Appendix 1

Annual Internal Audit Report & Opinion Southern Internal

" Audit Partnership

2017 - 18

Pension Services

O iR

Assurance through excellence
and innovation


http://www.google.co.uk/url?sa=i&rct=j&q=borders&source=images&cd=&cad=rja&uact=8&docid=XfJj4PGlJiPolM&tbnid=F6iHD2lTLAvU_M:&ved=0CAUQjRw&url=http://www.w3.org/TR/css3-background/&ei=VXluU8TGIuas0QX_v4GQDg&bvm=bv.66330100,d.d2k&psig=AFQjCNFjqQeE0iVc7yzgZmV2Y5Xub90ptQ&ust=1399835121919138
http://www.google.co.uk/url?sa=i&rct=j&q=borders&source=images&cd=&cad=rja&uact=8&docid=XfJj4PGlJiPolM&tbnid=F6iHD2lTLAvU_M:&ved=0CAUQjRw&url=http://www.w3.org/TR/css3-background/&ei=VXluU8TGIuas0QX_v4GQDg&bvm=bv.66330100,d.d2k&psig=AFQjCNFjqQeE0iVc7yzgZmV2Y5Xub90ptQ&ust=1399835121919138
http://www.google.co.uk/url?sa=i&rct=j&q=hampshire+county+council&source=images&cd=&cad=rja&uact=8&docid=hIshbFeEADnzWM&tbnid=h6hdbqWiKOBWhM:&ved=0CAUQjRw&url=http://blogs.msdn.com/b/ukschools/archive/2012/09/20/elearn-eteach-hampshire-county-council-and-microsoft-working-together-to-unleash-the-power-of-technology-in-the-classroom.aspx&ei=fXduU878AaT00gXqmoEY&bvm=bv.66330100,d.ZWU&psig=AFQjCNHoK2MrEkUvqDDJAZRxvth9bNaiyQ&ust=1399834871542075

Pension Services — Annual Report 2017-18

Contents
Section

1. Role of Internal Audit
2. Internal Audit Approach
3. Internal Audit Opinion
4, Internal Audit Coverage and Output
5. Key Observations
6. Anti Fraud and Corruption
7. Quality Assurance and Improvement
8. Disclosure of Non-Conformance
9. Quality control
10. Internal Audit Performance
11. Acknowledgement

Page

10
10

Page 2

‘Southern Internal _
Audit Partnership
Assurance t hrough excellence

and innovation




Pension Services — Annual Report 2017-18

1. Role of Internal Audit

The requirement for an internal audit function in local government is detailed within the Accounts and Audit (England) Regulations 2015,

which states that a relevant body must:

‘Undertake an effective internal audit to evaluate the effectiveness of its risk management, control and governance processes, taking into
account public sector internal auditing standards or guidance.’

The standards for ‘proper practices’ are laid down in the Public Sector Internal Audit Standards [the Standards — updated 2017].

Mission

Core Principles

Standards

Implementation Guidance

Supplemental
Guidance

The role of internal audit is best summarised through its definition within the
Standards, as an:

‘Independent, objective assurance and consulting activity designed to add value and
improve an organisations operations. It helps an organisation accomplish its
objectives by bringing a systematic, disciplined approach to evaluate and improve
the effectiveness of risk management, control and governance processes’.

The Council is responsible for establishing and maintaining appropriate risk
management processes, control systems, accounting records and governance
arrangements. Internal audit plays a vital role in advising the Council that these
arrangements are in place and operating effectively.

The Council’s response to internal audit activity should lead to the strengthening of
the control environment and, therefore, contribute to the achievement of the
organisations objectives.
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2. Internal Audit Approach

To enable effective outcomes, internal audit provide a combination of assurance and consulting activities. Assurance work involves assessing
how well the systems and processes are designed and working, with consulting activities available to help to improve those systems and

processes where necessa ry.

A full range of internal audit services is provided in
forming the annual opinion.

The approach to each review is determined by the
Head of the Southern Internal Audit Partnership and
will depend on the:

@ level of assurance required;

@ significance of the objectives under review to the
organisations success;

@ risks inherent in the achievement of objectives;
and

@ level of confidence required that controls are
well designed and operating as intended.

All formal internal audit assignments will result in a
published report. The primary purpose of the audit
report is to provide an independent and objective
opinion to the County Council on the framework of
internal control, risk management and governance
in operation and to stimulate improvement.
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3. Internal Audit Opinion

The Head of the Southern Internal Audit Partnership is responsible for the delivery of an annual audit opinion and report that can be used by
the County Council to inform its governance statement. The annual opinion concludes on the overall adequacy and effectiveness of the
organisation’s framework of governance, risk management and control.

In giving this opinion, assurance can never be absolute and therefore, only reasonable assurance can be provided that there are no major
weaknesses in the processes reviewed. In assessing the level of assurance to be given, | have based my opinion on:

@ written reports on all internal audit work completed during the course of the year (assurance & consultancy);
results of any follow up exercises undertaken in respect of previous years’ internal audit work;

the results of work of other review bodies where appropriate;

the extent of resources available to deliver the internal audit work;

the quality and performance of the internal audit service and the extent of compliance with the Standards; and

LT R

the proportion of Pension Services audit need that has been covered within the period

Annual Internal Audit Opinion 2017-18

“ e - . .
I am satisfied that sufficient assurance work has been carried out to allow me to form a reasonable conclusion on the adequacy and
effectiveness of Pension Services’ (Hampshire County Council’s) internal control environment.

In my opinion, Pension Services’ framework of governance, risk management and control is ‘Substantial’ and audit testing has demonstrated
controls to be working in practice.

Where weaknesses have been identified through internal audit review, we have worked with management to agree appropriate corrective
actions and a timescale for improvement.”
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4. Internal Audit Coverage and Output

The annual internal audit plan was prepared to take account of the characteristics and relative risks of Pension Services’ activities and to

support the preparation of Hampshire County Council’s Annual Governance Statement.

Work has been planned and performed so as to
obtain sufficient information and explanation
considered necessary in order to provide
evidence to give reasonable assurance that the
internal control system is operating effectively.

The 2017-18 Internal audit plan, approved by
the Pension Fund Panel and Board in March
2017, was informed by internal audits own
assessment of risk and materiality in addition
to consultation with management to ensure it
aligned to key risks facing the organisation.

The plan has remained fluid throughout the
year to maintain an effective focus.

In delivering the internal audit opinion the
Southern Internal Audit Partnership have
undertaken three reviews during the vyear
ending 31 March 2018.
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The 2017-18 internal audit plan has been delivered in full. The opinion assigned to each internal audit review on issue is defined as follows:

0 0

0 T T T
No Assurance Limited Assurance Adequate Assurance Substantial Assurance

5. Key Observations

Substantial - A sound framework of internal control is in
place and operating effectively. No risks to the achievement
of system objectives have been identified;

Adequate - Basically a sound framework of internal control
with opportunities to improve controls and / or compliance
with the control framework. No significant risks to the
achievement of system objectives have been identified;

- Significant weakness (es) identified in the
framework of internal control and / or compliance with the
control framework which could place the achievement of
system objectives at risk; or

No - Fundamental weaknesses identified in the framework
of internal control or the framework is ineffective or absent
with significant risk to the achievement of system objectives

All audit reviews concluded with a ‘Substantial Assurance’ opinion. Internal Audit work found there to be a sound control environment in
place across all review areas that were working effectively to support the delivery of corporate objectives. There were no significant issues

identified arising from the work completed during 2017-18.
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6. Anti Fraud and Corruption

The County Council is committed to the highest possible standards of openness, probity and accountability and recognises that the electorate
need to have confidence in those that are responsible for the delivery of services. A fraudulent or corrupt act can impact on public confidence
in the County Council and damage both its reputation and image. Policies and strategies are in place setting out the County Council’s approach
and commitment to the prevention and detection of fraud or corruption. An overview of Internal Audit activity and delivery of the Annual
Fraud Plan 2017/18 will be provided in the Annual Fraud Report 2017-18.

7. Quality Assurance and Improvement
The Quality Assurance and Improvement Programme (QAIP) is a requirement within ‘the Standards’.

The Standards require the Head of the Southern Internal Audit Partnership to develop and maintain a QAIP to enable the internal audit service
to be assessed against the Standards and the Local Government Application Note (LGAN) for conformance.

The QAIP must include both internal and external assessments: internal assessments are both on-going and periodical and external
assessment must be undertaken at least once every five years.

In addition to evaluating compliance with the Standards, the QAIP also assesses the efficiency and effectiveness of the internal audit activity,
identifying areas for improvement.

An ‘External Quality Assessment’ of the Southern Internal Audit Partnership was undertaken by the Institute of Internal Auditors (lIA) in
September 2015. In considering all sources of evidence the external assessment team concluded:

“It is our view that the Southern Internal Audit Partnership (SIAP) service generally conforms to all of the principles contained within the
International Professional Practice Framework (IPPF); the Public Sector Internal Audit Standards (PSIAS); and the Local Government
Application Note (LAGN).

There are no instances across these standards where we determined a standard below “generally conforms”, and 4 instances where the
standard is assessed as “not applicable” due to the nature of SIAP’s remit.”
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In accordance with PSIAS, annual self assessment have been completed since the external inspection concluding that the Southern Internal
Audit Partnership continues to comply with all aspects of the IPPF, PSIAS and LGAN.

8. Disclosure of Non-Conformance

In accordance with Public Sector Internal Audit Standard 1312 [External Assessments] which requires ‘an external quality assessment to be
conducted at least once every five years by a qualified, independent assessor or assessment team from outside of the organisation’ | can
confirm endorsement from the Institute of Infernal Auditors that

There are no disclosures of Non-Conformance to report.

9. Quality control

Our aim is to provide a service that remains responsive to the needs of Pension Services and maintains consistently high standards. In
complementing the QAIP this was achieved in 2017-18 through the following internal processes:

On-going liaison with management to ascertain the risk management, control and governance arrangements, key to corporate success;
On-going development of a constructive working relationship with the External Auditors to maintain a cooperative assurance approach;
A tailored audit approach using a defined methodology and assignment control documentation;

Review and quality control of all internal audit work by professional qualified senior staff members; and

W v v W @

A self-assessment against the Public Sector Internal Audit Standards.
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10. Internal Audit Performance

The following performance indicators are maintained to monitor effective service delivery:

Annual performance indicators

Standards

Aspect of service Target (%) 2017-18
Actual (%)
Revised plan delivered 95 / 100
Positive customer responses to quality appraisal 90 / 96
questionnaire *
Compliant with the Public Sector Internal Audit
Yes Yes

*Customer satisfaction has been assessed through response to questionnaire issued to a wide range of stakeholders including Members, senior

officers, key contacts and SIAP staff. 17/18 actual are based on a February 2017 questionnaire
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