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Foreword 

To: Chief Executive Officers of the Health Boards and 
the Eastern Regional Health Authority 

26th April 2001 

Dear Colleagues, 

I enclose the Report of the Review Group on Internal Audit in the Health Boards and the Eastern Regional 
Health Authority. The Review Group has taken account of best practice and standards in both the public and 
private sectors in Ireland and abroad. 

I would like to thank and compliment all members of the Group for the very considerable input in the 
preparation of the Report. A special word of thanks is due to Mary Mulligan and Duncan Lewington who 
together prepared most of the discussion papers and carried out the research associated with the project. I 
would also like to thank Siobhan O'Brien who acted as Secretary to the Group. 

I recommend the Report for your consideration. 

Yours sincerely, 
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EXECUTIVE SUMMARY 

This Report has been prepared by a Review Group, established by the Chief Executive Officers of the Health Boards and 
the Eastern Regional Health Authority (ERHA), to examine the role, function and structure of Internal Audit in the health 
boards and ERHA and to consider how it could be enhanced. 

The health boards and the ERHA are large and complex organisations delivering a diverse range of services. They have 
experienced many changes over the last number of years. There has been a significant increase in the funding for which 
they are accountable, an increase in statutory and regularity requirements, an increase in the services provided and there 
is greater delegation and empowerment of staff. The total expenditure for these bodies in 2000 was circa £3.7billion. 

In this environment, the health boards and the ERHA have been reviewing their risk management and internal control 
systems for both corporate and clinical governance with a view to strengthening and introducing more formal systems 
and it is considered that further investment in internal control structures, including internal audit, is justified. 

It is intended that this Report will assist the Chief Executive Officer (CEO) as he/she determines the most appropriate 
role for Internal Audit in his/her health board/Authority. The chapters are set out in the following sequence; Governance; 
Internal Audit; Audit Committees; Internal Audit Service; Internal Audit Approach and Resources for an Effective Internal 
Audit Service. The main points and recommendations are set out below. 

GOVERNANCE 

Governance is the system by which organisations are directed and controlled. The three fundamental principles of 
governance are considered to be openness, integrity and accountability. These principles need to be adapted in the 
public sector to reflect the different nature of public service bodies, in particular their statutory and management 
framework and their wider accountabilities. 

The framework for governance in the health boards and the ERHA includes: 

• The separation of functions and responsibilities of the CEO (Executive Functions) and the Board 
(Reserved Functions). 

• Compliance with legislation including accountability legislation. 

• Risk management and internal control. 

There are also a number of key external influences including the Oireachtas, the Public Accounts Committee, the 
Department of Health and Children and the Comptroller and Auditor General, which have different roles in relation to 
governance and ensuring compliance. 

Internal audit is part of the control system established by management to provide independent assurance that the system 
of internal control is operating effectively. It can play a key part in the overall governance of the organisation. However, 
the quality of the assurance which internal audit can give depends on the quality of the internal control and risk 
management systems in place and the continuous efforts by management to develop and improve those systems. 

It is recommended that the CEOs examine the approach to obtaining assurance on the system of internal control to 
determine whether a more formal approach is required and that: 

• The process for reviewing the effectiveness of internal control be defined. 
The CEO can obtain assurance on the system of internal control from a number of sources including senior 
and line management, the internal auditor, the external auditor and the audit committee where one exists. 

• The CEO regularly receives and reviews reports on internal control so that he/she is provided with documented 
support for the statement on internal control. 
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INTERNAL AUDIT 

Internal auditors are employed to carry out a continuous review and evaluation of systems, internal controls and routine 
transactions and to report their findings and recommendations to the CEO. Their role is to provide an objective view 
which is independent of management. 

It is recommended that: 

• As the CEO is the accountable officer, he/she should clearly define the role of Internal Audit and determine the 
powers and rights of the Internal Auditor in his/her health board/Authority. 

• The role of Internal Audit should be communicated to all staff especially with regard to its role in risk 
management, internal control, systems development, audit findings and recommendations, fraud and value for 
money. Also management should understand the need for the Internal Auditor to be independent of the day-
to-day operations of the organisation. 

• The role played by Internal Audit should complement the other assurance mechanisms in the organisation. 

AUDIT COMMITTEES 

The CEO and the Chairman or a member of the Board are required, in accordance with the Department of Health and 
Children Accounting Standards for Health Boards, to sign a Statement of Board Responsibilities, which includes the 
responsibility for ensuring that a system of internal control is in place. The CEO provides information to the Board with 
regard to Executive Functions but independent confirmation would provide additional assurance. 

• The CEO should consider the establishment of an audit committee in his/her health board/Authority having 
regard to the Executive and Reserved Functions assigned to the CEO and the Board in legislation. It is also 
recommended that the audit committee should be formally established by and report to the CEO. 

• The audit committee should consist of at least three to five members and may include the following: 

(i) At least one member with a background in accounting and auditing. 
(ii) At least one member with qualifications or experience in disciplines related to the operations of the 

organisation (e.g. medicine, nursing, information technology, health economics). 
(iii) At least one member from senior management. 

There should be at least one external member of the committee who would be qualified in and practising 
accounting and auditing. 

• The powers and functions of the audit committee should be set out by the CEO when establishing the 
committee and be clearly specified in a charter for the audit committee which would also include details of 
membership, tenure, committee meetings and records. 

• The committee should not have any executive decision making powers or supervisory functions. 

• The Internal Auditor should not report to or be a member of the committee but may attend at committee 
meetings and supply such information as the committee requires to carry out its functions. 

• The committee may invite representatives from the Office of the Comptroller and Auditor General to meet 
them to discuss matters of mutual interest. The Internal Auditor should attend these meetings. 

• The main focus of the audit committee should be to reassure the CEO on the system of internal control. The 
audit committee should issue an annual report to the CEO on its work. This report could then be tabled by 
the CEO for the Board at the same time as the Annual Financial Statements. 



INTERNAL AUDIT SERVICE and INTERNAL AUDIT APPROACH 

The Review Group has sought to identify models of best practice in internal auditing, whether applicable in the public 
or private sector, and to set these as the goals to be adopted in the health boards and the ERHA as a significant 
component in strengthening the governance of these bodies. 

It is noted in the Report that the essentials for an effective internal audit service are considered to be: 

• The Internal Auditor reporting to the Chief Executive Officer. 

• High status and respect for Internal Audit within the organisation. 

• The Internal Auditor having the ability to audit all areas of the organisation's operations. 

• The Internal Auditor being independent from the day-to-day operations of the organisation. 

• The Internal Audit Department being appropriately staffed in terms of numbers, grades, qualifications and 
experience. 

• The training and development of staff in order that they will always have the expertise to carry out their audit 
duties. 

• The Internal Auditor having constructive relationships with management, the external auditors, other review 
agencies and the audit committee where one exists. 

• The exercising of due care and the application of a professional approach to the internal audits. 

• An audit approach which consists of: 

(i) Planning, prioritising, controlling and recording of audit work. 

(ii) The evaluation and reporting on the adequacy of the internal control system. 

(iii) Obtaining sufficient, relevant and reliable evidence on which to base reasonable conclusions 
and recommendations. 

(iv) Reporting of audit results and follow-up to ensure appropriate action has been taken. 

(v) Having a quality program in place to evaluate the operations of the Internal Audit Department. 

Recommendations in relation to these principles are set out in Chapters 4 and 5 of the Report. If adopted, these would 
enhance the function of Internal Audit in the health boards/ERHA. The Review Group considers that the information 
contained in these chapters of the Report represents a basis for the preparation of a more detailed internal audit manual 
for the health boards and the ERHA. 

RESOURCES FOR AN EFFECTIVE INTERNAL AUDIT SERVICE 

For internal audit to be fully effective, it must have sufficient resources in terms of people, skills, systems and technology. 
Chapter 6 sets out a framework for determining the resources required by an internal audit department. 

A major challenge will be the recruitment, training and development of internal audit staff and it is recommended that 
a comprehensive plan should be in place to achieve the correct mix of staffing required to enable the achievement of 
the objectives of the internal audit department. 





Introduction 

The Chief Executive Officers of the Health Boards and the Eastern Regional Health Authority (ERHA) decided, at a meeti 
on 28th March 2000, to establish a Review Group on Internal Audit in the Health Boards and the ERHA. The followi 
were appointed as the members of this Review Group: 

Mr. Paul Robinson, Chief Executive Officer, North Eastern Health Board (Chairman) 
Mr. John Cregan, Deputy Chief Executive Officer, Midland Health Board 
Mr. Duncan Lewington, Internal Auditor, Mid-Western Health Board 
Mr. Liam Minahan, Director of Finance, Western Health Board 
Ms. Mary Mulligan, Internal Auditor, North Eastern Health Board 
Mr. Liam Woods, Director of Finance, Eastern Regional Health Authority 

The Terms of Reference agreed with the Group was as follows: 

Purpose 
This Group has been set up to examine the role, function and structure of internal audit in the health boards and the EasU 
Regional Health Authority. 

Scope of the Review Group 
To consider how the function of internal audit can be enhanced within the health services and to develop an outline structi 
role, strategy and standards for consideration by Chief Executive Officers of the Health Boards and the Eastern Regio 
Health Authority. 

The Group shall examine and make recommendations on: 
• The role and function of internal audit in the health boards and the Eastern Regional Health Authority. 
• Reporting relationships. 
• The development of an internal audit charter, internal auditing standards and internal audit strategy. 
• Staffing of the internal audit units. 
• Use of external expertise. 

The Review Group established that considerable progress has been made by the health boards and the ERHA 
developing and strengthening the internal audit function. This is borne out by the recent report of the Comptroller; 
Auditor General "Internal Audit in Health Boards". However, there is a recognition that the internal audit function ne 
to be further strengthened and that enhanced investment will be required over a period in order to achieve this. 

In carrying out its work, the Review Group has sought to identify models of best practice, whether applicable in 
public or private sector, and to set these as the goals to be adopted in the health boards and the ERHA as a signific 
component in strengthening the governance of these bodies. As part of this process, the Group received the advic< 
Mr. Gerry Fitzpatrick, Partner, Deloitte and Touche, Enterprise Risk Services, who specialise in the provision of intei 
audit services, by way of review of the Report and examination of the technical references. 

The Report falls into three parts. 

PART 1: Chapters 1 to 3 examines governance, the role of internal audit and audit committees. 

PART 2: Chapters 4 and 5 sets out the essential elements for an internal audit service and internal audit approach. 

PART 3: Chapter 6 sets out a framework for determining the resources required for an effective internal audit servic 
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PART 1 

• The terms of reference of the Review Group required the Group to examine the role of internal audit. As audit 
is part of the governance process in organisations, the Group considered that, in order to examine the role of 
internal audit, it was important in Chapter 1 to set out: 

(a) the principles of governance; 
(b) the corporate governance arrangements that exist in the health boards/ERHA; 
(c) the two types of governance in the health sector, i.e., corporate and clinical governance; 
(d) the different objectives of external and internal audit. 

• It is intended that this Report will assist the Chief Executive Officer (CEO) as he/she determines the most 
appropriate role for internal audit in his/her health board/Authority. The objective of Chapter 2 is to set out 
what is generally regarded as the role of the Internal Auditor and the contribution internal audit can make to 
governance in an organisation. 

• Audit committees are now an integral part of the governance arrangements of many private sector and some 
public sector organisations. Given the particular statutory and management framework and reporting 
relationships which exist in the health boards/ERHA, the establishment of an audit committee requires careful 
consideration. Chapter 3 of the Report sets out a model for an audit committee that could be adopted by the 
health boards/ERHA. 

PART 2 

In chapters 4 and 5 the question of how the function of internal audit can be enhanced within the health services is 
considered. An outline structure, role, strategy and standards are set out for consideration by the CEOs. The Guideline 
of the Auditing Practices Board1 "Guidance for Internal Auditors" issued in 1990, was used by the Review Group as the 
basis for the principles of internal auditing that are presented in the Report. It is generally accepted that these principles 
continue to reflect best internal audit practice. However, the way in which they are interpreted and applied must take 
account of the individual health board and ERHA environment. The standards, guidelines and publications of the 
Institute of Internal Auditors - United Kingdom and Ireland (MA - UK and Ireland), the Chartered Institute of Public Finance 
and Accountancy (CIPFA) and publications by other professional bodies, including the Institute of Chartered Accountants 
in England and Wales, were also used as sources of reference. 

• Chapter 4 of the Report sets out principles of internal auditing. These relate to; the scope of internal audit 
work, the need for the Internal Auditor to be independent and have a high status in the organisation, the 
purpose of internal auditing standards and guidelines, the internal audit approach and the benefits of having a 
quality program to evaluate the operations of the internal audit department. 

• Chapter 5 expands on the internal audit approach that is set out in Chapter 4. Recommendations on the types 
of approach to internal auditing, the planning and prioritising of internal audit work and the reporting and 
follow-up of audit results are included. 

The Review Group considers that the information contained in Chapters 4 and 5 represents a basis for the preparation 
of a more detailed internal audit manual for health boards and the ERHA. 

PART 3 

For internal audit to be effective, it must have sufficient resources in terms of people, skills, systems and 
technology. Chapter 6 sets out a framework for determining the resources required by an internal audit 
department. Over the last number of years there has been a significant increase in the funding for which 
the health boards and the ERHA are accountable and the range of services being provided. There is also greater 
delegation and empowerment of staff. In this environment, the Review Group considers that enhanced 
investment in internal auditing is justified. 

The Auditing Practises Board (APB) was established to advance standards of auditing in the UK and Ireland. See Appendix 1 • Note on the 
following Accounting and Auditing Bodies - the APB, the IIA • UK and Ireland and CIPFA 



This Report is now submitted to the Chief Executive Officers of the Health Boards and the Eastern Regional Health 
Authority in accordance with the Terms of Reference. 

List of the Internal Audit Review Group Signatures 
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GOVERNANCE 

1.1 Introduction 

Internal audit is part of the governance process in organisations. The Review Group considered that, in order to examine 
the role of internal audit, it was necessary, in the first instance, to: 

(i) define governance and to set out the principles that should underpin the governance process in an organisation 
as recommended by best practice; 

(ii) set out the corporate governance arrangements in the health boards and the ERHA which seek to ensure that 

they conform with the principles of good governance; 

(iii) describe the two types of governance in the health sector, i.e., corporate governance and clinical governance; 

(iv) set out the different objectives of external and internal audit. 

Chapter 1 of the Report sets out to achieve this. 

1.2 Governance 

Governance has been described as "the system by which organisations are directed and controlled"2. It is about the 
management of management. In recent years there has been an increasing emphasis on the need for good governance 
in organisations. This was prompted to a large extent by high profile business failures in the private sector and the 
requirement for greater transparency and accountability in the public sector. 

A number of committees were established to report on financial and other aspects of corporate governance and to advise 
on what could be done to improve internal controls and prevent future business failures3. One of these committees, 
the Cadbury Committee, identified in its report on the Financial Aspects of Corporate Governance (the Cadbury Report), 
three fundamental principles for corporate governance as: 

• openness 

• integrity 

• accountability^. 

It is generally accepted that these principles are equally relevant to the public services, but they need to be adapted to 
reflect the different nature of public service bodies, in particular their different statutory and management framework and 
their wider accountabilities5. Public service bodies have to satisfy a more complex range of political, economic and social 
objectives which subject them to a different set of external constraints and influences. 

For public service bodies to demonstrate that they are complying with the principles of good governance, best practice6 

recommends that they make effective arrangements as set out in Table A: 

2 The Financial Aspects of Corporate Governance • Cadbury Committee, 1992 

summary of these committees is set out at Appendix 2 

4 The definitions of these principles are set out at Appendix 2 

5Corporate Governance in the Public Services; A Discussion Paper • CIPFA, 1994 

"Corporate Governance • A Framework for Public Services • CIPFA, 1995 
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Table A7 

Complying with Corporate Governance Principles 

Statutory Accountability 

Financial Accountability 

Financial Management 

Annual Reporting 

Risk Management and 
Internal Control 

Internal Audit 

Audit Committee 

External Audit 

Integrity 

Openness 

To ensure compliance with all applicable laws, statutes and regulations. 

To ensure public funds are safeguarded and used economically, efficiently and effectively. 

To appoint a senior executive with responsibility for financial management and control. 

To publish, on a timely basis, an annual report on the body's activities, achievements, 
financial performance and position. 
To include a statement explaining the body's responsibility for the annual 
financial statements. 
To include a statement that the body has complied with relevant standards. 

To ensure that an effective system of risk management is established. 
To ensure that a sound system of internal control exists. 

To put in place effective arrangements for an objective review of risk management and 
internal control, including internal audit, to ensure effectiveness in practice. 

To establish an audit committee to independently review the system of 
internal control and external audit. 

To ensure that a professional relationship is maintained with the external auditors. 

To develop and adopt formal codes of conduct defining the standards of personal 
behaviour to which individual members, officers and agents of the body should be 
required to subscribe and to put in place arrangements to ensure they are complied with 
in practice. 

To make an explicit commitment to openness in all dealings subject only to the need to 
preserve confidentiality in those specific circumstances where it is proper and appropriate 
to do so. 

The Review Group considers that the corporate governance requirements set out above exists to a large extent in the 
health boards and the ERHA. These have been put in place either as a result of law or systems and processes 
established by management. 

1.3 Governance in the Health Boards and the ERHA 

The primary aim of the health services is to improve the health and quality of life of people. In addition, as the health 

boards and the ERHA are publicly funded they must be accountable for the services they provide and for the effective 

and efficient use of the taxpayer's money8. 

The underlying principles of equity, quality and accountability are adopted by the publicly funded health services and 

are set out in: 

• Health - The Wider Dimensions (1986) 

• The 1994 Health Strategy, "Shaping a Healthier Future" 

• The Statement of Strategy of the Department of Health and Children for 1998 to 2001 "Working for Health and 

Well-being"9 

7Adapted from Corporate Governance • A Framework for Public Services - CIPFA. 1995 

8Shaping a Healthier Future, A Strategy for Effective Healthcare in the 1990's - Department of Health 

9A brief note on these strategy documents is included at Appendix 3 
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In the health boards and the ERHA, governance tends to be organised through two related systems: 

• Corporate Governance which has been defined as the system by which management carry out their responsibility 
for ensuring that effective management systems have been put in place and 

• Clinical Governance which has been defined as corporate accountability for clinical performance, i.e., "the means 
by which organisations ensure the provision of quality clinical care by making individuals accountable for 
setting, maintaining and monitoring performance standards". 
(Source: NHS Executive 1986). 

This Report is concerned with corporate governance. However, there will inevitably be some areas of overlap and the 
Internal Auditor may be obliged to refer to clinical governance issues in his/her reports. Such comments should be 
brought to the attention of those responsible for clinical audit. 

1.4 Corporate Governance 

The framework for corporate governance in the health boards and the ERHA includes: 

• The separation of the functions and responsibilities of the CEO and the Board. 

• Compliance with legislation including accountability legislation. 

• Risk management and internal control. 

There are also a number of key external influences including the Oireachtas, the Public Accounts Committee, the 
Department of Health and Children and the Comptroller and Auditor General which have different roles in relation to 
governance and ensuring compliance. 

1.4.1 The Role of the Board and the Chief Executive Officer 

The governance arrangements in the health boards and the ERHA are characterised by a structure consisting of a Board 
and a CEO. The responsibilities of each are clearly set out in legislation- primarily in the Health Amendment (No. 3) Act, 
1996. The functions of the Board are defined in legislation as Reserved Functions. All other functions are exercisable 
by the CEO and are defined as Executive Functions. The CEO is responsible for the operational work of the 
Board/Authority. He/she is the accountable officer when the annual financial statements of his/her board are being 
considered by the Committee of Public Accounts of Dail Eireann. Details of Reserved and Executive Functions are ] 
outlined in Appendix 4. The role and powers of the Board and the CEO are different from the role and powers of the 
boards of directors and management which exist in the private sector. 

The ERHA is also bound by the provisions of the Health (Eastern Regional Health Authority) Act, 1999. Internal audit 
within the ERHA will be structured to address the responsibilities of the Regional Chief Executive and the Area Health 
Board Chief Executives. 

1.4.2 Compliance with Accountability Legislation 

Recent accountability legislation10 which contributes to corporate governance in the health boards and ERHA includes11: 

1. The Comptroller and Auditor General (Amendment) Act, 1993 

Other legislation, for example, the Freedom of Information Act, 1997, imposes separate responsiblities for governance 
lSee Appendix 5 for relevant requirements of this legislation 
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2. The Health Amendment (No.3) Act, 1996 

3. The Prompt Payment of Accounts Act, 1997 

4. Health (Eastern Regional Health Authority) Act, 1999 

This legislation sets out interalia that: 

• The board, in carrying out its work, must secure the most beneficial, effective and efficient use of its resources. 

• The CEO must notify the Minister and Board if any decision of the health board will, in his /her opinion, result 
in net expenditure being greater than the amount allocated to the board. 

• The CEO must ensure indebtedness does not exceed the amount specified by the Minister. 

• The boards are required to: 

(i) keep proper books of account; 

(ii) prepare and publish service plans which include a statement of the services to be provided by the health 
board and estimates of income and expenditure which are consistent with the financial limits determined 
by the Minister; 

(iii) prepare and publish annual financial statements in accordance with standards specified by the Minister; 

(iv) prepare and publish annual reports; 

(v) pay suppliers on time. 

• The functions reserved to the Board include adoption, amendment and supervision of service plans and the 
adoption of annual accounts and reports. 

• The annual financial statements of the health boards and the ERHA are audited by the Comptroller and Auditor 
General. 

• The CEO must, if requested, attend at the Committee of Public Accounts of Dail frreann. 

1.4.3 Risk Management and Internal Control 

Best practice recommends that, to comply with the governance requirements of an organisation, it should: 

• adopt a risk-based approach to establishing and maintaining a sound system of internal control and 

• ensure that there are systems in place for reviewing the effectiveness of the internal control system.12 

1.4.3.1 Maintaining a Sound System of Risk Management and Internal Control 

The responsibilities within the health boards and the ERHA for maintaining a sound system of risk management and 
internal control are set out in Table B: 

12Effective Governance, Institute of Internal Auditors • UK and Ireland, October 1999 

See also Appendix 6 • Risk Management and Internal Control 
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Table B13 

Responsibilities for Risk Management and Internal Control 

The CEO, as the accountable officer, is responsible for the system of internal control and risk management, i.e., 
• setting appropriate policies on internal control 
• seeking regular assurance that will enable him/her to be satisfied that the system is functioning effectively 
• ensuring that the system of internal control is effective in managing risks. 
The CEO must provide the Board with information sought by them in relation to Executive Functions. This may 
include the system of internal control. 

Managers are responsible to the CEO within their areas of responsibility for: 
• implementing policies on risk and control 
• identifying and evaluating the risks faced by the board for consideration by the CEO 
• designing, operating and monitoring a suitable system of internal control. 

All employees: 
• have a responsibility for the identification and reporting of potential risks 
• are required to carry out their work in accordance with procedures and regulations. 

In order to determine the level of controls required in an organisation it is necessary to assess the significance of the 
risks faced by the organisation. The level of risk is determined with respect to: 

• materiality - the relative importance of a particular item in the context of the organisation as a whole; 

• vulnerability - the extent to which the system is liable to breakdown, corruption, loss or error; 

• corporate importance - the extent to which the organisation depends upon the correct operation of the system. 

Internal control has been defined as: 

"The whole system of controls, financial and otherwise, established in order to provide 
reasonable assurance of: 

(a) effective and efficient operations 
(b) internal financial control 
(c) compliance with laws and regulations"1^ 

The components of a sound system of internal control include the policies, processes, tasks, behaviours and other 
aspects of an organisation that, taken together, enable it to respond to risks and help ensure the quality of internal and 
external reporting and compliance with applicable laws and regulations. The system of internal control should form part 
of the organisational culture, be capable of responding quickly to emerging risks and include procedures for reporting 
any significant control failures or weaknesses. However, any system of internal control, no matter how sound, can only 
provide reasonable, rather than absolute assurance to the organisation^. 

Maintaining a sound system of financial control, including the maintenance of proper accounting records, is an important 
element of internal control. It helps ensure that the organisation is not unnecessarily exposed to avoidable financial 
risks and that financial information used within the organisation and for publication is reliable. It also contributes to 
the safeguarding of assets, including the prevention and detection of fraud16. 

^Adapted from Turnbull Guidance on Internal Control which is summarised in Effective Governance - The Institute of Internal Auditors - UK 
and Ireland, October 1999 

Internal Control and Financial Reporting: Guidance for Directors of Listed Companies registered in the UK, issued by the Rutteman Working 
Group on Internal Control, 1994 

Set out in the Turnbull Guidance on Internal Control as stated in Effective Governance - The Institute of internal Auditors - UK and Ireland, 
October 1999 

Internal Control: Guidance for Directors on the Combined Code - The Institute of Chartered Accountants in England and Wales, September 1999 
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In the health boards and the ERHA, the main instruments of financial control are: 

• Chief Financial Officer 
• Budgetary Control Process 
• Financial Regulations 
• Procedure Manuals 
• Internal Check 
• Internal Audit 

In addition, a number of boards have appointed finance committees and/or audit committees. 

Recently, the boards have begun to review their systems of risk management and internal control for both corporate and 
clinical risk with a view to strengthening and introducing more formal systems. 

1.4.3.2 Reviewing the Effectiveness of Internal Control 

The Department of Health and Children's Accounting Standards for Health Boards^ requires that a Statement of 
Responsibilities in relation to the system of internal control is signed by the CEO and the Chairman or a Board Member 
and included as part of the Annual Financial Statements. 

This statement specifies interalia that: 

"The Board is responsible for safeguarding the assets of the health board and for ensuring that a 
system of internal control is in place within the Board for the prevention and detection of 
fraud and other irregularities". 

RECOMMENDATION 
It is recommended that the CEOs examine the approach to obtaining assurance on the system of internal control 
to determine whether a more formal approach is required and that: 

• The process for reviewing the effectiveness of internal control be defined (See Appendix /). The CEO 
can obtain assurance on the system of internal control from a number of sources including senior and 
line management, the internal auditor, the external auditor and the audit committee where one exists. 
(See Appendix 8). 

• The CEO regularly receives and reviews reports on internal control so that he/she is provided 
with documented support for the statement on internal control. 

Each of the health boards and the ERHA has an internal audit department. This is part of the control system set up to 
provide independent assurance that the system of internal control is operating effectively. 

1.5 Corporate Governance and the Role of Audit 

The governance arrangements in place in the health boards and the ERHA includes both external and internal audit. An 
audit is an independent review of an organisation's activities to provide assurance to the owners of the organisation. 
There are two types of audit, external audit and internal audit. 

External audit is a highly regulated activity in Ireland and internationally, with specific statutory requirements for both 
the public and private sectors. The external auditor is primarily engaged to report independently on whether the 
financial statements are materially correct. Part of this duty is to obtain assurance that the system of internal control 
within the organisation is sufficient and is being adequately applied18. In the public sector, external auditors tend to 
have a wider remit regarding stewardship of public funds. The External Auditor of the health boards and the ERHA is 
the Comptroller and Auditor General (C&AG). 

*7 Section 1.2.3 (effective from 1.1.1998) 
18 Special Report of the Comptroller and Auditor General "Internal Audit in Health Boards", August 2000 



The C&AG is a constitutional officer appointed under Article 33 of the Constitution "to independently examine and report 
to Dail Eireann on whether public funds and resources are used in accordance with the law, managed to good effect and 
properly accounted forM19. 

The objectives of internal auditors vary according to the requirements of management and generally, less emphasis is 
placed on materiality considerations. They are employed to carry out a continuous review and evaluation of systems, 
internal controls and routine transactions and to report their findings and recommendations to management. 

There is no legal requirement for a health board to have an internal auditor, although there is a requirement, as outlined 
at 1.4 above, to ensure that a system of internal control is in place. As the role of the internal auditor is not defined 
in law, there can be wide variation in its scope and objectives. 

1.6 Summary 

Organisations need to be able to demonstrate that they are applying the principles of good governance i.e., openness, 1 
integrity and accountability. These principles need to be adapted in the public sector to reflect the different nature of I 
public service bodies, in particular their different statutory and management framework and their wider accountabilities, ~ 

In the health boards and the ERHA, the role and powers of the Board and the CEO are defined in legislation and are 
different from the role and powers of the boards of directors and management which exist in the private sector. 

• The CEO is the accountable officer, ie., he/she must account for the way in which the board is managed. 

• The Boards have Reserved Functions. Functions, which are not reserved to the Board, are Executive Functions 
of the CEO. 

• The Board may not issue a direction to the CEO in relation to Executive Functions, but the CEO must give the 
Board information sought by them in relation to these functions. 

In the health boards and the ERHA, governance tends to be organised through two related systems, i.e., corporate 
governance and clinical governance. This Report is concerned with corporate governance. 

To comply with the corporate governance requirements of organisations, best practice and legislation requires that 
effective arrangements are put in place which ensure that statutes and regulations are fully complied with, there is 
financial accountability, public funds are used economically, efficiently and effectively and assets are safeguarded. 

In the health boards and the ERHA, the CEO is responsible for ensuring that the system of internal control is operating 
effectively. Managers are responsible to the CEO for the internal control system in place in their area of responsibility. 
All employees are required to carry out their work in accordance with procedures and regulations. 

It is recommended that the CEOs examine the approach to obtaining assurance on the system of internal control to 
determine whether a more formal approach is required and that the process for reviewing the effectiveness of internal 
control be defined. The CEO can obtain assurance from a number of sources including senior and line management, the 
internal auditor, the external auditor and the audit committee where one exists. The CEO should regularly receive and 
review reports on internal control so that he/she is provided with documented support for the statement on internal 
control which is included with the Annual Financial Statements. However, any system of internal control, no matter how 
sound, can only provide reasonable, rather than absolute assurance to the organisation. 

The governance arrangements in place in the health boards and the ERHA includes both external and internal audit. The 
External Auditor, i.e., the Comptroller and Auditor General, is a constitutional officer appointed to independently examine 
and report to Dail frreann on whether public funds and resources are used in accordance with the law, managed to good 
effect and properly accounted for. Internal audit is part of the internal control system established by management to 
provide independent assurance that the system of internal control is operating effectively. 

*9The Mission Statement of the Office of the Comptroller and Auditor General 
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ROLE OF INTERNAL AUDIT 

2.1 Introduction 

In Chapter 2 of the Report, the Review Group's objective is to set out what is generally accepted as the role of the 
internal auditor and the contribution that internal audit can make to the governance requirements of an organisation. 

It was stated in Chapter 1 that the CEO is responsible for setting the overall control and risk management objectives anc 
goals in his/her health board/Authority and for the processes by which they are attained. He/she also needs to be 
satisfied that the systems of risk management and internal control are working properly. Senior and line management 
have the primary responsibility for providing assurance to the CEO on the board's risk management and internal contrc 
systems. 

The role of the Internal Auditor is to provide an objective view which is independent of management. He/she can play 
a key part in the overall governance of the organisation. 

RECOMMENDATION 
As the CEO is the accountable officer, he/she should clearly define the role of internal audit and 
determine the powers and rights of the Internal Auditor in his/her health board/Authority. 

The role played by internal audit should complement the other assurance mechanisms in the 
organisation. 

It is intended that this Report will assist the CEO as he/she determines the most appropriate role for internal 
audit in his/her health board/Authority. 

2.2 Internal Audit 

The Department of Finance publication "Public Financial Procedures, 1996" outlines in paragraph D6 the role and scope 
of Internal Audit within Government Departments as: 

i. An independent managerial function which measures and evaluates the effectiveness of systems for internal audit 
check and control. In this regard, it offers a service to managers and, in particular, to Accounting Officers. 

2. While offering a service to management, internal audit is not an extension of, or substitute for, line management, 
who remain fully responsible for having appropriate and adequate internal controls. 

3. The role of internal audit is to determine whether the systems, procedures and controls which management operates 
are being complied with and are capable of achieving policy objectives in the most economic, efficient and effective 
way. It is a systems-based approach and should encompass all aspects of a Department's function and responsibility 
in relation to bodies funded by it or under its aegis. 

4. The range of internal audit activity should cover those controls established by management to carry out the 
Department's business in an orderly and efficient manner, to ensure adherence to management policies and directives, 
to prevent waste, to safeguard assets and to secure as far as possible the completeness and accuracy of records and 
adequate internal control arrangements. 

In recent years there have been significant changes in the perception of and practice of internal audit. There is increased 
emphasis for a risk-based approach as a continuing response to corporate governance. The focus and scope is changing 
from auditing control systems to identifying and evaluating organisational risks and then ensuring that control systems 
are well designed and effective in relation to the minimisation/elimination of those risks. In response to these changes, 
the Institute of Internal Auditors developed a new definition of internal auditing as follows: 
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"Internal Auditing is an independent, objective assurance and consulting activity designed to add value and 
improve an organisation's operations. It helps an organisation accomplish its objectives by bringing a 
systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and 
governance processes". (Institute of Internal Auditors, June 1999) 

2.3 Role and Function of Internal Audit 

In common with all departments in a health board/ERHA, the internal audit department should strive to support the 
achievement of the organisation's overall goals and objectives. However, as the Internal Auditor does not have any 
direct involvement in day to day operations and has a direct functional relationship with the CEO, it can therefore, 
provide an independent and objective appraisal service to the CEO and management. 

The Institute of Internal Auditors have stated that internal audit has the following two key roles to play within an 
organisation: 

Primary Role: 

Secondary Role: 

to provide reasonable assurance, in the form of a written opinion, to executive 
management...about the adequacy and effectiveness of the risk management and 
control framework in place. 
to facilitate the strengthening and improvement of the risk management and 
control framework through the promulgation of best practices. 

Internal Audit can contribute to the evaluation of processes of governance, risk management and internal control and 
thereby improve the effectiveness of these processes. The ways in which internal audit can achieve this contribution are 
set out in Table C below. 

Table C 
Examples of Contributions Which Internal Audit May Make in Organisations 

Governance 

Risk Management 

Controls 

Assisting management by providing objective analyses, appraisals, recommendations, advice 
and information concerning the activities reviewed. 
Reviewing all aspects of the organisation's operations not just the financial control system. 
Evaluating systems and thereby increasing confidence in the systems that produce data 
which inform management decisions. 
Establishing whether the organisation's finances and resources are used in accordance 
with financial procedures, regulations and law. 
Confirming that the figures in the financial statements are properly stated. 
Reviewing the means to safeguard assets. 
Reviewing the economy, efficiency and effectiveness with which resources are employed 
and whether operations are being carried out as planned and objectives and goals are 
being met. 

• Contributing to a clearer identification of risks and the making of recommendations to manage 

and reduce risks. 
• Developing a risk-based audit approach, which recognises and evaluates the higher, medium 

and low risk areas, in terms of the potential to improve efficiency and reduce the risk of fraud, 
loss or waste. 

• Providing assurance to management on the quality and the degree of adherence to the 
organisation's system of internal control. 

• Increasing awareness in the organisation of internal controls, control weaknesses and 

risk management. 
• Making recommendations where there is a need to improve systems and controls. 
• Assisting management in the detection and prevention of fraud. 



Internal auditors are not there to assess the appropriateness of the health board's/Authority's policy or objectives 
strategies to achieve those objectives. They examine the effectiveness of the processes by which the consequent ris 
are identified and prioritised, managed, controlled and mitigated, and reported20. 

RECOMMENDATION 
It is recommended that the different responsibilities of management and the Internal Auditor in the following 
areas should be clearly defined and communicated to all staff. 

• Risk Management 

• Internal Control 

• Systems Development 

• Audit Findings and Recommendations 

• Fraud 

• Value for Money 

Also management should understand the need for the Internal Auditor to be independent of the day-to-day 
operations of the organisation. 

The main responsibilities of management and internal audit in each of these areas are set out below. 

2.3.1 Risk Management 

It is management's role to undertake risk analysis and to design systems and controls which manage those risks. 

Internal auditors should prioritise audit assignments based on an assessment of risk. The risk analysis undertaken by 
internal audit for its own planning should: 

• not be a surrogate but should be complementary to management's assessment; 
• be discussed and agreed with management. 

2.3.2 Internal Control 

It is management's responsibility to ensure that there is a proper system of internal control in place in the organisation. 
This responsibility includes the drafting of procedures for systems. 

Internal audit's role is to provide assurance to management on the quality and the degree of adherence to the 
organisation's system of internal control. 

2.3.3 Systems Development 

It is management's responsibility to design, install and operate systems. 

The Internal Auditor may recommend standards of control for systems or review procedures before they are implemented. 
However, care must be taken to ensure that the Internal Auditor's independence will not be adversely affected when 
these systems are being audited. 

Risk Management and the Value Added by Internal Audit • The Institute of Chartered Accountants in 
England and Wales. June 2000 
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2.3.4 Internal Audit Recommendations 

It is a decision of line management to implement internal audit recommendations or to accept the risk resulting from 
not taking action. 

It is the responsibility of the Internal Auditor to review the action taken on recommendations and to consider taking 
matters to higher levels of management if it is felt that appropriate action was not taken. 

2.3.5 Fraud 

It is the responsibility of management to ensure that there are adequate arrangements in place in the organisation for 
the prevention and detection of fraud and corruption21. 

Internal audit's responsibility in relation to fraud is to: 

• carry out its work in a way that has a reasonable expectation of detecting material fraud or error; 

• to report to management any significant weaknesses in the system of internal control which may lead to the 
corruption of records, misappropriation of assets or distortion of the organisations financial position. 

It is recommended that the health boards and the ERHA have a defined policy setting out the procedures to be carried 
out in response to suspected fraud and corruption. This would clarify the role of the CEO, management and internal 
audit in fraud investigations. 

Employees should be positively encouraged to report all suspected irregularities. It is recommended that there is a 
system in place to protect employees so that they are not victimised as a result of raising a concern about fraud or other 
irregularity. It should also ensure that employees could not abuse the process by raising unfounded or malicious 
allegations. 

2.3.6 Value for Money 

All staff in the health services have an obligation to ensure that services are provided with economy, efficiency and 
effectiveness i.e., 

• to acquire resources of appropriate quality and quantity at the lowest cost; 

• to maximise the output from the resources used; 

• to ensure that the output from activities is achieving the desired result. 

Management are required to ensure that there are systems in place to secure value for money. One mechanism for 
providing this assurance is value for money auditing. This may be carried out by the internal audit department or a 
specialist department set up to assess value for money. In any event, the Internal Auditor has an obligation to comment 
on whether value for money has been achieved in the areas audited. 

2.3.7 Independence 

The role of the Internal Auditor in the organisation should be independent. Management needs to recognise that, the 
Internal Auditor carrying out line management tasks, could result in a conflict of interest for him/her when asked to audit 
this area in the future. 

21Staff in the Health Boards must adhere to the Department of Health Circular ref. S10/1986; dated 25 luly 1986 titled 

"Procedures in Cases of Fraud or Theft by Employees of Health Boards' 

17 



The Report of the Review Group on Internal Audit in the Health Boards and the Eastern Regional Health Authori 

2.4 Summary 

The CEO requires assurance that an effective system of internal control is in place in his/her health board/ERHA. 
Management have the primary responsibility for ensuring that there is a proper system of internal control and for 
providing assurance to the CEO. The role of the Internal Auditor is to provide an objective view which is independent 
of management. Internal audit can contribute to the evaluation of processes of governance, risk management and 
internal control and thereby improve the effectiveness of these processes. 

It is recommended that: 

• As the CEO is the accountable officer, he/she should clearly define the role of internal audit and determine the 
powers and rights of the Internal Auditor in his/her health board/Authority. 

• The role of internal audit should be communicated to all staff especially with regard to its role in risk 
management, internal control, systems development, audit findings and recommendations, fraud and value for 
money. Also management should understand the need for the Internal Auditor to be independent of the day-
to-day operations of the organisation. 

• The role of internal audit should complement the other assurance mechanisms in the organisation. 

he role of the Internal Auditor is to provide assurance to the CEO on the quality and degree of adherence to the system 
of internal control and may include appraising and reviewing: 

the completeness, reliability and integrity of information, both financial and operational; 

the systems established to ensure compliance with policies, plans, procedures, laws and regulations; 

the means of safeguarding assets; 

the economy, efficiency and effectiveness with which resources are employed; and/or 

whether operations are being carried out as planned and objectives and goals are being met. 





AUDIT COMMITTEES 

3.1 Introduction 

Audit committees are now an integral part of the governance arrangements of many private sector and some public sector 
organisations. Given the particular statutory and management framework and the reporting relationships which exist in 
the health boards/ERHA, the setting up of an audit committee requires careful consideration. This chapter sets out a 
model for an audit committee that could be adopted in the health boards and the ERHA. 

3.2 Role of Audit Committees 

RECOMMENDATION 
It is recommended that the CEO considers the establishment of an audit committee in his/her health 
board/Authority having regard to the Executive and Reserved Functions assigned to the CEO and the Board 
in legislation. It is also recommended that the audit committee should be formally established by and report 
to the CEO. 

The accepted model for audit committees in the private sector is that of a sub-committee of the Board of Directors drawn 
from the non-executive directors who are independent of the executive. The key duties of audit committees can be 
summarised as22: 

• Oversight of financial reporting 

• Oversight of external audit 

• Oversight of internal control 

• Oversight of internal audit 

There is no legal requirement for the health boards/ERHA to have an audit committee. 

Governance of State Bodies in the public sector is regulated by guidelines issued in 1992 by the Department of Finance, 
which require the Chairman of each State Body to furnish to the appropriate Minister a report on certain governance 
issues including the arrangements for internal audit. State bodies are also required to establish audit committees. 

Governance of health boards has been outlined earlier in this Report. In effect it means that the collective accountability 
exercised by the boards of private (and many public) organisations is replaced by the individual accountability of the 
CEO. The role and function of the Boards of health boards/ERHA (which are summarised in Appendix 4) are in sharp 
contrast to the boards of private sector organisations. Having regard to these major differences in governance, it is 
considered that audit committees in health boards/ERHA should be established by, and report to the CEO. The personal 
accountability of the CEO, the composition of the audit committee together with the obligation on the CEO to supply 
information to the Board should ensure the independence of the committee. 

Institute of Internal Auditors • UK and Ireland. Professional Briefing Note Four • Audit Committees of the Board, 
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3.2.1 Composition of Audit Committees 

RECOMMENDATION 
The Review Group recommends that the CEOs consider adopting the following model for an audit committee2^. 

The audit committee should consist of at least three to five members and may include the following: 

• At least one member with a background in accounting and auditing. 

• At least one member with qualifications or experience in disciplines related to the 
operations of the organisation (e.g., medicine, nursing, information technology, health economics). 

• At least one member from senior management. 

It is recommended that there should be at least one external member of the committee who would be 
qualified in and practising accounting and auditing. 

3.2.2 Powers and Functions of the Audit Committee 

RECOMMENDATION 
It is recommended that: 

• the powers and functions of the audit committee should be set out by the CEO when establishing the 
audit committee and should be clearly specified in a charter for the audit committee which would also 
include details of membership, tenure, committee meetings, records etc (A charter for an audit 
committee is included at Appendix 9 for illustration purposes only.) 

• the committee should not have any executive decision making powers or supervisory functions. 

Among the key issues which might be included in the charter for the audit committee are: 

• A right of access to the CEO. 

• The ability to seek independent advice from external consultants with the approval of the CEO. 

• A right to receive information from management on significant changes in control systems or 

accounting policies. 

• To advise the CEO on the internal audit strategy and on annual and multi-annual internal audit plans. 

• To provide a quality assurance system for the reports of the internal audit unit 

• To review the reports from the Office of the Comptroller and Auditor General 

The committee should not have any role in relation to the detailed audit process or in the signing off of audit 

reports. 

Having regard to these functions, it is recommended that the Internal Auditor should not be a member of the 
committee but may attend at committee meetings and supply such information as the committee requires to 
carry out its functions. However, the reporting relationship of the Internal Auditor should be to the CEO and 
not to the audit committee. 

The committee may invite representatives from the Office of the Comptroller and Auditor General to meet them 
to discuss matters of mutual interest The Internal Auditor should attend these meetings. 

2'3Model for audit committees set out by the Australian Public Service (Australian National Audit Offke. Audit 

Report No. 39,19961997 • Audit Committees) 



3-2.3 Role of Board 

Adoption of the Annual Financial Statements is a Reserved Function of the Board in accordance with the Health 
(Amendment) (N0.3) Act 1996. This Act also requires the health boards to prepare annual financial statements in 
accordance with standards specified by the Minister for Health and Children, i.e., the Department of Health and Children ! 
Accounting Standards for Health Boards. These Standards requires that the CEO and the Chairman or a member of the 
Board sign a Statement of Board Responsibilities which is included as part of the Annual Financial Statements. As 
pointed out previously, this Statement includes responsibility for ensuring that a system of internal control is in place. 
The Reserved Functions of the Boards are clearly defined in law. Functions, which are not reserved to the Board, are i 
Executive Functions of the CEO. The CEO is required to provide information to the Board in relation to Executive 
Functions when requested to do so. However, independent confirmation on the system of internal control would 
obviously provide additional assurance. 

RECOMMENDATION 
The main focus of the audit committee should be to reassure the CEO on the system of internal control. The 
audit committee should issue an annual report to the CEO on its work. This report could then be tabled by 
the CEO for the Board at the same time as the Annual Financial Statements. 

3.3 Summary 

Current legislation does not require the health boards or the ERHA to have an audit committee. In many private sector 
and some public sector organisations, audit committees, which are independent of management, have been established 
with oversight responsibility for governance. 

However, the governance framework that operates in the private sector varies in several key respects from that of the 
health board/ERHA, the principal one being that Board accountability in the private sector is replaced by a CEO being 
accountable in the health boards and the ERHA. The Boards of health boards and the ERHA have clearly defined 
responsibilities which are set out in legislation. 

Accounting standards of the health boards/ERHA requires that the CEO and the Chairman or a member of the Board sign 
a Statement of Board Responsibilities which includes responsibility for ensuring that a system of internal control is in 
place. The CEO is required to provide information to the Board in relation to Executive Functions when requested to do 
so. This may include information on the system of internal control. Independent confirmation on the system of internal 1 
control would provide additional assurance to the CEO in giving this information and it is for this reason that the Review 
Group recommends that each CEO consider the need for an audit committee in his/her health board/Authority. 

The Review Group recommends that: 

• The Internal Auditor reports to and has access to the CEO. 

• Careful consideration should be given to the setting up of an audit committee, in particular to its role, 
composition and powers. 

• Where an audit committee is set up, the Review Group recommends that: 

- the committee is established by the CEO; 

- the committee reports to the CEO; 

- the CEO determines its role, powers and functions; 

the committee complements, enhances, and supports the internal audit function; 
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INTERNAL AUDIT SERVICE 

4.1 Introduction 

The Auditing Practices Board (APB) Auditing Guideline "Guidance for Internal Auditors" provides advice to internal 
auditors about the main issues and procedures which they need to consider as part of their work. The guideline is 
written in the context of both the commercial and public sectors. Although it was written in 1990, the APB principles 
remain valid. However, the way in which they are interpreted and applied must take account of the health board/ERHA 
environment. 

The APB guideline states that: 

• To achieve full effectiveness, the scope of the internal audit function should provide an unrestricted range of 
coverage of the organisation's operations (4.2). 

• The essentials for effective internal auditing are: 

(a) independence (4.3) 

(b) staffing and training (Chapter 6) 

(c) relationships (4.4) 

(d) due care (4.5) 

(e) planning, controlling and recording (4.6) 

(0 evaluation of the internal control system as a basis for reporting upon its adequacy (4.6) 

(g) evidence (4.6) 

(h) reporting and follow up (4.6) 

• The Internal Auditor should establish and maintain a quality program to evaluate the operations of the internal 
audit department (4.7). 

In addition, internal audit staff should observe a duty of strict confidentiality in respect of all information which may 
become known or available to them in the course of their work. 

These principles are also included in the standards and guidelines issued by the IIA-UK and Ireland. The following 
paragraphs set out these principles and their application to the health boards and ERHA. For a more detailed 
appreciation of the standards and guidelines of both the APB and the IIA-UK and Ireland, it is recommended that the 
full text of their standards and guidelines are read. 

4.2 Scope of Internal Audit Work 

The Department of Finance Publication, Public Financial Procedures, An Outline 1996 states that: 

"The Internal Audit function must operate freely and objectively. This requires the full support of management, 
a sufficient organisational status for the function and execution by the Unit of work in a manner which is, and 
is perceived to be, objective and professional". 
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RECOMMENDATION 
It is recommended that the Internal Auditor should have: 

• Access to and report to the CEO. This should promote the independence of the Internal Auditor and 
ensure that there is broad audit coverage, adequate consideration of internal audit reports 
and appropriate action taken on audit recommendations. 

• The same unrestricted access to the records, assets and personnel as the External Auditor. 

• The right to report on all levels of the organisation. 

• Staff with no conflict of interests or any restrictions placed on their work by management. 

• The ability to determine priorities in consultation with management2*. 

Scope should cover the whole range of internal controls employed within an organisation both financial and 
non-financial. 

4.3 Independence 

The APB guideline states that: 

"The Internal Auditor should have independence in terms of organisational status and personal objectivity which 
permits the proper performance of his/her duties The terms of reference for the internal audit function 
should be formally confirmed". 

RECOMMENDATION 
It is recommended that: 

The Internal Auditor should regularly communicate with the CEO to ensure they are both informed 
on matters of mutual interest. 

The Internal Auditor should regularly attend and participate in meetings of the organisation which 
relate to oversight responsibilities for auditing, financial reporting, organisational governance, risk 
management and control, i.e., for example, audit committee meetings. 

The Internal Auditor should have the support of senior management so that he/she can gain the 
co-operation of auditees. 

The purpose, authority, and responsibility of the internal audit department should be defined in a 
formal written document which is approved by the CEO, i.e., an audit charter. (See Appendix to2*) 

The charter should: 
(a) 
(b) 

(c) 

establish the internal audit departments position within the organisation; 
authorise access to records, personnel, and physical properties relevant to the 
performance of audits; 
define the scope of internal auditing activities and responsibilities with regard to 
audit recommendations. 

The approved audit charter should be communicated to all managers in the organisation. 

The Internal Auditor should be at a sufficiently senior level in the organisation to be able to operate 
effectively at senior manager level. 

24 Auditing in the Public Sector, CIPFA. 2000 
2$See Appendix 10 • Audit Charter for an Internal Audit Department • for illustration purposes only 
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RECOMMENDATION (Continued) 
It is recommended that: 

• The Internal Auditor should carry out the audits in a professional manner and in a way that emphasises 
his/her independence. 

• The Internal Auditor should have an independent attitude while performing audits. 

• The audits should be carried out in a way that the conclusions reached are based on sufficient and 
reliable evidence. 

• Internal audit staff should not be assigned to audits where there is potential for conflict of interest. 

• Internal audit staff should not normally carry out non-audit duties but where this occurs, they should 
ensure that management understand that they are not functioning as internal auditors. 

• To the extent possible, internal audit staff should not audit an area where they previously had 
authority or responsibility until a reasonable period of time has lapsed. 

• To the extent possible, the results of internal auditing work performed by the staff of the internal 
audit department should be reviewed by the Internal Auditor before the internal audit report is issued 
to provide reasonable assurance that the work was performed objectively. 

4.4 Relationships 

The APB guideline states that: 

"The Internal Auditor should seek to foster constructive working relationships and mutual understanding with 
management, with the external auditors, with other review agencies and, where one exists, with the audit 
committee Constructive working relationships make it more likely that internal audit work will be accepted 
and acted upon". 

Recommendations on the relationship of the Internal Auditor with management and staff, the external auditors, review 
agencies and specialists are noted below. 

4.4.1 Management and Staff 

As mentioned earlier, the Internal Auditor's reporting relationship is to the CEO. However, the Internal Auditor should 
strive to foster good working relationships (without affecting objectivity) with senior and line management as day-to-day 
contact is with management and staff. 

RECOMMENDATION 
It is recommended that: 

There is good communication between the Internal Auditor and management before, during and on 
completion of the audit such that: 

There is prior notification where appropriate to the relevant line manager of the intention to carry 
out an audit. (Management should also be aware that there might be unscheduled visits to locations 
to carry out, for example, cash checks and stock counts). 

There are preliminary discussions with management to allow the manager to raise any concerns 
which should be taken into account during the audit and to discuss any changes to systems since 
the previous audit. 

Management is kept informed of matters arising out of the audit. 

Management are given the opportunity to consider the findings and recommendations and to have 
their views included in the final report. 



It is important that the Internal Auditor's assessment of significant control weaknesses and his/her reporting of findings 
are presented in a manner appropriate to the materiality of the problems found. Minor items of little consequence should 
be omitted from the formal written reports where emphasis should be on items which are critical to the achievement of 
the organisation's objectives. 

4.4.2 External Auditors 

The APB guideline states that: 

"The relationship between internal and external audit needs to take account of their differing roles and 
responsibilities.... The aim should be to achieve mutual recognition and respect, leading to a joint improvement 
in performance and the avoidance of unnecessary overlapping of work. It should be possible for the external 
and internal auditors to rely on each other's work, subject to limits determined by their different responsibilities, 
respective strengths and special abilities. Consultations should be held and consideration given to whether any 
work of either auditor is adequate for the purpose of the other". 

RECOMMENDATION 
It is recommended that internal and external auditing work should be co-ordinated to ensure adequate audit 
coverage and to minimise duplication of effort. 

The IIA - UK and Ireland recommends that co-ordination of audit efforts should involve: 

• periodic meetings to discuss matters of mutual interest including planned audit activities; 

• access to each other's audit programmes and working papers; 

• exchange of audit reports and management letters; 

• common understanding of audit techniques, methods, and terminology. 

4.4.3 Review Agencies and Specialists 

The APB guideline states that: 

"Certain information obtained during an internal audit assignment may assist a review agency, such as 
management services or consultants, which is seeking to secure improvements in the organisations 
performance". 

RECOMMENDATION 
It is recommended, in line with the APB guideline, that: 

"Formal approval should be obtained before releasing any audit report or other information to a review 
agency . The Internal Auditor should establish a regular dialogue with review agencies and obtain their 
reports for information, for review and for comment where proposals may affect internal control 
arrangements. * 

This approval should be obtained from the CEO. 
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4.5 Due Care/Professional Approach 

The APB guideline states that: 

"The Internal Auditor should exercise due care in fulfilling responsibilities. He/she should also be aware of the 
relevant law and the requirements of relevant professional and regulatory bodies". 

The Internal Auditor cannot give total assurance about the effectiveness of internal controls but must demonstrate that 
due care has been exercised in carrying out his/her responsibility to provide an objective assurance. An internal audit 
approach guided by good practice and auditing standards, guidelines and other pronouncements by the professional 
bodies26 are ways to show that due care has been exercised. 

RECOMMENDATION 
The Review Group recommends that: 

• The Internal Auditor should be appropriately experienced and qualified for the role. 

• The Internal Auditor should ensure that the staff in the internal audit department possess or obtain 
the knowledge, skills and disciplines needed to carry out the audits and to prepare audit reports. 
The wide scope of internal auditing requires a team which is not restricted to accounting and auditing 
skills. However, each individual in the team should have knowledge of professional internal 
auditing standards and techniques and the ability to apply them when carrying out audit work. 

• Internal audit staff should be provided with written policies and procedures to guide them when they 
are carrying out their audit responsibilities i.e., an internal audit manual. (See Appendix u27). 

• Internal auditing standards should be developed specifically for the internal audit of health boards 
and the ERHA Standards have been developed by the Department of Finance, the APB, the IIA-UK 
and Ireland, the Chartered Institute of Public Finance and Accountancy and other professional bodies 
which relate to internal auditing in both the private and public sector. These could be adapted for 
the specific requirements of the health sector. A joint approach by the health boards and the ERHA 
should be considered. 

• Internal Auditors, in common with all staff in the health boards and the ERHA, must comply with the 
code of conduct which exists within their organisation. The ethical standards issued by the 
professional bodies are also relevant to Internal Auditors28. To ensure that all internal audit staff 
are aware of the ethical standards, they should be set out in the internal audit manual. 

4.6 The Audit Process 

The APB guideline states that: 

"Internal audit work should be planned, controlled and recorded in order to determine priorities, establish and 
achieve objectives, and ensure the effective and efficient use of audit resources". 

26 Internal Auditors, who are members of these professional bodies, are obliged to observe their standards, guidelines and code of ethics 

27See Appendix n - Table of Contents Page for an Internal Audit Manual - for illustration purposes only 

28The fundamental principles of these rules of conduct are integrity, objectivity, competence, confidentiality, technical standards and 
professional behavior (Institute of Internal Auditors - UK and Ireland) 
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RECOMMENDATION 
It is recommended in line with best practice that the Internal Auditor should: 

obtain an understanding of the organisation; 

plan each audit; 

understand and record the system; 

examine and evaluate the organisation's internal control system as a basis for reporting 
on its adequacy; 

obtain sufficient, relevant and reliable evidence on which to base reasonable 
conclusions and recommendations; 

prepare working papers that document the audit and support the audit results; 

exercise control over audit assignments to ensure that the objectives are achieved 
efficiently and objectively; 

report the results of the audit work. 

• The Internal Auditor should review and approve the final audit report. 

• The Internal Auditor should follow-up to ascertain that appropriate action has been 
taken on reported audit findings. 

The Review Group recognises that applying the above principles requires resources in terms of staffing, equipment and 
time. The number of reports issued is not a good measure of the productivity and effectiveness of an internal audit 
department. Given the nature of the work carried out by internal auditors and the expectations required of auditors from 
both inside and outside the organisation, the Group considers that the boards/Authority would benefit in the long term 
if sufficient time was allocated to prioritising, planning, controlling and recording audit work, and to ensuring that audit 
recommendations are followed up in a structured manner. 

RECOMMENDATION 
It is recommended that the Internal Auditor apply these principles to the extent possible having regard to the 
resources available to the department. The Internal Auditor should be supported in his/her effort to prioritise 
the work of the internal audit department and the need to plan, control, record, and follow-up on audit 
recommendations. 

These responsibilities are developed in Chapter 5, Internal Audit Approach. 

4.7 Quality Control 

The APB guideline states that: 

"The head of internal audit should promote and maintain adequate quality standards in the internal audit unit. 
He/she should establish methods of evaluating the work of his/her staff to ensure that the Internal audit unit 
fulfils its responsibilities..." 

All public sector departments are expected to get best value from the resources consumed. Having quality systems of 
audit in place helps maintain confidence in the work of the department and its credibility. 



There are a number of ways in which the Internal Auditor can show that there are quality systems in place and that the 
department is adding value. Some of these are set out in Table D. 

RECOMMENDATION 
Taking into account the size of the internal audit department and the extent of the resources available to it, 
the Review Group recommends that the Internal Auditor should assess the need for external reviews having 
regard to the extent of internal reviews, reviews by the External Auditor and any audit committee Involvement. 

Table D 
Quality Assurance 

Supervision2^ and 
Internal Review 

Performance 
Measurements 

External Review 

Ways in which the Internal Auditor can show that quality work is being carried out by the 
internal audit department may include that: 
• Clear instructions are given to the staff carrying out the audits. 
• Standards and work methods are documented in an internal audit manual. 
• There is evidence of supervision of staff and review of working papers on a regular basis 

to ensure that there is: 
- conformance with standards and audit programmes and 
- sufficient evidence to support the findings, conclusions and recommendations. 

• There is audit committee review of audit activities. 

Examples of criteria against which an internal audit department could be measured include: 
• The audit charter. 
• The internal audit department's objectives, policies, and procedures as stated in the 

strategic and annual plans. 
• Adherence to plans and the impact of time spent on special assignments/investigations. 
• Quality of recommendations, e.g., the number accepted and implemented. 
• Performance Indicators, e.g., turnaround time from completion of fieldwork to issue of 

final report. 
• Benchmarking. 

External reviews may be carried out by: 
• Members of other internal audit departments. 
• External Auditors. 
• Professional Bodies. 

RECOMMENDATION 
It is recommended that the Internal Auditor should submit an annual report to the CEO and the audit 
committee on the activities of the internal audit department This report may include: 

• An assessment of how effectively the objectives of the department have been met. 

• A summary of work carried out 

• Details of important internal control issues which have arisen during the audits. 

29"Adequate supervision is the most fundamental element of a quality assurance program" 
(Institute of Intenal Auditors • UK and Ireland) 
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4.8 Summary 

In this chapter, the Review Group has sought to identify models of best practice for an internal audit service. The Group 
recommends that these principles should be adopted as goals in the health boards and the ERHA as a significant 
component in strengthening the governance of these bodies. 

The essentials for an effective internal audit service are considered to be: 

The Internal Auditor reporting to the Chief Executive Officer. 

High status and respect for Internal Audit within the organisation. 

The Internal Auditor having the ability to audit all areas of the organisation's operations. 

The Internal Auditor being independent from the day-to-day operations of the organisation. 

The Internal Audit Department being appropriately staffed in terms of numbers, grades, qualifications and 
experience. 

The training and development of staff in order that they will always have the expertise to carry out the audit 
duties. 

The Internal Auditor having constructive relationships with management, the External Auditor, other review 
agencies and the audit committee where one exists. 

The exercising of due care and the application of a professional approach to the internal audits. 

An audit approach which consists of: 

(i) Planning, prioritising, controlling and recording of audit work. 

(ii) The evaluation and reporting on the adequacy of the internal control system. 

(iii) Obtaining sufficient, relevant and reliable evidence on which to base reasonable conclusions and 
recommendations. 

(iv) Reporting of audit results and follow-up to ensure appropriate action has been taken. 

(v) Having a quality program in place to evaluate the operations of the Internal Audit Department. 

It is recommended that the Internal Auditor apply these principles to the extent possible having regard to the 
resources available to the department. The Internal Auditor should be supported in his/her effort to prioritise 
the work of the internal audit department and the need to plan, control, record, and follow-up on audit 
recommendations. 

• To support the role of the Internal Auditor it is recommended that: 

- An audit charter should be approved by the CEO. 

- All management and staff in the organisation should be encouraged to work positively with the Internal 

Auditor. 

- Internal auditing standards and guidelines should be developed specifically for the health boards and ERHA. 

- An internal audit manual which could be used by the internal audit staff of the health boards and the ERHA 
should be prepared. 

Consideration should be given to the boards and ERHA working together to produce the internal auditing 
standards and internal audit manual. 

These principles are developed in Chapter 5 of the Report. 



32 





The Report of the Review Group on Internal Audit in the Health Boards and the Eastern Regional Health Authority 

INTERNAL AUDIT APPROACH 

5.1 Introduction 

In this part of the Report the particular aspects of an internal audit approach are examined. These are in response to 
the essentials of internal auditing which are set out in Chapter 4. The Review Group considers that the information 
contained in this part of the Report should be read only as a starting point as it would be more appropriate to go into 
greater detail in an internal audit manual for health boards and the ERHA. 

5.2 Risk-Based Audit Approach 

There are a number of different approaches to selecting the areas to audit as follows: 

• Substantive approach - the audit approach is to carry out detailed testing of large volumes of individual 
transactions. This approach draws conclusions from the results of reviewing the supporting documentation 
rather than looking at how the transactions are processed. 

• Cyclical approach - the selection of a location or area to audit is based on the length of time since the last 
audit. The objective is to audit all areas of income and expenditure over a number of years. 

• Risk-Based Audit Approach - audit resources are directed at auditing high-risk areas i.e., the audit of functions, 
processes and activities which have the greatest risk of failure or loss or where the potential for process 
improvement will add greatest value. This involves identifying, analysing and prioritising risk and aligning the 
planned program of audit activity with these priorities. 

Best practice recommends that the approach to auditing adopted by internal audit departments should be a risk-based 
audit approach. The traditional approach to auditing was to cover all major areas of income and expenditure on a cyclical 
basis. This approach may not result in the areas of greatest risk being audited. Using a risk-based audit approach, the 
timing and nature of the internal audit of operations is determined by the priorities established through the risk analysis. 

RECOMMENDATION 

It 1$ recommended that the Internal Auditors should adopt a risk-based audit approach and that the starting 
point should be an audit needs assessment. This should be reviewed every three to five years. 

5.3 Audit Needs Assessment 

The purpose of carrying out an audit needs assessment is to ensure that the audit plans, which are subsequently 
produced, focus on functions, processes and activities which have: 

• the greatest risk of failure or loss; or 

• where the potential for process improvement will add greatest value. 

The steps, which may be carried out when preparing an audit needs assessment, are set out at Table E3° and 
Appendix 12. It is expected that gathering the information to complete the audit needs assessment will require extensive 
communication between the Internal Auditor and senior and line management. 

3°See "Auditing in the Public Sector", CIPFA, 2000 
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Table E 
Proposed Steps in the Audit Needs Assessment Process 

Identify all auditable areas of work analysed by systems, sub-systems, cost centres and locations. 

Assess the level of risk of each area of work. 

Decide the period over which all systems and locations will be audited. 

Decide the frequency of each audit e.g. three times a year/once yearly. 

Estimate the resources required to meet the audit needs. 

Estimate the actual resources available. 

Compare the required resources with the available resources. 

Discuss with the CEO the action to be taken where there is a shortfall between the required resources and 
available resources i.e., whether: 
- additional staff resources will be obtained; 
- lower priority audits will be omitted until the following year; 
- the number of days spent on particular audits will be reduced so that less detailed audits will be 

carried out; 
- the interval between audits will be extended; 
- specialist services will be bought from outside the organisation. 

The decision agreed with the CEO should ensure that the quality of the audit work is maintained and that it 
is still possible for the audit objectives to be achieved. 

The long-term strategic plan and the annual plan should then be prepared on the basis of auditing the activities of high 
risk with the available audit resources. This should be agreed with the CEO. 

5.4 Planning 

The APB guideline states that: 

"The main purposes of internal audit planning are: 
(a) To determine priorities and to establish the most cost-effective means of achieving audit objectives; 
(b) To assist in the direction and control of audit work; 
(c) To help ensure that attention is devoted to critical aspects of audit work; and 
(d) To help ensure that work is completed in accordance with pre-determined targets. 

The Internal Auditor should prepare strategic, periodic and operational work plans. 

The strategic plan should usually cover a period of between two to five years during which all major systems 
and areas of activity will be audited. It should set out the audit objectives, audit areas, type of activity and 
frequency of audit and an assessment of resources to be applied. 

The periodic plan, typically for a financial or calendar year, translates the strategic plan into a schedule of audit 
assignments to be carried out in the ensuing period. It should define the purpose and duration of each audit 
assignment and allocate staff and other resources accordingly and should be formally approved by 
management. 

Operational work plans should be prepared for each audit assignment as it is arranged covering: 

(a) Objectives and scope of the audit 
(b) Time budget and staff allocation 
(c) Methods, procedures and reporting arrangements, including supervision and allocation of responsibilities. 

All internal audit plans should be sufficiently flexible to respond to changing priorities . 
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RECOMMENDATION 

It is recommended that the Internal Auditor should prepare strategic, annual and operational plans as follows: 

• A strategic plan should be prepared on the basis of the audit needs assessment. It should set out 
the audits that are planned to be carried out over the next three to five years. It should then be 
submitted to the CEO for approval. This plan should be reviewed and rolled over annually. 

• Yearly plans, which aim to achieve the strategic plan, should be prepared by the Internal Auditor and 
submitted to the CEO for discussion and approval. This would normally show a summary of the 
department's audit work schedule, staffing plan, and financial budget for the following year. The work 
progress should be monitored against the plan. Having a system for recording time spent on audits 
would assist the Internal Auditor in carrying out this review. It should be noted in the audit charter 
that the Internal Auditor's work schedule is contained in the yearly plan and that any requests for 
audits or investigations must be from senior management formally in writing. All significant 
interim changes should be submitted to the CEO for approval and information. 

• Operational plans for each audit assignment should be prepared. These plans should guide the audit 
staff to carry out such tests that on completion of the audit, there is sufficient evidence to support the 
conclusion regarding the controls which are in place. They are normally prepared by the most senior 
member of the audit team allocated to the audit assignment. This plan should be approved by the 
Internal Auditor. 

Internal audit plans need to be regularly reviewed and updated to reflect current risks, audit findings and 
developments. The plans need to be flexible so that they can be responsive to CEO and management needs. 

5.5 Information Technology 

Information technology has two implications for the Internal Auditor. It can be used as a tool in carrying out the audits. 
Also, the Internal Auditor needs to be satisfied that the controls governing the financial and other computer systems in 
the organisation are operating effectively. 

RECOMMENDATION 
It is recommended that the Internal Auditor should: 

• have the use of the most up to date computer auditing techniques; 

• have access to and be able to obtain Information from all the computer systems In use 
In the organisation; 

• address the risks posed by information technology as part of the audit process. The 
Internal Auditor should have access to the appropriate skilled resources to gain assurance 
for those risks. 

5.5.1 Using Computers as a Tool 

Examples of when the Internal Auditor may use the computer as a tool: 

(i) Use of Information Technology in Auditing 
- To select samples to audit 
- To analyse data 
- To assess the security of data held on computer 
- To perform calculations 

make comparisons of data 

(ii) Computerisation of Internal Audit 
- To prepare the audit needs assessment 
- To prepare and hold a database of all audit plans 
- To prepare and record audit working papers 
- To monitor times spent on audit assignments 
- To prepare flowcharts and narrative notes 
- To produce reports 
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Types of software normally used by Internal Auditors include word processing packages, email, spreadsheets and 
auditing packages such as Integrated Data Extraction and Analysis (IDEA). 

It may be more efficient for the Internal and External Auditor to use similar techniques and methods to effectively 
co-ordinate their work. The benefits of joint training programmes should be considered. 

5.5.2 The Audit of Computer Systems 

The Internal Auditor of a health board or the ERHA works in a highly computerised environment. He/she will need to 
be satisfied that the controls over the computer systems are operating effectively. As part of the risk assessment, the 
Internal Auditor will need to: 

• take account of the risks posed by the use of computerisation; and 

• decide whether he/she has sufficient knowledge to design and perform tests of controls and the substantive 
procedures appropriate to the computer information systems. 

If specialist skills are needed the Internal Auditor should consider and discuss with the CEO acquiring the assistance of 
a professional possessing such skills. A decision should be made as to whether it would be more beneficial to buy in 
this expertise from outside on a specific assignment basis. 

5.6 Reporting and Follow-up of Audit Findings and Recommendations 

RECOMMENDATION 
It is recommended that: 

• 

• 

The Internal Auditor should determine the layout and content of reports and this should be outlined in 
the internal audit manual. The audit reports should be clear, concise, constructive and timely. They 
should present the purpose, scope and results of the audit. 

Reports may include recommendations for potential improvements and/or acknowledge satisfactory 
performance and corrective action. 

The audit charter should state cleady to whom reports should be issued and this process should be 
approved by the CEO. The Internal Auditor should put in place a system to monitor the stage 
of completion of reports and the progress on the implementation of recommendations. 

The internal audit charter should note that matters arising out of work carried out by the internal audit 
department which are considered to be urgent will be brought to the attention of the CEO immediately 
and without prior reference to local management. 

The audit findings, conclusions and recommendations should be discussed with the appropriate levels 
of management. 

The action which management have agreed to take as a result of audit findings and recommendations 
should be reported so that follow-up can take place. 

It should be communicated to management that it is their responsibility to ensure that there is a 
proper system of internal control in place and thereby to accept or reject audit recommendations. 
Where management have not addressed the internal control weaknesses identified by the 
Internal Auditor, especially where it is considered a high priority recommendation, they should be 
aware that, the CEO, senior management and/or the audit committee will be informed. 

To ensure that appropriate action has been taken on internal audit recommendations, there should be 

a system in place such that: 
- management will report the action that has been taken without waiting for a follow-up audit; 
- internal audit will follow up on recommendations to provide assurance on the systems in place. 



5-7 Summary 

In this chapter it was recommended that: 

• A risk-based audit approach should be adopted by the Internal Auditors of the health boards and the ERHA. 
This involves: 

(a) Identifying all auditable areas within the organisation and assessing the level of risk that the control systems 
in place in each area could go wrong or would need improvement. On the basis of the risk assessment and 
consultation with the CEO, the Internal Auditor should decide how often an area should be audited. 

(b) Estimating the resources required to carry out the number of audits identified at (a) in terms of staffing and 
time. 

(c) Estimating the actual resources available and comparing this with (b) the desired level of resources. 

(d) Agreeing with the CEO the action to be taken where a shortfall in resources is identified. 

(e) Producing a long-term strategic plan and annual plans on the basis of auditing the locations/systems 
assessed as high risk with the available audit resources. 

• Strategic, annual and operational plans should be prepared. 

• To the extent possible, the Internal Auditor should have the use of the most up to date computer techniques 
when performing the audits. 

• As part of the risk assessment, the Internal Auditor should assess the risks posed by information technology. 
The Internal Auditor should have access to the appropriate skilled resources necessary to gain assurance for 
those risks. 

• A formal system should be put in place for: 

(a) reporting audit findings, conclusions and recommendations; 

(b) reporting the action which management have agreed to take on recommendations; and 

(c) follow-up to determine whether this agreed action has taken place. 
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DELIVERY OF AN EFFECTIVE INTERNAL AUDIT SERVICE 

6.1 Introduction 

The objective of this part of the Report is to support the view that for internal audit to be effective, it must have sufficient 
resources in terms of people, skills, money and technology. By showing this commitment to internal audit, the internal 
audit department could be viewed as a pathway to promotion and could result in being a key stepping stone in the 
development of future managers in the health boards and the ERHA. To recruit, train and retain the appropriate level 
of staff is a major challenge for internal audit and a comprehensive plan should be in place. 

6.2 Resources 

The effectiveness and efficiency of the internal audit function is closely linked with having an effective, clearly defined 
structure that is properly resourced in terms of people, skills, money and technology^1. 

6.2.1 Staffing 

The APB guideline states that: 

"The internal audit function should be appropriately staffed in terms of numbers, grades, qualifications and 
experience, having regard to its responsibilities and objectives. 

The effectiveness of internal audit depends substantially on the quality, training and experience of its staff. The 
aim should be to appoint staff with the appropriate background, personal qualities and potential. Thereafter, 
steps should be taken to provide the necessary experience, training and continuing professional education. 

The internal audit unit should be managed by an internal auditor who is suitably qualified and who possesses 
wide experience of internal audit and of its management. 

The full range of duties may require internal audit staff to be drawn from a variety of disciplines. The 
effectiveness of internal audit may be enhanced by the use of specialist staff, particularly in the internal audit 
of activities of a technical nature. 

The head of internal audit should participate in the recruitment and selection of staff. New entrants to internal 
audit work should have time to familiarise themselves with the activities of the internal audit unit and the 
organisation, and to demonstrate their suitability for audit work". 

It is the responsibility of the Internal Auditor, in consultation with the CEO, to identify a staffing structure which is 
sufficiently flexible to: 

(i) enable internal audit objectives to be met; 

(ii) meet the changing needs of the organisation; and 

(iii) ensure that resources are employed efficiently and effectively. 

31Risk Management and the Value Added by Internal Audit - The Institute of Chartered Accountants in England and Wales, June 2000 
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RECOMMENDATION 
it is recommended that: 

The number of staff in the internal audit department should be sufficient to ensure that there are clear 
lines of responsibility within the internal audit department and there is adequate supervision to enable 
the efficient achievement of audit objectives. 

The staffing of the department should include a deputy internal auditor at a senior level. 

Audit staff should be appropriately experienced and qualified for their roles. There is a need to 
balance accounting and auditing qualifications with other disciplines relevant to the health environment 
e.g., extensive public sector/health service experience, information technology or medical background. 

Internal audit staff should be encouraged to pursue accounting, auditing or other relevant 
qualifications. Having promotional prospects within the internal audit department would ensure that 
staff could benefit from their experience and further study in this area. Conditions should be such that 
to the extent possible suitable staff are found and retained. 

The Internal Auditor should prepare Job descriptions and personnel specifications in the recruitment and 
selection of staff. 

An induction programme should be available for all new staff to familiarise themselves with the activities 
of both the internal audit department and the organisation as a whole. 

Audit staff should be numerate, discreet, diligent, self motivated, have an enquiring mind, be good 
communicators, and be able to express themselves with confidence in their dealings with other staff at 
all levels in the organisation. 

Factors to consider when determining the number of staff required by the internal audit department are set out in 
Table F. 

Table F 
Determining the Size of the Internal Audit Department 

Factors to Consider 

The role of 
internal audit 

Size and complexity 
of the organisation 
and the audit needs 
to ensure that all 
areas of risk are 
audited on a timely 
basis 

Checklist 

How wide a role does the CEO envisage for the function? 
What skills are required of staff to carry out the audits? 
What are the expectations regarding computer auditing, value for money auditing and 
other specialist audits? Are these services to be bought in from outside or to be 
provided from within the internal audit department? 
What is the quality and experience of the audit staff? 
Is it possible to transfer specialist staff from other departments into internal audit for 
specific audits? 

What is the size of the internal audit departments of similar types of organisations? 
How does the current number of staff compare with the number determined by the audit 
needs assessment? See Appendix 12. 
What is the total expenditure of the organisation? What is the split between capital and 

revenue? 
What are the number of locations and the audit requirements of each? 
How many different types of services are provided? Should internal audit staff be divided 
into teams to specialise in particular services or functions? 
To what extent are activities centralised? 
What is the rate of change and development of new services? 
What is the degree of computerisation? 
What is the standard of systems of financial control? 



The Report of the Review Group on Internal Audit in the Health Boards and the Eastern Regional Health Authority 

6.2.2 Training 

The APB guideline states that: 

"the organisation has a responsibility to ensure that the internal auditor receives the training necessary for the 
performance of the full range of duties". 

RECOMMENDATION 
It is recommended that: 

• The Internal Auditor and the internal audit staff should obtain appropriate training and the practical 
experience necessary to be able to cany out their audit duties effectively. 

• Adequate resources should be provided for training and this should be detailed in the annual plan. 

• All staff should aim to be proficient in applying internal auditing standards, procedures and techniques 
relevant to their responsibilities. 

• The training programme should include courses in personal development, computer skills and 
communication. 

The training needs of internal audit staff may include a mix of on-the-job training, external and internal courses 
and seminars, secondment of audit staff to other departments and self study courses. 

• On-the-job training/practical experience is an integral part of training for internal audit staff. For this 
to be effective, it is recommended that there is adequate supervision and feedback on performance. 
Further training needs should be identified through, for example, regular performance appraisals. 

• Internal auditors should keep themselves informed about current developments in internal auditing. 
Appropriate professional journals should be made available to audit staff. Staff should also be aware 
of developments affecting the health environment such as changes in services, legislation, structure etc 

• The internal audit department should be notified of relevant in-house training courses. This should 
include training in all new systems and control procedures. 

Examples of external training courses relevant to internal audit include courses and seminars organised by the IIA-UK 
and Ireland, the Institute of Public Administration, other professional bodies, the Office of Health Management and 
courses in, for example, computer assisted audit techniques and fraud. 

RECOMMENDATION 
It is recommended that, to the extent possible, the Internal Auditors of the health boards and the ERHA should 
work together to organise appropriate external training for staff and also to share expertise. 

Consideration should be given to having: 

Shared external support. 

Combined database of, for example, circulars, guidance and issues. 

An internal audit manual that could be adopted by all health audit staff. 

A structured training programme for all staff involved in internal audit in the health boards and ERHA 
This may involve having a national training division for internal audit. 

Consideration should be given to health boards with similar financial systems working together to 
determine the most appropriate audit approach to testing those systems. 



RECOMMENDATION 

It is recommended that the internal audit department should have a separate budget for which the Internal 

Auditor is responsible. 

The budget should be sufficient to cover such items as: 

• Staff pay and related costs 

• Training 

• Computer software and equipment and related costs 

• Administrative support 

Other non-pay expenditure e.g., 

RECOMMENDATION 

Where internal audit staff do not possess the necessary skills for specialist work, it is recommended that, the 
benefits from buying in this service from outside should be considered. 

These specialists could be qualified in, for example, information technology, law, security systems, engineering, audit 
techniques or such other areas as needed to meet the department's audit responsibilities. These outside specialists may 
be engaged by the CEO, senior management, the Internal Auditor or could be organised jointly by a number of boards 
with similar requirements. The decision should take account of whether it is a once off expenditure or an annual cost 
and should be agreed with the CEO. 

4 Equipment and Other Resources 

RECOMMENDATION 
It is recommended that: 

• The Internal Auditor should have access to all the latest internal audit techniques including computer 
assisted audit techniques. 

• Staff in the department should have the required computer hardware and software. 

• Audit staff should have adequate and appropriate accommodation. This should include adequate 
secure storage for working papers and reports to ensure confidentiality. Managers in the locations 
should ensure that internal audit staff are property accommodated during the audits. 

• The internal audit department should have sufficient administrative support. 

• All audit staff should have access to the Internet and/or a library with up-to-date textbooks on audit, 
accountancy and other relevant topics including the health environment. 

• Internal audit should be provided with all procedure manuals and guidance that have been issued to 
staff in departments that will be subject to audit. 



6.3 Summary 

It is recommended that internal audit departments should have a clearly defined structure that is properly resourced in 
terms of people, skills, money and technology. It is the responsibility of the Internal Auditor, in consultation with the 
CEO, to identify an appropriate staffing structure. 

In Chapter 6 the types of resources required by an internal audit department are set out. Over the last number of years 
there has been a significant increase in the funding administered by the health boards/ERHA, in the types of services 
being provided and in the complexity of these organisations. There is also greater delegation and empowerment of staff. 
In this environment, the Review Group considers that enhanced investment in internal auditing is now required. This 
should be directed at ensuring that: 

• The internal audit department is appropriately staffed in terms of numbers, grades, qualifications and 
experience. 

• Staff in the internal audit department are encouraged to pursue accounting, auditing or other relevant 
qualifications. Having promotional prospects within the internal audit department would ensure that staff would 
benefit from further study and experience in this specialist area. 

• There is sufficient training available for staff, either in-house or external. 

• Internal audit staff can avail of the most up to date auditing and computer techniques. 

• Internal audit staff have adequate and appropriate accommodation. 

It is also recommended that the Internal Auditor has control over a separate budget for the internal audit department. 
Provision should be made in the budget for buying-in external expertise to carry out specialist work where it is 
considered that, given the specialist nature of the work, it would be more cost effective to buy in the expertise for the 
particular audit. 
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APPENDIX l 
Note on Accounting and Auditing Bodies 

Noted below is background information on some of the accountancy and auditing bodies mentioned in the Report. 

CCAB i.e., the Consultative Committee of Accountancy Bodies. 

The CCAB is an umbrella body for the accountancy professional bodies and oversees 
the following: 
• CCAB - Ethics Liaison Committee 
• Ownership of the Auditing Practices Board 
• Discussion of Policy Matters 
Members of the CCAB in Ireland include: 
• Institute of Chartered Accountants in Ireland 
• Institute of Certified Public Accountants in Ireland 
• Association of Chartered Certified Accountants 
• Chartered Institute of Management Accountants 
• Chartered Institute of Public Finance Accountants 

APB i.e., The Auditing Practices Board was established by the CCAB to advance standards of 
auditing and associated review activities in the United Kingdom and the Republic of Ireland 
and to provide a framework for the operation of the auditor's role. Standards and practices 
and revisions thereto are notified to members of the recognised accountancy bodies on a 
regular basis. The APB comprises auditing practitioners and non-practitioners in equal 
numbers together with a number of non-voting observers e.g., representatives of the 
Department of Trade and Industry and the Department of Enterprise and Employment, 
Republic of Ireland. The non-practitioner members include individuals with a wide variety of 
backgrounds in industry and commerce, the public sector, the legal profession and the 
academic world. 

The APB is committed to leading the development of auditing practice in the United Kingdom 
and the Republic of Ireland so as to: 

• establish high standards of auditing; 
• meet the developing needs of users of financial information; 
• ensure public confidence in auditing. 

IIA-UK Ireland i.e., The Institute of Internal Auditors - UK and Ireland is the primary body in the UK and 
Ireland representing, promoting and developing the practice of internal auditing. This body 
has issued Standards for the Professional Practice of Internal Auditing and a Code of Ethics 
which sets out the fundamental principles of internal auditing. 

CIPFA i.e., The Chartered Institute of Public Finance and Accountancy is a professional accountancy 
body which specialises in the public sector. It is responsible for the education and training 
of professional accountants and for their regulation through the setting and monitoring of 
professional standards. CIPFA has undertaken to adopt the professional auditing standards 
by the Auditing Practices Board and members must comply with these pronouncements. In 
its "Standard of Professional Practice on Auditing" it is stated that "currently there are no 
auditing standards set by the APB which are explicitly concerned with internal audits 
However, CIPFA members working as internal auditors are expected, in addition to all 
relevant CIPFA Standards of Professional Practice, to comply with the APB s auditing 
guideline "Guidance for Internal Auditors". 
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APPENDIX 2 
Committees Established to Advise on Effective Control Systems 

Cadbury In 1991, the Cadbury Committee was set up in the United Kingdom to report on the financial 
aspects of corporate governance i.e., financial control and reporting functions of the boards 
of public limited companies and the role of auditors (the Cadbury Report). The Report stated 
that "an effective internal control system is an essential part of the efficient management of 
a company" and it included a recommendation that Directors should report on the 
effectiveness of the company's system of internal control. Although it didn't require listed 
companies to have an internal audit function it built a solid case for such a function. The 
Cadbury Report identified three fundamental principles of corporate governance as follows: 

Openness: An open approach is required to ensure all interested parties are confident 
in the organisation itself. Being open in the disclosure of information leads 
to effective and timely action and lends itself to necessary scrutiny. 

Integrity: This is described as both straight forward dealing and completeness. It 
should be reflected in the honesty of an organisation's annual report and 
its portrayal of a balanced view. The integrity of reports depends on the 
integrity of those who prepare and present them which, in turn, is a 
reflection of the professional standards within the organisation. 

Accountability: This is the process whereby individuals are responsible for their actions. It 
is achieved by all parties having a clear understanding of those 
responsibilities and having clearly defined roles through a robust structure. 

Rutteman The Cadbury Committee recommended that guidance should be prepared for directors on 
how they should respond to internal control requirements and as a result the Rutteman 
Working Party was formed to develop: 
• a set of criteria for assessing effectiveness of internal control; 
• guidance for companies on the form in which directors should report on the effectiveness 

of internal control. 
It allowed directors the option as to whether they state their opinion on control effectiveness 
and also to restrict reports to financial control. 

Hampel In 1996 the Hampel committee was set up to conduct a review of the Cadbury Code and its 
implementation. This committee sought to correct the balance between accountability and 
business prosperity. The committee's view was that the emphasis on accountability should 
not obscure a board's prime responsibility to enhance the prosperity of the business over 
time. In 1998 Hampel published the Combined Code and a Code of Best Practice which 
brought together principles of good governance based on Hampel, Cadbury and the 
Greenbury committee, a separate committee which had reported on director's remuneration. 
The Combined Code contained corporate governance principles and detailed supporting 
provisions applicable to all listed companies incorporated in the UK. It contained, interalia, 
a requirement that the Directors were required to review the effectiveness of all internal 
controls, not merely internal financial controls and prepare an annual report on how the 
principles of good governance have been applied. 
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APPENDIX 2 (continued) 
Committees Established to Advise on Effective Control Systems 

Turnbull The Turnbull Committee was established in 1998 by the Institute of Chartered Accountants in 
England and Wales and supported by the London Stock Exchange, to interpret the internal 
control and internal audit provisions of the Combined Code. The 1999 Turnbull Committee 
Report lays out the rules for how companies report on their internal risk systems. 

The Turnbull guidance is based on the board of each organisation adopting a risk-based 
approach to establishing a system of internal control and reviewing its effectiveness. The 
guidance focuses on the following key areas: 
• The importance of internal control and risk management; 
• Maintaining a sound system of internal control; 
• Reviewing the effectiveness of internal control; 
• Internal audit; 
• The board including a statement in the annual accounts on internal control. 

Nolan Aspects of corporate governance in the public sector have been addressed in the UK by the 
Committee Committee on Standards in Public Life (the Nolan Committee) which was established in 1994. 

The Nolan Report identified and defined seven general principles of conduct which should 
underpin public life and recommended that all public sector entities should draw up codes 
of conduct incorporating these principles. These principles of public life are: 
• Selflessness 
• Integrity 
• Objectivity 
• Accountability 
• Openness 
• Honesty 
• Leadership 
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APPENDIX 3 
Governance in the Health Boards and the ERHA 

Health - The This report was one of the first to identify the need within the health system for greater 
Wider Dimensions accountability, closer integration between the statutory and non-statutory sectors and a more 
(1986) structured planning cycle to incorporate, interalia, the monitoring of quality of care. 

Shaping a The Department of Health, Health Strategy Document "Shaping a Healthier Future" was the 
Healthier Future culmination of the policy development process which had commenced in 1986 with "Health 
(1994) - The Wider Dimensions". It stated that the principles of the national health strategy are: 

• Equity 
• Quality of service 
• Accountability 

Statement of 
Strategy of the 
Department of 
Health and 
Children for 
1998 to 2001 
"Working for 
Health and 
Well-being" 
(1998) 

This statement of strategy built on "Shaping a Healthier Future" and stated that the objective 
was to: 
• Encourage the attainment of the highest standards of effectiveness, efficiency, equity, 

quality and value for money in the health delivery system; 
• to strengthen accountability at all levels of the health service. 

The Department of Health and Children document outlines our responsibility and 
accountability toward the delivery of a well-managed organisation in which financial control, 
service performance, and clinical quality are fully integrated in the service delivery. 



APPENDIX 4 
Background to the Management of Health Boards 

Under the Health Acts, the structure and organisation of the Health Board is divided into two levels: 
i. the Board 
ii. the Executive headed by the Chief Executive Officer 

The functions of each is clearly divided into: 
i. Reserved Functions i.e., functions of the Board 
ii. Executive Functions i.e., functions of the Chief Executive Officer 

These functions are defined in legislation from the Health Act 1947 to the Health (Amendment)(No. 3) Act, 1996. 

RESERVED FUNCTIONS OF THE BOARD 

Health (Amendment) (No. 3) Act, 1996. 

Child Care Act, 1991 

Health Act, 1970 

Health Act, 1947 

Adoption of a Service Plan. 
Supervision and amendment of a Service Plan. 
Adoption of notified amount of indebtedness. 
Adoption of Annual Financial Statements. 
Appointment and removal of a Chief Executive Officer. 
Adoption of Annual Report. 

Establishment of ChildCare Advisory Committees. 
Report on Child Care and Family Support Services. 

Establishment of Committees of Health Boards. 
Allowances to Chairman and Vice Chairman 
(subject to sanction of Department of Health and Children). 
Appointment of a Chief Executive Officer. 
Suspension and removal of a Chief Executive Officer. 
Removal of a permanent officer by the Board (other than 

for unfitness). 
Arrangements between Health Boards and Local Authorities. 
Borrowing and acceptance of gifts. 
Discontinuance of hospital, home etc by Health Board. 
Acquisition of land for voluntary bodies. 

Authority to acquire land. 
Making a compulsory purchase order. 
Notices etc., of making a compulsory purchase order. 
Notices etc., of confirmation of a compulsory purchase order. 
Appropriation of surplus land to other purposes. 

Disposal of surplus land. 

EXECUTIVE FUNCTIONS OF THE CHIEF EXECUTIVE OFFICER 

• Functions not reserved to the Board are Executive Functions of the Chief Executive Officer. 

• The Board may not issue a direction to the C.E.O. in relation to Executive Functions, but the C.E.O. must give the 

Board information sought by them in relation to these Functions. 

• The implementation of the Service Plan is an Executive Function. 

• The Executive Functions of the C.E.O. set down in the 1970 Health Act continue i.e.. those in relation to staff 

appointments and eligibility for services. 



APPENDIX 5 
Summary of Accountability Legislation 

The Comptroller 
and Auditor 
General 
(Amendment) 
Act, 1993 

sets out interalia that: 

The accounts of the health boards are audited by the Comptroller and Auditor General. 
The CEO must, if requested, attend the Public Accounts Committee (PAC). The PAC may ask 
questions on: 
a) the regularity and propriety of the transactions recorded in the accounts; 
b) the value for money of the operations; 
c) the systems, procedures and practices employed for the purpose of evaluating the 

effectiveness of its operations and any matter referred to in a special report of the 
Comptroller and Auditor General. 

The Health 
Amendment 
(N0.3) Act, 1996 

states interalia that the Health Boards must: 

(a) Perform their functions having regard to: 
- the resources available to the board and the need to secure the most beneficial, 

effective and efficient use of such resources; 
- the policies and objectives of the Government or any Minister of the Government; 
- the need for co-operation with voluntary bodies providing services to people in the 

area; and 
- the need for co-operation and co-ordination of activities with other health boards, local 

authorities etc. 
(b) Ensure indebtedness does not exceed the amount specified by the Minister. 
(c) Keep proper books of account. 
(d) Prepare and publish service plans which are approved by the Board. 
(e) Prepare annual financial statements in accordance with standards specified by the 

Minister. These must be approved by the Board and published. 
(0 Prepare annual reports before 30th June in the year following. 

The CEO must notify the Minister and Board if any decision of the health board will, in 
his/her opinion, result in net expenditure being greater than the amount allocated to the 
Board. 

Prompt Payment 
of Accounts Act, 
W7 

Requires public bodies to pay their suppliers on time i.e., within the period stated in the 
contract or, if a contract does not apply, within 45 days. 

Eastern Regional 
Health Authority 
Act, 1999 

which set out interalia to: 

achieve real improvements in the health and personal social services delivered to 
patients, clients and service users in the Eastern region. 
ensure, in a more accurate and accountable way, that the money spent annually on the 
health services in the Eastern region is providing the best possible value for money for 
the taxpayer. 
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APPENDIX 6 
Risk Management and Internal Control 

To comply with the governance requirements of companies, it is recommended in the Turnbull Guidance32 that each 
organisation agrees with and adopts a risk-based approach to establishing a sound system of internal control and 
reviewing its effectiveness. 

Risk management is about 
identifying and assessing key risks; and then 

• designing and implementing processes by which those risks can be managed and maintained at a level acceptable 
to the board. 

To ensure the effective direction and use of the organisation's resources to manage these risks, the board should: 
• have a clear understanding and assessment of the risks; 

ensure that the organisation has effective risk management and control processes; and 
be provided with assurance that the processes and the key business risks are being effectively managed33. 

To manage risk effectively organisations need to have both prevention and response mechanisms in place in the form 
)f controls. 

Examples of internal controls which are set out by the Auditing Practice Boards are: 

Organisation 

Segregation of 
duties 

Physical 

Authorisation 
and approval 

Arithmetical 
and accounting 

Personnel 

Management 

Enterprises should have a plan of their organisation, defining and allocating responsibilities 
and identifying lines of reporting for all aspects of the operations including the controls. The 
delegation of authority and responsibility should be clearly specified 

One of the prime means of control is the separation of those responsibilities or duties which 
would if combined, enable one individual to record and process a complete transaction. 
Segregation of duties reduces the risk of intentional manipulation or error and increases the 
element of checking. Functions which should be separated include those of authorisation, 
execution, custody and recording. 

These are concerned mainly with the custody of assets and involve procedures and security 
measures designed to ensure that access to assets is limited to authorised personnel. 

All transactions should require authorisation or approval by an appropriate responsible 
person. The limits for those authorisations should be specified. 

These are the controls to ensure that all relevant transactions are included, correctly recorded 
and accurately processed. Such controls include checking the arithmetical accuracy of the 
records, the maintenance and checking of totals, reconciliations, control accounts, trial 
balances and accounting for documents. 

There should be procedures to ensure that personnel have capabilities commensurate with 
their responsibilities. 

These are the controls exercised by management outside the day to day routine of the 
system. They include the overall supervisory controls exercised by management, the review 
of management accounts and variance analysis, the internal audit function and any other 
special review procedures. 

32Turnbull Committee see Appendix 2 

33Risk Management and the Value Added by Internal Audit • The Institute of Chartered Accountants in England and 
Wales, June 2000 

34Auditing Practices Board Auditing Guideline • 'Internal Control". April 1980 
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APPENDIX 7 
Review of Risk Management and Internal Control Systems 

To assist in the review of risk management and internal control systems the following appendix has been reproduced in 
this Report by kind permission of the Institute of Chartered Accountants in England and Wales (ICAEW). It is included 
as an appendix in their publication "Internal Control, Guidance for Directors on the Combined Code"35. This publication 
was issued because the Institute of Chartered Accountants in England and Wales agreed with the London Stock Exchange 
that it would provide guidance to assist listed companies to implement the requirements in the Combined Code of the 
Committee on Corporate Governance relating to internal control. It is included in this Report for information and would 
need to be adapted to relate to the particular management framework of the health boards/ERHA. 

Appendix to "Internal Control, Guidance for Directors on the Combined Code" ICAEW September 1999 

Assessing the Effectiveness of the Company's Risk and Control Processes 

Some questions which the board may wish to consider and discuss with management when regularly reviewing 
reports on internal control and carrying out its annual assessment are set out below. The questions are not 
intended to be exhaustive and will need to be tailored to the particular circumstances of the organisation. 

This Appendix should be read in conjunction with the guidance set out in this document i.e., Internal Control, 
Guidance for Directors on the Combined Code. 

1. Risk Management 

• Does the company have clear objectives and have they been communicated so as to provide effective 
direction to employees on risk assessment and control issues? For example, do objectives and related plans 
include measurable performance targets and indicators? 

• Are the significant internal and external operational, financial, compliance and other risks identified and 
assessed on an ongoing basis? (Significant risks may, for example, include those related to market, credit, 
liquidity, technological, legal, health, safety and environmental, reputation and business probity issues) 

• Is there a clear understanding by management and others within the organisation of what risks are acceptable 
to the board? 

2. Control Environment and Control Activities 

• Does the board have clear strategies for dealing with the significant risks that have been identified? Is there 
a policy on how to manage these risks? 

• Does the company's culture, code of conduct and human resource policies and performance reward systems 
support the business objectives and risk management and internal control system? 

• Does senior management demonstrate, through its actions as well as its policies, the necessary commitment 
to competence, integrity and fostering a climate of trust within the board? 

• Are authority, responsibility and accountability defined clearly such that decisions are made and actions taken 
by the appropriate people? Are the decisions and actions of different parts of the organisation appropriately 
co-ordinated? 

• Does the company communicate to its employees what is expected of them and the scope of their freedom 
to act? This may apply to areas such as customer relations; service levels for both internal and outsourced 
activities; health, safety and environmental protection; security of tangible and intangible assets; business 
continuity issues; expenditure matters; accounting; and financial and other reporting. 

• Do people in the company (and in its providers of outsourced services) have the knowledge, skills and tools 
to support the achievement of the organisation's objectives and to manage effectively risks to their 
achievement? 

• How are processes/controls adjusted to reflect new or changing risks or operational deficiencies? 

35 Internal Control. Guidance for Directors on the Combined Code. Published by The Institute of Chartered Accountants in England 
and Wales, September 1999 
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APPENDIX 7 (continued) 
Review of Risk Management and Internal Control Systems 

Appendix to "Internal Control, Guidance for Directors on the Combined Code" ICAEW September 1999 (continued) 

3. Information and Communication 

• Do management and the board receive timely, relevant and reliable reports on progress against business 
objectives and the related risks that provide them with the information, from inside and outside the 
organisation needed for decision making and management review purposes? This could include performance 
reports and indicators of change, together with qualitative information such as customer satisfaction, 
employee attitudes etc. 

• Are information needs and related information systems reassessed as objectives and related risks change or 
as reporting deficiencies are identified? 

• Are periodic reporting procedures effective in communicating a balanced and understandable account of the 
board's position and prospects? 

• Are there established channels of communication for individuals to report suspected breaches of laws or 
regulations or other improprieties? 

4. Monitoring 

• Are there ongoing processes embedded within the compan/s overall operations and addressed by senior 
management, which monitor the effective application of the policies, processes and activities related to 
internal control and risk management? (Such processes may include control self-assessment, confirmation by 
personnel of compliance with policies and codes of conduct, internal audit reviews or other management 
reviews). 

• Do these processes monitor the company's ability to re-evaluate risks and adjust controls effectively in 
response to changes in its objectives, its business and its external environment? 

• Are there effective follow-up procedures to ensure that appropriate change or action occurs in response to 
changes in risk and control assessments? 

• Is there appropriate communication to the board (or board committees) on the effectiveness of the ongoing 
monitoring processes on risk and control matters? This should include reporting any significant failings or 
weaknesses on a timely basis. .. ._„ . . 

• Are there specific arrangements for management monitoring and reporting to the board on risk and control 
matters of particular importance? These could include, for example, actual or suspected fraud and other illegal 
or irregular acts that could adversely affect the company's reputation or financial position. 
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APPENDIX 8 
Monitoring of Risk Management and Internal Control Systems 

The CEO can get assurance on the effectiveness of the internal control system from a number of different sources. Such 
sources of assurance36 may include: 

- The views of and representations from senior and line management through for example some form of 
self-assessment process. See NOTE below. 

- The views of the Head of Finance 
- Risk Management Reviews 
- Regular information on financial and operational matters 
- Internal Audit Reports 
- Audit Committee Reports 
- External Audit of Financial Statements 
- Monthly Accounts to Department of Health and Children 
- External Auditors Management Letters 
- Independent monitoring activities e.g., health and safety 

NOTE 

Some organisations have implemented arrangements to formally assess and control the risks that they face using a tool 
called Controls Risk Self-Assessment (CRSA). CRSA is a systematic and participative technique used to identify, classify, 
assess, measure and evaluate risks and controls37. The approach allows individual managers and staff to participate in 
reviewing existing controls for adequacy and recommending, agreeing or implementing improvements to controls. Line 
management is required to report on the key controls that are in place, confirm that the controls are working effectively 
and that they are expected to continue to do so. Approaches to undertaking control risk self-assessment includes the 
use of surveys, management produced analysis and workshops. 

The benefits from this approach are derived from the increased focus on internal controls by staff generally. 

Internal audits role is to provide an independent assessment of the quality of the CRSA process. The Internal Auditor 
can take account of the results of the programme in determining their risk assessment, the scope of their own work and 
the content of their audit reports. 

^Adapted from "Implementing Turnbull, A Boardroom Briefing" by Martyn tones and Gillian Sutherland, Deloitte and Touche. Published by the 

Institute of Chartered Accountants in England and Wales. Centre for Business and Thought Management, 1999 

3?Th* Institute of Internal Auditors - UK and Ireland. Professional Briefing Note Fourteen "Control and Risk Self Assessment".i999 
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APPENDIX 9 
Charter for an Audit Committee 
For Illustration Purposes Only 

Audit Committee Charter of XXXX Health Board 

This document sets out the Charter of the Audit Committee as established by the Chief Executive Officer of the XXXX 
Health Board. 

The Audit Committee reports to the Chief Executive Officer. 

Role of the Audit Committee 

The primary responsibility for internal control within the board rests with the Chief Executive Officer and management. 
The role of the Audit Committee is to assist the Chief Executive Officer to fulfil his/her responsibilities by providing 
assurance on the adequacy of the system of internal control. 

Membership of the Audit Committee 

The committee will be appointed by the Chief Executive Officer. There will be a minimum of three to five members which 
may include: 

• At least one external member who is qualified in and practising accounting and auditing. 
• At least one member with qualifications or experience in disciplines related to the operations of the health 

services (e.g. medicine, nursing, information technology, and health economics). 
• At least one member from senior management. 

The chairperson will be appointed by the Chief Executive Officer. 
Appointment to the Committee will be for a period of three years unless otherwise decided by the Chief Executive Officer. 

Authority 

The Committee has: 
• right of access to the Chief Executive Officer; 
• the right to receive information from management on significant changes in control systems or accounting 

policies; 
• the ability to seek independent advice from external consultants with the approval of the Chief Executive Officer. 

Duties 

The duties of the Committee shall be: 
• To examine the adequacy of the nature, extent and effectiveness of accounting and internal control systems. 
• To complement, enhance and support the internal audit function. 

The Committee may also comment on the resources available to internal audit. 

The Committee shall not have any executive decision making powers or supervisory functions. 

The Committee will meet at least four times a year. ^ 
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APPENDIX 9 (continued) 
Charter for an Audit Committee 
For Illustration Purposes Only 

Audit Committee Charter of XXXX Health Board 

Relationship with Internal Audit 

The reporting relationship of the Internal Auditor shall be to the CEO and not to the committee. The Internal Auditor is 
not to be a member of the committee but may attend committee meetings. The Internal Auditor shall supply such 
information as the committee requires to carry out its' functions. 

Relationship with the External Auditor, the Comptroller and Auditor General 

The Committee may invite representatives from the Office of the Comptroller and Auditor General to meet them to discuss 
matters of mutual interest. The Internal Auditor should attend these meetings. 

Reporting 

The main focus of the audit committee shall be to reassure the CEO on the system of internal control. The audit 
committee shall issue an annual report to the CEO on its work in relation to the system of internal control. 

Chairperson of the Audit Committee Date 

Chief Executive Officer Date 
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APPENDIX 10 
Audit Charter for an Internal Audit Department 
For Illustration Purposes Only 

Audit Charter for the Internal Audit Department of XXXX Health Board 

This Internal Audit Charter establishes the authority and responsibility conferred by the Chief Executive Officer on the 
Internal Audit Department. It also sets out the principles by which the Internal Audit Department of the XXXX Health 
Board carries out its work. 

Nature of Internal Audit 

Internal Audit is an independent appraisal function established to provide assurance to the Chief Executive Officer and 
all levels of management on the quality of, and the degree of adherence to the Health Board's system of internal control. 

Objective 

The objective of the Internal Audit Department is to assist management in the effective discharge of its responsibilities 
and to ensure that the principles of efficiency, effectiveness, quality, probity and value for money exist in the Health 
Board's operations. To this end, the Internal Audit Department will furnish analysis, appraisals, recommendations, and 
information concerning the activities reviewed. 

Scope of Audit Activities 

Internal Audit examines and evaluates the adequacy and effectiveness of the Health Board's system of internal control. 

This may involve: 

• Reviewing the reliability and integrity of financial and operating information. 
• Reviewing the systems established to ensure compliance with the Health Board's policies, plans and procedures 

and with laws and regulations. 
• Reviewing the means for safeguarding assets and verifying the existence of such assets. 
• Appraising the economy, effectiveness and efficiency with which resources are employed. 
• Reviewing operations and programs to ascertain if results are consistent with established objectives and goals 

and whether the operations and programs are being carried out as planned. 
• Assessing whether changes to plans are appropriate and have been approved prior to implementation. 

Internal Audit also carries out investigations as requested by the Chief Executive Officer or other members of the 
Management Team. 

The scope of internal audit activities shall be sufficiently comprehensive to enable the effective and regular review of all 
operational, financial and related activities. 

Independence 

The Internal Auditor is an advisory function having independent status within the Health Board. The Internal Auditor 
shall: 

• report directly to the Chief Executive Officer; 
• have direct access to the Chief Executive Officer; 
• have no executive or managerial duties except those relating to the management of the Internal Audit 

Department; 
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Audit Charter for the Internal Audit Department of XXXX Health Board 

• Shall not be responsible for the detailed development and/or implementation of new systems but could be 
consulted during the system development process on the control measures to be incorporated in new or 
amended systems. 

Authority and Responsibility 

This charter, as approved by the Chief Executive Officer, gives the Internal Auditor the authority to: 

• audit all systems and activities within the Health Board; 

• have access at all reasonable times to all books, documents, accounts, property, records, correspondence, IT 
systems and assets of the health board which are necessary for the proper performance of the internal audit 
function. 

• have the right to enter any premises of the Health Board and to request any officers to furnish all information 
and explanations deemed necessary to form an opinion on the probity of action, adequacy of systems or of 
controls. During the course of the audit, management and staff will be required to co-operate fully with the 
Internal Auditor. 

The responsibility of the Internal Auditor is to carry out the audits in a professional manner consistent with the Health 
Board's internal procedures and regulations, statutory requirements and auditing standards. 

It is management's responsibility to undertake risk analysis and to design systems and controls which manage these 
risks. Internal audit will prioritise its audits based on an assessment of risk both before and after consideration of the 
impact of the internal control structure on identified risks. 

It is management's responsibility to ensure that there is a proper system of internal control in place in the Health Board. 
Internal Audit's role is to provide assurance to the CEO and management on the quality and the degree of adherence to 
the system of internal control. 

The Internal Auditor has no authority over, or responsibility for, the activities audited. A review by Internal Audit does 
not in any way relieve the Health Board's staff of responsibilities assigned to them. 

Internal audit staff are responsible for ensuring the confidentiality and safekeeping of all records and information 
accessed in the course of internal audit work. 

The Internal Auditor shall be advised of all changes to systems and new developments. 

It is the responsibility of line management to decide on the appropriate action to be taken in response to reported audit 
findings and for the timely implementation of accepted audit recommendations. It is the Internal Auditor's responsibility 
to determine whether appropriate action was taken on recommendations. The Internal Auditor will consider taking 
matters to higher levels of management if it is felt that appropriate action was not taken in instances where the risk 
should not be borne. 

The Internal Auditor is responsible for determining a long-term strategic plan and annual audit plans in consultation with 
the CEO. The extent and frequency of internal audits will depend upon varying circumstances such as results of previous 
audits, relative risk associated with activities, materiality and the adequacy of the system of internal control. These plans 
will be approved by the CEO. 

Internal Audit Reports 

Matters arising out of work carried out by the Internal Audit Department which are considered to be urgent will be 
brought to the attention of the Chief Executive Officer immediately and without prior reference to local management. 
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Audit Charter for the Internal Audit Department of XXXX Health Board 

A written report will be prepared to document each audit. Line management is expected to respond promptly to internal 
audit reports. The response should itemise the specific actions to be taken and provide a timetable for completing 
planned actions. A copy of the report will be forwarded to the Chief Executive Officer and to management as appropriate. 

th 
im 
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Fraud 

The detection of fraud is not a primary function of the Internal Auditor. Management has the prime responsibility for 
the detection and prevention of fraud. 
Internal Audit's responsibility is to reveal any serious defects in the system of internal control which may lead to the 
corruption of records, misappropriation of assets, under-utilisation of resources or distortion of the Board's financial 
position. 
The Internal Auditor will report to the Chief Executive Officer any suspected or reported cases of fraud, misappropriation 
)f assets or loss of income. The Internal Auditor will carry out investigations if requested to do so. 

Relationship with the Audit Committee 

The reporting relationship of the Internal Auditor is to the CEO and not to the audit committee. The Internal Auditor is 
not to be a member of the audit committee but may attend audit committee meetings. The Internal Auditor shall supply 
such information as the audit committee requires to carry out its' functions. 

Relationship with External Auditors 

The Internal Audit Department wil l aim towards having an effective working relationship with the Board's External 
Auditor, the Office of the Comptroller and Auditor General, in matters relating to the statutory audit of the Board. The 
audit approach and planning of both the Internal and External Auditors will be co-ordinated to ensure adequate audit 
coverage, appropriate sharing of information and elimination of any unnecessary duplication of work. Details of the work 
done by Internal Audit and copies of all formal reports will be made available to the Office of the Comptroller and Auditor 
General. 

The Internal Auditor wil l liaise with external auditors, other than the Comptroller and Auditor General, in relation to the 

audits being carried out by them. 

Prepared by: 

Approved by: 

Internal Auditor 

Chief Executive Officer 

Date: 

Date: 
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1. Nature of Internal Audit 

2. Role of Internal Audit 

3. Independence 

4. Authority and Responsibility of Internal Audit 

5. The Scope of Internal Audit 

6. Organisational Structure of the Internal Audit Department 

7. Standards for the Performance of Internal Auditing 

8. Audit Approach and Assessment of Risk 

9. Sample Selection 

10. Plan, Control and Record 

For example: 

• Steps in the planning stage 
• Standards required of working papers 
• Supervision procedures 
• Format of Reports 
• Policy on Storage and Retention of Audit Working Papers 
• Policy on Disposal of Audit Working Papers 

11. Effective Reporting to CEO 

12. Staffing and Training 

13. Relationship with others 

14. Fraud 

Examples of Documents to include in the Appendix to the Audit Manual 

• Audit Programmes for each system to be audited 
• Details of contents of permanent information files 
• Details of contents of current audit files 



The Report of the Review Group on Internal Audit in the Health Boards and the Eastern Regional Health Authority 

APPENDIX 12 
Determining the Requirements of an Internal Audit Department 
For Illustration Purposes Only 

Step 
No. 

Action Factors to Consider 

Identify all auditable areas of work 
by systems, sub-systems and locations 

Useful Sources of Information 
Auditors understanding of environment 
Consultation with Management 
Organisation Charts 
Management Accounts 
Year End Financial Statements 
Annual Reports 
Service Plans 
Previous Internal and External Audit Reports 
Board Minutes 

2. Assess level of risk for each area 
Examples of issues to consider when assessing the level of risk: 

3. Decide the period over which all 
systems and locations will be audited 

4. Decide frequency of each audit 

• The value of the system or location to the organisation 
• The numbers of errors that occurred in the past 
• The control history of the location 
• The time since the last audit 
• The existence and effectiveness of internal controls designed 

to prevent, detect and correct errors 
• The extent of devolved control and delegated 

authority at the location or in the system 
• The length of time the operation has existed 
• The competence of management 
• Whether there have been any changes in systems 

or key personnel 
• The attitude of management to controls and reducing risk 
• The extent of computerisation 
• The volume of transactions 
• The level of expenditure and income 
• The volume of cash 

For example, three or five years could be appropriate. 

5. Estimate the resources required to 
meet the number of audits 

6. Estimate actual resources available 

If assessed as high risk - requires frequent audits. If low 
risk area • may only be audited every couple of years 

Typically expressed in terms of man-days 
See Example A next page. 

• For each member of staff calculate the total number 
of working days available less for example annual leave, 
flexi-leave, sick leave, and study leave. 

• The total for all internal audit staff equals actual 
time available for audits. 

1. 
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Step 
No. 

7-

8. 

Action 

Compare the estimate of required 
resources with available resources 

(5 and 6 above) 

Produce operational plans 

Factors to Consider 

A shortfall between required and available resources should 
be brought to the CEO's attention and with consultation 
a decision should be agreed on whether: 

- Additional staff resources are required 
- Lower priority audits will be omitted until the 

following year 
- The number of days spent on particular audits will 

be reduced. This will result in less detailed audits 
being carried out. 

- The interval between audits will be extended. 
- Specialist services will be bought from outside. 
(Ensuring that the quality of the audit work is 
maintained and that audit objectives are achieved.) 

• A long term strategic plan should be prepared on 
the basis of the audit needs assessment 

(Normally prepared by the Head of Internal Audit 
and approved by the CEO) 
• A short term plan i.e. annual plan should be 

prepared which lays out for example the 
locations/systems to be audited, dates of audits, 
the audit staff who will be carrying out the audit, 
the estimated length of time at the location for 
the audit and administration time to complete the 
audit including senior review. 

(Normally prepared by the Head of Internal Audit 
and approved by the CEO.) 

EXAMPLE A - Calculation of Staff Days Required to Meet the Desired Number of Audits 

Calculate number of days required for each type of audit 

e.g., need to consider the number of days that will be required to carry out 
Systems based audit, Value for money audit 
Fraud investigation, Contracted in audit 
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