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	REPORT OF

THE CITY TREASURER



	TO THE: 
AUDIT & ACCOUNTS COMMITTEE

ON: 

Wednesday 28th April 2010

	TITLE: INTERNAL / EXTERNAL AUDITJOINT PROTOCOL
 



	RECOMMENDATION:

That Members consider the report which formalises the working arrangements between the City Council’s Internal Audit service and the Audit Commission.



	EXECUTIVE SUMMARY:

The purpose of this report is to inform Members of the protocols between the City Council’s Internal Audit service and the Audit Commission.



	BACKGROUND DOCUMENTS:

(Available for public inspection)

Code of Practice for Internal Audit in Local Government in the United Kingdom 2006.



	KEY DECISION:
NO 



	DETAILS:
N/A



	KEY COUNCIL POLICIES: N/A



	EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS: N/A



	ASSESSMENT OF RISK:

The Protocol ensures that clear roles and responsibilities are formalised to prevent duplication of work, and enabling reliance to be placed on the work of the other part. It also ensures that a cost effective service is jointly provided.



	SOURCE OF FUNDING: Existing revenue budget



	LEGAL IMPLICATIONS: Supplied by
N/A



	FINANCIAL IMPLICATIONS: Supplied by   N/A



	OTHER DIRECTORATES CONSULTED:  N/A



	CONTACT OFFICER: Andrew Waine

 
TEL. NO.0161 607 6969
 



	WARD(S) TO WHICH REPORT RELATE(S): N/A
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1. Introduction

The Council is responsible for putting in place proper arrangements for the governance and stewardship of its resources. This is now specifically recognised in paragraph 4 of the Accounts and Audit Regulations 2003, as amended by the Accounts and Audit (Amendment) Regulations 2006, which states the Council has a responsibility for ensuring that:

'the financial management of the Council is adequate and effective and that the body has a sound system of internal control which facilitates the effective use of the authority’s functions including arrangements for the management of risk’.

The Accounts and Audit Regulations 2003, as amended by the Accounts and Audit (Amendment) Regulations 2006 further require that a review of the effectiveness of the system of internal control be conducted at least annually and reported on in the form of an Annual Governance Statement.

Internal Audit plays an important part in providing assurance to management that the system of control it has put in place is operating effectively.

Paragraph 6 of the Accounts and Audit Regulations 2003, as amended by the Accounts and Audit (Amendment) Regulations 2006, now includes a specific requirement that Internal Audit should carry out their work in accordance with proper Internal Audit practices. These are set out in CIPFA’s Code of Practice for Internal Audit in Local Government.

External Audit is responsible for reviewing and reporting on the Council’s arrangements within the Audit Commission Act 1998, and the Code of Audit Practice. They do not have a role in directing the work of Internal Audit, nor do they have a direct role in the quality assurance process.

Although internal and external auditors carry out their work with different objectives in mind, many of the processes are similar and it is sensible and good professional practice that they should work together closely. The Audit Commission, who appoint public sector external auditors, emphasises this need for co-operation in a number of its publications:

· The Code of Audit Practice states that external auditors should establish effective co-ordination arrangements with Internal Audit and seek to place maximum reliance on the work of Internal Audit wherever possible

· “The Managed Audit “promotes a more efficient audit by encouraging reliance on the control environment, which includes Internal Audit; and

· ‘It Takes Two’ is a good practice guide to assessing and improving co-operation between internal and external auditors.

2. Internal Audit
The requirement for an Internal Audit function derives from local government legislation, including section 151 of the Local Government Act 1972. All principal local authorities and other relevant bodies are subject to the Accounts and Audit Regulations 2003, as amended by the Accounts and Audit (Amendment) Regulations 2006 in England, or the Accounts and Audit Regulations 1996.

The Regulations require that authorities “make arrangements for the proper administration of their financial affairs”. Proper administration includes Internal Audit.

Salford City Council’s Internal Audit is an independent assurance function within the organisation, whereas the Audit Commission is responsible for giving an independent opinion on the organisation’s financial statements and a conclusion on the Council’s arrangements for securing economy, efficiency, and effectiveness in its use of resources. The relationship between Internal Audit and the Audit Commission needs to take account of these differing roles and responsibilities.

3. Purpose of this Protocol
The purpose of this protocol is to provide a framework for how Internal Audit and the Audit Commission will work together. It aims to help:

· Promote an effective working relationship within the bounds of mutual independence; and

· Set-out the co-ordination arrangements, which will make optimum use of available resources.

External auditors are required to follow the UK and Ireland’s version of International Standards on Auditing - ISA (UK&I). Although the ISA (UK&I) does not strictly apply to Internal Audit, the principles are applied to the work that Internal Audit completes to enable external auditors to rely on Internal Audit work. The standards, particularly ISA 315 and ISA 330, require auditors to demonstrate an understanding of the information systems, which have a material impact on the accounts. In essence this approach requires the:

· Identification of the material systems which are the subsidiary information systems to the main accounting system and the documentation of the key controls for each system

· Evaluation of the controls, individually or in combination with other controls, as to their impact on potential material misstatements in the accounts, and

· Design and completion of appropriate tests on the operational controls for each of the systems on which there is a requirement to place reliance for the purposes of giving an opinion on the financial statements.

The need for such a level of understanding of the internal controls in material financial and information systems has a potential impact on the scope and nature of audit procedures and, potentially on the external audit fee. The work completed by Internal Audit to document, evaluate and test systems that support the external audit opinion, increase the Audit Commission’s potential to rely on Internal Audit work and possibly reduce its fee. 

To address the fee concerns and enable reliance to be in place wherever appropriate on the work of Internal Audit, agreement will be sought on the following:

· A definitive list of material subsidiary information systems for Salford City Council for the opinion year of account

· The opinion controls for each of those systems

· The material systems that will be covered by Internal Audit for the opinion year of account, and

· The standards of audit evidence/working papers that are required in order for the necessary assurance that controls testing conclusions are supported by appropriate audit evidence. 

4. Relationship with the Audit Commission

The aim of the relationship between Internal Audit and the Audit Commission is to achieve a mutual recognition and respect, leading to joint improvements in performance and to avoid duplication of work. When possible internal and external auditors should rely on each other’s work, subject to the limits determined by their responsibilities, enabling them to evaluate, review and only re-perform where necessary. Consultations should be held and consideration given to whether any work of either auditor is adequate for the purpose of the other.

Key Internal Audit and Audit Commission contacts for ongoing liaison are;

	Internal Audit
	Audit Commission

	Nikki Bishop

Andy Waine
	Tommy Rooney
Rebecca Murphy


5. Commitment to Working Together 

Both internal and external auditors need to commit to an open and two-way relationship that will enable both parties to continually improve their working practice and facilitate the sharing of information and best practice. To co-ordinate this, their nominated representatives shall meet regularly. Such meetings are an opportunity to discuss matters of mutual interest and co-ordinate their respective plans and, particularly, to discuss how work can be tailored to satisfy each parties responsibilities in areas of common interest. 

6. Audit Planning

Audit assignments to be included in the annual internal audit plan are identified by Internal Audit reviewing the corporate strategic risk register, each directorate’s risk registers, and discussing areas of risk with the Strategic Directors and other senior officers, and agreeing the level of assurance that the Directors require. All the potential areas for review are risk scored, converted to days, and compared to the available resource, which in turn, informs the work to be included in the audit plan.

During the annual audit planning process both Internal Audit and the Audit Commission will consider each other’s audit plans when devising their own. This is to ensure that all material systems relating to the accounts are covered without unnecessary duplication of work. Plans must be devised to ensure that the material systems are reviewed and the findings shared to make certain that both parties have a full understanding of the systems. This may include:

· Flowcharting systems with regard to the processes for initiation, recording, processing and reporting

· Identifying and evaluating the controls that should prevent or detect material misstatements

· Testing key controls.

7. Sharing Information
Internal Audit will make available when required copies of key Internal Audit documentation, such as the Internal Audit plan, strategies, reports, working papers and other relevant information. The Audit Commission will make available when required, agreed work programmes, reports, project briefs and other relevant information.

Both Internal Audit and the Audit Commission need to commit to an open and two-way relationship to enable information to be promptly exchanged on significant problems such as:

· IT failure

· Incidents of potential fraud and corruption

· Weaknesses identified in significant system controls

· Changes from planned audit coverage

· Any other significant matters arising of audit concern.

8. The Benefits of Working Together
Joint working on audit assignments should be completed when practicable. This will strengthen the relationship and facilitate the sharing of knowledge, skills and experience between both internal and external auditors. Effective joint working should secure the following benefits:

	Internal Audit
	The Council
	Audit Commission

	Better understanding of

the external regulatory

environment.


	Clearer, more consistent

reporting of audit issues.
	Better understanding of

the corporate

framework.

	Greater emphasis on

IA’s own objectives.
	Reduced opportunity for

duplication or omission of

audit work.


	The audit is more

tailored and relevant to

the Council.

	Greater awareness of

risk from an external

observer’s perspective.
	Better focused audit work

that provides relevant

information.


	Increased awareness of risk factors at the

Council.

	Opportunity for cross

training eg IT audit
	Maximises the positive

impact of audit.


	More efficient audit

approach.


9. Agreed Arrangements for Working Together
	Internal Audit will
	The Audit Commission will

	· Share risk-based assessment used in formulating Internal Audit's annual plans

· On the basis of risks identified, agree areas where reliance will be placed on Internal Audit work to meet the  Audit Commission’s objectives


	· Share risk areas to be covered in the Audit Commission’s annual audit plan

· Produce a joint working document annually, setting out areas of reliance under each Code of Practice objective



	· Allow the Audit Commission reasonable access to key staff and working papers as required
	· Discuss with Internal Audit the findings and conclusions arising from the review of Internal Audit work before reporting to the Council

· Place reliance on Internal Audit work where appropriate



	Provide the Audit Commission with copies of their:

· Operational plans

· Plan progress reports, and 

· Completed reports

On request, provide the Audit Commission with copies of their:

· Working papers, and 

· Systems documentation


	· Provide Internal Audit with copies of their completed audit reports, project briefs, relevant planning documents and examples of good practice where appropriate

	· Provide information to the Audit Commission for their completion of fraud returns 
	· Provide Internal Audit with details of any frauds which the Audit Commission becomes aware of which merit wider dissemination
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