APPENDIX A

TERMS OF REFERENCE
FOR INTERNAL AUDIT IN
SHROPSHIRE COUNCIL

INTRODUCTION

1. This document sets out the role and terms of reference of the Internal Audit
Service within Shropshire Council. The basis of internal financial
administration within the Council lies in the Financial Rules contained in the
Council Constitution. These terms of reference should be read in conjunction
with the relevant sections of these Financial Rules.

2. The authority of the internal audit function is derived from legislation. The
requirement for an internal audit function is made necessary by Section 151
of the Local Government Act 1972, which requires that authorities ‘make
arrangements for the proper administration of their financial affairs and shall
secure that one of their officers has responsibility for the administration of
those affairs’. The Accounts and Audit Regulations 2003 as amended by The
Accounts and Audit (Amendment) (England) Regulations 2006, require that, a
relevant body shall maintain an adequate and effective system of internal
audit of its accounting records and of its system of internal control in
accordance with the proper practices in relation to internal control.

Any officer or member of a relevant body shall if the body requires:-

a) make available such documents of the body which relate to its
accounting and other records as appear to that body to be
necessary for the purpose of the audit; and

b) supply the body with such information and explanation as that
body considers necessary for that purpose.

The relevant body shall, at least once in each year, conduct a review of the
effectiveness of its system of internal control.

The findings of the review referred to above shall be considered as part of the
consideration of the system of internal control.

3. The Financial Rules (Part 4, Appendix C2) state the Section 151 Officer has
a ‘statutory responsibility for the overall financial administration of the
Council’s affairs and is responsible for maintaining an adequate and effective
internal audit’.

ROLE

4, Internal audit is ‘an assurance function that provides an independent and
objective opinion to the organisation on the control environment 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’ (CIPFA Code of Practice for Internal Audit in Local Government
2006).
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5. It contributes to the authority’s governance arrangements by bringing a
systematic and disciplined approach to the evaluation of risk management,
control and governance processes.

OBJECTIVE

6. Internal audit’s objective is to give assurance to the Section 151 Officer and
the Council, on the adequacy of the Authority’s control environment and the
extent that it can be relied upon.

SCOPE

7. Internal audit is responsible for providing assurance across all the Authority’s
activities including schools and services provided in partnership or under
contract with external organisations.

8. The scope of internal audit includes:

e reviewing, appraising and reporting on the following:

» the soundness, adequacy and application of internal controls;

» the extent to which the Council’s assets are accounted for and
safeguarded from losses of all kinds arising from fraud and other
offences, waste, extravagance and inefficient administration, poor
value for money or other causes;

» the suitability and reliability of financial and other management
data developed within the organisation;

e to carry out selected Value for Money reviews of the efficiency and
economy of the planning and operation of the Council’s functions;

e to provide an internal advice and consultancy service for Committees and
Directorates;

¢ to undertake any non-recurring studies as directed by the Section 151
Officer;

e to advise on or undertake fraud investigation work in accordance with the
Authority’s Fraud Investigation procedure, prosecutions policy and the
disciplinary guide (C2.7);

o periodically undertake an audit needs assessment taking into
consideration the authorities risk management process (C2.5).

9. Internal audit also carry out special reviews or assignments where requested

by management, which fall outside the approved work plan and for which a
contingency is included in the audit plan.

COMPETENCE AND STANDARDS

10.

11.

12.

Internal audit complies with the CIPFA’s Code of Practice for Internal Audit
2006 and other relevant guidance.

Individual auditors are required to comply with relevant guidelines issued by
their professional bodies.

The Head of Audit Services maintains a team of staff that collectively possess
the necessary knowledge, skills and disciplines for the achievement of the
internal audit objectives. Staff are properly trained to fulfil all their
responsibilities.
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13.

Internal auditors are expected to:

o exercise due professional care based upon appropriate experience,
training, ability, integrity and objectivity; and

e obtain and record sufficient audit evidence to support their findings and
recommendations.

INTERNAL AUDIT PLANNING

14,

15.

Internal audit work is planned at all levels of operation in order to establish
priorities, achieve objectives and ensure the efficient and effective use of
audit resources.

The Head of Audit Services produces strategic and annual plans in
consultation with the Section 151 Officer. These plans are subject to annual
revisions and approval. These plans include an element of contingency to
allow internal audit to be responsive to changing conditions and requests for
assistance from managers. It is the responsibility of the Section 151 Officer
to ensure that the budget and resources allocated to internal audit are
sufficient to ensure that these plans can be delivered.

INTERNAL AUDIT REPORTING

16.

17.

Internal audit reports all findings to appropriate managers against a four
level grid of assurance opinions (good, reasonable, limited and
unsatisfactory). Significant issues are reported in writing. The Head of
Audit Services sets standards for reporting and makes arrangements for their
review and approval before issue. The reports:

e prompt management action to implement recommendations for change,
leading to improvement in performance and control;

e provide a formal record of points arising from the assignment, and where
appropriate, of agreements reached with management;

e state scope, purpose and extent of conclusions;
make recommendations which are appropriate, relevant and flow from
the conclusions;

¢ acknowledge the action taken, or proposed by management; and

e ensure that appropriate arrangements are made to determine whether
action has been taken on internal audit recommendations, or that
management has understood and assumed the risk of not taking action.

The Head of Audit Services reports regularly to the Section 151 Officer and
at least three times a year to the Council’'s Audit Committee on progress
against the annual audit plan and other issues of concern in respect of the
control environment and emerging issues. The Audit Committee meet at
least four times per year and they have a detailed work plan agreed for the
year. In addition, the Head of Audit Services produces an annual report to
the Section 151 Officer and Audit Committee on the main issues raised by
Internal Audit during the year and on the performance of Internal Audit. In
particular the annual report:

¢ Includes an opinion on the overall adequacy and effectiveness of the
organisation’s control environment.
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o Discloses any qualifications to that opinion, together with the reasons for
the qualification.

e Presents a summary of the audit work undertaken to formulate the
opinion, including reliance placed on work by other assurance bodies.

e Draws attention to any issues the Head of Audit Services judges
particularly relevant to the preparation of the Annual Governance
Statement.

e Compares the work actually undertaken with the work that was planned
and summarises the performance of the Internal Audit function against its
performance measures and criteria.

¢ Comments on compliance with these standards and communicates the
results of the Internal Audit quality assurance programme.

RELATIONSHIPS

18.

19.

The Head of Audit Services fosters constructive working relationships and
mutual understanding with management, with external auditors and with any
other review agencies.

Constructive working relationships make it more likely that internal audit work
will be accepted and acted upon, but the internal auditor does not allow his
objectivity or impartiality to be impaired.

INDEPENDENCE

20.

21.

22.

23.

24,

The Head of Audit Services direct reporting line is to the Corporate Head of
Service Improvement, Performance and Productivity. She also has direct
access to the Section 151 Officer, the Interim Head of Finance, Audit
Commission’s District Auditor and Audit Manager, the Council Management
Team, the Leader and Members.

Internal Audit do not have any executive responsibilities and are independent
of the activities that it audits to enable them to provide impartial and unbiased
professional opinions and recommendations. Internal audit is free to plan,
undertake and report on its work as the Head of Audit Services deems
appropriate, in consultation with relevant managers.

Internal auditors are required to have an impartial, unbiased attitude
characterised by integrity and objectivity in their approach to work. They
avoid conflicts of interest and a register of interests is maintained. Audit work
is planned to avoid potential conflicts. Auditors should not allow external
factors to compromise their professional judgement and must maintain
confidentiality in their work.

The Head of Audit Services cannot be expected to give total assurance that
control weaknesses or irregularities do not exist. Managers are fully
responsible for the quality of internal control within their area of responsibility.
They should ensure that appropriate and adequate control and risk
management arrangements exist without depending on internal audit activity.

The Head of Audit Services is to be consulted about significant proposed
changes in the internal control system and the implementation of new
systems and she shall make recommendations on the standards of control to
be applied. This need not prejudice the audit objectivity when reviewing the
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systems at a later date.

QUALITY ASSURANCE

25.

26.

27.

28.

In order to ensure Internal Audit independence, the audit of areas managed
by the Head of Audit Services will be carried out by an appropriate auditor
and be reviewed by an audit senior. The Head of Audit Services will take no
part in the audit or reviewing process other than in the role of auditee. The
final report will be issued to the Corporate Head of Service Improvement,
Performance and Productivity as the Head of Audit Services’ line manager.

The Head of Audit Services will maintain a process of review of the Internal
Audit section to provide reasonable assurance that its work conforms to the
relevant standards particularly CIPFA’s code of practice. The review process
will be ongoing and will include adequate supervision of work performed, an
internal review process, the retention of appropriate evidence, and where
possible, an external review by the Audit Commission and other inspection
agencies.

An internal audit manual will be maintained and adhered to setting out
policies and procedures for the operations of the internal audit function in line
with relevant standards.

The Head of Audit Services develops and maintains a set of performance
measures which are reported to the Section 151 Officer and Audit
Committee.

RIGHTS OF ACCESS

29.

Under the Authority's Financial Rules, internal auditors have the authority to:

e Access at reasonable times, premises or land used by the Council.

e Access all assets, records, documents, correspondence and control
systems except for those from which they are statutorily prevented.

e Require and receive any information and explanation considered
necessary concerning any matter under consideration.

e Require any employee of the Council to account for cash, stores or any
other Council property under his/her control and produce supporting
evidence and assets for inspection if required.

e Access records belonging to third parties, such as contractors, when
required.

AMENDMENTS TO THE TERMS OF REFERENCE

30.

In accordance with CIPFA good practice, the terms of reference will be
reviewed and updated as necessary.

Approved by Section 151 OffiCer ......ooiiiiiir e

Date

Reviewed and Updated 25" November 2010
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