LSE Internal Audit procedures
(to beread in conjunction with the attached flowchart)

Audit activity is governed by the HEFCE Code of Audit Practice.

1. Determining audit activity

a)

Audits will be conducted at the initiative of the Head of Internal Audit who will devise an
audit strategy that outlines the proposed course of audit activity for the year and which is
approved by the Audit Committee. Audit activity is normally prioritised according to a mix of
the following factors:

. HEFCE Code of Audit Practice;

o Existing risk management arrangements;

perceived risks to the effectiveness of controls, compliance or governance within the
School;

the level of expenditure involved;

opportunities for (or incidences of) fraud or irregularity;

time since prior audit activity;

outcome of previous audits and the need for follow up;

alternate sources of assurance available (eg QAA, HEFCE or other regulatory
bodies);

request from DMT, management or Audit Committee;

o opportunities to enhance Value for Money.

b) Where there is no convenient Audit Committee meeting, special (unplanned) Internal Audits

may be carried out at the request of/with the approval of, the School Secretary and/or the
Chief Financial Officer.

2. Briefing and scoping of audits

a)

b)

d)

Each audit will be allocated a lead person or “sponsor”. The sponsor will usually be the
senior level person in the School who has DMT responsibility for the area concerned, the
Director of ODAR, a Pro Director or the Head of an Academic Department. The sponsor
has the ultimate responsibility for ensuring that agreed actions are followed through.

Not all areas will have a clearly identifiable DMT sponsor and some may involve more than
one area. In such cases, a suitable mechanism for sign off should be sought and, where
appropriate, a sponsor may be appointed by the DMT. In the case of Academic
Departments, the Head of Department is the de facto sponsor, although a mechanism for
sharing the results with peers or with APRC may well be appropriate.

Internal Audit will give as much notice of forthcoming audit activity as possible and will
endeavour to meet with the sponsor well in advance to discuss the reasons for the audit,

the concerns of the sponsor, the timing and conduct of the audit, the nomination of an
operational lead and any other relevant details.

When the audit brief is finalised, it will be issued as a set of terms of reference (ToR) to the
sponsor, the operational lead and to other involved managers.

The terms of reference will include:

o the proposed scope of the audit — what is covered and what specifically is not;
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the proposed methodology;

the individuals likely to be involved;

the potential risks the audit expects to cover; and

the proposed timetable from the start of the audit until the report reaches the Audit
Committee.

f) Under normal circumstances, Internal Audit will issue the terms of reference at least two
weeks before the commencement of the audit proper.

g) It should be noted that an intended audit may deviate from the original proposal as a result
of information uncovered in the course of the audit or other unforeseen factors. Where such
deviation is not as a result of something that should remain confidential (e.g. suspected
fraud), management will be informed of substantive changes in the focus of audit activity.

3. Channels of communication and responsibilities

a) The senior level person or sponsor will be involved at the start and the end of any
investigation. They are responsible for accepting the terms of reference and signing off that
they are content that management responses are adequate. Sponsors will have the option
of designating a delegated operational lead who will work with Internal Audit throughout the
progress of the audit. Internal Audit services are responsible for the quality of the report
and all staff involved in the audit and the reporting process are responsible for co-operating
and contributing effectively and in a timely manner.

b) This operational lead will have responsibility for ensuring all relevant information is provided
in a timely manner, for securing compliance and co-operation with Internal Audit from other
members of staff and for coordinating the consolidated response from the area to the audit
findings, including ensuring that the sponsor is satisfied with the format and content of the
management response.

c) Staff and sponsors are given the opportunity to comment on findings, recommendations
and management responses at multiple stages (i.e. during the course of the audit, at exit
meetings and in the draft report phase). If a sponsor is not in agreement with any of these
elements, it is his/her responsibility to bring this to the attention of the Internal Auditor
and/or the Head of Internal Audit for discussion and, where possible, resolution. Where
such differences cannot be reconciled, then the report may proceed to the Audit Committee
with an explanatory note of the differences.

d) The Chair of the Audit Committee will meet with the Head of Internal Audit at least termly
for review purposes and before meetings of the Audit Committee at their discretion. Review
meetings with DMT sponsors will also be held termly.

e) The Head of Internal Audit will have regular access to the School Secretary to whom
he/she reports, and to the Chief Financial Officer for problem resolution and review of
audits.

4. Fieldwork

a) Fieldwork generally comprises of interviews with relevant stakeholders, file and transaction
review and data analysis, although workshops, questionnaires and other lines of enquiry
may be appropriate depending on the topic under investigation.

b) Fieldwork will end with a wash-up meeting where Internal Audit will outline the main
findings to management and seek early confirmation of the likely response. Internal Audit
will endeavour to provide a bullet pointed agenda outlining the key issues for discussion. A
complete draft report is not available at this stage since this is the opportunity to determine
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the need for additional evidence, or to clarify interpretation of information provided. The
sponsor may wish to attend this meeting but it should not be unduly delayed because of
heavy diary commitments. At this point, the discussion is open and honest and gives the
audited area the opportunity to voice any concerns they may have about the findings and
the possible recommendations. This is a dialogue and offers the opportunity to determine
whether additional evidence is readily available that might alter the opinion of the auditors.

Where Internal Audit already has a draft report ready, at this stage they may provide this in
written form to stimulate discussion at the wash up meeting. This is less likely where audit
work has been more difficult or where time pressures are particularly tight.

Reporting

a)

b)

c)

Internal Audits will result in a written report to management with recommendations for
improvement, where appropriate, and may also be accompanied by workshops,
presentations or ongoing self-assessment tools.

At each meeting, the Audit Committee will receive a report on progress with the Internal
Audit plan and each sponsor will get a regular report from Internal Audit about progress
with “their” reports.

Each Internal Audit report for Audit Committee should have a summary of key points.

6. Draft reports.

6.1

Basic Process (see flow chart for detailed process)

Draft further with 1A N
Report for (may result in Responses Report sendto A.C

discussion revised draft)

Opp to meet - -
Management Final Sign Off &

a)

b)

d)

Closing meetings are held with the operational lead in order to feedback on the initial
findings, and give audited areas the opportunity to respond to these findings and to explain,
clarify or even offer additional evidence if they want to. This helps ensure there are no
surprises at the report stage.

If the sponsor is unable to attend the meeting, he/she should nhominate a trusted deputy
with authority to act on his/her behalf and who will keep the sponsor fully informed of
progress.

The draft report for discussion will be issued to the operational lead and copied into the
sponsor and other involved managers. At this stage, an additional discussion meeting may
be appropriate at which the sponsor can seek clarification from, or express disagreement
with, Internal Audit on the findings as well as clarification from his/her managers as to what
the appropriate response will be; this includes actions to be taken, the named individuals
responsible for each action and a timetable for completion of remedial action. This meeting,
if required, should take place within two weeks of the issue of the draft report.

All reports will contain, as a minimum, an explanation of the context of the audit, and the
findings in terms of controls and compliance and the level of assurance the Internal Auditor
gives on the basis of the audit activity carried out. In addition, there may be
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recommendations and observations on general improvement or opportunities to enhance
Value for Money.

Where the report contains recommendations, there is a requirement for management to
respond. The management response should include whether or not the recommendations
are accepted and what actions will be taken to address the concerns raised, by whom and
by when. This response should be provided within four weeks of issue of the draft for
discussion (or if applicable the revised draft).

6.2 Management Responses

7.

a)

b)

c)

d)

Where there are recommendations, there is a requirement for management to respond.
The management response should include whether or not the recommendations are
accepted and what actions will be taken to address the concerns raised. This response
should be provided as soon as possible and, in any case, within four weeks of issue. If it
becomes clear that it is not possible to meet this timetable, the operational lead should
notify Internal Audit of which recommendations are causing difficulty and provide a holding
reply. This might take the form of noting that some areas are too complex for a rapid
response and a full reply will be offered later (with a given deadline).

The responses to the draft report and the action plan should be submitted to Internal Audit
within four weeks of being issued. This MUST contain management responses that have
been cleared in advance with the sponsor. It is the responsibility of the operational lead to
clear all management responses with the sponsor and with other managers in the area.
Internal Audit will not be responsible for the internal communication processes of the
audited area. It is at this stage that factual accuracy must be checked if it has not already
been addressed as a result of the closing meeting. If this stage is not completed in due
time the Head of Internal Audit will raise the matter with the DMT level sponsor.

Management responses should include as a bare minimum:

¢ Management’'s agreement with the recommendation (or reasons they do not agree);
where recommendations are agreed, the actions that management will take to
implement the recommendations and mitigate the identified risk;

¢ the name and role of the person(s) responsible for implementing the
recommendations; and

¢ the date by which the actions will have been taken.

Sponsors cannot legitimately agree to recommendations that involve changes being made
to other areas that are not under their remit, such as the Finance Division or Human
Resources. Therefore, these areas should be consulted separately.

Final reports and Sign-off

a)

b)

Internal Audit will issue a final report which incorporates any agreed amendments arising
out of the meetings, the draft report and the consolidated management responses. The
Head of Internal Audit is responsible for the quality of the report’s recommendations as well
as being satisfied that the investigation has been suitably thorough. Any officer of the
School who thinks they have reason to believe that the recommendations or the
investigation are insufficiently robust has a duty to inform the Head of Internal Audit in good
time so that these concerns can be considered and dealt with in a timely manner.

The sponsor will be asked to formally confirm within seven working days that they are
satisfied with the report.
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¢) Upon receipt of clearance from the sponsor, the report will then be considered agreed and

d)

e)

f)

10.

a)

signed off and will subsequently be supplied to the Audit Committee for their consideration
at the next suitable committee meeting.

If, after one month from the issue of the draft report, the sponsor / management and
Internal Audit are unable to come to agreement on the content of a report, the report will be
issued as an “Un-agreed Report” and the Audit Committee and senior management will be
made aware that it contains Internal Audit findings, opinions or recommendations with
which management disagrees. This should be a rare occurrence. The Audit Committee will
be provided with reasons for cases of this kind.

Final Reports will be circulated to:

the Operational Lead;

the Sponsor;

the School Secretary;

the Chief Financial Officer;

other related individuals as necessary e.g. where recommendations impact on
other service areas or divisions (such as Finance); and

o members of the Audit Committee (in full or in summary as necessary).

e o ¢ o o

Where appropriate the Audit Committee will decide on the nature and location of any
additional follow up work arising out of a particular report.

Audit Committee

Audit reports are part of the School’s cycle of accountability and are presented to the Audit
Committee. Reports have a shelf life and should go to Audit Committee as soon as
possible. They should not be unduly delayed without good cause. The Committee receives
a regular report on the status of all reports and has requested that they see all reports that
are beyond the date for final completion at the next available meeting, regardless of their
status, unless an exception has been agreed.

Follow up

a)

b)

a)

Audit is a circular activity and all recommendations will be subject to reporting and follow up
in order to determine progress on implementing recommendations and to close the loop on
managing any control weaknesses identified. The Audit Committee will receive regular
reports on progress made in each area by Internal Audit and by the relevant managers.

It is for the relevant manager and sponsor to ensure that actions in support of, or arising
from, the agreed Audit are carried out effectively.

Assignment progress monitoring

Internal Audit will keep a log of the progress on each audit assignment, including status and
expected dates for completion of each stage. This log will be reviewed with the Secretary
and Director of Administration and the Director of Finance and Facilities on a regular basis
and will also form the basis of interim updates to the Audit Committee.

Page 5 of 6 Internal Audit Procedures Dec 2013.doclInternal Audit procedures Dec

2013



Draft Internal Audit Process Flowchart

HOIA notifies department/service area of upcoming audit

v

HOIA identifies audit sponsor
(DMT to nominate audit sponsor in cases where this is not
easily identifiable)

v

HOIA to meet with audit sponsor to discuss reasons for audit,
any concerns either party may have, nomination of
operational lead

v

Set terms of reference for audit including proposed timetable
and the individuals likely to be involved (usually sent to
sponsor, operational lead and relevant officers 2 weeks

before start of audit)

4

HOIA/BDO conduct fieldwork

Clearance meeting
officers and audit sponsor, if
necessary)

(operational lead, relevant

Draft report for discussion

|

Responses to the draft report should be submitted to the
Head of Internal Audit within 4 weeks of being issued. Must
contain management responses cleared by the sponsor.

In the event of disagreement with findings, an additional
meetina mav be reauired with the sponsor

Agree /

HOIA and management (operational lead
with input from audit sponsor if necessary)
agree audit findings, management
response and action plan

Agree

\ Disagree

A

A 4

HOIA finalises report

!

Sponsor is given 7 working days to confirm
whether they have any issues with the

report

Report agreed

A 4

Audit report reported to Audit Committee

A 4

Progress on implementation of actions
reported to Audit Committee
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Convene further meeting between HOIA,
sponsor, operational lead and relevant
officers to determine areas where
consensus can be achieved and areas of
dispute (Usually within 2 weeks of issue of
draft report)

Disagreement

v

If after 2 month from commencement of
audit the sponsor/ management and
Internal Audit are unable to come to
agreement on the report, it will be issued
as disagreed report. The Audit Committee
and Senior Management will be made
aware that it contains Internal Audit
recommendations on which Management
disagree.




