorate continues to operate in an environment where it is under pressure to examine the services it provides and those it commissions to deliver positive outcomes for service users in an efficient and effective manner within constrained resources. Our work will again focus on a number of initiatives underway in the directorate to respond to these key pressures.
6.5 The directorate is working towards the implementation of the national In-Control agenda, which is changing the organisation of social care into directed support, with the further roll out of individual service user budgets to achieve take-up targets set by the Department of Health. This radical change to more directed support will continue to place an emphasis on partnership working between families, individuals, services, local authorities, central government and many other organisations. We plan to continue to support the processes surrounding this area and to provide specific guidance and advice to the ongoing work of the directorate in 2009/10.
6.6 In addition, we plan to complete a review started in 2008/09 of the arrangements in place to ensure an effective transition of service for those individuals transferring from the responsibility of the Directorate for Children and Young People to Adult and Community Services.
6.7 Other areas included in the plan relate to effective partnership working including a review of the development of Help Direct gateways to provide a fully inclusive service to the people of Lancashire, and to consider the effectiveness of the integrated working arrangements established in the co-location model adopted between the NHS and the directorate in the east of the county. 

6.8 We plan to provide assurance again on the key financial systems relating to residential services and non-residential services. We will continue to monitor the development of the Integrated Social Services Information System (ISSIS) review which is a key directorate system and the prime source of key performance indicator data, and we will provide appropriate advice and guidance if the decision is made to replace this key system.
6.9 Service user finances continue to be a key risk area to the directorate, illustrated by the continuing level of reactive/ investigatory work in this area. Our work will again include visits to domiciliary service schemes, private residential homes and private care agencies, to review the control arrangements put in place to minimise the risks of loss to vulnerable service users and the council.
6.10 Our planned work for 2009/10 amounts to 400 days.

Directorate for Children and Young People

6.11 The directorate is currently undergoing a fundamental restructuring that is affecting all its major service areas. Our audit plan has previously mirrored the directorate's organisation into strategy and resources, education standards and inclusion, and children's integrated services. We will re-shape the plan once the new structure is established but at this point the plan has been formed around the old structure.

6.12 Our work on the directorate's former strategy and resources services will focus on controls to ensure the adequacy and transparency of decision making process and financial management arrangements relating to extended services provision in schools and children's centres, including their use of funding.  We also intend to consider budget management arrangements within the current children's integrated services team and locality teams.  We will assess the information, guidance and support provided to locality managers and the senior management team, to ensure budgets are managed effectively.

6.13 We also plan to undertake a review of the control procedures which should ensure that the costs to the council of educating pupils from other children's services authorities are recouped. There is a risk that the council does not fully recover the costs of these pupils either because the pupils are not properly identified or the costs relating to their education is under estimated.

6.14 The Sure Start, Early Years and Childcare Service within the former education standards and inclusion team commissions providers for Sure Start, early years and childcare services and we will review these arrangements. We will consider the management and monitoring procedures in place that ensure that funding is fully utilised in accordance with the grant terms and that monitoring information is timely and accurate.  We also plan to review the new system to manage staff resources in the Young People's Service to ensure that service gets full delivery from the staff resource available, and continue to focus on the arrangements to identify and monitor children missing education.

6.15 The former children's integrated services area is working towards implementing ContactPoint, the online contact directory available to authorised staff from the council and partner agencies to enable the delivery of coordinated support for children and young people, and the common assessment framework (CAF) as part of the Every Child Matters agenda. The CAF will promote more effective, earlier identification of additional needs, particularly in universal services.   It will standardise the assessment of a child's additional needs across children’s services and help to improve integrated working by promoting coordinated service provision across partner organisations

6.16 We plan to review these areas to ensure that the arrangements in place are robust and that the directorate is compliant with statutory requirements.  We also plan to review the transition of clients from this directorate to ongoing care provided by the Adult and Community Services Directorate to ensure it is continuous and at an adequate level.

6.17 We will continue our programme of visits to providers of services to children and young people. Visits will be carried out to a sample of schools, residential homes and children's centres to assess the internal control and governance frameworks in place and to test the operation of controls implemented or supported corporately in key areas such as safeguarding and health and safety.

6.18 We will also provide ongoing advice and assistance to the teams implementing the replacements for the ISSIS and EDIMIS systems.

6.19 Our planned work for 2009/10 for the directorate amounts to 350 days and we plan to spend 380 days on visits to the county's schools and other service providers, amounting to 730 days in total.

Environment Directorate

6.20 Waste management continues to present significant risks to the council and, as the Public Finance Initiative (PFI) scheme progresses into its next phase, we plan to review the project management and payment arrangements, in addition to providing ad hoc advice over relevant control issues.

6.21 We plan to review the Highways and Environmental Management team's responses to the requirements of the Traffic Management Act, and to examine development control with a particular focus on section 106 and section 278 agreements. In addition, we intend to undertake application reviews of this team's computer systems relating to winter maintenance and abnormal load management.

6.22 A final review and certification of the EU initiative ‘CIVITAS’, which is concerned with managing urban transport, and through which the Authority is working with partners in the UK, France and Romania, will be undertaken following the end of the project in the first half of 2009.  Additional work is also planned relating to the directorate's arrangements for claiming grant funding in other areas and managing the achievement of expected outcomes. In addition, a review of the NOW card system as part of the national concessionary travel scheme will form a significant part of the Strategic Transport plan for this year.

6.23 We plan to review the risk assessment methodology used by trading standards in undertaking enforcement activity under the Regulatory and Enforcement and Sanctions Act 2008 during 2009/10. 

6.24 In addition, a wide-ranging review of the partnership arrangements entered into by the directorate will be undertaken to assess whether risk is minimised through appropriate governance and monitoring processes.

6.25 We have allocated 300 days to carry out our planned work for 2009/10.

Lancashire County Commercial Group

6.26 The new Group was formed only relatively recently and a firm audit plan has not been determined at this point. However discussions with the senior management team indicate that assurance over the service's end of some of the key financial systems would be valuable as these are consolidated; the payroll and human resources systems in particular. Later in the year, post-implementation reviews of one or more of the new operational systems that are currently being introduced may be valuable.
6.27 At this stage 120 days have been allocated within the audit plan for this service.
Economic Development

6.28 This area continues to change and develop as Lancashire County Developments Limited (LCDL) enters into arrangements with new partners and develops new ventures to support the council’s role in the economic development of Lancashire. 

6.29 The LCDL risk register highlights recruitment, retention and succession planning as a key risk. We therefore intend to review the systems in place for ensuring that effective staff structures exist, and an appropriate skills and learning culture exists for staff to receive training and work experience to facilitate consistently high performance across the organisation. 

6.30 In addition, we intend to examine the integration of LCDL within the council to maximise the benefits of working with other directorates and services. Building upon the communications review completed in 2008/09, we intend to examine the effectiveness of relationships with directorate services and members in generating shared success.

6.31 We also plan to look at the operational arrangements relating to Lancashire Business Education Partnership for which Lancashire County Council has an increased interest as a result of funding changes in this area.

6.32 Although yet to be ratified by the LCDL audit committee, our planned coverage of LCDL for 2009/10 amounts to 55 days.

6.33 In addition to this work, the council also acts as accountable body to the housing market renewal pathfinder project in east Lancashire and within the council's audit plan for 2009/10 we intend to spend 40 days reviewing the controls operated over this project to manage the risks to the council arising from this role.
Pension fund

6.34 Our work in 2009/10 will continue to focus on three distinct areas:

4 Governance of the pension fund;

5 Management of the fund’s assets; and

6 Pensions administration – processes and systems.

6.35 The planned work will provide a consistent, risk based approach to determining an internal audit plan for our pension fund, which takes maximum advantage of existing management assurance processes and reports, and is line with recent guidance issued by the Society of County Treasurers and CIPFA.

Governance
6.36 This work will follow on from the work carried out in previous years on the Myners Review and the role of the global custodian. The planned work will focus on compliance with the new investment strategy adopted by the county council in 2007/08, considering in particular the newly introduced tendering arrangements and monitoring framework.  

Management of the fund’s assets

6.37 We will continue to use statutory reporting from the investment managers, custodian and property manager in the first instance to gain assurance over external investment management activities. Where such documents are not available or do not comply with the appropriate standards, reliance will be placed on local management assurance processes. Additional specific internal audit work may be required, depending on the level of identified risk.  

Pensions administration – processes and systems

6.38 In the same way that we are required to consider controls over the corporate financial systems, any assessment of the risks to the pension fund will require that we provide assurance over the key controls over the administration of the pension fund. This year’s work will further develop the approach adopted in previous years to fully document the system and to interrogate the system using computer assisted audit techniques to gain assurance over the operation of controls over the Pension Fund’s financial data. 

6.39 Our planned coverage for 2009/10 amounts to 90 days.
7. Other areas within the audit plan

7.1 An allocation of 50 days has been for contingencies and another 50 days have been set aside to cover other management and tasks in support of the internal audit service to the Authority: 

7 Liaison with the senior management teams, chief executive and ELT;

8 Liaison with the Audit Commission;

9 Attendance, support, and reporting to the Audit Committee and Standards Committee as required.

8. Resources available within the internal audit service 

8.1 The Audit Service establishment is now 29 staff most of whom are employed on full-time contracts.  One senior auditor post has been lost during a recent cost saving exercise and the staff resource now available has been calculated as follows:
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External clients

8.2 Lancashire Audit Service also provides internal audit services to a number of external clients within Lancashire related to the Authority; five of the district authorities, the Police and Fire Authorities, Elevate East Lancashire and companies related to Lancashire County Developments Limited.  The resources planned to support this work currently amount to a further 900 days.  

8.3 Of these, the two largest single contracts are with Rossendale Borough Council, for whom we plan to provide 280 days in 2009/10, and Lancashire Police Authority for whom we also provide a full internal audit service of 210 days.
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