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Introduction

Dear audit committee member,

Welcome to the latest issue of Audit Committee Update from the CIPFA Better Governance
Forum. This resource aims to support audit committee members in their role by helping to
keep them up to date.

In this issue, we consider the forthcoming changes to the internal audit standards and
consider how that will impact on audit committee members. CIPFA will be issuing more
updates and resources over the next few months. Ask your head of internal audit for the
latest position.

There is also a summary of resources and links to help audit committee members in their
work.

I hope you will find this issue interesting, and helpful in your work on the committee.
Best wishes,

Diana Melville
CIPFA Better Governance Forum

Sharing this document

Please circulate this briefing widely to your organisation’s audit committee members and
colleagues. It can also be placed on an intranet.

Audit Committee Update is covered by CIPFA’s copyright and so should not be published on
the internet without CIPFA’s permission. This includes the public agendas of audit
committees.

This issue is open to all, but other issues of Audit Committee Update are restricted to the
organisations that subscribe to the Better Governance Forum.

Receive our briefings directly

A link to this briefing will be included in the CIPFA Better Governance Forum subscribers’
newsletter. It can then be shared with that organisation’s audit committee members.

If you have an organisational email address (for example, jsmith@mycouncil.gov.uk), then
you will also be able to register on our website and download any of our guides and briefings
directly. To register, please visit cipfa.org/register.
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Internal audit standards

Changes impacting on your internal audit service

This article will help audit committee members understand the changes to internal audit
standards and the transition your team will be making.

What’s changing and when?

From 1 April 2025 internal audit teams in the public sector will be working to new internal
audit standards. These will be a combination of the Global Internal Audit Standards (GIAS)
and the Application Note, Global Internal Audit Standards in the UK Public Sector. The
consultation on the Application Note closed at the end of October, and it is anticipated that
the final version will be published before the end of the year.

How significant a change is this?

It is a significant change that will mean your internal audit team must update their charter
and audit manual to reflect the new standards. They will also need to provide training to
team members. They will need to review their working practices to make sure they comply
with the standards or have an action plan to achieve that conformance.

While much of the day-to-day practice of undertaking audit engagements will not change, the
team will need to make sure those engagements fulfil the new standards. Reports, plans and
charters will need to be updated to reflect the standards.

Do the standards expect more from the team?

An internal audit team that fully conforms with the current standards (the Public Sector
Internal Audit Standards or PSIAS) should have most of the practices it needs. There are
some additional requirements, and the Application Note should help with those. But time will
still be needed to make the transition and build familiarity. The introduction of new standards
is an opportunity to look ahead to see what both the team and the organisation need.

Examples of changes:

e One of the new requirements is a ‘mandate’ for internal audit (Standard 6.1).
However in local government, internal audit’s primary mandate comes from statutory
regulations issued by the national governments. Most internal audit charters already
refer to this mandate in their charters. With some changes, an up-to-date mandate
and charter can be agreed.

e GIAS Standard 9.2 requires an internal audit strategy. This is new, but the service
should be able to build on the existing requirement in PSIAS (2010 Planning) for a
strategic statement of how the service will be delivered and developed.

e The standards on ethics and professionalism have been expanded including new
sections on professional courage and professional scepticism. This will require
training for the team.

¢ Internal audit plans (Standard 9.4) should support the achievement of the
organisation’s objectives. Many teams already demonstrate that link.

Each head of internal audit should be able to update the audit committee on the specific
work they need to undertake.
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How can the audit committee know if the internal audit service conforms
with the new standards?
The standards come in on 1 April 2025 and the first evidence of their use is likely to be the

update of the charter, including the mandate, the audit strategy and plan. Each of these will
be brought to the audit committee for agreement.

As the 2025/26 year progresses the service will gradually be able to evidence their
conformance with standards:

e Engagements will be completed and reported to the client in accordance with the
standards.

e Updates to the audit committee will include not only issues arising from
engagements, but other matters required by the standards, such as significant
changes to audit plans.

e Progress updates on the transition.

o At the end of 2025/26, when the head of internal audit completes their annual
conclusion and report, they should be able to assess whether they are fully
conforming with the standards and identify any improvement areas.

It is important to realise that no internal audit team will be fully in conformance with the
standards on 1 April 2025/26. Until audits are completed and the outcomes reported, the
evidence of practical conformance will not be there. Your head of internal audit should be
able to update you on progress.

Will the service need to go through a new external quality assessment?

The standards continue to require an external quality assessment (EQA) at least once every
five years. You don’t need to amend your cycle, so if the service had an EQA two years ago,
then the next will be due in three years’ time.

If the EQA is due in 2025, then this will present some practical problems. Until engagements
are completed and reports made to the audit committee etc, the evidence of conformance
will not be there, even though methodologies may be in place. The assessment will be more
relevant at the end of the year.

If you buy in internal audit services or use an audit partnership rather than have an in-house
team, then a different approach to the EQA will be needed. The standards require the EQA
to consider all aspects of internal audit, including its governance. An internal audit provider’s
EQA will need to be specific to each client, or each client will need to commission their own
EQA. As the standards are implemented EQA providers will amend their approach.

Does the audit committee need to change?
Possibly.

To achieve conformance with the standards the organisation will need to demonstrate that all
aspects of the standards are met, including the governance of internal audit. This covers the
oversight and support for internal audit from the audit committee and senior management.

To assist local government bodies achieve conformance, CIPFA will be introducing a new
Code of Practice on the Governance of Internal Audit in Local Government (the Code). This
is currently out for consultation until 28 November. The Code draws on existing CIPFA
guidance for audit committees and support for the head of internal audit in public sector
organisations and aligns these with the expectations that are set out in the GIAS. Further
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details on how the Code aligns are in Comparison of Code to existing guidance. CIPFA
welcomes comments from audit committee members on the consultation.

If your audit committee is currently working to CIPFA’'s recommended practice for audit
committees in local government, then the provisions of the Code should be achievable. The
terms of reference of the committee should be updated to make this clear.

If you have new members on the committee, or you are not sure about your responsibilities
towards internal audit, then training or briefings will help. When you prepare your annual
report for the committee, or conduct an effectiveness review or self-assessment, the
committee should reflect on how well it fulfils the Code and whether actions are needed to
support internal audit more.

After the Code is finalised, CIPFA will provide a separate briefing for audit committee
members.

Some suggested questions for audit committee members

The following questions will help you understand how the changes to internal audit
standards affects your internal audit service:

1. What steps are being taken to prepare the internal audit service for the
implementation of new standards?

2. Does the service have the support it needs from the organisation to make the
transition?

3. Does the head of internal audit have any concerns about achieving
conformance?

If so, how are these being addressed?

What can the audit committee do to support internal audit with the transition?
When will the committee next review its own effectiveness, including its role
regarding internal audit?

o~

Further reading

CIPFA’s guidance to audit committees is supported by the Ministry of Housing, Communities
and Local Government (MHCLG), the Home Office and the Welsh Government.

Position statement: audit committees in local authorities and police 2022

Free download

Audit committees: practical guidance for local authorities and police (2022 edition)

The guidance includes a handbook for audit committee members. It is a digital edition and
can be shared multiple times within the organisation. Ask your head of internal audit or head
of finance to arrange this for you.
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