APPENDIX 1

GUIDANCE ON THE ROLE AND RESPONSIBILITIES OF AUDIT COMMITTEES

Code of Practice for Internal Audit in Local Government in the UK 2006

Purpose of the Audit Committee

The purpose of an audit committee is:

e To provide independent assurance of the associated control environment.

e To provide independent scrutiny of the authority’s financial and non-financial
performance to the extent that it affects the authority’s exposure to risk and
weakens the control environment.

Internal Audit’s Relationship with the Audit Committee

To facilitate the work of the committee, the Head of Internal Audit should...report
the outcomes of internal audit work, in sufficient detail to allow the committee to
understand what assurances it can take from that work and/or what unresolved
risks or issues it needs to address.

Audit Committees: Practical guidance for Local Authorities (CIPFA)

Core Functions

Audit committees will:

... Review summary internal audit reports and the main issues arising, and seek
assurance that action has been taken where necessary.

Suggested Audit Committee Terms of Reference

Audit Activity:

e To consider the Head of Internal Audit's and a summary of internal audit
activity (actual and proposed) and the level of assurance it can give over the
Council’s corporate governance arrangements.

e To consider summaries of specific internal audit reports as requested.

e To consider a report from internal audit on agreed recommendations not
implemented within a reasonable timescale.
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Called to Account: The Role of Audit Committees in Local Government (Audit
Commission)

Monitoring Audit Performance

Auditor/officer collaboration

Slow delivery and implementation of recommendations reduces the audit’s impact
and can allow fraud to flourish or service delivery to deteriorate. Audit committees
can play a key role in ensuring that auditors and officers collaborate effectively.
This can enable auditors’ reports to be dovetailed into the relevant service
committee cycles and ensure that officers respond promptly to completed audit
reports.

Management response

An audit committee can ensure that officers consider these recommendations
promptly, and act on them where auditors have raised valid concerns.

Implementation

Agreed recommendations arising from audit work need to be implemented.
Councils should have a forum for considering the contribution of internal and
external audit and for ensuring that audit is, in practice, adding value to corporate
governance.

Audit committees can be a powerful vehicle for securing implementation of audit
recommendations and thereby improve the operation and delivery of Council
activities.

CIPFA Technical Information Service Online

Audit Reporting

Introduction

Internal auditors should produce periodic summary reports of internal audit’s
opinion and major findings.

The...report could also be issued to senior management of the organisation but
should primarily be issued to the audit committee to report upon the soundness or
otherwise of the organisation’s internal control system. This report will form the
conclusion of the work undertaken by internal audit during the period of the report.
A summary of the scope of this internal work should also be included in the report.
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Periodic Internal Audit Reports

Audit committees should not normally be provided with the full text of internal audit
reports. Audit reports are mainly concerned with operational details while audit
committees and members or non-executive directors should be concentrating on
ensuring that the organisation’s system of internal control is effective and that the
strategic or corporate objectives are being achieved efficiently. Members or non-
executive directors’ interest in internal audit should normally be restricted to gaining
an assurance that the organisation’s systems of internal control are adequate and
that where audit does not consider this to be the case that action is taken to ensure
that any short comings are rectified promptly.

Audit committee members should not usually get involved in discussing individual
internal audit findings or recommendations but should concentrate their attentions
on the opinions internal audit express on the activities and systems they have
reviewed. These opinions should be summarised and should provide a clear
opinion on the overall quality of the organisation’s internal control system and the
general level of performance across the organisation. Members or non-executive
directors should not be over concerned with adverse internal audit conclusions if
reasonable recommendations suggested by internal audit have been accepted and
that these have been promptly implemented.

If however, major internal control weaknesses are discovered these should be
reported to the audit committee as this may indicate general weaknesses in the
management of the section or the department concerned. Audit findings that
appear to show a common thread of similar weaknesses throughout the
organisation should also be reported to the audit committee.
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