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1. INTRODUCTION

1.1 This report is issued to assist the Authority in discharging its responsibilities in relation to the 
internal audit activity. 

1.2 The Public Sector Internal Audit Standards also require the Chief Audit Executive (known in 
this context as the Internal Audit Consortium Manager) to report to the Audit Committee on 
the performance of internal audit relative to its plan, including any significant risk exposures 
and control issues. The frequency of reporting and the specific content are for the Authority 
to determine.

1.3 To comply with the above this report includes:- 

 Any significant changes to the approved Audit Plan;
 Progress made  in delivering the agreed audits for the year;
 Any significant outcomes arising from those audits; and
 Performance Indicator outcomes to date.

2. SIGNIFICANT CHANGES TO THE APPROVED INTERNAL AUDIT PLAN

2.1 At the meeting on the 3rd March 2016, the Annual Internal Audit Plan for the year was 
approved; identifying the specific audits to be delivered and previous changes have been 
reported to the Committee. 

2.2 There has been one further change with the audit of Disaster Recovery being replaced by an 
ISO Gap Analysis. This review will review current processes and see how best practice can 
be achieved in the following areas; Information Security Policies, Organisation of Information 
Security, Human Resources Security, Asset Management, Access Control, Cryptography, 
Physical and Environmental Security, Operations Security, Communications Security, 
System Acquisition, Development and Maintenance, Supplier Relationships, Information 
Security Incident Management, Information Security Aspects of Business Continuity 
Management and Compliance.

3. PROGRESS MADE IN DELIVERING THE AGREED AUDIT WORK

3.1 The current position in completing audits to date within the financial year is shown in 
Appendix 1 and progress to date is in line with expectations. . 

3.2 In summary;

 49.5 days of programmed work has been completed by Eastern Internal Audit 
Services;

 25 days of programmed work has been completed by East Lindsey District Council; 
 Therefore the overall position with the internal audit plan for 2016/17 is that 74.5 days 

have been delivered to date, equating to 47% of the revised internal audit plan for 
2016/17.

4. THE OUTCOMES ARISING FROM OUR WORK

4.1 On completion of each individual audit an assurance level is awarded using the definitions 
shown in the table below.

Substantial 
Assurance

Based upon the issues identified there is a robust series of suitably 
designed internal controls in place upon which the organisation relies to 
manage the risks to the continuous and effective achievement of the 
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objectives of the process, and which at the time of our review were being 
consistently applied.

Reasonable 
Assurance

Based upon the issues identified there is a series of internal controls in 
place, however these could be strengthened to facilitate the organisation’s 
management of risks to the continuous and effective achievement of the 
objectives of the process. Improvements are required to enhance the 
controls to mitigate these risks.

Limited 
Assurance

Based upon the issues identified the controls in place are insufficient to 
ensure that the organisation can rely upon them to manage the risks to the 
continuous and effective achievement of the objectives of the process. 
Significant improvements are required to improve the adequacy and 
effectiveness of the controls to mitigate these risks.

No Assurance Based upon the issues identified there is a fundamental breakdown or 
absence of core internal controls such that the organisation cannot rely 
upon them to manage risk to the continuous and effective achievement of 
the objectives of the process. Immediate action is required to improve the 
controls required to mitigate these risks. 

4.2 Recommendations made on completion of audit work are prioritised using the definitions 
shown in the table below.

Urgent Fundamental control issue on which action to implement should be taken within 
1 month.

Important Control issue on which action to implement should be taken within 3 months.

Needs 
Attention

Control issue on which action to implement should be taken within 6 months.

4.3 In addition, on completion of audit work “Operational Effectiveness Matters” are proposed, 
these set out matters identified during the assignment where there may be opportunities for 
service enhancements to be made to increase both the operational efficiency and enhance 
the delivery of value for money services. These are for management to consider and are not 
part of the follow up process.

4.4 During the period covered by the report Internal Audit Services have issued three final 
reports and the Executive Summary of these reports are attached at Appendix 2, full copies 
of these reports can be requested by Members from the Internal Audit Consortium Manager. 

4.5 As a result of these audits 12 recommendations have been raised; no urgent (priority one), 
six important (priority two) and six needs attention (priority three). All of which have been 
agreed by management for implementation.
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In addition three Operational Effectiveness Matters have been proposed to management for 
consideration.

4.6 In summary the final reports issued conclude the following:

South Holland Centre

The scope of this review included; identification of sources & methods of income, including 
from external funding; receipt of income into the Council’s main accounting system; 
identification of expenditure, including maintenance and utility bills and coding thereof; and 
internal recharges.

The audit concluded with a substantial assurance, and two needs attention (priority three) 
recommendations were agreed with management. One of the recommendations which 
related to reviewing all recharges for support services and calculation of telephone 
recharges also applies to the Ascoughfee audit below.

Ascoughfee

The scope of this review included; identification of sources & methods of income, including 
from external funding; receipt of income into the Council’s main accounting system; 
identification of expenditure, including maintenance and utility bills and coding thereof; and 
internal recharges.

The audit concluded with a reasonable assurance, and six recommendations were agreed 
with management; two important (priority two) and four needs attention (priority three).

The important recommendations were in the area of identification of expenditure & coding 
and relate to:

 Ensuring that all claims for authorisation are approved before payment, the 
introduction of the itrent system for payroll has these controls built in, which will 
ensure this practice is followed by all line managers.

 Ensuring that the coding of officers times is allocated to the right budget; again the 
implementation of itrent should assist with the controls in this area. 

Housing Right to Buy (RTB)

This scope of the audit was to review; legislation, strategy, policies and procedures; receipt 
& assessment of applications; valuations; and receipt of income. 

The processing of RTB applications is managed on behalf the Council by Legal Services 
Lincolnshire and an external provider is used for valuing properties that are the subject of 
RTB applications.

The audit concluded with a reasonable assurance, and four important (priority two) 
recommendations were agreed with management.

These relate to the following; 

 With the move to using Legal Services Lincolnshire, and the number of teams within 
the Council which are involved in a RTB application, it is important to ensure that 
processes are formally documented so that roles and responsibilities within the 
Council, and liaison with Legal are clear, thus ensuring proper practice is followed. 
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 There needs to be improved oversight by the Council in respect of subsequent 
resales of previously approved RTBs, in order to determine how many properties 
have been resold and, specifically to determine whether due consideration had been 
given to the RTB conditions contained therein. In particular, if resold within the first 
five years, requiring repayment of discounts and within the first 10 years, requiring 
the Council to be offered first refusal of the resale. However it is recognised that the 
sale document (TR1) imposes legal restrictions on the purchaser, as a mitigation 
control. 

 The Council currently documents when it decides to re-purchase a RTB property as 
this follows a Portfolio Holder decision process and is documented. However, the 
decision not to purchase is delegated to officers and also needs to be recorded and 
published through the mod.gov system. 

 The Council needs to market test its valuation arrangements for valuing the 
properties for a RTB application as the tender exercise for this contract was prior to 
2009.

4.7 East Lindsey District Council has completed the Housing Benefit Subsidy testing on behalf of 
KPMG and the completed workbooks have been submitted.

4.8 It is pleasing to note that all audits concluded in a positive opinion being awarded, with no 
issues that would need to be considered at year end and included in the Annual Governance 
Statement. 

5. PERFORMANCE MEASURES

5.1 The Internal Audit Services contract includes a suite of key performance measures against 
which the contractor is reviewed on a quarterly basis. There are a total of 11 indicators, over 
4 areas. The performance measures can be seen at Appendix 4.

5.2 There are individual requirements for performance in relation to each measure; however 
performance will be assessed on an overall basis as follows:

 9-11 KPIs have met target = Green Status.
 5-8 KPIs have met target = Amber Status.
 4 or below have met target = Red Status.

Where performance is amber or red a Performance Improvement Plan will be developed by 
the contractor and agreed with the Internal Audit Consortium Manager to ensure that 
appropriate action is taken.

5.3 The first two quarters work has been completed and both reports on the performance 
measures was provided to the Internal Audit Consortium Manager, outcomes highlights that 
performance is at green status, with no issues to be addressed.

5.4 In addition to these quarterly reports from the Contractors Audit Director, ongoing weekly 
updates are provided to ensure that delivery of the audit plan for the current financial year is 
on track. A review of the most recent update indicates that work is progressing as expected.
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APPENDIX 1 – PROGRESS IN COMPLETING THE AGREED AUDIT WORK 

South Holland District Council

Audit Area Audit Ref No. of days Revised 
Days

Days 
Delivered

Status Assurance 
Level

Date to 
Committee

Urgent Important Needs 
Attention

Op

Quarter 1
Corporate Health and Safety SH1701 3 3 3 Final Report issued 24 May 2016 Reasonable 0 2 1 1 28 July 2016
Branding SH1702 3 3 3 Final Report issued 21 July 2016 Reasonable 0 0 5 1 28 July 2016
TOTAL 6 6 6
Quarter 2
South Holland Centre SH1703 7 7 7 Final Report issued 3 October 2016Substantial 0 0 2 2 15 December 2016
Strategic Housing SH1704 10 3 3 Final Report issued 17 August 2016Reasonable 0 3 2 4 15 September 

2016Welland Homes
Housing Right to Buy

SH1714 0 7 7 Final Report issued 21 October 
2016

Reasonable 0 4 0 1 15 December 2016

Ascoughfee SH1705 7 7 7 Final Report issued 3 October 2016Reasonable 0 2 4 0 15 December 2016
TOTAL 24 24 24
Quarter 3
Licensing and Business Support SH1706 5 5 0.5 Audit to start 7 December  2016
TOTAL 5 5 0.5
Quarter 4
Corporate Governance SH1707 4 4 0 February start date
Risk Management SH1708 3 3 0 Start date to be confirmed
Transformation Programme - benefits 
realisation

SH1709 6 6 0 February start date
Planned Maintenance, major contracts and 
property services
Responsive repairs, voids and recharges

SH1710 10 10 0 Start date to be confirmed

Leisure SH1711 5 5 0 Start date to be confirmed
TOTAL 28 28 0

Recommendations
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Audit Area Audit Ref No. of days Revised 
Days

Days 
Delivered

Status Assurance 
Level

Date to 
Committee

Urgent Important Needs 
Attention

Op

IT Audits
Coverage to be confirmed TBC 20 0 0
Cybersecurity SH1712 0 10 10 Final Report issued 5 September 

2016
Limited 0 8 9 2 15 September 

2016Disaster Recovery
 ISO27001:2013 Gap Analysis  

SH1713 0 10 0 Planned for quarter 4

TOTAL 20 20 10
Follow Up
Follow Up NA 12 12 9
TOTAL 12 12 9

TOTAL 95 95 49.5 0 19 23 11

Percentage of plan completed 52%

Audits to be delivered by East Lindsey DC
Key Controls and Assurance TBC 20 20 0 Planned for quarter 4
Payroll TBC 10 10 0 Planned for quarter 4 
Accounts Payable TBC 10 10 0 Planned for quarter 4 
HB Subsidy Testing TBC 25 25 25 Complete - workbooks with 

External Audit for review
65 65 25

38%

OVERALL TOTAL 160 160 74.5

47%

Recommendations
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APPENDIX 2 – AUDIT REPORT EXECUTIVE SUMMARIES

Assurance Review of South Holland Centre

Executive Summary

OVERALL ASSURANCE ASSESSMENT ACTION POINTS

Control Area Urgent Important Needs Attention Operational

Identification of sources of 
income, including external 

funding

0 0 *1 *1

Receipt of income into the 
Council’s main accounting 

system

0 0 0 0

Identification of 
expenditure and coding 

0 0 *0 *1

Internal recharges 0 0 1 0

Total 0 0 2 2

*Recommendations relate to both areas.

SCOPE

The objective of the audit was to review the systems and controls in place within the South Holland Centre, in particular, with regard the accounting for income and 
expenditure, as detailed in the action points above, to help confirm that these are operating adequately, effectively and efficiently. 
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RATIONALE 

 The systems and processes of internal control are, overall, deemed ‘Substantial’ in managing the risks associated with the South Holland Centre, in 
particular, with regard the accounting for income and expenditure. The assurance opinion has been derived from two ‘needs attention’ recommendation 
being raised upon the conclusion of our work. 

 The audit has raised two ‘operational effectiveness matters’, which set out matters identified during the assignment where there may be opportunities for 
service enhancements to be made to increase both the operational efficiency and enhance the delivery of value for money services.

KEY FINDINGS

Positive Findings 

Identification of sources of income including external funding 

 The South Holland Centre receives income from three main sources, these being via the box office ('ProVenue Databox'), Hire (via Invoice) and 
through Grants. Audit trails provide evidence to confirm these sources.  

 ‘Income’ is also received on behalf of third parties for ticket sales, which is paid to the third party minus commission and other costs incurred by the 
Centre. Audit trails exist to account for the break down between the income and deductions for commission and other charges. 

 Receipt of grant funding from Arts Council England, via the Lincolnshire Arts Trust, is correctly accounted for as confirmed for 2015/16 and quarters 
one and two of 2016/17.      

Receipt of income in to the Council’s main accounting system 

 The South Holland Centre’s budget clearly details ledger codes for the various income streams with actual income coded accordingly. 

 Supporting documentary evidence includes the ledger code, thereby providing sufficient audit trail confirming the code to which the income is to be 
allocated.  

 The South Holland Centre Manager monitors the budget closely and in doing so, had identified two coding errors (one income and one expenditure) 
that had also been identified through audit testing; neither of which were as a consequence of weaknesses at the Centre.

Identification of expenditure and coding 

 The South Holland Centre’s budget clearly details ledger codes for the various expenditure types with actual expenditure coded accordingly.

 Supporting documentary evidence includes the ledger code thereby providing a sufficient audit trail confirming the code to which the expenditure is to 
be allocated.  This includes expenditure emanating from Purchase Orders, where the costs are allocated from the budget when the order is raised 
and to which the invoice is matched when processed for payment.  

 Expenditure in respect of planned and responsive maintenance and utility bills is correctly coded with invoices approved for payment by the South 
Holland Centre Manager.  
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Internal recharges

 Budgets for internal recharges are controlled centrally and allocated to separate ledger codes.  

Issues to be addressed 

The audit has highlighted two ‘needs attention’ recommendation whereby controls would benefit from being strengthened. 

Identification of sources of income including external funding 

 To correct two ledger miscodings made by staff independent of the South Holland Centre, in order to reduce the risk of inaccurate budget outturns on 
the Centre’s budget and other related ledger codes. 

 To undertake a  detailed assessment of recharges applied to the Centre’s budget to determine whether they realistically reflect the levels of support 
services provided and costs for telephone usage, in order to reduce the risk of incorrect charges and misleading budget outcomes.  Although this 
issue has been highlighted as part of this review, it does indicate a possible corporate issue that needs addressing by management.

Operational Effectiveness Matters 

The operational effectiveness matters, for management to consider, relate to: 

 Retaining supporting documentary evidence, including payment request forms and suppliers’ invoices, in electronic form for ease of retrieval and

 Promoting efficiencies by producing an electronic template form for payment of third party income from which costs are deducted, before 
payment is requested. 
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Assurance Review of Ayscoughfee – Museum and Gardens

Executive Summary

OVERALL ASSURANCE ASSESSMENT ACTION POINTS

Control Area Urgent Important Needs Attention Operational

Identification of sources of 
income, including external 

funding

0 0 *2 0

Receipt of income into the 
Council’s main accounting 

system

0 0 1 0

Identification of 
expenditure and coding 

0 2 *0 0

Internal recharges 0 0 1 0

Total 0 2 4 0

*Relates to both areas 

SCOPE

The objective of the audit was to review the systems and controls in place within the Ayscoughfee – Museum and Gardens, in particular, with regard the accounting for income 
and expenditure, as detailed in the action points above, to help confirm that these are operating adequately, effectively and efficiently. 
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RATIONALE 

 The systems and processes of internal control are, overall, deemed ‘Reasonable’ in managing the risks associated with the Ayscoughfee – Museum and 
Gardens, in particular, with regard the accounting for income and expenditure. The assurance opinion has been derived from two ‘Important’ and four 
‘needs attention’ recommendations being raised upon the conclusion of our work. 

KEY FINDINGS

Positive Findings 

Identification of sources of income including external funding 

 Clear audit trail exists in the receipt of income for both the museum and gardens.     

Receipt of income in to the Council’s main accounting system 

 Both the museum and the gardens have separate cost centres with income allocated accordingly. 

 Supporting documentary evidence includes the ledger code, thereby providing sufficient audit trail confirming the code to which the income is to be 
allocated.  

Identification of expenditure and coding 

 Both the museum and the gardens budgets clearly detail ledger codes for the various expenditure types, cost centre, with actual expenditure coded 
accordingly.

 Supporting documentary evidence includes the ledger code thereby providing a sufficient audit trail confirming the code to which the expenditure is to 
be allocated.    

Internal recharges

 Budgets for internal recharges are controlled centrally and allocated to separate ledger codes.  

Issues to be addressed 

The audit has highlighted two ‘Important’ recommendations whereby controls would benefit from being strengthened. 

Identification of expenditure and coding 

 To approve all overtime claims in respect of the gardens before payment is processed, to reduce the risk of irregular or unauthorised claims being 
paid.  

 To review the Community Development budgets, including those for the museum and gardens, to ensure coding of officer’s time is allocated to the 
correct establishments, so as to reduce the risk of incorrect and misleading budget outcomes. 
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The audit has highlighted four ‘Needs attention’ recommendations whereby controls would benefit from being strengthened

Identification of sources of income including external funding

 Data checks to be applied to inputting and calculation of VAT on the self-serve portal when generating invoice requisitions, so as reduce the risk of 
incorrect calculation of VAT.

 Improved audit trail and record retention of supporting documentation (relates to income) to allow improved accessibility, so as to reduce the risk of 
items of income and expenditure being unsubstantiated.

 Allowing budget holders improved control over electricity charges incurred against their budgets, including checks against each invoice, to confirm the 
correct tariff/charges have been applied before the invoice is processed for payment, to help reduce the risk of incorrect payments being made. 
Although this issue has been highlighted as part of this review, it does indicate a possible corporate issue that needs addressing by management.

 To undertake a detailed review of the recharges for grounds maintenance costs in respect of the Ayscoughfee Gardens budget, in order to reduce the 
risk of inaccurate charges being applied or costs for services not actually provided as expected.

Other points to note 

A separate recommendation has been raised in the report for the South Holland Centre (SH/17/03) in respect of reviewing all recharges for support services 
and calculation of telephone recharges. This applies to the budgets for the museum and the gardens, although is not restated here for the avoidance of 
duplication. 

One further issue was noted for which a recommendation has not been raised, in particular, timesheets were not retained to support invoice payments for 
agency staff. These two staff have since (February 2016) transferred to the Council’s employment as part of the Ayscoughfee Gardens establishment.  
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Assurance Review of Right to Buy

Executive Summary

OVERALL ASSURANCE ASSESSMENT ACTION POINTS

Control Area Urgent Important Needs Attention Operational

Legislation, strategy, policies 
and procedures 0 3 0 0

Receipt an assessment of 
applications; 0 0 0 1

Valuations 0 1 0 0

Receipt of income 0 0 0 0

Total 0 4 0 1

SCOPE

The objective of the audit was to review the systems and controls in place within Right to Buy (RTB), as detailed in the action points above, to help confirm that these are 
operating adequately, effectively and efficiently. 
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RATIONALE 

 The systems and processes of internal control are, overall, deemed ‘Reasonable’ in managing the risks associated with RTB. The assurance opinion has 
been derived as a result of four ‘important’ recommendations being raised upon the conclusion of our work. 

 The audit has raised one ‘operational effectiveness matter’, which set out matters identified during the assignment where there may be opportunities for 
service enhancements to be made to increase both the operational efficiency and enhance the delivery of value for money services.

KEY FINDINGS

Positive Findings 

Legislation, strategy, policies and procedures   

 RTB applications are processed on behalf of the Council by Legal Services Lincolnshire (LSL) who are industry accredited (LEXCEL - Practice 
Management Standard - Law Society Accredited) and in accordance with RTB legislation. 

Receipt and assessment of applications

 Applications are processed in accordance with legislative timescales, with evidence of written applications (RTB 1), written notice confirming the 
applicant’s RTB (RTB2) and offer letter (s125) retained by LSL.  

 In each case examined, the correct valuation had been applied when calculating the discounted sale price.

 In each case examined, the discounts had been calculated in accordance with the Department for Communities and Local Government guidance, in 
particular, 'Your Right to Buy Your Home - a guide for tenants of councils, new towns and registered social landlords, including housing associations'.  

 All interest parties including those within the Council such as Housing, Property, Finance (Compass Point Business Solutions) and external parties, 
including the applicant and Land Registry are promptly notified following completion of the RTB. 

Valuations.

 Property valuations are supported in writing from the Council’s external valuers. 

Receipt of Income  

 RTB payments are promptly received in the Council’s bank account and appropriately allocated to the Council’s Housing Revenue Account (HRA).

Issues to be addressed 

The audit has highlighted the following areas where four ‘Important’ recommendations have been made:

Legislation, strategy, policies and procedures   

 To produce local procedures detailing the Council’s own roles and responsibilities from initial notification of a RTB application through to final 
outcome and any subsequent resales. This will help reduce the risk of uncertainties / inconsistencies in the process and the potential for key aspects 
of the RTB process either being overlooked or delayed.      
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 A management structure for oversight and coordination of the RTB process from the Council’s involvement to be introduced, in order to reduce the 
risk of key checks and processes either being delayed or overlooked, including where key conditions are invoked.

 The Council to document the reasons why it has decided to buy or not to buy back a property previously sold through the RTB scheme, along with the 
committee / delegated member, making that decision. This would help to reduce the risk of disputes or criticism against the Council for not having 
applied due consideration with its decision.

Valuations

 The Council to market test its valuation arrangements for valuing properties subject to a RTB application. This would help reduce the risk of value for 
money not being achieved.

Operational Effectiveness Matters 

The operational effectiveness matter, for management to consider, relates to LSL recording the date of receipt of the statutory ‘Notice Claiming the to Right to 
Buy' (RTB1) form’, in order to provide evidence of audit trail with the statutory four week deadline to respond (via the RTB2). 
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APPENDIX 3 – PERFORMANCE MEASURES

Area / Indicator Target
Audit Committee / Senior Management

1. Audit Committee Satisfaction – measured 
annually

2. Chief Finance Officer Satisfaction – 
measured quarterly

Adequate

Good

Internal Audit Process
3. Each quarters audits completed to draft 

report within 10 working days of the end 
of the quarter

4. Quarterly assurance reports to the 
Contract Manager within 15 working days 
of the end of each quarter

5. An audit file supporting each review and 
showing clear evidence of quality control 
review shall be completed prior to the 
issue of the draft report ( a sample of 
these will be subject to quality review by 
the Contract Manager)

6. Compliance with Public Sector Internal 
Audit Standards

7. Respond to the Contract Manager within 
3 working days where unsatisfactory 
feedback has been received.

100%

100%

100%

Full

100%

Clients
8. Average feedback score received from 

key clients (auditees)
9. Percentage of recommendations 

accepted by management

Adequate

90%

Innovations and Capabilities
10. Percentage of qualified (including 

experienced) staff working on the 
contract each quarter

11. Number of training hours per member of 
staff completed per quarter

60%

1 day


