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Annual Internal Audit Report – 2017/2018

1. Background

1.1 The Accounts and Audit Regulations 2015 require that Local Authorities “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.” 

1.2 At Merthyr Tydfil County Borough Council this is achieved through the work of 
the Internal Audit service. 

1.3 The Relevant Internal Audit Standard Setters (in Wales this is Welsh 
Government as well as the Chartered Institute of Public Finance and 
Accountancy (CIPFA)) in respect of local government across the United 
Kingdom adopted a common set of Public Sector Internal Audit Standards 
(PSIAS) from 01st April 2013. The PSIAS have been revised from 1st April 2017 to 
incorporate new and revised international standards and consequent 
amendments to the additional public sector requirements and interpretations.

1.4 The objectives of the PSIAS are to:
 Define the nature of internal auditing within the UK public Sector.
 Set basic principles for carrying out internal audit in the UK public sector.
 Establish a framework for providing internal audit services, which add 

value to the organisation, leading to improved organisational processes 
and operations.

 Establish the basis for the evaluation of internal audit performance and to 
drive improvement planning.
Source: PSIAS

1.5 The PSIAS apply to all internal audit service providers. 

1.6 In compliance with the PSIAS (PSIAS 1000) the powers and duties of Internal 
Audit are embodied in the Internal Audit Charter. They are also included in 
the Council’s Constitution and contained within section 4.07.07 of the 
Council's Financial Procedure Rules. 

1.7 The Internal Audit Service has established an operational plan that details the 
tasks needed to achieve the specific outcome of the Service. The outcome 
and tasks are detailed on the next page.
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Internal Audit Operational Plan 2017/2018 – Outcomes and Tasks

Outcome The provision of a professional, cost effective, independent 
and objective internal audit of the Authority's control 
environment including risk management processes, control 
systems and governance arrangements to ensure efficient 
and effective services are provided to the community and 
citizens of Merthyr Tydfil.

The work undertaken by Internal Audit aims to provide 
councillors, directors, all levels of management and other key 
stakeholders with assurance that service performance, 
governance arrangements, processes and internal controls 
are operating efficiently and effectively and that tasks, 
objectives and outcomes are being met and realised.

Task To prepare and deliver an internal audit plan based upon a 
prioritised assessment of risk that identifies the audits to be 
undertaken.

Task Completion of the core 'Major Financial Systems' audits.
Task To provide good quality professional support to the Audit 

Committee in discharging its responsibilities.
Task To play a key role in the production of the Annual Governance 

Statement (AGS).
Task To ensure that the Internal Audit Service complies with the 

Public Sector Internal Audit Standards (PSIAS) and other 
professional and statutory requirements.

Task To respond to requests to undertake appropriate additional 
work as required.

Task To give an objective and evidence based opinion on all 
aspects of governance, risk management and internal control.

1.8 In accordance with the PSIAS (PSIAS 2450) the chief audit executive (Audit 
Manager at Merthyr Tydfil County Borough Council) must deliver an annual 
internal audit opinion and report that can be used by Council to inform its 
governance statement. The annual internal audit opinion must include a 
summary of the information that supports the opinion and conclude on the 
overall adequacy and effectiveness of the Council’s framework for 
governance, risk management and control. 

1.9 This report is the Annual Internal Audit Report that incorporates the 
requirements of the PSIAS.

1.10 The internal controls operating within the Council are of a complex nature, 
reflecting the organisational arrangements. The Audit Manager plans the work 
of Internal Audit to address the major risks that the Council faces. Risks are 
identified by a risk assessment process; however, 11 systems have traditionally 
been deemed “core” or “major” systems due to the enormous volume and 
value of transactions processed by them and as such they are audited on a 
cyclical basis ensuring every system has received an audit review over a 3 
year cycle and has also been subject to annual follow up review, these are 
referred to as the ‘major financial systems’.
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2. Audit Opinions Issued

2.1 On completion of audit reviews a control environment opinion is formed 
providing management and those charged with governance with assurance 
on how well the internal controls and governance arrangements of the 
system, area of review or establishment are operating.

2.2 In summary, Table 1 below, details the control environment opinions for the 
reviews undertaken during 2017/2018. ‘Major Financial Systems’ are identified 
separately.

 Table 1: Audit Opinions 2017/2018
Opinion of 

Internal Control 
Major 

Financial 
Systems 

Other Audits Special 
Investigations 

Total %

 Very Good 2 1 0 3 9%
 Good 7* 5 0 12 34%
 Satisfactory 2* 5 1 8 22%
 Unsatisfactory 0 1 2 3 9%
 Poor 0 1 2 3 9%
 N/A 0 0 6 6 17%
 Total 11 13 11 35 100%
Note *Includes 3 reports awaiting final publication at the time this report was written. 
Also included in Table 1 is the follow up audits undertaken.

2.3 The information in Table 1 is further broken down in Appendix A by ‘Major 
Financial System’ and other audit assignments/work. 

2.4 Table 1 is not reflective of all audit work, which also includes consultancy 
advice given to staff on policies, development of procedures, and 
involvement in other corporate work. 

2.5 Definitions for the audit opinions are provided in Appendix B.

2.6 To show how the opinions awarded in 2017/2018 compare with those 
awarded in 2016/2017 we have included 2016/2017 information in Table 2.

Table 2: Audit Opinions 2016/2017
Opinion of 

Internal 
Control

Major 
Financial 
Systems 

Other 
Audits 

Special 
Investigations 

Total %

Very Good 0 5 0 5 15%
Good 8 1 0 9 27%
Satisfactory 3 12 0 15 46%
Unsatisfactory 0 4 0 4 12%
Poor 0 0 0 0 0%
N/A 0 0 0 0 0%
Total 11 22 0 33 100%
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2.7 It is evident from comparing information over the 2 financial years that no 
special investigation work was reported for 2016/2017, whilst in 2017/2018 
there were 11 special investigations undertaken that resulted in 5 opinions 
being issued.  We can speculate for the reasons in this increase in special 
investigations and it could be due to a number of factors, however, we 
cannot definitively state the reason(s).

2.8 The proportion of very good/good/satisfactory opinions has decreased from 
88% in 2016/2017 to 65% in 2017/2018. It is evident that this is mostly due to 
there being opinions awarded for special investigation work undertaken 
during 2017/2018 as the actual numbers of opinions are quite similar 29 for 
2016/2017 and 23 for 2017/2018. As every annual plan is based upon a risk 
assessment there are different areas, with the exception of audits of the 
‘major financial systems’, of the Council’s wide range of systems, services and 
establishments audited each year, as such the negative change in the trend 
of opinions awarded provides a useful overview but should not be seen as 
definitive evidence of and does not necessarily indicate a weakening of the 
Council’s overall control environment and risk and governance 
arrangements.

2.9 It can be seen from Table 1 that 2 (18%) of the Major Financial Systems (MFS) 
have been assessed as very good, 7 (64%) have been assessed as good, with 
the remaining 2 (18%) classified as satisfactory. As a comparison this 
assessment of opinions for 2016/2017 reported 8 (73%) as good and 3 (23%) as 
satisfactory. This indicates an improvement in the level of control operated as 
the implementation of internal audit recommendations has resulted in 2 of the 
systems internal control environment being re-categorised from good to very 
good and additionally one system was assessed as good whereas in the 
previous year it was assessed as satisfactory.

2.10 Overall in 2017/2018 it can be seen that 3 (8%) of the opinions reported were 
poor and another 3 (8%) unsatisfactory. Of these 6 opinions 4 relate to special 
investigations that were completed (2 poor and 2 unsatisfactory) and is an 
increase compared to 2016/2017 where 4 (12%) of opinions were 
unsatisfactory, as mentioned in paragraph 2.8 this does not necessarily 
indicate a weakening of the control environment. A variety of reasons 
contributed to the poor and unsatisfactory opinions reported. The areas 
assessed as poor and unsatisfactory are detailed in paragraph 2.13 and also 
in Appendix A. Examples of the main reasons for reporting an unsatisfactory or 
poor opinion include inadequate internal controls, failure to comply with the 
Council’s Financial Procedure Rules, failure to comply with/or a lack of 
financial procedures, poor administration, a lack of/or weak governance 
arrangements and failure to adhere to recognised best practice.

2.11 A number of planned follow up reviews of internal audit reports were 
completed during 2017/2018. This enabled us to measure the extent to which 
management of those selected areas are implementing internal audit 
recommendations and the subsequent improvement of the internal control 
environment as a result of their implementation. Table 3 (next page) 
summarises our findings regarding implementing recommendations during the 
year.
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Table 3: Audit Follow Up Opinions 2017/2018
Opinion on 

Commitment to 
Implementing 

Recommendations 

Major 
Financial 
Systems 

Other 
Audits 

Total %

Very Good 2 1 3 23%
Good 0 1 1 8%
Satisfactory 3 2 5 38%
Unsatisfactory 3 1 4 31%
Poor 0 0 0 0%
N/A 0 0 0 0%
Total 8 5 13 100%

2.12 The results of our findings summarised in Table 3 illustrates that the 
implementation of internal audit recommendations varies across different 
departments and areas of the Council. It appears that some departments/ 
service areas are more able to implement the recommendations than others. 
This is something that will need to be further investigated to ascertain the 
reason(s) why. The effect of the rate of implementation of the 
recommendations by management is that the internal control environment 
has improved for 4 out of the 13 areas subject to follow up review. Table 3 
demonstrates that the results of our work shows that Internal Audit 
recommendations are not being implemented in a manner that would 
generate the most efficient and effective rate of improvement in the internal 
control environment. For instance, for 31% of the action plans we undertook 
follow up work on management are considered to have taken unsatisfactory 
levels of action to date on implementing the recommendations that they 
agreed to. We must also state that although whilst the non-implementation of 
agreed to recommendations is not to be encouraged nor commended it 
does not result in a further deterioration of the internal control environment, 
whereas the implementation of agreed to recommendations will always result 
in a strengthening of the internal control environment.

2.13 In summary for 2017/18 the following areas were assessed as poor and 
unsatisfactory:
Poor:
 Car Parking systems and procedures;
 2 Special Investigations.
Unsatisfactory:
 Education Improvement Grant audit;
 2 Special Investigations.

It should be noted that identified weaknesses and issues were reported to 
management and appropriate action plans have been put in place to 
address the issues that were identified in these reports.

2.14 The Council continues to face austere times and the efforts of everyone 
involved in ensuring the continued maintenance of internal controls should be 
recognised. It remains to be seen whether this momentum will continue 
through the challenging times ahead. 

2.15 For 2017/2018 Internal Audit made a total of 175 recommendations. At the 
time of writing this report management had agreed to implementing 145 
(83%) of these with a further 29 still to be agreed. In comparison, for 2016/2017 
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129 recommendations were reported of which management agreed to 
implement 128 (99%).

2.16 Management agreement to recommendations at the conclusion of an audit 
clearly demonstrates the acceptance of the need to improve, and also the 
willingness to improve, the internal control environment/governance 
arrangements of the area reported upon.

2.17 The implementation of Internal Audit, External Audit and Inspection 
recommendations continues to be monitored by Internal Audit, Management 
and other officers via the Audit/Inspection Action Plans (AAPs) system. It is 
planned that upon the roll-out of the new AAP system that Audit Committee 
Members will be provided with access to strengthen the existing internal 
control environment and governance arrangements as well as enhancing the 
effectiveness of the Audit Committee.

2.18 Another area that needs to be referred to in this report that whilst not directly 
informing the Audit Manager’s opinion but is significant is that the Internal 
Audit Service was not fully staffed for the 2017/2018 financial year.

2.19 Taking this information into account, overall the level of assurance that we 
can provide is based upon the reduced breadth of coverage compared to 
previous years as a result of the reduced internal audit staff resource 
available. Having stated that, the risk based approach and targeted use of 
available staff resource ensured that the Internal Audit Service was able to 
complete reviews of all of the core Major Financial Systems as well as other 
areas. For the work we completed for the 2017/2018 financial year we 
conclude that the internal controls operated during the year, risk 
management arrangements and governance arrangements are satisfactory. 
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Internal Audit Opinion on the Internal Controls for 2017/2018:

We have completed our internal audit work for the year ending 31/03/2018.

Our audit work included reviews of each of the major financial systems and 
other operational systems and establishments of the Council. The Internal 
Audit Service provided a reduced scope of service for the financial year due 
to available staff resources; however, the risk based approach to internal 
auditing and the targeted use of available resources ensured our work was 
sufficient to discharge the Council’s responsibilities under the Accounts and 
Audit Regulations 2015. 

The opinion is based upon the work undertaken. We planned and performed 
our work based on risk to obtain the information necessary to provide us with 
sufficient evidence to give reasonable assurance of the internal control 
systems tested. 

Based on planned and other work undertaken, in my view the internal control 
environment, risk management arrangements and governance arrangements 
operating within the Authority for financial year 2017/2018 are satisfactory. The 
opinion expressed is based on the systems and areas reviewed relating to the 
financial year 2017/2018.

Gary Evans FCPFA
Audit Manager
Merthyr Tydfil County Borough Council
04th June 2018
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3. Performance of the Internal Audit Service for the financial year 2017/2018

3.1 As part of the requirement of the Public Sector Internal Audit Standards a 
summary of the performance of the Internal Audit Service is required in this 
report. 

3.2 The Internal Audit Service begun the 2017/2018 financial year with 6 staffed 
posts; 5 full-time and 1 part-time (0.8 full time equivalent), equating to 5.8 full 
time equivalent (FTE) posts. Staffing levels reduced to 4.8 FTEs at the end of 
July and dropped again to 3 FTE’s at the end of October and stayed that way 
until December where it increased back up to 4 FTE’s, however, due to illness 
this dropped again at the start of February to 3 FTE’s and stayed that way for 
the remainder of the financial year. Throughout most of the year the Service 
was operating with a considerably reduced staffing resource. 

3.3 With the transfer of the Counter Fraud Service of Merthyr Tydfil County 
Borough Council to the Single Fraud Investigation Service in February 2016 the 
non-benefit fraud related work is now undertaken by Internal Audit staff. 
Arrangements were made in year to manage the significant resource impact 
that this has upon the assurance workload of the Internal Audit Service and all 
National Fraud Initiative (NFI) work was managed effectively. 

3.4 Overall for 2017/2018 82% of the revised audit plan was completed, a total of 
46 assignments were planned during the year of which 38 were completed. 
This compares to 2016/2017 where a total of 45 items of work were planned 
(revised plan) of which 33 were completed (73% of the plan). This is an 
increase in the completion percentage of the plan compared to the previous 
year whilst still having to manage significant staff resource shortages. 

3.5 In total 57 pieces of planned and unplanned work were completed (including 
11 special investigations) that resulted in 29 reports. As a comparison, in 
2016/2017, 77 pieces of work (including 5 special investigations) were 
completed that resulted in 32 reports.

3.6 Although not all work planned for was undertaken during the year, Internal 
Audit management ensured that coverage was given to appropriate areas. 
Where risk profiles change during the year, Internal Audit responded 
accordingly.

3.7 At the time of writing this report a total of 175 recommendations have been 
made for 2017/2018 (see appendix A) and 145 (83%) agreed to with a further 
29 still to be agreed with management.

3.8 It should also be noted that there were 9 Audit Committee meetings held 
during the year which were all supported by Internal Audit and a further 2 joint 
meetings held with the Scrutiny Committees.

3.9 All audits are subject to follow up action whereby management are required 
to inform Internal Audit of the recommendations they have implemented via 
the AAP system.

3.10 All audits undertaken are subject to follow up audit’s to ensure that 
recommendations stated as implemented have actually been implemented. 
In addition to the follow up process, all audits undertaken look at previous 
report recommendations and comment on whether they have been 
actioned.
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3.11 Internal Audit plans for work such as special investigations, financial advice 
and financial training. However, ad-hoc reviews requested by service 
management cannot always be taken into consideration in the planning 
process but will have an immediate impact on the achievement of the audit 
plan.

3.12 Many of the managers within the Council also call upon the Internal Audit 
Service for financial and other advice. This work is generally reactive in nature 
and is difficult to plan for. We are pleased to offer any help and assistance we 
can to ensure that appropriate procedures are followed. Internal Audit staff 
recorded that advice was given in respect of 11 subject/service areas. This 
figure understates the amount of advice provided as these instances only 
relate to examples where it was necessary to record the amount of time spent 
on the query. 

3.13 The Internal Audit Service has for several years operated a system to enable 
clients to feedback with comments on the work undertaken by internal 
auditors. The quality control questionnaire (QCQ) provides managers with the 
opportunity to feedback on the performance, professionalism and conduct of 
the auditor as well as the audit process in general. For 2017/2018 15 
questionnaires have been returned with 93% (14) of those returned assessing 
the usefulness of the audit as either very good or good and 7% as satisfactory 
(1). Targeted follow up work is undertaken and this has aided to increase the 
number of QCQs being returned within the required timescales thereby 
providing more meaningful management information.

3.14 The Public Sector Internal Audit Standards were complied with.
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4. Conclusions

4.1 In conclusion, Internal Audit has continued to provide a valued service to a 
good professional standard to the Council for the 2017/2018 financial year. 
Internal Audit was successful in this whilst having to manage vacancies and 
staff absences. 

4.2 The Internal Audit Service was also able to continue to provide a good 
standard of professional support to the Audit Committee during the year. 

4.3 I am pleased that I am able to give a positive opinion on the internal control 
environment this year. However, it is important that this positive position is 
maintained particularly in light of the current and future financial constraints 
on the Council. 

4.4 The support of the Audit Committee will be vital in maintaining this. It will also 
be essential to continue working closely with all Departments and our 
colleagues in External Audit and Inspection to maintain this position moving 
forward in the continuing austere financial climate.

4.5 Finally, I would like to place on record my thanks to the staff of the Internal 
Audit Service for their incredibly hard work and efforts during a challenging 
year. Without their efforts and support it would not have been possible to 
produce this report.

Gary Evans FCPFA
Audit Manager
Merthyr Tydfil County Borough Council
04th June 2018
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CALCULATION OF OVERALL AUDIT OPINION 2017/18

Major Financial Systems Opinion Recs 
Made

Recs 
Accepted

Main Accounting (Follow Up) B 0 0
Budgetary Control (Follow Up) B 0 0
Salaries and Wages C* 10 *
Creditors B* 8 *
Non-Domestic Rates (Follow Up) B 0 0
Council Tax (Follow Up) A 0 0
Treasury Management (Follow Up) B 0 0
Housing Benefit and Council Tax 
Reduction (Follow Up) B 0 0
Cash Income (Follow Up) A 0 0
Debtors C* 11 *
Bank Reconciliation (Follow Up) B 0 0

OVERALL OPINION ON MAJOR 
SYSTEMS B 29 *

 *Denotes reports not published at time this report was written
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CALCULATION OF OVERALL AUDIT OPINION 2017/18

Other Audits Undertaken Opinion Recs 
Made

Recs 
Accepted

Annual Governance Statement C 0 0
Certification of Education Improvement Grant Claim D 4 4
Certification of School Uniform Grant Claim C 3 3
Ysgol Y Graig Primary School C 15 15
Trelewis Primary School B 11 11
Car Parking Systems and Procedures E 23 23
Contract Management of Leisure Contract C 7 7
Dowlais Primary School B 18 17
Registers of Interests and Hospitality C 1 1
Payment Card Industry Data Security Standards 
(Follow Up) A 0 0
Cyfarthfa Park Primary School (Follow Up) B 0 0
Twynyrodyn Primary School (Follow Up) B 0 0
Waste Management (Follow Up) B 0 0
Pantyscallog Primary School (Follow Up) C 0 0
Investigation 1 C 1 1
Investigation 2 D 1 1
Investigation 3 E 1 1
Investigation 4 E 60 60
Investigation 5 D 1 1

OVERALL OPINION AND RECOMMENDATIONS C 175 145



Audit Conclusions are graded using the following grading structure:

LEVEL OF CONTROL GRADE EVALUATION OF SYSTEM OF 
INTERNAL CONTROL OPINION GRADE TESTING OPINION

Very Good A There is a sound system of control 
designed to achieve the 
Authority's strategic aims.

A The controls are being consistently applied with no 
errors identified.

Good B There is a sound system of control 
designed to achieve the 
system/Authority or 
establishment's operational 
objective(s).

B The controls are being consistently applied with a 
small number of minor errors identified.

Satisfactory C While there is a basically sound 
system of control, there are 
weaknesses, which put some of 
the system’s/Authority’s or 
establishment’s objectives at risk.

C There is evidence that the level of non-compliance 
with some of the controls may put some of the 
system’s objectives at risk/may leave the Authority 
or establishment open to risk.

Unsatisfactory D Weaknesses in the system of 
controls are such as to put the 
system’s/Authority’s or 
establishment’s objectives at risk.

D The level of non-compliance puts the system’s 
objectives/Authority or establishment at risk.

Poor E Control is generally weak leaving 
the system/Authority or 
establishment open to significant 
error or abuse.

E Significant non-compliance with basic controls 
leaves the system/Authority or establishment open 
to error or abuse.

Risk may be viewed as the chance, or probability, of one or more of the Authority’s objectives not being met. It refers both to 
unwanted outcomes that may arise, and to the potential failure to realise desired results.

OVERALL OPINION ON THE INTERNAL CONTROL ENVIRONMENT
On completion of the audit the Auditor will need to provide an evaluation opinion and a testing opinion, both these opinions will then 
be used to formulate an overall opinion of the system/establishment/area etc audited. The overall opinion will be formulated and 
arrived at by using the lower of either the evaluation or testing opinion.
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