 HARLOW COUNCIL INTERNAL AUDIT TERMS OF REFERENCE 
1. Introduction

The guidance accompanying the Accounts and Audit Regulations (2006) states that proper internal audit practices for local government in the UK are embodied within the “Code of Practice for Internal Audit in Local Government in the United Kingdom 2006” issued by the Chartered Institute for Public Finance and Accountancy (CIPFA).  The Code of Practice states that: “the purpose, authority and responsibility of Internal Audit should be formally defined by the organisation in terms of reference”.

This document has been prepared to act as the approved terms of reference for internal audit at Harlow Council.  Its contents follow the template set out in the Code of Practice.  The Code of Practice makes reference to the position of “Head of Internal Audit”, and this terminology is used throughout the document.  Where reference is made to the “Head of Internal Audit” within the terms of reference, it is acknowledged that in Harlow Council this role is fulfilled by the Internal Audit Manager.  

2. Definition of Internal Audit

The CIPFA Code of Practice defines internal audit as follows:

Internal audit is an assurance function that primarily provides an independent and objective opinion to the organisation on the control environment comprising risk management, internal control and governance by evaluating its effectiveness in achieving the organisation’s objectives.  It objectively examines, evaluates and reports on the adequacy of the control environment as a contribution to the proper, economic, efficient and effective use of resources.

An explanatory note to this definition adds:

Whilst Internal Audit “primarily” provides an independent and objective opinion to the organisation on the control environment, it may also undertake other, non-assurance work at the request of the organisation subject to the availability of skills and resources.  This can include consultancy work; indeed, Internal Audit intrinsically delivers consultancy services when making recommendations for improvement arising from assurance work, and fraud-related work.

3. Responsibilities and Objectives of Internal Audit

3.1 Core audit role

Our primary responsibility is to provide assurance to elected Members and to management that there are adequate arrangements in place for the proper administration of the financial affairs of the Council and other relevant bodies, and generally that systems of internal control are adequate and effective.  We also make recommendations designed to improve such systems and arrangements.

Two main methodologies are used to achieve this assurance.  One is a risk- based programme of assurance audit work, supported by probity audit and value for money work.  This programme is set out in an annual audit plan, which is approved by the Audit Committee and developed in consultation with the statutory S.151 Officer or Chief Financial Officer, Corporate Management Team, Heads of Service and other interested parties, such as the Council’s external auditor.  This work is designed to deliver an opinion on the existing control environment.

The second methodology is active involvement in new developments and issues arising during the year so as to ensure that control issues are addressed before implementation of solutions.  This work is distinct from pure consultancy work, discussed below, in that the focus remains on obtaining assurance about the Council’s control arrangements.  As far as practical this work is also planned in advance, but a greater degree of flexibility is needed to ensure that resources are deployed most effectively.  

Overall, the annual audit plan, developed through a combination of the above approaches, reflects the most significant issues currently facing the authority plus a range of other work based on a risk assessment of all services across the Council.  The annual plan is designed to produce a risk based review and evaluation of the internal control environment to enable the Head of Internal Audit to form an opinion on the overall robustness of the Council’s control arrangements. 

It should be noted that best practice requires that Internal Audit take account in our planning of the authority’s own assessment of risk.  Risk management at Harlow Council is currently being developed further and we have put in place mechanisms to reflect the results of risk management activity into forming a risk based audit plan.   

3.2 Fraud and Corruption

As stated in the CIPFA Code, managing the risk of fraud and corruption is the responsibility of management (for example through maintaining internal controls to prevent and detect fraud). Internal audit does not have responsibility for the prevention or detection of fraud.  However, fraud issues are an area where Internal Audit is well placed to offer advice to officers generally.

Financial Regulations require that all detected instances of fraud and corruption be reported to the Head of Internal Audit so that lessons arising from the irregularity can be identified. 

Responsibility for the investigation of fraud rests with management, but internal audit has expertise in such investigations and can assist management with this.  In addition, suspicions of fraud or corruption may be reported directly to the Head of Internal Audit under the Council’s Whistleblowing and Anti-fraud and Corruption policies.  In these cases investigations by internal audit will usually be in conjunction with line management but exactly who is informed will depend on the nature of the allegations.  Any investigations that lead to a potential involvement of either the Head of the Paid Service, Chief Financial Officer or Monitoring Officer will be carried out in accordance with the statutory requirements. 

3.3 Financial Consultancy

Internal Audit can also provide, to the extent that resources permit, an independent and objective consultancy service designed to help line management improve the Council’s internal control environment.  This can include reviews of specific problem areas, advice and support on new developments (to the extent these are not included in core audit work), advice on preparing accounting instructions and assistance in the preparation of financial training and documentation and strategic policy documents.  

3.4 External audit

Internal Audit works with the Council’s external auditor, currently the Audit Commission, in order to maximise the value obtained from the total audit resource. 

4. Internal Audit Accountability and Reporting lines 

Internal Audit is primarily accountable to the Audit Committee. Our activities will be subject to review by the Audit Committee and, in a different sense, by the external auditor.  Internal Audit has a number of performance indicators which are regularly monitored by the Audit Committee.  
For day to day purposes the Head of Internal Audit reports to the Strategic Director (and S151 Officer), in order to assist both officers to meet their responsibilities for financial governance under S151 of the Local Government Act 1972.  
The Head of Internal Audit and the audit staff will also report regularly to all senior managers on the results of individual audits affecting their areas of responsibility.  In addition, as is clear from Financial Regulations, the Head of Internal Audit has the authority to report on any matter to any officer or Member that she believes is necessary to fulfil her responsibilities. 

5. Independence of Internal Audit

Four main organisational factors are required for independence of operation:
· Unlimited scope of operations i.e. includes the organisation’s entire control environment and not just limited to Finance;
· Unfettered right of access to personnel, records and other material;
· Freedom to report to all Officers and Members considered appropriate and particularly those charged with governance; and
· Adequate budget and staffing levels.
The first three of these are embodied in the Financial Regulations of the Council. With regard to staffing, the Head of Internal Audit has the right to report to the Audit Committee if she considers the resources available to meet her duties to be inadequate and has been unable to resolve this by any other means.

It is essential that internal auditors be prepared to challenge, on the basis of objective evidence, any decision, policy or practice of the Council that they consider inappropriate or sub-optimal no matter who was involved in taking that decision.  We seek through our training and development procedures to encourage the development of this mind set in our staff.  Equally, it is essential that Officers and Members of the Council recognise that it is the role and responsibility of internal audit to do this and accept audit comments and advice in this spirit.  Members and Officers are not obliged to accept internal audit advice but should give a reasoned response as to why they take a different view.

6. Audit Opinion

The Head of Internal Audit has both the right and duty to deliver an audit opinion on the control environment of the Council and on any other matter she thinks appropriate to deliver her responsibilities. The provisions described in the rest of this document enable her to be effective in this role. 

7. Right of access to records and staff

To be effective internal audit needs the right of access to all records, assets, personnel and premises to obtain such information and explanations as it considers necessary to fulfil its responsibilities including:

· Access Council premises at reasonable times;

· Access all assets, records, documents, correspondence and control systems;

· Receive any information and explanation considered necessary concerning any matter under consideration;

· Require any employee of the Council to account for cash, stores or any other asset under his or her control; and
· Access records belonging to third parties, such as contractors, when required.
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