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Corporate Governance
Internal Audit Programme Guide
This guide has been funded by the Housing Corporation

IGP Database Ref No G01-20213

Introduction

This guide provides advice on matters designed to assist the auditor in developing an internal audit programme on corporate governance. It is the responsibility of the auditor to determine which elements of the guide are incorporated into their internal audit programme. The tables setting out the key control and expected tests do not imply that all the items contained in the tables need to be included in the internal audit programme developed by the auditor.
Preamble

Corporate governance is one of the most high profile areas facing any organisation. This is reflected in the considerable exposure that the subject has received in both private and public sectors through reports such as Cadbury (1992), Greenbury (1995), Hampel (1998), Turnbull (1999) and Higgs and Smith (2003). 

Additionally, there have been specific reports on governance of associations by the House of Commons Committee on Standards in Public Life (The Nolan Committee) and the National Housing Federation’s Governance Inquiry. 

The framework adopted by many associations for corporate governance is that laid down by the National Housing Federation (NHF) which was produced as a result of their governance inquiry. A further consultation on this is underway at the time of writing this guide. 

The National Housing Federation Code of Governance, first published in 1995, provides a framework for corporate governance within the social housing sector which has been widely acclaimed as an example of best practice, including the Housing Corporation and the Nolan Inquiry. Although the code is only intended for Federation members it sets out good principles which can be transferred across all associations. The Federation make it clear that the recommendations of the code are meant as guidance to best practice.  Small and specialist organisations and co-operatives are invited to interpret the spirit rather than the letter of the sections that are less relevant to their needs.

The code is not binding on Federation members but includes a provision that calls on associations to set out, in their annual report, a statement of whether or not they comply with the code. Where they do not comply the reasons should be stated.

To achieve this, associations must adopt a code of conduct, this is implicit in the Regulatory Code and also endorsed by the Nolan Committee in their report into standards in public life. 

Given that the Housing Corporation identifies the NHF code as being best practice, this represents a good starting point for the Internal Auditor.  Irrespective of whether the association is a member of the NHF, they should review their compliance with the NHF’s code of governance. This review should identify any areas where compliance is not achieved with the reasons for non-compliance being documented and reported to members. 

Housing Corporation requirements

The Housing Corporation includes guidance on corporate governance within its Regulatory Code for Registered Social Landlords as well as issuing circulars on this area, in particular R2 25/01 – Internal Controls Assurance. 

The Housing Corporation Regulatory Code sets out the fundamental obligations of housing associations in meeting the Housing Corporation’s regulatory requirements.  A key component of this is that associations are properly governed (Section 2), in particular:

· Housing Associations must operation according to the law and their constitutions:

· maintaining their independence unless they are a subsidiary of another housing association; 

· complying with all statutory and regulatory requirements.

· Housing associations should be headed by an effective board with a sufficient range of expertise – supported by appropriate governance and executive arrangements – that will give capable leadership and control.

· Housing associations must maintain the highest standards of probity in all their dealings;

· Acting to maintain the good reputation of the sector, and not bringing it into dispute;

· Fostering positive relations with stakeholder;

· Conducting their business so they are accessible, accountable and transparent to residents and other stakeholder;

· Only entering into relationships with other organisations when the rights and obligations are clear to all.

· Housing associations must protect public investment:

· Using their social housing assets only for social housing purposes;

· Ensuring that their social housing assets are not placed at risk by non social housing activities.

· Housing associations must seek and be responsive to residents views and priorities;

· Reflecting their interests in their business strategy

· Giving residents and other stakeholders opportunities to comment on their performance;

· Enabling residents to play their part in decision-making;

· Providing opportunities for residents to explore, and play their part, in how services are managed and provided.

· Housing associations must deal with the Corporation in an open and co-operative manner, notifying any anticipated or actual breach of the Code or anything that might significantly affect associations’ ability to fulfil their obligations under the Code.

· Housing associations must demonstrate, when carrying out all their functions, their commitment to equal opportunity.  They must work towards the elimination of discrimination and demonstrate an equitable approach to the rights and responsibilities of all individuals.  They must promote good relations between people of different racial groups.

An important component of this from an audit perspective is the Housing Corporation’s Circular and associated guidance on Internal Controls Assurance with requires associations owning or managing over 250 units to issue a report on their systems of internal control alongside the audited financial statements.     

Audit Commission requirements

The Audit Commission does not include any specific requirements on corporate governance within the KLOEs.

Areas covered by this Guide

This IAPG covers the following areas:

· High Level Control Framework

· Standards of Behaviour

· Governance Principles

· Management Information

Key Risk Areas

Failure to put in place and enforce robust systems of internal control in the area of Corporate Governance exposes an association to a number of risks.  These could include the following:-

	Risk
	Potential Implications

	Board members who lack relevant experience which results in ineffective decision making
	· Financial loss 

· Inappropriate strategies adopted

· Criticism and Regulatory action from the Housing Corporation 

· Loss of funding



	Board or Senior Management failure to declare conflicts of interest
	· Competitors gaining an advantage

· Failure to obtain value for money from contracts let

· Fraud



	Board members unaware of role resulting in poor decision making, failure to monitor etc.
	· Financial loss

· Failure to achieve optimum performance



	Failure to implement/monitor equal opportunities
	· Bad publicity

· Financial penalties

· Loss of reputation



	Failure to implement a whistleblowing policy
	· Unlimited financial fines

· Loss of reputation

· Bad publicity

· Loss of morale amongst staff




The auditor should also review their own organisation’s risk map for risks relevant to this review.
Other sources of information

There are a number of useful publications available on this topic, details of which are given below:

· “Scheme development standards review” – NHF (2006)

· “How We Regulate – Governance” – Housing Corporation (2005)

· “Competence and Accountability: Draft Code of Governance – Consultation for Members” - NHF (2004)

· “R41 - To pay or not to pay? The principles and practicalities of board member payment” – NHF (2003)

· “R40 – Board effectiveness in transfer organisations” – NHF (2002)

· “G40 - Internal Controls assurance: a guide to board level reporting” – NHF (2002)

·  “G38 - Group structures…the small print: a range of sample group structure documents covering key policy areas” – NHF (2001)

· “Treading the boards – A self-assessment framework for board performance” – Housing Corporation (2001)

· “G33 – Action for effective boards: a guide for housing organisations and their board members” – NHF (2001)

· “Circular R2 25/01 – Internal Controls Assurance” – Housing Corporation (2001)

· “Internal Controls Assurance: guidance for housing associations” – Housing Corporation (2001)

· “Working relations between Chairs and Chief Executives in associations” – Housing Corporation (2000)

· “G29 – How groups work: management and accountability in housing groups” – NHF (2000)

· “G30 – In control: the manual for voluntary board members” – NHF (2000)

· “Annual reports – Openness and Accountability”, NHF Briefing (2000)

· “Appointment of Chief Executives to RSLs” – Housing Corporation (1999)

·  “G19 - Governance…the small print: a range of model governance documents covering key policy areas” – NHF (1999)

· “Implementing Turnbull: A boardroom briefing” – ICAEW (1999)

· “G17 - Approaches to Appraisal: a handbook for the effective board” – NHF (1998)

· “P91 - Integrity at work: model code of conduct for employees of RSLs” – NHF (1996) 

Useful Websites

· Housing Corporation - www.housingcorp.gov.uk

· National Housing Federation - www.housing.org.uk

· Institute of Chartered Accountants - www.icaew.co.uk (ref Turnbull report)

· Department of Trade & Industry - www.dti.gov.uk (ref Higgs report)

Disclaimer

This guide has been prepared to provide persons carrying out internal audit reviews with an understanding of the risks and controls associated with the activity covered in this guide. This guide does not purport to be a detailed technical guide on the activity itself. The information and guidance contained in this guide are provided for general information purposes only and do not constitute legal or other professional advice. Users of this guide are responsible for establishing whether there has been any new guidance and/or regulatory change since this guide was prepared. This guide should not be relied upon to identify all strengths and weaknesses that may exist or to identify all instances of fraud or irregularity. HAIAF does not accept responsibility for any loss that may arise from reliance on information contained in this guide, or from its omission or unavailability. Specific professional advice must be sought in respect of any particular query. 

All references to publications and legislation are applicable in England only.
1.
OVERALL CONTROL FRAMEWORK

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	1.1
The governance - strategic control arrangements are not appropriately codified, leading to an inconsistent approach and the risk of breaching regulations and best practice.

	1.1.1
The Board and its committees establish an advance programme of meetings
	(a) Confirm that the Board and its committees establish an advanced programme of meetings. A typical period is an annual programme.



	
	1.1.2
There is a systematic routine for agenda planning and preparation involving the chairman and chief executive.
	(a)
Confirm that the chairman and chief executive meet regularly to discuss the content of agenda.

(b) Confirm that there is a formal review of agenda papers for sufficiency.



	
	1.1.3
There is an agreed timetable for submission of papers for meetings of the governing body and its committees.
	(a) Confirm that there is an agreed timetable for submission of papers for meetings of the governing body and its committees and confirm, for a sample of meetings, that this has been met.



	
	1.1.4
The Board has agreed a mechanism for raising difficulties externally.
	(a) Confirm that Standing Orders and Financial Regulations specify a mechanism for the Board to raise any difficulties externally and/or seek independent external advice.



	
	1.1.5
The Board and its sub-committees have terms of reference which are periodically reviewed and updated.
	(a) Confirm that the Board and its sub-committees have terms of reference that are periodically reviewed and updated. Check the date when they were last reviewed for reasonableness.



	
	1.1.6
The Board carries out an annual review of adherence to the Housing Corporation Regulatory Code. Results are documented and any actions are noted and outcomes monitored.


	(a)
Confirm that the Board carries out an annual review of adherence to the Housing Corporation’s Regulatory Code and that results are documented with any actions being noted and monitored.



	
	1.1.7
The association has adopted and implemented a whistleblowing policy. (Note, see also IAPG on Personnel).
	(a) Confirm that:

· the association has adopted a whistleblowing policy in accordance with the Public Interest Disclosure Act 1998;

· clear lines of communication have been set for reporting suspected fraud or wrongdoing.




2.
STANDARDS OF BEHAVIOUR 

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	2.1
The procedures for governance - strategic control are not appropriately codified, leading to an inconsistent approach and the risk of breaching regulations and best practice.
	2.1.1
The association has adopted appropriate rules that are kept up to date.
	(a)
Confirm that the association has adopted a set of rules.

(b)
Confirm that proper advice was obtained in drawing up the rules.

(c)
Confirm that there is a mechanism for periodic review of rules and confirm the last date of up-date for reasonableness.



	
	2.1.2
The Financial Regulations follow the CIPFA/NHF model.
	(a) Confirm that the financial regulations include, as a minimum, all headings incorporated in the standard model.



	
	2.1.3
The association maintains a register of incidents of attempted or actual fraud
	(a) Review the register of incidents of attempted and actual fraud and confirm that it is regularly reviewed by members.



	
	2.1.4
The association is reviewed against the NHF’s Code of Governance and appropriate action is taken as necessary.  
	(a)
Establish whether a review has taken place and whether an appropriate action plan was produced for areas of non-compliance or weakness.

(Note:   As part of the audit a self-assessment could be carried out by the organisation to establish the level of compliance. Where management have carried out a review, Internal audit should verify that sufficient evidence exists to support the conclusions drawn on each aspect of the code and that the review was complete and covered all aspects of the code).



	
	2.1.5
Payments made to members are in accordance with an agreed policy and in accordance with Housing Corporation guidelines / requirements.


	(a) Confirm any payments made to members are in accordance with Regulatory guidance and the association’s approved policy.



	
	2.1.6
An action plan is produced where issues are identified as a result of Housing Corporation performance reviews (e.g. Housing Corporation Assessment, Annual Viability Review), Audit Commission Inspection’s or short-comings identified from other forms of assurance review. 
	(a)
Confirm that an action plan has been produced, including agreed dates by which action will have been taken and the member of staff responsible.

(b) Confirm that a mechanism is in place for periodically monitoring and reporting whether or not recommendations have been implemented.



	
	2.1.7 
The association’s Equality and Diversity Strategy / equal opportunities policy is regularly reviewed and adherence is effectively monitored.

(Note:  See also IAPG on Personnel).
	(a)
Obtain a copy of the strategy / policy and confirm that it promotes equal opportunities in all areas of the organisation’s work.

 (b)
Confirm that the policy is up to date and subject to a rolling review.

(c)
Confirm that adequate management information and performance indicators are set, monitored and reported for equal opportunities across all areas of the organisation’s work.

	2.2
The procedures for proper conduct are not appropriately codified, leading to an inconsistent approach and the risk of breaching regulations and best practice.
	2.2.1
The code of practice for members and staff are periodically reviewed and updated. 
	(a) Confirm that there is code of practice and that it complies with the NHF model code.



	
	2.2.2
Each member is required to make an annual declaration of any potential conflicts of interest. 
	(b) Confirm that all members have submitted an annual return – check returns are complete & have been signed.



	
	2.2.3
Each member is required to make a declaration of any potential conflicts of interest prior to the start of a meeting at which an item relating to this is going to be discussed. 
	(c) On a sample basis check that minutes record declarations of conflicts of interest and that the member concerned left the meeting whilst the item was discussed (it may not always be necessary for the member to absent themselves from the item).




3.
GOVERNANCE PRINCIPLES

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	3.1
The Board, Chair of the Board and the associated committee do not discharge their duties in an effective manner, which leads to a loss of strategic direction.
	3.1.1
The Board has defined the circumstances in which the Chair has authority to act on their behalf, for example, in an emergency.
	(a)
Confirm that Standing Orders/Financial Regulations specify the circumstances in which the Chair can act on behalf of the Board and check on a sample basis, that this has been complied with.

 (b)
Confirm that guidelines require the matter to be reported back to the Board on a retrospective basis and check, on a sample basis, that this has been complied with.



	
	3.1.2
The minutes of meetings clearly record the decisions taken and the matters considered in reaching those decisions.
	(a)
Review a sample of committees and meetings and confirm that 

· action points and recommendations are clearly recorded in the minutes;  

· any reasons for reaching actions/ recommendations are minuted;

· the committee, at their next meeting, formally agree the minutes;

· matters arising from the previous meeting are considered;  and

· the Chairman signs off the minutes.



	
	3.1.3
Board decisions are based on full agendas and papers are circulated at least a week in advance.
	(a)
Confirm that there is a timetable for circulating agendas and papers that requires circulation at least seven days before the meeting.

(b)
Interview a sample of members to confirm that this procedure is adhered to.

(c)
Select a sample of agendas for meetings held and check whether any items were shown as “paper to follow” – establish reasons for the papers not being available for dispatch with the agenda.


	
	3.1.4
The Chief Executive/ Directors should have a clear job description and objectives that should be periodically reviewed along with their performance and remuneration.
	(a) Confirm that the Chief Executive and Directors:

· have an up to date job description;

· have been appraised including the setting and monitoring of objectives;

· have their remuneration set by members or a sub-committee thereof.




4.
MANAGEMENT INFORMATION

	Key Risks /Implications
	Expected Key Control or Process
	Suggested Tests

	4.1
The lack of suitable performance reporting and review, undertaken on Corporate Governance issues and the system of internal control leads to an inconsistent approach and the non-compliance with regulations and best practice.
	4.1.1
The Board has determined the nature and frequency of its requirements for management and financial information that is updated on an annual basis.
	(a)
Confirm that the Board have, at least on an annual basis, formally reviewed the nature and frequency of the information provided to it, both financial and operational.

	
	4.1.2 The association should provide:

· annual report for residents;

· handbook for residents;

· newsletter for residents; 

· monitoring of service quality; 

· complaints procedure.
	(a) Confirm that the association has provided the following:

· an annual report for residents; 

· a handbook for residents; 

· a newsletter for residents (at least quarterly); 

· systems for monitoring of service quality (questionnaires, focus groups etc.); 

· a documented complaints procedure.
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