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Inspiring confidence in public services through

independent scrutiny based on impartial and
innovative roporting.

Making sure public monay is spent proparly.

Partnership...(collaborative, engaging, respectful)
building positive open relationships based on trust
and respect as the basis for how we work.

Authoritative...(credible, professional, evidence
based) diligent and exemplary in our practice,
upholding the highest professional and ethical
standards.

Curious...(examining, interested, outward-
looking) tenacious, inquisitive and opsn-minded so
that we are continuously learning and improving.

Truthful...(courageous, fearless, upfront)
constructively saying what needs to be said and
doing what needs to be done.



https://www.niauditoffice.gov.uk/

Introduction

This report is designed to provide the reader with background information about the role of the
Comptrollerand Auditor General (C&AG), and the Northern Ireland Audit Office (NIAO/ the Office)
and the work that it undertakes. Unlike the private sector audit firms, there is no requirement for
the NorthernIreland Audit Office to publish atransparency report however, as outlined in ourvalues,
‘we wish to build open positive relationships based on trust and respect’. We are committed,
therefore, to demonstrating the principle of transparency in all that we do.

Part one of this report provides information about our role, our governance arrangements and the
impact of our work.

Part two provides information relating to our audit independence and quality.



Part One: About the NIAO

NIAO, through its financial and public reporting work, seeks to hold public bodies to account for the
way they spend publicmoney. It does this by providing objective information, advice and assurance
on how publicfunds have been used and encouraging best standards in financial management, good
governance and propriety in the conduct of public business.

Comptroller and Auditor General

The C&AG is head of the NIAO and a Crown appointment made on the nomination of the Northern
Ireland Assembly (the Assembly).

Under the Audit (Northern Ireland) Order 1987, the holder of the office is a Corporation Sole, and
responsible for the appointment of NIAO staff who assist him in the delivery of his statutory
functions. He has complete discretion in the discharge of his statutory audit functions, with
responsibility forthe programme of audit work, all audit opinionsand judgementsresting with him
alone. Both the C&AG and his staff are totally independent of government.

The C&AG’s mainduties are carried out on behalf of the Assembly and he works in close association
with the Assembly’s PublicAccounts Committee (PAC). The PAC’sinvestigations on NorthernIreland
matters are based on the C&AG’s reports and the C&AG takes into account any proposals from the
Committee when he decides the programme of examinations his staff should undertake.

Governance

The C&AG, as Accounting Officer for the NIAQ, is accountable to the Assembly and the public for
operating the NIAO and how the Office uses public money.

As a corporation sole and head of the NIAO, the C&AG has primacy in determining the strategy,
staffing and structure of the Office and accordingly is responsible for designing and implementing
internal governance arrangements to support himin the delivery of his functions. In fulfilling his role,
heis supported by the Chief Operating Officerand Senior Management Team, an Advisory Board and
its sub committees, and an internal audit service operatingto PublicSector Internal Audit Standards.

The internal governance arrangements of the NIAO established by the C&AG are set out in Appendix
one and a ‘Memorandum of Understanding on the Governance and Accountability Arrangements of
the Northern Ireland Audit Office’ (MOU) agreed between the Audit Committee of the Assembly and
the NIAO.

Organisational Structure

The Office’s structure comprises six directorates, all of which have a portfolio of operational audit
work. One of the directorates also provides corporate support, covering activities such as HR, finance,
ICT and accommodation. This structure is designed to:

e provide flexibility and agility to balance workflow and meet peaks in activity, and reduce reliance
on temporary appointments;

e enhance knowledge and skills sharing;

e create a strong client focus;

e enhance team work and build stronger staff networks;

e provide opportunities for career development, as well as job enrichment; and
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e provide autonomy in decision-making.

Our role
The NIAO scrutinises publicspendingin Northern Ireland. Ouraudit remit covers both the central and
local government sectors.

The C&AG is the external auditor of Northern Ireland departments, executive agencies and other
central government bodies, including non-departmental public bodies and health and social care
bodies. He has extensive rights of access to information held by a wide range of public sector
organisations, and his inspectionrights extend to the records of contractors and those who receive
public money. The results of his work are reported to the Assembly.

In addition, a senior member of NIAO staff is designated as the local government auditor by the
Department for Communities with the consent of the C&AG and, assisted by NIAO staff, is responsible
for the audit of Northern Ireland’s councils and associated local government bodies. The results of
this work are reported to the Department for Communities.

By reporting the results of our audits to the Assembly, government departments and bodies are held
to account for how they use publicmoney, thereby safeguarding taxpayers’ interests. Our work also
aims to help public service managers improve performance and service provision.

Financial audit work undertaken by the Office comprises the audit of central and local government
body accounts. We audit the financial statements of nearly all central government organisations,
both theirincome and expenditure, and reporton them to the Assembly. We also audit the financial
statements for local governmentbodiesin Northern Ireland. The purpose of our financial audit is to
provide independent assurance that the accounts of an audited body give a true and fair view of its
financial position, have been preparedin accordance with the relevantaccounting requirements and,
where relevant, that the transactions underlying the financial statements are in line with the
intentions of the Assembly and otherauthorities. Where there are significantissues arising, we make
a report to the Assembly which can be considered by PAC. We inform the organisations we audit of
issueswe find during our work, givingour independentview on areas where the audited body could
improve its governance, controls and financial management.

During 2020-21 we certified 124 central government accounts and 13 local government accounts.

In relationto publicreporting, during 2020-21 we published ten Value for Money (VFM) Reports; one
General Report (Local Government); and four Good Practice Guides, including a short guide on
COVID-19 Fraud Risks. In addition, an overview of the NI Executive’s response to the COVID-19
pandemic was published as well as guides which provide an overview of the work we complete for
each department.



Impact of our work

We have a responsibility to provide value formoney on the services we provide to our stakeholders.
One way in whichwe do this is by identifyingthe quantifiable financial impact of our work. In doing
so, we recognise our measurement of impact will only presenta partial picture asitis hard to quantify
the deterrent effect of public audit in contributing to improved public services.

During 2020-21, quantitative financial impacts of £60 million were achieved as a result of the work
of the Office. This figure has been independently validated by the Office’s External Auditor and
represents 9.0 times the net resource outturn of the Office (2019-20: 9.0 times). The extent of
savingsachieved can fluctuate fromyearto yearand is largely dependent on the nature of the studies
undertaken in the year.

Finances
The Audit (Northern Ireland) Order 1987 requires the C&AG to prepare a Supply Estimate each
financial year. The Audit Committee of the Assembly examines our budget proposals, agrees the
annual Supply Estimate with the C&AG, and lays the Supply Estimate before the Assembly for
approval.

The Assembly Audit Committee approved the NIAO budget proposal for 2020-21 in February 2020.
The Budget Act (Northern Ireland) 2020 was approved by the Assembly and enacted on 26t March
2020. The authorisations, appropriations and limits in this Act provided the authority for a Vote on
Account to provide cash and resources for the initial months of the 2020-21 financial year.

While it would be normal for this to be followed by the 2020-21 Main Estimates and the associated
Budget(No. 2) Act before the summer recess, the COVID-19 emergency and the unprecedented level
of allocations which the Executive agreed in response, necessitated that the Budget (No. 2) Act
instead authorise a further Vote on Account on 17t June 2020 to ensure continued access to cash
and resources until the 2020-21 Main Estimate was laid. The 2020-21 Main Estimate, and the
associated Budget (No.3) Act, was approved by the Assembly and enacted on 25t November 2020.

NIAQ’s activities are funded through direct funding fromthe Northern Ireland Consolidated Fund plus
audit fees paid by some audited bodies and other miscellaneous income. Our full financial
information, including a detailed remuneration and staff report, will be contained in our Annual
Report and Resource Accounts 2020-21.

The NIAO budget proposal for 2021-22 was agreed by the Assembly Audit Committee in December
2021 and will be included in the 2021-22 Main Estimate when it is laid before the Assembly for
approval.



Part Two: Audit independence and quality

The quality of work of the NIAO is fundamental and therefore quality control is builtinto every aspect
of it.

NIAQ’s quality control processes have been developed to meetthe requirements of the International
Standard on Quality Control (UK) (ISQC1), ‘Quality Control for Firms That Perform Audits and Reviews
of Financial Statements, And Other Assurance And Related Service Engagements’.

ISQC1 requirements are primarily relevantto NIAO’s financial audit work. The NIAO ‘Value for Money
Standards’ handbook applies to the Office’s VFM work.

The NIAQO’s quality framework is set out in the policy document ‘Quality Control in the Northern
Ireland Audit Office’.

Leadership

Ultimate responsibility for the NIAQO’s system of quality control rests with the C&AG. The Chief
Operating officer is responsible for overseeing the design and implementation of quality assurance
arrangements, and all staff have a responsibility to deliver quality audit work.

NIAO ensures that audit firms who support the Office by carrying out audit or other specific
assignmentsonits behalf on a contractual basisalso have policiesin place inrespect of ISQC 1 quality
control arrangements.

Independence

For our work to have the impact and influence required, we must uphold high ethical standards. This
underlines the need for the C&AG’s staff to be objective and impartial in all their work, including
accurate, fair and balanced reporting.

NIAO expects staff to adhere to the relevantinternal and external quality standards for its work. This
includes International Standards on Auditing (ISAs) (UK), our VFM standards, professional ethics, and
ISQC1. Ensuring compliance with the standards and for creating a culture of professionalism, rigour
and opennessto challenge isthe responsibility of the compliance partner. The ChiefOperating Officer
is NIAO’s compliance partner for central government work and the Comptrollerand Auditor General
is the compliance partner for local government work.

All staff undergo training to ensure that they understand the ethical and professional standards to
which they must adhere. The NIAO Code of Conduct outlines the principles staff must observe in
undertaking their NIAO audit work including:

e integrity;

e objectivity;

e professional competence and due care;
e confidentiality; and

e professional behaviour.



The Code of Conduct states that staff have a duty to declare any private interests relating to their
publicdutiesand to take stepsto resolve conflicts arisingin a way which protects the publicinterest.

All staff provide an annual Code of Conduct return confirming that they have understood and
complied with the Code of Conduct provisions, declaring any external interests or activities which
might potentially conflict with their position or work at NIAO.

There are strong safeguards against threats to our independence. The C&AG’s independence is
enshrined in statute and he is appointed to the vast majority of audits (including VFM) by statute.

Conflicts of interest can arise as a result of over-familiarity which can present a risk to compliance
with ethical standards. NIAO has a policy of rotating staff between assignments to ensure that this
does not arise. It is NIAO’s policy for engagement directors and engagement managers to continue
with a particular client, or for financial audit, a specific engagement to the fifth year of association
(inclusive), unless there are any identified threats to their or the C&AG’s objectivity or perceived loss
of independence that cannot be properly mitigated. In years six and seven the presumption is that
the engagement directors and engagement managers will be rotated due to the length of association
alone, even if there are no otheridentified threats to objectivity orindependence unless there are
overriding operational reasons forthem to remainin place. Noengagementdirector or engagement
manager will act as part of an audit team for a period of more than seven years. Once rotated,
relevant individuals should have no further involvement in work relating to the body for five years.
Where the role of engagementdirectoris delegated the same rotation policy appliestothe individual
undertaking the role.

All other staff will be rotated regularly to ensure that they have experience within and across teams.
No member of staff will work on a particular auditfor a period of more than sevenyears. The timing
of any staff rotation is always carefully considered to ensure that continuity to each assignment s
maintained as much as possible. Any firms contracted to undertake financial audit work on behalf of
NIAO also rotate staff in line with NIAO policy.

Our people

The training and development of all staff is vital in maintaining and developing the required
capabilities and competence necessary to undertake our work. The Office develops the capabilities
and competence of its staff through a combination of structured and unstructured training, work
experience and mentoring.

The NIAQ’s core skillsisthat of an auditing organisation. A large majority of staff are members of, or
trainees with, the main accountancy institutes, allowingthe NIAO to meet the professional standards
required of all financial auditors. This base is supplemented by other staff with relevant professional
skills and by contractual partnerships with private firms. Our trainee accountants follow clearly
defined development paths to gain the necessary experience. The professional accountancy training
for staff is supplemented by in-house training in both financial and VFM work.

All staff are expected to undertake continuing professional development (CPD) and to take
responsibility for updating their knowledge as well as ensuring that they comply with the
requirements of their respective professional institutes, where applicable. Auditstaff are expected
to attend technical update courses, as provided, and all staff are provided with an internal annual



training programme and a variety of external training courses to meet their CPD and to suit the
competency requirements of their area of work.

Quality is at the centre of not only our recruitment procedures, but also is maintained through our
learning and development strategy and our performance assessment system.

Engagement performance

It is of the ultimate importance to the C&AG that all NIAO staff delivera quality audit that complies
with legal and regulatory requirements and professional standards. The NIAO has established
procedures to ensure that audit engagementsare performed to the standards expected. In financial
audit this is through the Financial Audit Manual methodology and for VFM audit through the VFM
Standards methodology.

Public Reporting: Value for Money

The NIAO expects staff to adhere to internal quality standards set for VFM work. The NIAO’s VFM
Standards handbook sets out the main mandatory standards that all VFM studies must meet,
togetherwith guidance on current approaches to implementing the standards. Itis supplemented by
additional policy guidance relating to specific aspects of VFM work.

NIAO VFM studies are subjected to a range of formal internal quality assurance checks in order to
maintain and improve the quality of the published reports.

Financial Audit

NIAQ’s financial audit work complies with ISAs (UK). NIAO engages with the other UK public audit
bodies and with private sector firms contracted to the NIAO. This helps to share good practice and
learn from other practitioners.

NIAQ’s audit methodology is outlined in the Financial Audit Manual, the main reference source for
audit policy and guidance. The manual is regularly updated. Financial audit work follows a
standardised format. All financial audits are documented using a specifically tailored computer
software package which provides standardisation of audit tests and working papers that reflect NIAO
audit policy and methodology. It also records the timing and extent of internal review undertaken.
This package, along with the Financial Audit Manual, supports our financial auditors in auditing in a
professional, diligent and independent way.

Internal review

Overall responsibility for the financial audit engagement performance rests with the assigned
engagementdirector. Quality control is builtinto all stages of the financial audit to ensure that work
is of high quality and that it complies with auditing standards. For the vast majority of audits, there
are two review stages:

o first stage review - areview of all audit tests and working papers; and

e second-stage review — a second review to confirm that sufficient and appropriate audit
evidence has been obtained to support the recommended audit opinion. This review focuses
on the risks of material misstatement and key issues of judgement made by the team.



The Office has in place a process for delegating audits assessed as being lower risk and lower
complexity. These audits have onlyone single stage combined review which covers all elements of
both the standard first and second stage review. This is conducted by the delegated engagement
director.

Technical and Specialist advice

Where an engagementdirector identifies asignificant matter that requires professional judgement,
they may consult with peers and/or the Office’s designated Technical Director before deciding the
appropriate response. During the year a range of technical guidance was issued and a wide range of
advice provided on key audit or accounting issues. In total, seventeen audits with significant matters
of judgementwere referred to the Technical Director during 2020-21. Arisingfrom these, the C&RAG’s
opinionson eightaccounts were qualified (some accounts received more than one qualification) and
a further two opinions were modified (but not qualified) as at 31 March 2020.

Engagement Quality Control Review

A further peer review, an Engagement Quality Control Review (EQCR), may be completed by an
independent director before certification. EQCRs focus on the key areas of professional judgement
for those audits where there is a particular sensitivity orsignificant risk to the C&AG and to the NIAO,
for example, ifitis likelythatthe C&AG is likely to provide a qualified audit opinion or report on the
accounts, or if the engagementdirector identifies thatsignificant or difficultjudgements have been
made that affect the C&AG’s audit opinion. Fourfinancial audits were subjectto EQCR in the period.

Private firms undertaking financial audit work for the NIAO

In financial terms around 30 per cent of our financial audit work is contracted out to private sector
firms. The quality of services offered by the firm is assessed as part of the tenderingprocess and is a
key factor in the contract award decision. Audit plans and audit findings are reviewed by the relevant
NIAO audit team. The C&AG is responsible for signing the audit certificates for all contracted out
audits. A detailed review of firm’s working papers is conducted for those audits which are assessed
to be of higheraudit risk. Contractor engagement performance is assessed and audit teams regularly
communicate with the firm’s key audit team members regarding concerns or areas forimprovement.
In addition the Office’s Financial Audit Contractor Liaison Director is responsible for ensuring that,
where appropriate, further feedback on performance is discussed with the firm’s Partner.

The office undertook a major procurement exercise in 2018 that resulted in the award of new
contracts up to 2022-23 across a range of sectors. These new contracts require a differentapproach
to contract management resulting in some changes to our current audit approach including the
following:

e Key Performance Indicators (KPIs) have been developed for different stages of the audit
process as well as additional sector specific KPI’s;

e Each quarter, contractors will provide Performance Monitoring Reports to the NIAO Contract
Manager summarising the contractor’s performance against the KPI’s;

e Contractors also attend Performance Review Meetings with the NIAO Contract Liaison
Manager and Director following the March and September quarters; and

e A new process for determining when pre-certification file reviews are required.



Quality Monitoring

Public Reporting: Value for Money

After publication, NIAO’s VFM reports are assessed by a panel of external specialists who rate the
report on a number of areas including presentation, technical content and quality of
recommendations. During 2020-21 the office published ten VFM Reports; one General Report (Local
Government); and four Good Practice Guides, including a short guide on Covid-19 Fraud Risks. In
addition, an overview of the NI Executive’s response to the Covid-19 pandemic was published as well
as guides which provide an overview of the work we complete for each department. Six reports were
assessed by an external review panel and an average rating of 3.7 provided on a scale of 1to 5, with
5 representing outstanding (2019-20: Average of 3.5).

The Office also undertakes an annual cold review programme comprising a sample of VFM
examinations by independent internal review teams. The purpose of the reviews is to consider
whetherthe study was properly planned and conducted in accordance with NIAO policies and quality
standards for VFM work. A sample of two studies published in 2020-21 was selected. Overall, the
reviews concluded that the reports were generally comprehensive, clearly written, logically
structured, and overall were informative and persuasive. Areas highlighted forimprovement by the
independent internal review have been communicated to all staff.

Financial Audit

The NIAO undertakes an annual financial audit quality assurance programme. Quality assurance
reviews are completed after the audit has been certified and review teams are independent of the
auditbeingreviewed,andinclude teams from other UK audit agencies. The sample of audits generally
covers the work of all engagement directors annually and engagement managers on a rotational
basis, including audit work contracted out to private sector firms.

NIAQ’s Technical Team coordinate the programme and communicate areas for improvement to all
financial staff and, where appropriate, incorporate them into further guidance or training, or both.
The findings are largely qualitative and show where audit quality hasimproved, as well asidentifying
areas to address.

A representative sample of eight audits, certified between September 2019 and October 2020, was
independently reviewed in the programme. For the first time, two reviews were completed by
ICAEW who have been appointed by the Office to provide external quality reviews of asample of two
audits on an annual basis. Four reviews were completed externally by teams from other UK public
auditagencies, with two reviews completed by NIAO staff who were not involved in the audits which
they reviewed.

In addition, two further reviews were undertaken on audits where the previous review had found
that the audit opinion was at risk. These reviews only considered whethersignificantissues raised in
the previousreview had been adequately addressed and rectified in the subsequentyear’s audit. The
outcome of these reviews concluded that the prior year significant issues had been fully or
substantially addressed.

Six of the eight audit opinions were found to be appropriate, with only limited improvements
required. However, intwo cases reviewers concluded that while the audits were generally compliant
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with ISAs (UK) and the Financial Audit Manual, there were a number of areas for improvements in
the audit approach and/or the evidence obtained. The engagement director and manager for each
of these audits has undertaken a root cause analysis of significant issues and identified actions to
taken to address each. Training and guidance subsequently provided should address these issues.

Areas for improvement identified through these reviews have been communicated in a guidance
paper, and all financial audit staff have been given time to consider in detail and action matters
arising within their audit files. In addition, audit managers have been asked to discuss
recommendations and guidance included in this paper with their audit teams.

NIAO

May 2021
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Appendix One

NIAO Internal Governance Arrangements

The Office’s internal governance framework is illustrated below.

Senior Management NI Assembly Audit

Advisory Board

Team Committee

Audit and Risk
Assurance

Remuneration

Committee .
Committee
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Senior Management Team

The Senior Management Team (SMT), comprises the C&AG (chair), Chief Operating Officer and six
directors. It is responsible for the strategic and operational leadership of the Office. Subject to the
C&AG's statutory position as a Corporation Sole and Head of the NIAQ, the team is the principal
mechanism for directing business and decision makinginthe NIAO. The business of the team covers
the five key areas of strategic clarity, commercial sense, talented people, results focus and
management information.

Advisory Board

The Advisory Board comprises both executives (C&AG and Chief Operating Officer (COO)) and non-
executive members, the latter bringing an independentand external perspective to the work of the
Board. Its key role is to provide objective and impartial advice to the C&AG and to assist him in the
discharge of his functions. The Board scrutinises the work of the NIAO in the five areas of strategic
clarity, commercial sense, talented people, results focus and management information. It also
scrutinises and advises on Office finances on an ongoing basis.

NIAO Audit and Risk Assurance Committee

In addition the Advisory Board, through its Auditand Risk Assurance sub-committee comprising only
Non-Executive members, supports the C&AG as Accounting Officer by reviewing the
comprehensiveness of assurances on systems of internal control, risk management and corporate
governance. ltalso supports and advises the C&AG on the planned activity and results of both intemal
auditand external audit and the adequacy of management’s response to issues identified by audit
activity, including external audit’s management letter.

Remuneration Committee

The Remuneration Committee comprises all non-executive Board members of NIAO and supports the
Board in advising on issues including terms and conditions of employment, job descriptions, pay
settlements and succession planning. It may also advise on issues relating to structural change
exercises such as organisational development, job evaluation and role reviews.

13



