
 

 

Agenda item 13 Appointment of Internal Auditor 
 
Summary  
This report deals with the need for the Parish Council to appoint an Internal Auditor 
 
Background 
 
Members will be aware from the Audit Report, considered at our EGM on the 16th January 
2020,( https://partonparishcouncilcom.files.wordpress.com/2020/01/audit-report.pdf ) that  
 
"Whilst the Council has regularly agreed to re-employ our Internal Auditor each year it does 
not seem to have set out the T’s and C’s of his appointment. In the papers returned by our 
former Clerk I have not found any letter or formal contract of engagement with that auditor. 
Recommended practice indicates that “The work of internal audit should be subject to an 
engagement letter on first appointment by the authority, setting out the terms of the 
appointment.“ 
 
I have now been contacted by that auditor and he has supplied his home address. I have 
raised some issues with him to facilitate our own internal audit review and which I will come 
to later. 
 
We have been renewing the auditor’s contract on an annual basis and the last renewal was 
agreed in February 2019. 
 
This report, setting out arrangements for the appointment of an Auditor, should be read in 
conjunction with the Audit Report on our web site. 
 
Legal 
 
Regulation 5(1) of the Accounts and Audit Regulations 2015 requires our Council to 
“undertake an effective internal audit to evaluate the effectiveness of its risk management, 
control and governance processes, taking into account public sector internal auditing 
standards or guidance.” 
 
The Local Audit (Smaller Authorities) Regulations 2015; Local Audit and Accountability Act 
2014 
 
 
Details 
 
The person or persons carrying out internal audit must be independent with an absence of 
any actual or perceived conflict of interest. He/she must be competent to carry out the role 
in a way that meets the business needs of the Council. It is for the Parish Council to decide, 
given its circumstances, what level of competency is appropriate, and to keep this issue 
under review.  
 
Oddly, under the relevant Regulations, there is no set qualification that an Internal Auditor 
must have to work for a smaller Parish Council such as Parton. He/she should have the 
following attributes I would suggest - 
 

 Understanding basic bookkeeping and accounting processes; 
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 Understanding the role of internal audit in reviewing systems rather than 
undertaking detailed checks that are more appropriately the responsibility of 
management;  

 Awareness of relevant risk management issues; and  

 Understanding accounting requirements within the legal framework and powers of 
Parish Councils  

 
Under the relevant Regulations it is also not for an external auditor, nor is it a matter for the 
Internal Audit, to actively seek evidence of fraud, corruption, error or mistake. That is each 
Councillor’s responsibility by having a good clear oversight of our finances.  Internal audit’s 
role is to assist the Council in fulfilling its responsibility to have and maintain proper internal 
control arrangements and those for the prevention and detection of fraud, error or mistakes 
 
Members are aware of the issues I have flagged up with our Internal Auditor and his 
response is awaited at the time of drafting this report. 
 
The Audit Report at our January meeting discusses the role of the Internal Auditor and the 
areas of work he/she is obliged to cover. 
 
Recommended practice indicates that “The work of internal audit should be subject to an 
engagement letter on first appointment by the authority, setting out the terms of the 
appointment.“ A suggested form is set out in Appendix A below. I have not seen evidence 
that our former Responsible Financial Officer issued any such letter to our internal auditor. 
 
In the light of recent events it is recommended that the Council seeks to appoint a person 
who has their own professional Indemnity Insurance policy (and on which we should be 
named). In the event that the Internal Auditor we propose to appoint does not carry their 
own professional Indemnity Insurance then the Council will need to risk assess the person’s 
suitability and to perhaps effect some kind of insurance protection ourselves. References 
should most certainly be obtained and hopefully from some other parish councils. 
 
For a Council such as ours it is often a question of finding a suitable person for the very small 
fee usually paid by a small Parish. Such appointments generally fall below the financial level 
that would require the council to go out for quotes so we could ring round some locally 
known auditors or some local individual with the right skill set to see if anyone would be 
interested. 
 
Councillor’s Responsibilities 
 
The Parish Council is obliged to carry out an internal auditor review periodically. It is a 
recommended practice for this to be undertaken no longer than three years apart and also 
in the year of any change of internal auditor. I cannot see from our minutes that we have 
properly undertaken any such review so it is time to get our house in order as it were. A 
suggested Internal Audit Review is set out at Appendix B below. This review should then 
inform Council on whether or not to re-appoint the Internal Auditor. We have re-appointed 
in the past, annually, without any review or questions being raised nor any knowledge of the 
Internal Auditor’s competency to satisfy the relevant guidance. This is a failure we need to 
address. 
 



 

 

Any review should balance the Council’s internal audit needs and usage. It should be 
designed to provide sufficient assurance for the Council that standards are being met and 
that the work of internal audit is effective.  
 
As indicated in the Audit Report (Jan 16th 2020 Council) a key point to note is that any review 
should be undertaken by the Council. This is not a review that can be carried out by the 
external auditor or as part of the annual internal audit. Nor is it something that can be 
delegated to the clerk or RFO. We, as Councillors, have this duty. I cannot see that 
Councillors were ever advised of this. 

Although the internal audit provider cannot be allowed to influence the direction or extent 
of the review, it is good practice to seek their input into the process.  

There are no hard and fast rules about who actually performs the review or how it is carried 
out, but we may wish to set up a small working party for this purpose for the future. At 
present, in view of the current circumstances I think that all of these issues should be dealt 
with by full Council. Any future reviews, if undertaken by a working group, must be reported 
to and considered by a full meeting of the Council.  
 
Continuous monitoring of any weaknesses in our auditing processes should be undertaken 
until any remedial actions are complete.  
 
Training of Councillors on auditing reviews should perhaps be arranged.  
 
Budget Implications 
 
The Budget includes a sum of £70 for an Internal Auditor. The actual cost has yet to be 
determined so this issue will need to be considered once we have a better idea of the 
possible cost when we have an appropriate applicant 

Risk Management Implications if any 

Council is aware of the position it finds itself in and of the risks it now faces from the Audit 
Report to Council on the 16th January 2020. These arrangements should enable those risks to 
diminish and fade away 

Recommendation 
 

1. That applications for the appointment of Internal Auditor be sought as soon as 
possible even if this means ringing around other Parish Council internal auditors and 
the Chair then report back to Council  

2. The form of letter of engagement be approved 
3. The appointed person be preferred to hold professional indemnity insurance but this 

is to be reviewed once a suitable candidate has been identified 
4. The form of internal review structure set out in Appendix B be agreed 
5. The appointed person should provide evidence that he/she has an  

 

 Understanding basic bookkeeping and accounting processes; 

 Understanding the role of internal audit in reviewing systems rather than 
undertaking detailed checks that are more appropriately the responsibility 
of management;  

 Awareness of relevant risk management issues; and  



 

 

 Understanding accounting requirements within the legal framework and 
powers of Parish Councils  

6. Applicants to provide references preferably from another Local Authority they 
undertake internal audits for 

 
Appendix A - PROPOSED INTERNAL AUDITOR ENGAGEMENT LETTER 

 
Dear 
 
the Parton Parish Council – Internal Auditor Engagement Letter 
 
I wish to confirm your appointment as Internal Auditor to the Council. I have set out below 
the terms of your engagement. If you agree, then please could you sign and return one copy 
for my records. 
 
1. Roles and responsibilities 

Of the Council: 
The Council is responsible for ensuring that its financial management is adequate and 
effective and that it has a sound system of internal control which facilitates the effective 
exercise of its functions including arrangements for the management of risk.  
 
The Council is required to undertake an adequate and effective internal audit of its 
accounting records and of its system of internal control in accordance with the proper 
practices in relation to internal control set out in the Joint Practitioners Advisory Group 
publication: Governance and Accountability for Local Councils – A Practitioners Guide.  
 
Of the Internal Auditor: 
The Internal Auditor is responsible for reviewing whether the Council’s financial 
management is adequate and effective, and that it has a sound system of internal control. 
The Internal Auditor will liaise with the Parish Clerk on all assignments and will report to the 
Council twice a year. This may necessitate a personal appearance for discussion purposes 
with Councillors. 
 
2. Audit planning 

The Council has in place an audit plan covering the main governance and financial systems 
and this are reviewed annually. Your input into that would be welcomed. Further guidance, 
including a description of the minimum level of audit, is set out in the Practitioners Guide.  
 
The Internal Auditor will carry out the audit to enable him/her to provide assurance to 
members and officers, and to enable him/her to complete and sign off Section 4 of the 
Annual Return in advance of its submission to the Council and the external auditor.  
 
The programme of work for the year will be determined annually between the Clerk, Council 
Internal Audit Review Party and the Internal Auditor prior to the commencement of work.   
 
3. Reporting requirements  

The Internal Auditor will report to the Council in October, setting out the results of work 
carried out during the previous twelve months. That will then go to the November Council 



 

 

on the 11th November 2020. In the event of a serious matter coming to light during the year, 
the Internal Auditor may report to the Council at other times.  
 
During the year, the Internal Auditor will report the provisional results of his work to the 
Clerk as he considers appropriate. 
 
To enable the Internal Auditor to fully complete Section 4 of the Annual Return, he will carry 
out work relating to the year-end in April. The results of such work will be reported 
alongside the presentation of the Annual Return to the Council. 
 
4. Independence and competence 

It is essential that the internal audit function is sufficiently independent of other financial 
controls and procedures of the Council.  
 
The Internal Auditor will inform the Parish Clerk immediately he becomes aware of any 
conflict of interest that may adversely affect his ability to carry out the audit objectively and 
independently. 
 
The Internal Auditor will carry out the internal audit competently and in compliance with 
proper practice in a way that will meet the business needs of the Council. In the event that 
the Internal Auditor becomes aware of matters that may affect his competence, he will 
inform the Clerk or the Chairman immediately. 
 
5. Access to information, members and officers 

The Internal Auditor shall have the right of access during the audit to such accounts, 
vouchers, correspondence, accounting systems, minutes and other records as are necessary 
for the performance of the audit. 
 
The Internal Auditor shall have the right of access to any member or officer to discuss and to 
receive information and explanations in connection with any matter arising from the audit. 
 
6. Period of engagement 

The Internal Auditor is appointed for a period of 12 months from [1st April 2020], subject to 
annual confirmation by the Council.  
 
7. Remuneration 

It is agreed between the Internal Auditor and the Council that the fee shall be based on [x  
days’] work during each financial year at a rate of [£        ] per day including all expenses. (In 
the alternative the rate may be a fixed sum regardless of the number of days – to be agreed) 
This rate is fixed for the 16 months of the contract. Payment will normally be made on 
invoice, based on the amount of work completed. 
 
In the event that additional paid work is required, the terms of this will be agreed between 
the Clerk and the Internal Auditor in advance of the assignment at the same daily rate as 
above and invoiced separately.  
 
Professional Indemnity 
 



 

 

You will hold and maintain throughout your tenure of office a professional Indemnity policy 
of insurance to which the Council’s interest shall be added. The sum insured shall be for not 
less than £1,000,000 level of indemnity or such other sum as the Council may agree 
 
Yours sincerely, 
 
 
 
Appendix B Proposed INTERNAL AUDIT PLAN SCHEDULE 

 
This Internal Audit Plan runs from 1st January to 31st December of each year. It actually 
covers three financial years – a review of the audit of the previous financial year, the audit of 
the current financial year and the appointment of the internal auditor for the new financial 
year that starts in April 
 

JANUARY 1) The Internal Audit Working Review Party to meet with the Clerk to: 

 review the effectiveness of the Internal Audit 

 review the Councils system for internal financial control 

 review this audit plan 

 review Terms of Reference for the Internal Auditor 
2) The Internal Audit Working Review Party to check that the Council 

has carried out a risk assessment in the last twelve months 

FEBRUARY 1) The Council to receive a report from the Internal Audit Review Party 
on the effectiveness of the Internal Audit 

2) The Council to approve this audit plan 
3) The Council to approve the Terms of Reference for the Internal 

Auditor 
4) The Council to approve the appointment of the Internal Auditor for 

the next 16 months commencing April. 

APRIL START OF THE NEW FINANCIAL YEAR 

MAY 1) The Internal Auditor to receive the accounts for the last 12 months. 
2) The Council to receive a copy of the Annual Return to the External 

Auditor and approve it 

JUNE The Internal Auditor to meet with the Clerk and a member of the 
Councils Internal Audit Working Review Party to note any issues raised 
by the Internal Auditor 

JULY 1) The Council to review any issues raised by the Internal Auditor 
2) The Council to review if the Internal Audit has been carried out 

ethically and with integrity and objectivity 
3) Council to note any issues that need to be addressed in the next 

audit cycle 

OCTOBER Council to receive a report from the External Auditor 

 


