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Report of the Audit Manager – Shared Internal Audit Service

Wards Affected – All

	1.0
	PURPOSE OF REPORT


	1.1
	During March and April, I reported to senior management and the audit committees at both Craven DC and Harrogate BC on the new Public Sector Internal Audit Standards (PSIAS for short).  These became effective from 1 April 2013 and are mandatory for local authorities.  The March/April report considered the extent of compliance.  The purpose of this report is to provide an update on the progress made on implementing the actions identified to improve the level of compliance with the Standards. 


	1.2
	One of the Standards is that internal audit activity must be the subject of an external assessment at least once in every 5 years.  The second purpose of this report is to consider the questions which then arise (the format, who, by when etc) and recommend a way forward.  This follows the discussion at the previous meeting on 11 November 2013. 


	1.3
	During November and December, the recommendations contained in this report were endorsed by the Shared Service Partnership Board and the respective corporate management teams of Harrogate and Craven.  The recommendations will be submitted to Harrogate’s audit committee on 16 January 2014. 


	2.0
	RECOMMENDATIONS


	
	That the Audit and Governance Committee:


	2.1
	Notes the progress made on the Action Plan to improve compliance with the Public Sector Internal Audit Standards.  


	2.2
	Approves the appointment of the external auditors of Harrogate BC and Craven DC – Mazars LLP – to undertake the external assessment during the Spring/Summer of 2014 and on the basis set out in the report.


	2.3
	Approves the appointment of the Corporate Head (Financial Management and S151 Officer) to act as this Authority’s sponsor for the external assessment of Internal Audit – as joint sponsor with the S151 officer for Harrogate BC.  


	3.0
	RECOMMENDED REASONS FOR DECISIONS


	3.1
	On the external assessment:-


	
	· To meet the requirements of the relevant Standard in the most cost effective way to both Authorities.


	
	· To help inform the decision which both Harrogate and Craven need to make during the Autumn of 2014 at the latest on whether to continue the current Internal Audit Shared Service Collaboration arrangements beyond 31 March 2015. 


	4.0
	ALTERNATIVE OPTION/S CONSIDERED AND RECOMMENDED FOR REJECTION


	4.1
	Not to undertake an external assessment.  This is rejected because this would be in breach of the Standards which are mandatory for local authorities.


	4.2
	To delay the assessment after the decision on whether or not to continue the collaboration arrangements.  This is rejected because the conclusions from the assessment will be helpful to inform the decision.  Also, a delay runs the risk of an increase in the overall cost of the assessment.


	4.3
	To commission an organisation other than Mazars – (eg another authority, a private sector firm or a professional association).  This is rejected because Mazars, as the external auditors for both Harrogate and Craven, are already acquainted with the work of the Shared Internal Audit Service and how it operates in practice.  Mazars are also experienced in the process of external validation.  Commissioning another organisation is also likely to increase the cost, the time and therefore potential disruption.


	4.4
	Undertaking a full assessment rather than the recommended external validation of a self-assessment.  This is rejected as this will increase the cost and duration of the assessment with perhaps limited additional benefit.



	4.5
	To appoint the Chairs of the authorities’ respective audit committees as sponsors. This is rejected because this may inhibit their ability to comment on and/or challenge the findings from the assessment when they come before the respective audit committees. In addition, there may be practical difficulties in co-ordinating meetings and consultation.



	5.0
	PROGRESS AGAINST THE ACTION PLAN


	5.1
	Appendix A sets out the identified actions needed to improve compliance 
with the Standards, the original target dates, the actual completion dates and includes a commentary.


	5.2
	Fourteen actions were identified.  Of these, 11 have now been completed (including the ‘ongoing’ requirement to avoid conflicts of interest).  Two remain outstanding and revised target dates are shown.  There is one action (undertaking an assurance mapping exercise) which is not due for completion until March 2014. 


	6.0
	THE EXTERNAL ASSESSMENT – THE REQUIREMENTS


	6.1
	External assessments form part of a quality assurance and improvement programme which “chief audit executives” must develop to enable an evaluation of internal audit compliance with the PSIAS.  The other aspects are internal assessments which must include:-


	
	· ongoing monitoring of the performance of internal audit activity.

	
	· periodic self-assessment or assessments by other persons within an organisation with sufficient knowledge of internal audit practices.


	6.2
	Specifically on external assessments, the Standards prescribe that:-



	
	· they must be conducted at least once in every 5 years.  This means that the deadline for the first one is 31 March 2018.  (Note that there is a move to reduce the timescale to every 3 years).  

	
	· the assessor or assessment team must be qualified, independent and come from outside the organisation.

	
	· the “chief audit executive” must discuss with the “board” (ie audit committee) the form of the external assessment, the qualifications and independence of the assessor or assessment team – including any potential or actual conflicts of interest.

	
	· the “chief audit executive” must agree the scope of the external assessment with an appropriate sponsor (S151 officer or audit committee chair is suggested) as well as the assessor or assessment team.  The Sponsor’s role is to further safeguard the independence of the assessment.



	7.0
	THE EXTERNAL ASSESSMENT – PRACTICAL CONSIDERATIONS


	7.1
	Scope and Format of the Assessment


	7.1.1
	There are two options for the format of the assessment:- a full assessment and an externally validated self-assessment.


	7.1.2
	The relative advantage of a full assessment is that, potentially, it has greater value and independence.  The assessor can determine the direction of the assessment, the evidence and information to seek and the consultation to undertake without being constrained, however inadvertently by an assessment completed in-house


	7.1.3
	On the other hand, a validated self-assessment is likely to be a shorter duration, less costly and less disruptive.  It is for those reasons that a validated self-assessment is proposed. The Sponsor(s) and indeed the audit committees themselves provide checks and balances to help ensure that the independence of the assessment is not compromised.  

 

	7.1.4
	The Chartered Institute of Public Finance and Accountancy has produced a compliance check list to satisfy the requirement for periodic self-assessments and validated self-assessments.  This covers all the 10 Standards and asks some 200 questions on compliance with the responses being Yes, No or Partial.  Evidence for each response should be provided – together with reasons for partial or non-compliance.  It is proposed that this forms the scope of the assessment.


	7.2
	Competencies, Experience and Independence


	7.2.1
	Competencies – These should include the professional practice of internal auditing and of the external assessment process.  It is suggested that not all the members of the assessment team should have both competencies – as it is the Team as a whole which is qualified.


	
	Experience gained in local authorities of a similar size and complexity to Harrogate and Craven is considered to be more valuable than less relevant experience.


	
	Independence – This means not having either a real or apparent conflict of interest and not being part of; or under the control of, the organisation(s) to which the internal audit activity belongs.



	7.3
	Timing of the Assessment



	7.3.1
	The current Internal Audit Shared Service Collaboration arrangement between Harrogate and Craven comes to an end on 31 March 2015.  This means that both Authorities will need to take a decision by next September, say, on whether to continue with the arrangement.



	7.3.2
	The question then arises on whether this has any bearing on the timing of the external assessment. 



	7.3.3
	It is suggested that the assessment takes place during the Spring/Summer of 2014 so that the findings and conclusions can inform the decision(s) on whether or not to continue the arrangements.  The alternative would be to delay until say 2015 or even 2016.


	7.3.4
	If the assessment is to take place during the Spring/Summer of 2014, it will be on the Shared Service as a whole with the costs being split between the two Authorities.  Harrogate and Craven will then need to consider how their share of the cost is to be funded from their respective 2014/15 budgets for example by specific inclusion in the draft budget or from savings.  


	7.4
	The Sponsor



	7.4.1
	As previously mentioned, it is a requirement that local authorities appoint an “appropriate sponsor” for the external assessment.  The objective is to further safeguard the independence of the external assessment process. 



	7.4.2
	There is no prescription on who the sponsor should be.  The suggestion is that this could be the audit committee chair or chief finance officer.  Another possibility is the chief executive.


	7.4.3
	There is little guidance on the activities of the sponsor but these would probably include:- agreeing the scope of the assessment with the Audit Manager and assessor, reviewing progress, liaising with the assessor to 
ensure that independence has not been prejudiced and commenting on the conclusions and recommendations from the report.



	7.4.4
	If the assessment is to take place as proposed during the Spring/Summer of 2014, it would cover the Shared Service as a whole.  This implies that there would need to be two sponsors – one from each Authority.  If this is the case, it is proposed that the sponsors are the 2 Chief Financel/S151 Officers.  These 2 officers form the Shared Service Partnership Board whose remit includes reviewing audit strategy and monitoring achievement against agreed audit plans. Also, both officers have delegated responsibility for the provision of effective internal audit for their respective authorities.


	7.4.5
	The alternative is for the 2 audit committee chairs to act as joint sponsors.  It is considered that this may make it problematic for these members to comment as the chairs of their respective committees when the reports are presented if they have been involved in the process.  There may also be greater practical difficulties – for example in coordinating meeting times with the assessor, the Audit Manager and themselves.



	7.5
	Who should be the Assessor?



	7.5.1
	The options are:-


	
	· Mazars LLP – the external auditors of both Harrogate and Craven.

	
	· a peer authority

	
	· an external provider – eg a private sector accountancy firm

	
	· a professional association – eg the Chartered Institute of Internal Auditors (CIA) or the Chartered Institute of Public Finance and Accountancy (CIPFA). Both provide an external assessment service.  


	7.5.2
	Appendix B compares the relative advantages of each option using the criteria discussed in the report.  It is based on the assumption that the format is an externally validated self-assessment.



	7.5.3
	On balance, Mazars have the greatest comparative advantage and therefore it is recommended that Mazars are appointed for the first external assessment.  They have the advantage of already having knowledge of the quality of work undertaken by Internal Audit and an understanding of the 
methodology and approach.  They would also meet the experience and competency requirements.



	7.5.4
	In addition, they have quoted a fee which on the available evidence is unlikely to be beaten given their prior knowledge of Internal Audit.  At the fee quoted, neither HBC nor CDC would have to go through a procurement process.  It has been agreed by the Partnership Board that the cost would be split equally.  As such the cost to each Authority would be below their respective competitive quotation thresholds. 



	7.5.5
	The disadvantage to appointing Mazars is a perception that it might not be wholly transparent.  Mazars are the current external auditors of both HBC and CDC so there is an on-going relationship between Mazars and the two Authorities.  There is also regular liaison between Internal Audit and Mazars to discuss issues and keep each other informed about current work and to avoid duplication.  However both Mazars and Internal Audit have professional obligations to meet independence.  In the case of Mazars, they are obliged to meet the independence standards set by the Audit Commission.  In addition, the role of the sponsors and indeed the audit committees themselves, is to receive and challenge the findings, conclusions and recommendations.  It is considered that there are sufficient checks and balances in the process so that any attempt to “water down” the report because, for example of on-going relationship between Mazars and Internal Audit would become apparent.


	7.5.6
	If the appointment of Mazars is approved by both Authorities, the Authorities’ S151 officers would then formally appoint them on the terms and conditions set out in the report.  Mazars have indicated that they would be able to start work in March.



	8.0
	IMPLICATIONS



	8.1
	Financial and value for money – the appointment of Mazars LLP for the external assessment of Internal Audit is considered to provide the best value for money.


	8.2
	Legal – An external assessment is necessary to comply with the Mandatory Public Sector Internal Audit Standards.



	8.3
	Contribution to Council Priorities – Council transformation.



	8.4
	Risk Management – the key risks are:-


	
	· Not appointing an external assessor in line with the prescribed timeframe for the assessment.  This would be a breach of the Standards which are mandatory.  

	
	· The appointed assessor not being able to meet and demonstrate the experience, qualification and competencies requirements.

	
	· If the recommendation to appoint Mazars is approved as appropriate, there could be a perception that this is not wholly transparent and independent.  It is considered there are sufficient checks and balances in the process to mitigate this risk.

	
	· Disruption to Internal Audit and from consultation with auditees and audit committees whilst the assessment is taking place.  This can be minimised by appointing Mazars as they have prior knowledge.

	
	· The fee is too expensive. Mazars is likely to be the cheapest option on the evidence available  and given their prior knowledge.



	8.5
	Equality/Impact Assessment – not applicable.



	9.0
	CONCLUSIONS


	9.1
	The external assessment of Internal Audit is a requirement under the Public Sector Internal Audit Standards.  The deadline for completion is 31 March 2018.  It is considered that it would be beneficial to undertake the assessment during the Spring/Summer of 2014 to inform the decision on whether the current Shared Service arrangement should continue beyond the current end date of 31 March 2015.


	9.2
	There are various alternatives on who should be appointed as the external assessor.  It is considered that appointing Mazars LLP would best meet the required criteria and provide the best value to Harrogate and Craven.


	9.3
	There is a risk that this might not be regarded as wholly transparent in view of the ongoing relationship between Mazars and HBC/CDC as Mazars are the current external auditors of both Authorities.  It is considered there are sufficient checks and balances in place, not least the professional obligations requirements, to mitigate the risk and counter any such perception.


	9.4
	The Standards require that local authorities appoint a sponsor for the external assessment process to further ensure its independence.  It is proposed that the sponsors should be the S151/Chief Financial officers of both Authorities.  These officers form the Partnership Board for the Shared Internal Audit Service.  In addition, both have delegated responsibility for the provision of internal audit services to their respective authorities.



	10.0
	CONSULTATION WITH OTHERS



	10.1
	Internal Audit Shared Service Partnership Board.



	10.2
	Corporate Management/Leadership Teams – Harrogate BC and Craven DC.



	10.3
	Governance Panel (audit committee) of Harrogate BC (on 16 January 2014).



	11.0
	ACCESS TO INFORMATION BACKGROUND DOCUMENTS



	11.1
	None.



	12.0
	AUTHOR OF THE REPORT



	12.1
	Martin Helm, Audit Manager, Craven District Council and

Harrogate Borough Council Shared Internal Audit Service.



	
	Telephone:
01423 556114

Email:

martin.helm@harrogate.gov.uk 



	
	Note:  Members are invited to contact the author in advance of the meeting with any detailed queries or questions.


APPENDIX A
COMPLIANCE WITH THE PUBLIC SECTOR INTERNAL AUDIT STANDARDS

AND LOCAL GOVERNMENT APPLICATION NOTE

ACTION PLAN

	STANDARD REFERENCE


	ACTION
	WHO
	BY WHEN
	ACTUAL

DATE
	COMMENTS

DATE COMPLETED

	Purpose, Authority and Responsibility 


	
	
	
	
	

	1000
	Review and update the Internal Audit Charter 


	Audit Manager/ Principal Auditor
	May 2013
	10 May 2013
	Completed on time.

	
	Submit revised Charter to Partnership Board and HBC/CDC audit committees for consultation and approval
	Audit Manager
	June 2013
	24 June 2013
	Completed on time.  Approved by Partnership Board, HBC Governance Panel and CDC Audit and Governance Committee.

	Independence and Objectivity 
	
	
	
	
	

	1110


	Agree arrangements for liaison/ communication meetings between Audit Manager and HBC/CDC respective audit committee chairs.


	Audit Manager

HBC Governance Panel Chair

CDC Audit & Governance Committee Chair


	June 2013
	1 July 2013
	Completed on time.  First meetings held with audit committee chairs during August.  Need to agree arrangements with HBC’s new audit committee chair.  

	1110
	Agree arrangements for communication/liaison between Audit Manager and CDC Chief Executive 


	Audit Manager CDC Chief Executive
	June 2013
	1 July 2013
	Completed on time.  First meeting held during August.  Agreed to meet every 6 months – and at other times if required.

	1110
	To consider how the Chief Executives and Audit Committee Chairs contribute to the Audit Manager’s performance appraisal.


	Head of Financial Management (HBC) (Audit Manager’s Line Manager)
	Sept 2013
	Outstanding
	TBC.

	1120
	Audit Manager must seek to avoid conflicts of interest with the internal audit role and responsibilities when acting in a wider capacity as a senior finance officer.
	Audit Manager
	April 2013 and ongoing
	Ongoing
	(

	Proficiency & Due Professional Care
	
	
	
	
	

	1210
	Implement more formal arrangements for documenting development programmes of individual auditors.


	Audit Manager/ Principal Auditor
	April 2013
	December 2013 
	Completed.

	1210
	Review and update job descriptions and person specifications of each level of auditor.
	Audit Manager/Principal Auditor
	August 2013
	18 October 2013 
	Completed.

	1220
	Review and update the Audit Manual
	Audit Manager/ Principal Auditor
	June 2013 
	30 October 2013 
	Completed. Circulated to the IA Team.

	Quality Assurance and Improvement Programme
	
	
	
	
	

	1312
	External Assessment – Develop proposals 


	Audit Manager
	August 2013
	22 November 2013 
	Completed. Reported to the Partnership Board.

	
	Submit to the HBC/CDC Senior Management Teams (CMT/CLT) and audit committees for consultation/ approval
	Audit Manager

HBC/CDC Audit Committee Chairs 
	Sept 2013 
	January 2014
	Completed.  Proposals submitted to senior management teams in December 2013 and to the respective audit committees in January 2014. 


	Managing the Internal Audit Activity
	
	
	
	
	

	2010
	Develop and formally document the arrangements for risk-based audit planning


	Audit Manager/ Principal Auditor
	June 2013
	Outstanding
	Preliminary discussions held between Audit Manager and Principal Auditor.  Revised deadline is January 2014.

	2010
	Review the balance of internal audit activity between the different types of work – governance, risk management and controls


	Audit Manager/ Principal Auditor in consultation with HBC/CDC S151 officers 
	April 2013 
	24 June 2013 
	Completed. Audit plan for 2013/14 considered by HBC/CDC audit committee in June 2013.  Planning for 2014/15 started during December 2013.



	2050
	Undertake an assurance mapping exercise to identify and determine the approach to using other sources of assurance
	Audit Manager
	March 2014
	
	Not yet due.
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