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Audit Committee
terms of reference  
Purpose and Accountability
1. The Audit Committee has delegated responsibility: 
1.1. to monitor the integrity of the ICAEW's financial reporting, including supporting the Board and Council in meeting its responsibilities regarding financial statements, financial reporting systems and controls;
1.2. to monitor the integrity of ICAEW's annual report and group accounts, including providing oversight and assurance to the Directors of each subsidiary account;
1.3. [bookmark: _Hlk189056701][bookmark: _Hlk189056836]to Review internal financial controls and the internal control and risk management systems;
1.4. to monitor the effectiveness and objectivity of the external and internal audit function;
1.5. to make recommendations in relation to the appointment of the external auditor and to monitor their independence and objectivity; and
1.6. to assess, on behalf of the Board, the effectiveness of ICAEW's key controls framework.
2. The Audit Committee is accountable to ICAEW Board.
3. The Committee has authority to investigate any matter of relevance within its terms of Reference.

Composition
4. The Committee comprises up to five members, appointed on the basis of their skills and expertise.
5. [bookmark: _Hlk188456450][bookmark: _Hlk188456650]The majority of the members of the Committee must be non-executive members of the ICAEW Board. The Chair of the Board may not be a member of the Committee. 
6. The Chair of the Committee is a member of ICAEW Board. The  President may not  chair the Committee. 
7. No member of ICAEW staff may be a member of the Committee.
8. No members of the Committee may also be members of the ICAEW Council concurrently, except for the President.
9. Appointments to the Committee are approved by the Board on recommendation of the Board Nomination Committee and reported to the Governance and Appointments Committee 
10. The term of office is up to three years, renewable once and for a third term in exceptional circumstances.
11. The quorum is three with a non-executive board member majority.



Powers and Authorities	
12. The Committee has the following specific powers, responsibilities and authorities delegated by the Board:
12.1. for oversight, assessment and review of the functions set out in these terms of reference.
12.2. authority to seek information from any ICAEW employee and any ICAEW ‘active member’[footnoteRef:2], who shall comply with any such request. [2:   Any chair, vice-chair or member of an ICAEW committee or any other member who serves ICAEW on a voluntary basis.] 


13. The main role and responsibilities of the Committee include (see appendix 1 for further detail):
13.1. monitoring the integrity of the ICAEW annual report and accounts, and reviewing significant financial reporting judgements contained in them;
13.2. reviewing ICAEW’s internal financial controls and key risk control controls (based on ICAEW risk register);
13.3. monitoring and reviewing the effectiveness of the ICAEW internal audit function;
13.4. making recommendations to the Board in relation to the appointment of the external auditor for the Board to put to Council and then the members for approval at the ICAEW annual meeting, and in relation to the remuneration and terms of engagement of the external auditor;
13.5. reviewing and monitoring the external auditor’s independence and objectivity and the effectiveness of the audit process, taking into consideration relevant UK professional and regulatory requirements; and
13.6. developing and implementing policy on the engagement of the external auditor to supply non-audit services, considering relevant ethical guidance regarding the provision of non-audit services by the external audit firm; and to report to the Board, identifying any matters in respect of which it considers that action or improvement is needed, and making recommendations as to the steps to be taken.

Governance Matters 
14. The Committee’s terms of reference and any subsequent changes are developed and reviewed once a year by the Committee and then approved by ICAEW Board.
15. [bookmark: _Hlk189057434]The Committee regularly evaluates its own performance and reports on this to ICAEW Board. 
16. The Committee will receive updates from the Chair following briefings from the Chair of the Risk Committee to ensure Internal Audit and key risks are monitored and vice versa.

Operation of the Committee
17. The Chair of the Committee will report to ICAEW Board on how the Committee is discharging its duties including:
17.1. the significant issues that it considered in relation to the financial statements and how these issues were addressed;
17.2. its assessment of the effectiveness of the external audit process and its recommendation on the appointment or reappointment of the external auditor; and
17.3. any other issues on which the Board has requested the Committee’s opinion.
18. The Committee shall provide a report on its activities in ICAEW’s annual report.
19. Meetings of the Committee will be chaired by the Chair. If the Chair is unable to attend any meeting of the Committee, it shall be chaired by an eligible member of the Committee nominated by the Chair or if no one had been so nominated, by an eligible member of the Committee chosen by the members present at the meeting.
20. The Committee shall meet as often as required to fulfil its duties. As a minimum this will be three times a year.
21. Members, staff and other stakeholders will be invited to attend meetings as business needs dictate. The Chief Finance e Officer usually attends committee meetings to provide expert advice on relevant  matters. 
22. The Chair of the Committee shall attend the Annual General Meeting and be prepared to respond to any questions on the Committee’s activities. If the Chair is unable to attend, another member of the Committee shall attend in their place.
23. The Committee shall have access to sufficient resources to carry out its duties, including access to the Governance Office for advice and assistance as required. The Governance Office shall provide committee secretariat support to the Committee.
24. The Committee will take account of ICAEW strategy and values, regulatory requirements, the need to promote effective risk management and matters of inclusion and diversity with respect to its activities.
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Appendix 1: Detailed responsibilities

Financial reporting
1. The Committee reviews, and reports to the Board on, the significant financial reporting issues and judgements made in connection with the preparation of the ICAEW financial statements (having regard to matters communicated to it by the auditor).

2. The Committee considers significant accounting policies, any changes to them and any significant estimates and judgements. Taking into account the external auditor’s view, the Committee considers whether ICAEW has adopted appropriate accounting policies and, where necessary, made appropriate estimates and judgements. 

3. The Committee reviews the clarity and completeness of disclosures in the financial statements and considers whether the disclosures made are set properly in context.

4. The Committee evaluates the risks to the quality and effectiveness of the financial reporting process. Where, following its review, the Committee is not satisfied with any aspect of the proposed financial reporting, it reports its views to the Board.

5. The Committee reviews related information presented with the financial statements, including the business review, and corporate governance statements relating to the audit and to risk management. 

Narrative reporting
6. The Audit Committee section of the annual report contains:
6.1.  a summary of the role of the Committee, names and qualifications of the members of the Committee and the number of meetings
6.2. explains how it has discharged its powers and authorities
6.3. how the Committee has assessed the effectiveness of the external audit process and of the approach taken to the appointment or reappointment of the external auditor
6.4. if the auditor provides non-audit services, auditor objectivity and independence is safeguarded and information on the length of tenure of the current audit firm, when a tender was last conducted, and any contractual obligations that acted to restrict the Committee’s choice of external auditors.

7. In the event of any disagreement between the Committee and the Board which cannot be resolved, the Committee shall report the issue to Council and/or members in a timely manner and as part of the report of its activities in the annual report.

8. The Committee reviews the content of the ICAEW Annual Report and accounts and advises the Board on whether, taken as a whole, it is fair, balanced, understandable, and reasonable and provides the information necessary for members to assess ICAEW performance, business model and strategy.

9. The Committee assesses whether the narrative in the report is consistent with the accounting information.

Whistleblowing
10. The Committee reviews arrangements by which ICAEW staff and active members may, in confidence, raise concerns about possible improprieties in matters of financial reporting or other matters. 

Counter Fraud 
11. To assure itself that the organisation has adequate arrangements in place for counter fraud, bribery and corruption and to review the outcome of work in these areas.

12. To ensure that counter fraud provides appropriate progress reports and that these are scrutinised and challenged where appropriate.

13. To be assured that counter fraud submits an annual report, outlining key work undertaken during each financial year to meet standards.

Internal controls 
14. The Committee reviews ICAEW internal financial controls and other internal control systems determined by the risk profile of the organisation.

15. The Committee receives reports from management on the effectiveness of the systems they have established and the conclusions of any testing carried out by the internal and external auditors.

16. The Committee reviews and approves the statement included in the annual report in relation to internal control.

Internal audit
17. The Committee monitors and reviews the effectiveness and appropriate independence of the ICAEW internal audit function. 

18. The Committee reviews and approves the internal audit function’s remit, having regard to the complementary roles of the internal and external audit functions. The Committee ensures that the function has the necessary resources and access to information to enable it to fulfil its mandate, and is equipped to perform in accordance with appropriate professional standards for internal auditors.

19. In undertaking its review, the Committee ensures that the internal auditor has direct access to the Committee, to the Chair of Board and to the Chief Executive, and is accountable to the Committee; reviews and assesses the annual internal audit work plan; receives a report on the results of the internal auditors’ work on a periodic basis; reviews and monitors management’s responsiveness to the internal auditor’s findings and recommendations; meets with the head of internal audit at least once a year without management present; and monitors and assesses the role and effectiveness of the internal audit function in the overall context of ICAEW’s risk management system.

20. The Committee approves, on the recommendation of the Chief Executive, the appointment or termination of appointment of the Head of Internal Audit.

21. At least annually, the committee ensures that the Internal Audit plan is defined and undertaken to meet the assurance requirements of the Committee, The Board, Council and other relevant stakeholders.

External audit
22. The Committee is responsible for overseeing ICAEW relations with the external auditor.

23. The Committee oversees the selection process and makes a recommendation on the appointment, reappointment, and removal of the external auditors to the ICAEW Board for submission to Council and subsequently to the members at the annual meeting; and to the ICAEW Board on the terms of engagement and the remuneration to be paid to the external auditor in respect of audit services provided. The Committee satisfies itself that the level of fee payable in respect of the audit services provided is appropriate and that an effective, high quality, audit can be conducted for such a fee.
24. Annually, the Committee assesses, and reports to the Board on, the qualification, expertise and resources, and independence of the external auditors and the effectiveness of the audit process.

25. If the external auditor resigns, the Committee will investigate the issues giving rise to such resignation and consider whether any action is required.

26. [bookmark: _Hlk189056957]The Committee considers the need to include the risk of the withdrawal of the ICAEW auditor from the market in its evaluation of risk of the financial reporting process.

27. The Committee reviews and agrees the engagement letter issued by the external auditor at the start of each audit, ensuring that it has been updated to reflect changes in circumstances arising since the previous year. The Committee reviews the scope of the external audit with the auditor. If the Committee is not satisfied as to its adequacy, it will arrange for additional work to be undertaken.

Annual External audit cycle

28. At the start of each audit cycle, the Committee ensures that appropriate plans are in place for the audit.

29. The Committee considers whether the auditor’s overall work plan, including planned levels of materiality, and proposed resources to execute the audit plan appears consistent with the scope of the audit engagement, having regard also to the seniority, expertise and experience of the audit team.

30. The Committee reviews with the external auditors the findings of their work. In the course of its review, the Committee discusses with the external auditor major issues that arose during the course of the audit and have subsequently been resolved and those issues that have been left unresolved; reviews key accounting and audit judgements; and reviews levels of errors identified during the audit, obtaining explanations from management and, where necessary, the external auditors as to why certain errors might remain unadjusted.

31. The Committee reviews the audit representation letters before signature and considers matters where representation has been requested that relate to non-standard issues. The Committee considers whether the information provided is complete and appropriate based on its own knowledge.

32. The Committee reviews the management letter (or equivalent) and reviews and monitors management’s responsiveness to the external auditor’s findings and recommendations.

33. At the end of the annual audit cycle, the Committee assesses the effectiveness of the audit process.

Independence of the external auditor
34. The Committee assesses the independence and objectivity of the external auditor annually, taking into consideration relevant regulatory and professional requirements. This assessment involves a consideration of all relationships between ICAEW and the audit firm (including the provision of non-audit services) and any safeguards established by the external auditor. The Committee considers whether, taken as a whole and having regard to the views, as appropriate, of the external auditor, management and internal audit, those relationships appear to impair the auditor’s independence and objectivity.

35. The Committee seeks reassurance that the auditors and their staff have no financial, business, employment or family and other personal relationship with ICAEW which could adversely affect the auditor’s independence and objectivity, taking account of relevant Ethical Standards for Auditors. The Committee seeks annually from the audit firm information about policies and processes for maintaining independence and monitoring compliance with relevant requirements, including current requirements regarding the rotation of audit partners and staff.

36. The Committee develops and recommends to the Board ICAEW policy in relation to the provision of non-audit services by the auditor, taking into account possible threats to auditor objectivity and independence and the Ethical Standards for Auditors.  The Committee keeps the policy under review. 

37. The Committee considers whether the skills and experience of the audit firm make it the most suitable supplier of the non-audit service; whether there are safeguards in place to eliminate or reduce to an acceptable level any threat to objectivity and independence in the conduct of the audit resulting from the provision of such services by the external auditor; the nature of the non-audit services; the fees incurred, or to be incurred, for non-audit services both for individual services and in aggregate, relative to the audit fee; and the criteria which govern the compensation of the individuals performing the audit.

38. The Committee sets and applies a policy specifying the types of non-audit service (if any) for which the use of the external auditor is pre-approved as a matter of policy, where the threats to independence are considered low; for which specific approval from the audit committee is required before they are contracted, where the size, nature or special terms and conditions of the service may give rise to threats to independence; and from which the external auditor is excluded.

39. The Committee agrees with Board ICAEW policy for the employment of former employees of the external auditor, considering the Ethical Standards for Auditors and paying particular attention to the policy regarding former employees of the audit firm who were part of the audit team and moved directly to ICAEW. The Committee monitors application of the policy and considers whether in the light of this there has been any impairment, or appearance of impairment, of the auditor’s independence and objectivity in respect of the audit.

40. The Committee monitors the external audit firm’s compliance with the Ethical Standards for Auditors relating to the rotation of audit partners. [Note: ICAEW policy is to require the rotation of the audit engagement partner after ten years].
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