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TO:
Scrutiny and Performance Committee

FROM:
Treasurer of the Fire Authority 

DATE:
31 May 2007

STATEMENT OF INTERNAL CONTROL (SIC) 2006/07

1.
Purpose
1.1
To review and comment on the SIC 2006/07 attached at Appendix 1.

2.
Recommendation

2.1 The Committee is asked to note the SIC 2006/07.

3.
Risk Assessment

3.1
Economic/Legislative.  The risk of not reviewing internal controls on an annual basis potentially leaves the Authority vulnerable to financial fraud and non-compliance with legislation.  
4.
Background
4.1
Regulation 4 of the Accounts and Audit Regulations (2003) requires the Fire Authority, as a public body, to conduct a review at least once a year of the effectiveness of its system of internal control and publish an annual SIC with its financial statements.

4.2
The SIC brings together and evidences the various sources of assurance within the Authority. It can be viewed as a ‘cataloguing’ / formal capture of how the organisation currently ensures its objectives and obligations are met. Wherever possible, the Authority should place reliance upon existing processes and documents. 

4.3
The SIC should be owned by senior management and a shared approach to compilation sought.  A review and scrutiny role should also be built into the process.

4.4

The SIC has a corporate nature in that the prime legally required signatories must sign it: 

· S112 officer for the Statement of Accounts;

· most senior officer of the Authority for the SIC  (i.e. CFO); and

· most senior member of the Authority  (i.e. Chairman).

4.5
For 2006/07, Internal Audit focussed their review of effectiveness of internal control on the key systems of internal control.  An additional review of the Authority’s approach to implementing ISO27001, implementing security management, was undertaken.

4.6
The Authority also received its first Comprehensive Performance Assessment for Use of Resources and Value for Money.  The improvements highlighted within this assessment are identified with the attached SIC.
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Statement of Internal Control

Scope of Responsibility

The Authority is responsible for ensuring that its business is conducted in accordance with the law and proper standards, and that public money is safeguarded, properly accounted for, and used economically, efficiently and effectively.  The Authority also has a duty under the Local Government Act 1999 to make arrangements to secure continuous improvement in the way in which its functions are exercised, having regard to a combination of economy, efficiency and effectiveness.

In discharging this overall responsibility, the Authority is also responsible for ensuring that there is a sound system of internal control which facilitates the effective exercise of the Authority’s functions and which includes arrangements for the management of risk.

The Purpose of the System of Internal Control

The system of internal control is designed to manage risk to an acceptable level rather than to eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only provide reasonable and not absolute assurance of effectiveness. The system of internal control is based on an ongoing process designed to identify and prioritise the risks to the achievement of the Authority’s policies, aims and objectives, to evaluate the likelihood of those risks being realised and the impact should they be realised, and to manage them efficiently, effectively and economically.  

The system of internal control described below has been in place at the Authority for the year ended 31 March 2007 and up to the date of approval of the statement of accounts and, except for the details of significant internal control issues, accords with proper practice.

The Internal Control Environment

The key elements of the Authority’s internal control environment include:

· The system of internal control comprises a network of policies, procedures, reports and processes. These arrangements clarify the Authority’s vision, objectives, priorities, risk management arrangements, performance management processes, and financial controls.

· The Authority’s core objectives and priorities are set out in the Fire Authority Plan, these objectives cascade through Directorate and District/Group Plans to individual performance management plans. 

· A Risk Management Strategy, Process and a Strategic Risk Register that is reviewed by Senior Management Team and the Policy and Finance Committee on a quarterly basis.

· Clear Scheme of Delegation.

· The financial management of the Authority and the reporting of financial management to the Policy and Finance Committee.

· The performance management framework of the Authority and the reporting of performance management to the Scrutiny and Performance Committee, which receives regular performance indicator reports.

More specifically, the Authority’s internal financial control is exercised through:

· a written Scheme of Delegation (from the Authority) to Officers,

· a Scheme of Financial Management which includes Financial Regulations governing how officers conduct financial affairs and Contract Regulations which detail fully the responsibilities of officers in ensuring that contract procedures comply with legal requirements, achieve value for money, promote public accountability and deter corruption,

· a comprehensive budgeting system,

· the submission of quarterly budgetary control reports to the Policy and Finance Committee and the Authority, and

· the production of annual Best Value indicators and performance indicators.

Review of Effectiveness

The Authority has responsibility for conducting, at least annually, a review of the effectiveness of the system of internal control.  The review of the effectiveness of the system of internal control is informed by the work of the internal auditors and the managers within the Authority who have responsibility for the development and maintenance of the internal control environment, and also by comments made by the Audit Commission and other review agencies and inspectorates in their annual audit letter and other reports.  

In this regard the Authority retains (contractually) the Internal Audit services of Cambridgeshire County Council to provide an independent appraisal function to review and report on the effectiveness of the systems of internal control within the Authority.  The Internal Audit team works to defined professional standards, particularly those promulgated by CIPFA in its Code of Practice for Internal Audit in Local Government.  The Internal Audit Plan is prepared on the basis of a formal risk assessment and the Internal Auditor reports directly to the Fire Authority via the Scrutiny and Performance Committee on both the proposed plan and the main outcomes of audit work.  

A full review of the internal audit function has been undertaken, incorporating a full EU tender process.  This exercise has resulted in new internal auditors being appointed with effect from 1st April 2007, for an initial period of 3 years.

The external auditor relies on some of the work of internal audit, and the external auditor has, in the Annual Audit letter, over a number of years, given their assurance about the systems of financial control in operation here.  Similarly the external auditor reports and delivers plans and an Annual Report to the Authority via the Scrutiny and Performance Committee.

An independent review of the Authority’s Strategic Risk Strategy, process and register has been undertaken to validate progress in embedding the process and assessing the robustness of current processes. 

We have been advised on the implications of the result of the reviews of the effectiveness of the system of internal control and a plan to address weaknesses and ensure continuous improvement of the system is in place.

Significant Internal Control Issues

Actions to be taken to deal with significant internal control issues identified:

· Develop the Risk Management process to ensure members with formal responsibility for managing and reviewing the Strategic Risk Register receive formal risk management training to promote further member involvement in identifying and understanding the entire process.

· Embed the Asset Management Plan and Strategy so that it is fully integrated into the medium term planning process and that will ultimately drive the Authority’s medium term budget.

· Implement a system for identifying, monitoring and recording efficiency gains across the service..

· Create and Embed a Partnership Strategy designed to ensure all partnership activities are appropriate and will contribute to the Authority’s key objectives. 
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