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Internal Audit Services Terms of Reference

1 Background 


1.1 The Code of Practice for Internal Audit in Local Government in the United Kingdom (the Code) states that  “The purpose, authority and responsibility of Internal Audit should be formally defined by the organisation in terms of reference which”- 

Are consistent with this Code

Establish the responsibilities and objectives of Internal Audit

Establish the reporting lines and relationships between the Head of Internal Audit and those charged with governance and those parties to whom the Head of Internal Audit may report

Define the organisational independence of Internal Audit, including the accountability of Internal Audit, and appropriate provision for the objective assessment of the resource requirements of Internal Audit

Embrace the control environment of the organisation including all its operations, resources, services, and responsibilities in relation to other bodies

Enable the Head of Internal Audit to deliver an audit opinion

Establish Internal Audit’s right of access to all records, assets, personnel and premises, including those of partner organisations, and its authority to obtain such information and explanations as it considers necessary to fulfil its responsibilities.


1.2 To this end, an Internal Audit Services “Charter” was prepared, which was presented to and agreed by the Corporate Resources Overview and Scrutiny Committee in December 2001 (Financial memo 2001/02 No. 115 refers).



2 Current Position


2.1 The Charter has now been revised and re-titled as “Terms of Reference” in order to reflect the requirements of the current version of the Code, the Authority’s recent re-organisation, and the setting up of the Audit Committee.


2.2 The revised Terms of Reference are attached as Appendix A to this report.


3 Recommendation


3.1 Members are requested to review and agree the revised and updated Terms of Reference.



I. Beckett

Audit Services Manager

Aug 2006 











APPENDIX A

INTERNAL AUDIT SERVICES

TERMS OF REFERENCE

Definition and Function

Internal Audit Services is situated within the Corporate Services Directorate and is charged with providing an independent, risk-based audit service both to Members and to all levels of management.  The Head of Audit Services is responsible to the Director of Corporate Services for the effective review of all aspects of risk management and control throughout the Authority’s activities. Internal Audit Services also provides assurance to the Director of Corporate Services, as Section 151 Officer, as to the probity of financial transactions.

The primary function of Internal Audit Services is to review the activities undertaken by the Authority and to measure, evaluate and report upon the effectiveness of internal controls – financial and other – as a contribution to the efficient, effective and economic use of resources in order to :-

· Safeguard assets;

· Ensure reliability and integrity of records;

· Promote operational efficiency;

· Monitor adherence to policies and directives;

· Accomplish objectives and goals.

Authority and Independence

The requirement for a Local Authority to set up and maintain an Internal Audit Services function is set out in Section 5 of the Accounts and Audit Regulations 1996. This states that “a relevant body shall maintain an adequate and effective system of internal audit of their accounting records and control systems”. Internal Audit Services is independent of the activities which it reviews, in order both to ensure the unbiased judgement essential to its proper conduct and to enable it to offer impartial advice to management.  Auditors should not undertake non-audit duties but where they do so, exceptionally, it is understood that they are not then functioning as auditors.  

Internal Audit Services has no other responsibilities in supporting any of the services provided by the Director of Corporate Services and thus its independence and objectivity are not compromised.

When required, the Head of Audit Services has direct access to the Town Clerk and Chief Executive and the Chair of the Audit Committee.

Role and Scope 

The role of Internal Audit Services is to understand the key risks of the Authority and to examine and evaluate the adequacy and effectiveness of the system of risk management and internal control as operated by the Authority.  The assessment of business risks is carried out jointly between management and Internal Audit Services and is reflected in the Strategic and Annual Plans which are endorsed by the Director of Corporate Services, Senior Management and Members.  Internal Audit Services has unrestricted access to all activities undertaken in the Authority - to people, systems, documents and property - in order to review, appraise and report on :-

· the adequacy and effectiveness of the systems of financial, operational and management control and their operation in practice in relation to the business risks to be addressed;

· the extent of compliance with, relevance of, and financial effect of, policies, standards, plans and procedures established by Members and management and the extent of compliance with external laws and regulations, including reporting requirements of regulatory bodies;

· the extent to which the Authority’s assets and interests are acquired economically, used efficiently, accounted for and safeguarded from losses of all kinds arising from waste, extravagance, inefficient administration, poor value for money, fraud or other cause and that adequate business continuity plans exist;

· the suitability, accuracy, reliability and integrity of financial and other management information and the means used to identify, measure, classify and report such information;

· the integrity of processes and systems, including those under development, to ensure that controls offer adequate protection against error, fraud and loss of all kinds and that they align with the Authority’s strategic goals;

· the suitability of the organisation of the units audited for carrying out their functions, and to ensure that services are provided in a way which is economical, efficient and effective;

· the follow-up action taken to remedy weaknesses identified by Internal Audit Services, ensuring that good practice is identified and communicated widely;

· the operation of the Authority’s internal control and corporate governance arrangements.

Internal Audit Services should be consulted about significant proposed changes to internal control systems and the implementation of new systems.

Note:  Internal Audit Services will assist managers in the following:

· ensuring, by the adoption of appropriate systems,  the success of the Authority;


· ensuring the effectiveness of internal control;


· ensuring the reliability of financial reporting;


· ensuring, so far as reasonably practical,  the absence of fraud or other irregularities, or that they are detected.

The above are, nevertheless, managers’ responsibilities, and audit reviews do not relieve managers of the responsibilities assigned to them.

Reporting Arrangements

A written report, in draft form, will be prepared and issued by Internal Audit Services at the conclusion of every review – this will be distributed to the Head/s of Service/s and the appropriate Director/s.

The report will normally include the following sections :-

Management Summary – 

· Reason for the review

· Background Information

· Scope of the review

· Associated risks

· Overall Conclusion

Matters Arising


· Detailed work and findings/conclusions

Appendix A

· Guidance for Auditees in responding to Draft Reports

Appendix B

· Summary of Recommendations and Action Plan

The appropriate Head of Service of the activity reviewed is required, under the terms of the Authority’s Financial Procedure Rules, to respond to the draft report within 10 working days.  This response should indicate the acceptance, or otherwise, of the findings and recommendations, and an action plan indicating clear accountability and time-scales for implementing the agreed recommendations.

A final report will be issued indicating the Head of Service’s response, confirming the acceptance or rejection of the recommendations and incorporating the agreed action plan.

A follow – up review will be undertaken after approximately six months from the date of issue of the final report, in order to ascertain whether the agreed actions have been taken.

Any recommendations which have not been implemented, for which there is no acceptable reason for the delay, and any grade “A” recommendations which have not been agreed, will be reported to the Audit Committee for their information and action.

Internal Audit Services reports regularly on the results of its work to the Audit Committee.  The Director of Corporate Services and the Head of Audit Services are accountable to the Audit Committee for :-

· providing regular assessments of the adequacy and effectiveness of the Authority’s systems of risk management and internal control based on the work undertaken by Internal Audit Services ;

· reporting significant control issues and potential for improving risk management and control processes;

· periodically providing information relating to emerging issues.
Responsibility 

The Head of Audit Services is responsible for :-

· developing risk-based strategic and annual audit plans based on an understanding of the significant risks to which the Authority is exposed.  The audit plans will ensure that, as a minimum, an annual review of all of the Authority’s material systems will be undertaken;

· submitting the strategic and annual audit plans to the Audit Committee for review and agreement;

· implementing the agreed audit plans as far as staffing availability allows;

· ensuring that the Audit Team operates to the “Code of Practice for Audit Services in Local Government in the United Kingdom” which is published by CIPFA;

· maintaining a professional audit staff with sufficient knowledge, skills and experience to carry out the plan. (Refer to section following relating to “Competence”)

Consultation

Prior to the commencement of audit reviews, the Head of Audit Services will arrange for the manager of the area under review to be advised as to the purpose, scope and expected duration of the work.  A starting date will also be agreed.

During the progress of the review, Internal Audit Services staff will consult – orally or in writing – with the relevant departmental officers to ensure that :-

· Information gathered is accurate and has been properly interpreted;

· Management are allowed to put their case in order to ensure the formation of a balanced judgement;

· Recommendations are cost effective and practicable;

· Management are informed on the progress of the audit.

Documentation

An adequate record of each audit review will be maintained, which will contain the principal evidence to support the Internal Audit Services’ report, and will provide the basis for a review of Internal Audit Services’ work.

This record will, inter alia, contain adequate working papers to document the following :-

· audit planning;

· examination and evaluation of the adequacy and effectiveness of internal controls;

· audit procedures employed, information obtained, testing undertaken and conclusions reached;

· correspondence and/or formal post – audit interview/s;

· draft and final reports;

· evidence of the Head of Audit Services’ review;

· agreed recommendations;

· follow – up review/s.

Competence

The Head of Audit Services will maintain relationships with professional organisations and other bodies in order to keep abreast of current thinking and advances in Internal Audit Services practices.

The Head of Audit Services is responsible for maintaining a team of staff who collectively possess the necessary knowledge, skills and disciplines required for the achievement of the Internal Audit Services’ objectives.

In particular, the Head of Audit Services will, both by continuous review and by means of a formal annual Appraisal :-

· ensure that audit staff possess appropriate qualifications and experience;

· encourage staff and facilitate their continuing professional development.

· identify any further training required.

· as far as practicable, in order to maximise experience, all Internal Audit Services staff will rotate the duties required from the Audit Plan, bearing in mind the size of the Team and the need for specialisation in specific areas.

Quality Control

The Head of Audit Services will review the draft audit report and the associated working papers prior to the issuing of the report.

When the final report is issued, feedback will be sought from the recipient/s of the report.  This feedback will be reviewed by the Head of Audit Services as a means of maintaining and/or improving audit practices and processes and as a means of identifying any necessary staff development.

Relationship with External Audit

The Head of Audit Services will maintain liaison with the Authority’s External Audit in order to :-

· foster a co – operative and professional working relationship;

· reduce the incidence of duplication of work;

· ensure that there is appropriate sharing of information;

· co – ordinate the overall audit effort;


· undertake compliance testing of core financial systems so as to provide the appropriate level of assurance to enable the External Auditor to place reliance on them for the purpose of issuing an unqualified audit certificate for the annual accounts.

In particular, the Head of Audit Services will :-

· provide copies of Strategic and Annual Audit Plans to the External Auditor to facilitate audit planning;

· receive copies of all External Audit communications to management;

· gain a knowledge of the External Auditor’s programme and methodology;

· ensure liaison, where appropriate, with the External Audit for the purpose of resolution of differences. 

Amendment of Audit Terms of Reference

The Head of Audit Services is responsible to the Director of Corporate Services for maintaining the Audit Terms of Reference in a current state.

Amendments to the Terms of Reference will be reported to the Audit Committee.

August  2006
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