Internal control
This good practice guidance paper comprises A. an extract from the latest Academies Financial Handbook of the section covering Internal Scrutiny followed by B. an example of a Trust’s assessment of its Internal Control and the resultant recommended Internal Control System.

A. Internal Scrutiny

The Academies Financial Handbook 2019 contains detail regarding the importance of Internal Control within the overarching aspect of Part 3 Internal Scrutiny (referred to as ‘Part 3’ throughout this document):
Part 3 Internal Scrutiny 
The need for academy Trusts to conduct checks to ensure systems are effective and compliant. 

Purpose of internal scrutiny 

3.1 All academy Trusts must have a programme of internal scrutiny to provide independent assurance to the board that its financial and other controls, and risk management procedures, are operating effectively. 

Approach 

3.2 Internal scrutiny must focus on:
· evaluating the suitability of, and level of compliance with, financial and other controls. This includes assessing whether procedures are designed effectively and efficiently, and checking transactions to confirm whether agreed procedures have been followed 

· offering advice and insight to the board on how to address weaknesses in financial and other controls, acting as a catalyst for improvement, but without diluting management’s responsibility for day to day running of the Trust 

· ensuring all categories of risk are being adequately identified, reported and managed. 

3.3 The Trust must identify on a risk-basis (with reference to its risk register) the areas it will review each year, modifying its checks accordingly. For example, this may involve greater scrutiny where procedures or systems have changed. 

Working with other assurance providers 

3.4 Internal scrutiny should take account of output from other assurance procedures to inform the programme of work. For example, it should have regard to recommendations from the Trust’s external auditors as described in their management letter, and from relevant reviews undertaken by ESFA. 

Independence and objectivity
3.5 Independence in internal scrutiny must be achieved by establishing appropriate reporting lines whereby those carrying out checks report directly to a committee of the board, which in turn provides assurance to the Trustees. 
Delivering internal scrutiny 
Principles 
3.15 Internal scrutiny must: 

· be independent and objective – for example it must not be performed by the Trust’s own accounting officer, chief financial officer or other members of the finance team 

· be conducted by someone suitably qualified and experienced and able to draw on technical expertise as required 

· be covered by a scheme of work, driven and agreed by the audit committee, and informed by risk 

· be timely, with the programme of work spread appropriately over the year so higher risk areas are reviewed in good time 

· include regular updates to the audit committee by the person or organisation carrying out the programme of work, incorporating: 

· a report of the work to each audit committee meeting, including recommendations where appropriate to enhance financial and other controls and risk management 

· a short annual summary report to the audit committee for each year ended 31 August outlining the areas reviewed, key findings, recommendations and conclusions, to help the committee consider actions and assess year on year progress. 

3.16 Whilst the audit committee is responsible for directing the internal scrutiny, the findings must also be made available to all Trustees promptly. 

Options
3.17 The Trust must deliver internal scrutiny in the way most appropriate to its circumstances. Options include: 

· employing an in-house internal auditor 

· a bought-in internal audit service, under a separate letter of engagement if internal audit and external audit is performed by the same firm 

· the appointment of a non-employed Trustee 

· a peer review by the chief financial officer, or other member of the finance team, from another academy Trust. The Trust should satisfy itself that the Trust supplying the reviewer has a good standard of financial management and governance and should minute the basis for its decision. 

3.18 The Trust may combine the above options. 

3.19 To ensure those carrying out the programme of work are suitably qualified and/or experienced: 

· internal auditors should be members of a relevant professional body 

· Trustees and peer reviewers performing the work should have qualifications in finance, accounting or audit, and appropriate internal audit experience. 

3.20 The Trust must keep its approach to internal scrutiny under review. If it changes in size, complexity or risk profile, it should consider whether its approach remains suitable.
B.  Example of a Trust’s assessment of its Internal Control and the resultant approved Internal Control System

Internal control assessment – XYZ Academy Trust              
In line with the requirements detailed in the Academies Financial Handbook the Trust has developed its Internal Control Assessment as follows:
Step 1. Assessment of expertise and capabilities

Finance team 

An experienced, effective and respected team with excellent experience and qualifications: - 

· Business Director: ACMA qualified, Advanced Diploma in School Business Management, 7 years’ experience at XYZ School
· Finance Officer: AAT qualified, 10 years LA schools finance experience, 5 years’ experience at XYZ School
· Finance Assistant: 20 years schools finance experience 

Accounting Officer

15 years’ experience at XYZ School as Principal providing thorough knowledge and understanding of all aspects at XYZ School. 

Trustees
Excellent knowledge highly engaged and involved in school; comprising of a broad range of experience at senior levels in commercial and public sector organisations. Are effective at challenging and questioning. 

Step 2. Audit reports

Clean, unqualified year end audit reports for the past three years. All management issues have been addressed each year. Auditors are complimentary of the financial control systems and finance team.
Mid-year financial systems audit (most recently completed in Month Year) only identified two minor action points.

Step 3. Current Internal Control System - Peer review

System developed 4 years ago comprises a three-way agreement between XYZ Academy, ABC Academy and DEF Academy. The three Academy Trust Chief Financial Officers undertake three visits each per year; XYZ CFO visits ABC, ABC CFO visits DEF and DEF CFO visits XYZ.  The rotation of visits changes every two years to ensure robustness, objectivity and impartiality. 
Step 4. Review of options and identification of recommended internal scrutiny systems:
1. Internal audit system – not required.
2. Supplementary programme of works by external auditor – mid-year systems audit provided by the Trust Auditors.
3. Responsible officer – not required.
4. Peer review – continue the current collaborative system
Conclusion: The above internal scrutiny system is deemed appropriate at present.

Step 5. Basis for future reviews 

The Internal Control Assessment will be reviewed annually and also in any of the following circumstances:

1. Change of any finance team staff

2. Change of Accounting Officer

3. Significant change in Trustees: in particular Chair, or Chair of Finance Committee

4. Change of auditors

5. Any whistle blowing issues
6. Any fraudulent transactions

7. Any serious concerns identified from the Peer review

8. Any change in auditor’s opinion

9. Any change in requirements to meet EFA or statutory obligations 

Approved by Trustees 
dd/mm/yyyy
C. Additional Information and Resources

ESFA Good Practice Guide: Internal Scrutiny in Academy Trusts (Updated July 31 2019)

https://www.gov.uk/government/publications/academy-trust-financial-management-good-practice-guides/internal-scrutiny-in-academy-trusts
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