The University of Texas System Internal Audit 

External Quality Assurance Review Process

Definition of Internal Auditing

Internal auditing is an independent, objective assurance and consulting activity designed to add value and improve an organization’s operations.  It helps an organization accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, control, and governance processes.  Definition provided by The Institute of Internal Auditors Quality Assessment Manual.

Requirement

The internal audit (IA) profession is guided by The Institute of Internal Auditors’ Standards for the Professional Practice of Internal Auditing (IIA Standards).  Within the Attribute Standards, Standard 1312 documents the requirement for all IA functions to have “external assessments, such as quality assurance reviews, conducted at least once every five years by a qualified, independent reviewer or review team from outside the organization”.  For state agencies within the state of Texas, the Texas Internal Auditing Act (Act) establishes guidelines for state agency’s IA functions.  The Act requires all state agencies to adhere to the Government Auditing Standards, which require a quality assurance review every three years.

Within The University of Texas System (UT System), Policy UTS129: Internal Audit Activities (UTS129) documents the role and responsibilities for all UT System IA functions.  Within UTS129, one of the responsibilities of all component IA functions is to “Ensure that an appropriate internal quality control system is in place and undergo an external peer review of their auditing and attestation engagement practices at least once every three years by reviewers independent of the audit organization”.  Therefore, all component IA functions must undergo an external quality assurance review at least every three years. 

Objectives of the External Quality Assurance Review
The primary objective of an IA External Quality Assurance Review (QAR) is to provide reasonable assurance to the component executive management, the internal audit committee, the System Chief Audit Executive, the Chancellor for UT System, and the UT System Board of Regents (Board) that the IA function being reviewed complies with the IIA Standards referenced above.  Additionally, the QAR includes providing observations and recommendations for possible enhancements to the IA activity by evaluating the IA activity’s effectiveness in carrying out its mission and identifying opportunities to enhance its management and work processes.

Scope of the External Quality Assurance Review
The scope of the QAR includes not only conformity to the IIA Standards as referenced above, but also conformity to its own charter, plans, policies and procedures, as well as the role and relationships of the IA activity within its institution meeting the expectations of executive and senior management.  Several key elements included in the scope of the QAR include the IIA Standards, the institution’s control environment, the IA activity’s practice environment, the IA activity’s risk assessment process, audit plans, communications between and among key groups within the institution, and the knowledge and experience of the IA activity staff.  The tool used to guide the performance of the QAR must be agreed to by the QAR team and the Chief Audit Executive and must be documented by the QAR team.  The current requirement is the Quality Assessment Manual, Sixth Edition published by the Institute of Internal Auditors.  A different tool can be used if circumstances require such, if documented and agreed to by the Chief Audit Executive and QAR team. 

Process for an External Quality Assurance Review
A QAR is required every three years.  It is the responsibility of the Chief Audit Executive for each institution to maintain the timing of the QAR to ensure compliance with the three-year requirement.  Once identified that a QAR is needed, the process is as follows:



· Select the QAR team;

· Determine the timeline for the QAR, including on-site visit;

· Completion of a self assessment/study program by the Chief Audit Executive;

· Review and preliminary information gathering by the QAR team (use of surveys if considered necessary);

· Perform on-site work, including interviews, review of policies & procedures, working paper review, and overall evaluation as to conformity with IIA Standards; 

· Provide a summary of issues including recommendations and hold an exit or closing meeting;

· Draft and issue final report, including recommendations and responses of executive management and the Chief Audit Executive.

Selection of the Quality Assurance Review Team

Independence and objectivity are essential to ensure that an effective QAR is performed.  Team members should be experienced and well qualified to perform the QAR.  QAR team leads should have comparable experience to a Chief Audit Executive and typically include either current or former Chief Audit Executives.  QAR team leads should be from institutions or organizations external to the UT System, except under unusual circumstances.  Other team members should be personnel of at least managerial level.  The Chief Audit Executive at each component institution must work with the System Director of Audits or his designee to select the QAR team leader.  The team leader will work with the Chief Audit Executive and the System Director of Audits or his designee to select at least 2-3 more members for the team.  Considerations will be given to the type of component institution (health or academic), size of the institution, and complexity of audit related issues.  The focus will be to ensure independence and objectivity of the team, as well as selecting a team where benefits can be derived on both sides in the form of knowledge transfer and sharing of best practices.  No more than one team member may be from a UT System component or the UT System Audit Office, except under unusual circumstances.  External quality assurance reviews can be performed by external auditing organizations (outsourcing the external quality assurance review is acceptable).  Finally, the institution audit committee must provide final approval of the team selected.

Timeline for the Quality Assurance Review

The QAR team should outline a timeline for conducting the review, including due dates for the self-study, dates for survey tools if used, timing of the on-site visit and reporting deadlines.  The timeline should be established to encourage completion of as much work as possible prior to the on-site visit to ensure adequate time is allowed for completion and the exit/closing meeting during the on-site visit.  The timeline should also consider availability of key senior management to ensure that appropriate interview schedules can be accomplished.

Self-Study by the Chief Audit Executive

The Chief Audit Executive for the institution must prepare self-study materials well in advance to provide the QAR team ample time to review.  At a minimum, the materials should be sent to the team at least two weeks prior to the on-site visit.  These materials provide significant background to the QAR team and allow for the review to be planned in advance of the on-site visit.  The self-study materials need to encompass not only background materials but also a defined and candid self-assessment of the IA function by the Chief Audit Executive.

Self-Study Review and Preliminary Information Gathering by QAR team

As previously noted, the self-study prepared by the Chief Audit Executive needs to be provided to the QAR team to allow ample time for adequate review in preparation of the on-site visit.  Additional information gathering can be accomplished through telephone conference calls, surveys, pre-interviews, or a preliminary site visit, if deemed appropriate.  Prior to the on-site visit, as much work as possible should be performed to facilitate efficient use of time for on-site work.  Interview schedules, staff experience analysis, audit plan analysis, and working paper selections can all be accomplished prior to the on-site visit by the QAR team.  

Surveys can be used as a tool for gathering additional information, as well as feedback as to the effectiveness of the IA activity.  If utilized, however, the surveys need to be incorporated into the QAR timeline to ensure that they are conducted early enough for the completion, return and review by the QAR team prior to the on-site visit.  Specific guidance related to survey development and evaluation is provided in The Institute of Internal Auditors Quality Assessment Manual.  

On-Site Visit – Quality Assurance Review Performance

On-site work is the most comprehensive element of the QAR.  It involves:

· Interviews of key executive management, the IA Committee members and the IA staff; 

· Review of the IA activity reports, working papers, and policies and procedures;

· Review and analysis of the IA activity risk assessment and audit planning process, including an analysis of the audit plan ensuring a “value added” plan;

· Review of the IA activity interactions and communications with senior and executive management;

· Review and analysis of IA staff knowledge and experience to carry out the mission and achieve the objectives set forth in the audit charter and audit plan;

· Documenting in working papers the QAR team analysis and review to support the conclusions reached in conjunction with the objectives set forth.

During the on-site visit, overall conclusions are reached and documented providing the basis for the report to be issued.  All of the issues identified should be discussed and brought to the attention of the Chief Audit Executive throughout the QAR to allow ample time for discussion and resolution or response by the Chief Audit Executive.  The QAR team will utilize its experience and professional judgment and the working papers developed to provide an overall opinion as to whether or not the IA activity conforms to the IIA Standards.

Quality Assurance Review Exit/Closing Meeting

The exit/closing meeting(s) is/are regarded as the formal closure to the on-site visit and the QAR.  The QAR team lead and the Chief Audit Executive should ensure that details of the exit/closing meeting(s) are worked out well in advance to provide all attendees ample time to schedule, make travel arrangements, etc.  The exit/closing meeting(s) should be held on the last day of the on-site visit.  The QAR team lead, Chief Audit Executive, and the System Director of Audits or his designee will determine who will attend the exit/closing meeting.  Generally, this meeting will include the Chief Audit Executive and the QAR team.  A review of the draft report may occur at the exit/closing meeting; however, at a minimum, a review of all of the final findings should be performed at the meeting prior to the end of the on-site visit.   A follow up meeting with the component president, internal audit committee and/or System Director of Audits may be appropriate.

Quality Assurance Review Report

After the exit/closing meeting, a report draft is prepared, reviewed by the QAR team and sent to the Chief Audit Executive for further review and comments.  The report must include the overall evaluation of the QAR team as to whether the IA activity conforms to the IIA Standards.  As a guideline, this first report draft should be issued within one week of the exit/closing meeting.  The final report should be issued no later than 30 days from the exit/closing meeting, including recommendations and management responses, if appropriate for each issue identified.  Reports are normally drafted to the Chief Audit Executive and sent to the president, internal audit committee, and the System Director of Audits  Management responses are required either in the quality assurance review report or subsequent to the report at the discretion of the Chief Audit Executive..  

Roles and Responsibilities

Several key groups or individuals provide oversight and management functions for the System-wide IA function.  These include the Board through the Audit, Compliance, and Management Review Committee (“ACMR”), Chief Audit Executives, Presidents and internal audit committees at the component institutions, and the System Director of Audits.  

Specific information on roles and responsibilities of key groups or individuals as it pertains to the QAR follows:

Audit, Compliance, and Management Review Committee of the Board of Regents 

· Oversees and directs the System-wide IA function, ensuring the highest quality and integrity.  

· Responsible for reviewing all QAR reports issued by any component institution within UT System to ensure appropriate resolution of all issues identified.

· Meets with component Chief Audit Executive to review report.

System Director of Audits 

· Approves the final QAR team.

· Meets with the QAR team during the on-site visit.  

· Through component institution liaisons assigned, maintains awareness of the issues identified throughout the QAR.

· Receives final report and meets with QAR team as appropriate.

Component Institution Chief Audit Executive 

· Ensures that the IA activity conforms to the IIA Standards and undergoes an independent external peer review of its auditing and attestation engagement practices at least once every three years.  

· Responsible for ensuring that all recommendations made by the QAR team in the report are implemented appropriately and for scheduling a follow-up QAR, within two years of QAR report issuance date.

· Reviews final QAR report with component president, internal audit committee, and ACMR.

Component Institution President and Internal Audit Committee 

· As the highest levels of executive management within each component institution, responsible for all aspects of internal controls within their respective institutions.  

· Local oversight function for the IA activity.  

· Ensure that the IA activity conforms to the IIA Standards and undergoes an independent external peer review of its auditing and attestation engagement practices at least once every three years.  

· Review and approve the QAR team in conjunction with the System Director of Audits.

· Review the final report issued and ensure that all recommendations made by the QAR team are appropriately addressed. 

Follow-Up to the External Quality Assurance Review

The Chief Audit Executive at each component institution must schedule a follow-up QAR within two years of the original QAR report issuance date.  

Follow-Up Team

Members of the follow-up team should be selected by the component Chief Audit Executive via coordination with the System Director of Audits.  Options include the original team, only the team leader, someone from the System Audit Office or a combination of these.  The component internal audit committee should be the final approver of the team.

Objective of the Follow-Up

The objective of the follow-up QAR is to perform follow-up procedures on the recommendations made in the QAR report to determine whether corrective action has been taken and the desired results are being achieved.  In addition, the QAR team should review any significant changes in IIA Standards, or any other issues that may have developed since the original QAR such as significant changes in management, staffing or resource issues, etc.

Preparation and Scope of the Follow-Up

To prepare for the follow-up team, the CAE should review the findings and recommendations made in the original QAR report, including documenting the current implementation status.  This can be accomplished through completion of the self assessment/study addressing at a minimum the report findings and can include any other areas considered appropriate by the Chief Audit Executive.  The scope of the follow-up can be expanded to include any other issues that the Chief Audit Executive or IA Committee at the component institution would like reviewed.  These additional procedures should be clearly outlined and communicated to the follow-up team in writing.  The System Director of Audits may suggest additional procedures to be performed.  

Follow-Up Report

Results of the follow-up will be communicated in a report issued in accordance with the guidelines established above for a QAR report.  The report should be issued as soon after the follow-up procedures are performed to ensure timely communication to the Chief Audit Executive and executive management at the component institution.







