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Annex B
Audit Code of Practice 
Purpose
1. The Audit Code of Practice (‘the Code’) sets out
our requirements for higher education institutions’
(HEIs’) accountability and audit arrangements and
the broad framework in which they should operate.
It forms part of the Financial Memorandum, and
compliance with the mandatory elements of the
Code is therefore a condition of grant.

2. HEFCE’s chief executive is its accounting officer.
The chief executive is responsible for ensuring the
proper and efficient use of public funds by HEFCE,
by HEIs and by others who receive HEFCE funds,
and for ensuring that Treasury guidance is observed.
The financial memorandum between the
Department for Business, Innovation and Skills
(BIS) and HEFCE requires the issue of an Audit
Code of Practice for institutions. This is that Code.

Overview
3. The Code states how effective accountability and
audit coverage should be achieved. It sets out our
minimum requirements for the reporting of risk
management, control and governance arrangements,
for internal and external audit arrangements, and
the broad framework in which they should operate.

4. The Code applies to the relationship between
HEFCE and HEIs – and in principle to their related
companies and other bodies which, indirectly,
receive HEFCE funding. These include, for instance,
entities associated with HEIs such as subsidiary
companies and charitable funds. These subsidiary
entities are not required to observe the Code in
detail, but should pay appropriate regard to it. We
also fund a small number of connected institutions
through HEIs, which are also subject, indirectly, to
the Code. The colleges of the Universities of Oxford
and Cambridge are not funded directly by us but
are subject to an agreed audit protocol.

5. We also fund and have relationships with a
number of related bodies. These are independent
bodies established to assist HEFCE and the higher
education (HE) sector to deliver HE strategy. Each
related body is required as a condition of its
funding with HEFCE to conform to the Code as far
as is appropriate and practical.

6. We assess institutions’ performance against the
Code in two ways. Firstly, every report and return
required under the Code, from each institution, is
scrutinised on an annual basis by the HEFCE
assurance service (HEFCEAS). Where institutions
fail to report as required, this is classed as non-
compliance with conditions of grant. Secondly, each
institution is subject to audit visits from HEFCE’s
own auditors, and the nature of our audit evolves
over time and is tailored to the circumstances of
each institution. Our audit normally leads to a
report which is publicly available and which has
been agreed by the accountable officer on behalf of
the HEI and its governing body.

7. The Code is primarily for use by internal and
external auditors, HEIs’ senior management,
members of the governing body and audit
committees. 

Corporate governance 
8. The corporate governance arrangements of an
HEI are the means by which strategy is set and
monitored, the executive is held to account, risks
are managed, stewardship and trustee
responsibilities are discharged, and sustainability is
ensured. A more complete description of corporate
governance in an HEI can be found in the guide by
the Committee of University Chairs (CUC) – ‘Guide
for members of higher education governing bodies
in the UK’ (HEFCE 2009/14). The CUC Guide
includes a Governance Code of Practice, against
which CUC and HEFCE commend institutions to
evaluate themselves. The principle should be that
institutions ‘comply or explain’ and the outcome of
each periodic evaluation should be published,
ideally in the Corporate Governance Statement or
Statement of Internal Control in the published
financial statements.

Higher education audit
framework
9. In accordance with the Financial Memorandum,
HEIs must have effective risk management, control
and governance arrangements. Other funding bodies
also have an interest in these control arrangements,
including Parliament, BIS, the Skills Funding
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Agency, the Student Loan Company (SLC),
Research Councils UK, the Department for
Employment and Learning (DEL) in Northern
Ireland, and the Training and Development Agency
for Schools (TDA).

10. Each of these bodies makes appropriate
arrangements to safeguard its interest. Each has its
own auditors, but in practice there are only two
groups engaged in regular audit investigation of an
institution’s systems and records – an institution’s
internal and external auditors. This is the same level
of activity that is common in the private sector. Of
the interested parties, BIS, HEFCE, DEL, TDA and
the Research Councils seek to avoid duplication by
relying on the work of the other bodies’ assurance
arrangements whenever possible.

Parliament
11. Parliament’s interest is to see that public funds
are properly applied and accounted for and used
economically, efficiently and effectively by
recipients. The Comptroller and Auditor General
(CAG), head of the National Audit Office, is the
external auditor of HEFCE. The CAG has the right
to inspect the accounts of any HEI that receives
HEFCE grant, and the right to carry out value-for-
money (VFM) investigations. The National Audit
Office is selective in its use of inspection rights:
much of its audit work is undertaken at HEFCE,
and VFM investigations normally involve only a
sample of institutions at any one time.

Department for Business, Innovation and
Skills
12. Public funds for HE are primarily channelled
through BIS. The BIS permanent secretary, as
principal accounting officer, is responsible and
accountable to Parliament. The HEFCE chief
executive must be satisfied that proper arrangements
are being made to safeguard public funds. This is
achieved through the financial memorandum
between BIS and HEFCE, which requires HEFCE to
have an audit service and appropriate accounting
systems. The work of HEFCE auditors and
institutional assurance staff is examined by the BIS
audit service, which may observe them at work in
HEIs but does not audit HEIs itself.

HEFCE
13. HEFCE operates an internal audit function
and a separate team that is responsible for
monitoring institutions. This team (the HEFCEAS)
operates our regulatory framework, undertakes
audit work in institutions and assesses institutional
risk. In common with the arrangements in HEIs,
there is an audit committee to assist the HEFCE
chief executive and Board in discharging their
accountability and audit responsibilities, both in
respect of HEFCE and of HEIs and other entities. 

14. In the event of any material adverse change in
an institution’s circumstances – such as a significant
and immediate threat to the HEI’s financial
position, significant fraud or major accounting
breakdown – the accountable officer must inform,
without delay, all of the following:

• the chair of the HEI’s audit committee

• the chair of the HEI’s governing body

• the HEI’s head of internal audit

• the external auditor

• the HEFCE chief executive. 

15. On receiving any such notification, the chief
executive will discuss what response to make with
the HEI’s governing body or accountable officer,
including any action to be taken. If a matter
requiring report is discovered by external or internal
auditors in the normal course of their work and the
accountable officer refuses to make a report, the
auditors must report directly to all of the following:

• the chair of the HEI’s audit committee

• the chair of the HEI’s governing body

• the HEFCE chief executive. 

This is to ensure that the HEI has taken appropriate
action.

16. Below, we provide an indicative list of what
should be reported to HEFCE. The accountable
officer, in agreement with the governing body, or in
urgent cases the chair, may judge that there are
other circumstances that warrant notification:

• any financial loss or reduction in income or
working capital which is significant enough in
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the accountable officer’s judgement to
materially impact on the financial outturn or
the cash position

• any new decision to invest or expend funds
which in the accountable officer’s judgement
will have a material impact on the forecast
position as reported to HEFCE in the most
recent annual accountability exercise

• any new or changed risks which – in the
accountable officer’s judgement – are
significant enough to affect the institution’s
future sustainability

• any theft, fraud, loss of charity assets or other
irregularity where the sums of money involved
are, or potentially are: 

! in excess of £25,000 (this figure aligns
with reporting requirements for charities
and we will keep it under review and
notify changes through our annual
accounts direction); or 

! where the particulars of the fraud, theft,
loss of charity assets or other irregularity
may reveal a systemic weakness of
concern beyond the institution, or are
novel, unusual or complex; or 

! where there is likely to be public interest
because of the nature of the fraud, theft,
loss of charity assets or other irregularity,
or the people involved.

17. There may be cases of fraud, theft, loss of
charity assets or other impropriety or irregularity,
that fall outside this definition. In these cases or any
others, HEIs can seek advice or clarification from
the HEFCEAS. In view of the public interest, HEIs
should normally notify the police of suspected or
actual fraud. Where the police are not notified,
management should advise the institution’s audit
committee of the reason. 

Audit and risk assessment of
HEIs by the HEFCE assurance
service

Role and scope
18. The HEFCEAS operates our regulatory
framework, undertakes audit work in institutions
and assesses institutional risk. It is responsible for
evaluating the risk management, control and
governance arrangements of HEIs and other entities
funded by HEFCE, and for giving assurance on
those arrangements to HEFCE’s chief executive. It
will also provide information and advice to the
HEFCE audit committee to enable it to fulfil its role
in advising the HEFCE Board and chief executive.

19. All the activities of HEIs are within the remit of
HEFCEAS. HEFCEAS works in accordance with the
standards for internal audit in the Government
Internal Audit Standards issued by the Treasury, and
guidance from relevant professional auditing and
accountancy bodies. It will consider whether risk
management, control and governance arrangements
are adequate to manage risk and to secure propriety,
efficiency, economy and effectiveness in all areas. It
will seek to confirm that management has taken the
necessary steps to achieve these objectives.

20. Subject to legislative constraints, HEFCE has
access to all records, information and assets of HEIs
and other entities, and can require any officer,
including members of the governing body, to give
any explanation which we consider necessary to
fulfil our responsibilities.

21. HEFCE will liaise, whenever appropriate, with
the National Audit Office, the HEI’s internal and
external auditors (collectively and individually), BIS,
TDA, the Scottish Funding Council, the Higher
Education Funding Council for Wales, DEL and any
other appropriate HEFCE officer or relevant
organisation. HEFCE will also liaise with sector
bodies as it seeks to promote good governance,
management and auditing. Liaison is pursued both
for effectiveness and to avoid duplication of effort.
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Reporting
22. HEFCEAS will report on HEIs’ compliance
with our mandatory requirements and conditions of
grant to HEFCE’s chief executive and audit
committee. 

23. HEFCEAS will, when appropriate, draw the
attention of the HEFCE chief executive and audit
committee to material adverse changes including
significant frauds and any major accounting
breakdowns.

24. HEFCEAS will submit an annual report on
institutional risk to HEFCE’s chief executive and
audit committee. This will:

• include the HEFCEAS assessment of the
adequacy and effectiveness of the risk
management, control and governance
arrangements within HEIs and other entities
funded by HEFCE

• provide an opinion on the sector’s achievement
of propriety, regularity and value for money in
its use of public funds

• summarise the risk position of the sector

• report on coverage achieved

• provide audit performance measures.

Ongoing risk assessment
25. We expect HEIs to notify us of significant
changes and issues as they arise, not simply material
adverse changes. This will help us to maintain the
currency of our risk assessments. For example,
changes of auditors, of key personnel (such as the
finance director, or university secretary/registrar) or
key systems changes (such as the implementation of
a new finance information system) are potentially
significant in our risk assessment. 

HEFCE audit work in institutions
26. HEFCEAS undertakes reviews at institutions
with the objective of determining whether the
institution’s reports and returns, including those
specified in the Code, can be relied on. Where this is
so, and an institution continues to perform well and
sustain itself, HEFCEAS will only need to undertake

its review once in every five-year cycle. The format
of the review is explained in detail in HEFCE
Circular letter 25/2006.

Data assurance
27. HEIs are required to supply us with data to
inform our allocations of funding generally and in
response to specific initiatives. To avoid duplication
we will wherever possible use data that are already
supplied through HESA or HESES.

28. Within HEFCE, our institutional teams
monitor the reasonableness of data, and our
analysts undertake verification, validation and
reconciliation work. We also undertake limited,
periodic data audits in each institution. 

Audit committees in HEIs

Scope
29. The governing body of an HEI must ensure
that it is fulfilling its responsibilities for adequate
and effective risk management, control and
governance, and for the economy, efficiency and
effectiveness (or VFM) of the HEI’s activities. To
assist in this, each HEI has appointed an audit
committee. 

Operation
30. The way an audit committee in an HEI should
operate and be constituted is set down in guidance
from the CUC, published in 2008 (HEFCE
2008/06).

31. HEFCE’s position is that governing bodies and
audit committees should conduct themselves in line
with the CUC’s principles and practices, and that
where they believe they differ in any material
respects then this should be explained and made
public. Overall we aim to be content to rely on the
accountability provided by an audit committee
following CUC practice and by a governing body
able to exercise accountability on behalf of external
investors. We therefore support the principle of an
external majority on an HEI governing body – in
other words, a majority of members who are
external and independent, and are not staff or
students of the university.
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32. Audit committee members should not be
members of an institution’s finance committee or its
equivalent because this would create a potential
conflict of interest when the audit committee is
considering decisions involving the finance
committee. If an HEI’s governing body determines
that cross-representation involving one member is
essential, this should be the subject of an explicit,
recorded resolution – but it should not be an option
for the chair of either committee.

Reporting
33. The audit committee must produce an annual
report for the governing body and the accountable
officer. The audit committee annual report must
cover the financial year and include any significant
issues up to the date of preparation of the report.
The audit committee annual report should normally
be submitted to the governing body before the
members’ responsibility statement in the annual
financial statements is signed. The internal auditors’
annual report and the audit committee report must
be submitted to HEFCE according to the timetable
to be published annually in a circular letter. This
informs our institutional risk assessment.

34. The audit committee annual report must
include the committee’s conclusions on the
adequacy and effectiveness of the HEI’s
arrangements for the following:

• risk management, control and governance

• economy, efficiency and effectiveness (value for
money)

• management and quality assurance of data
submitted to HESA and to HEFCE and other
funding bodies. This latter assurance is to
ensure adequate governance oversight of the
systems used to generate funding data by the
HEI, since poor data may represent a
significant financial risk for HEIs that audit
committees need to consider.

35. The audit committee opinions should be based
on the information presented to the committee. The
data management assurance does not require audit
committees to verify data: that is the responsibility of
management. The audit committee’s interest should
be in the management and quality assurance of data. 

36. The audit committee annual report should also
record the work of the committee, and consider the
following:

• the external auditors’ management letter

• the internal auditors’ annual report

• value for money work

• any HEFCEAS reports or other relevant
evaluations.

Internal and external auditors in
HE: general principles

Duties
37. Internal and external auditors should adhere to
their professional standards. This includes taking
care to avoid personal and professional conflicts of
interest, being clear about their reliance on each
other’s work and acting with due care. The same
firm may not provide both external and internal
audit services to a HEI.

Internal audit arrangements in HEIs
38. Each HEI is required by its Financial
Memorandum with HEFCE to have an internal
audit function. Internal audit should follow a risk-
based approach.

39. Each institution will manage its own risks, and in
turn each institution’s internal auditor will undertake
a programme of risk-based work. It is for the
institution to make judgements on this work: HEFCE
cannot impose particular areas for review on any
institution’s internal auditors save in the exceptional
individual cases set out in our support strategy (see
Annex D). However, on the basis of experience from
several serious cases over many years, HEFCE
believes strongly that internal financial control should
factor in internal audit risk assessment every year.
This may or may not lead to specific audit reviews in
a given year, but the governing body and accountable
officer should be content that – based on audit risk
assessment, direct audit work or other forms of
review such as control risk self-assessment (CRSA) –
assurance about financial control is always available.
From time to time, we may draw other areas of risk
to the attention of institutions with a recommendation
that these be factored into internal audit planning.
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40. HEFCE guidance on internal audit practice in
HEIs endorses the approach set out in the Code of
Ethics and International Standards (January 2009)1

of the Institute of Internal Auditors (IIA).

41. Within the HE sector, the prime responsibility
of the internal audit service is to provide the
governing body, the accountable officer and the
other managers of the HEI with assurance on the
adequacy and effectiveness of risk management,
control and governance arrangements.
Responsibility for these arrangements remains fully
with management, who should recognise that
internal audit can only provide ‘reasonable
assurance’ and cannot provide any guarantee
against material errors, loss or fraud. Internal audit
also plays a valuable role in helping management to
improve risk management, control and governance,
thereby reducing the effects of any material adverse
risks faced by the HEI.

Operation
42. An HEI must ensure that it has effective risk
management, control and governance arrangements.
These help to ensure that:

a. The HEI’s objectives are achieved as far as
possible and associated risks are managed.

b. The economic, efficient and effective use of
resources is promoted.

c. There is adherence to management’s policies,
directives and established procedures, and
compliance with any relevant laws or
regulations including charities legislation.

d. The HEI’s assets and interests are safeguarded –
particularly from losses arising from fraud,
irregularity or corruption.

e. As far as reasonably practicable, the integrity
and reliability of accounting records, data and
other information is maintained. This includes
data supplied to HESA, HEFCE and other
funding bodies.

43. Accordingly, the internal audit service must
consider the whole of the HEI’s risk management,

control and governance arrangements, including all
its operations, resources, staff, services and
responsibilities for other bodies.

44. Internal auditors may carry out additional
work at the request of management, including
consultancy and investigations, provided such work
does not compromise the objectivity of the audit
service or the achievement of the audit plan.
Accordingly, each HEI’s audit committee should
satisfy itself that the objectivity of the internal audit
service has not been affected by the extent and
nature of other work carried out. Internal audit
services should not have any management
responsibilities other than for internal audit.

45. Internal audit should be seen to have sufficient
status, respect and support within the HEI. To be
effective, the head of internal audit – or equivalent
where the service is provided on a contract basis –
must have direct access to the HEI’s accountable
officer, to the governing body (normally through the
chair of the audit committee) and, if necessary, to
the chair of the governing body. Whether provided
internally or externally, day-to-day line management
and overall reporting arrangements for the internal
audit service should be such as to preserve its
objectivity by avoiding concentration of
responsibility and reporting with any one senior
person within the HEI. Internal auditors must also
have unrestricted access to all records, assets,
personnel and premises, and be authorised to obtain
whatever information and explanations are
considered necessary by the head of the internal
audit service.

Reporting
46. The reporting requirements for any internal
audit service are discussed in standards published by
the IIA. It is a requirement of the Code that the
internal audit service produce an annual report of
its activities. The internal audit annual report must
relate to the financial year and include any
significant issues, up to the date of preparing the
report, which affect the opinion. This should be
addressed to the governing body and the

1 Available at www.theiia.org under Standards & Practices/Code of Ethics.
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accountable officer, and should be considered by the
audit committee. The audit committee may forward
the report to the governing body with its own
report. The report must be submitted to HEFCE
after it has been considered by the HEI’s audit
committee.

47. The internal audit annual report should include
the internal auditor’s opinion on the adequacy and
effectiveness of the HEI’s arrangements for:

• risk management, control and governance

• economy, efficiency and effectiveness.

48. This opinion should be placed into its proper
context: that is, the work undertaken has been
based on the agreed audit strategy and on the areas
reviewed in the year, as well as incorporating
knowledge of areas audited in previous years
(including from a previous auditor). Internal audit
performance measures should be provided,
including stating coverage achieved against the
original audit plan. It should also draw attention to
any significant audit recommendations which the
internal audit service considers have not received
adequate management attention.

Provision of service
49. There are a variety of ways to acquire an
internal audit service, and we do not favour one
approach above the others. Each HEI, advised by its
audit committee, should establish which is the most
suitable and cost-effective way of obtaining internal
audit services. However, every five years at least, it
should consider market testing internal audit
services where those services are provided by
outside contractors, since this provides a powerful
incentive to maintain quality and cost-effectiveness.
Where internal audit is an in-house service, there
should be periodic consideration of whether this
continues to be the appropriate type of provision
for the institution. 

50. In all cases the audit committee should monitor
internal audit effectiveness. In addition, where the
internal audit service is provided in-house, the audit
committee chair should be consulted on the annual
performance appraisal of the head of internal audit.
This appraisal process is the responsibility of
management.

Removal or resignation of auditors
51. Subject to normal staffing arrangements (for
‘in-house’ internal auditors) and any contractual
arrangements in place, only the governing body (or
the audit committee where delegated authority
exists) may pass a resolution to remove the internal
auditors before the end of their term of office if
serious shortcomings are identified.

52. Where internal auditors cease to hold office for
any reason, they should provide the governing body
with either a statement of any circumstances
connected with their removal which they consider
should be brought to the governing body’s
attention, or a statement that there are no such
circumstances. The internal auditors may also
request an extraordinary general meeting of the
governing body to consider the statement. Any such
statements should also be sent to the HEFCEAS by
the HEI – or, if it fails to do so, by the outgoing
internal auditors.

53. The governing body must inform HEFCE
without delay of the removal or resignation of the
internal auditors and of the reasons.

Restriction of auditors’ liability
54. Where the internal audit service is provided
through a contractual arrangement with an external
provider, the provider may ask the HEI to agree to a
restriction in the internal auditors’ liability arising
from any default by the auditors. Normally such
liability should be without limit. However, HEIs may
negotiate a restriction in liability so long as the
decision is made on an informed basis and the
liability remains at such a level as to provide
reasonable recourse to the HEI. The governing body,
through the audit committee, should be specifically
notified of any request for a liability restriction. 

Fraud and corruption
55. Internal auditors should assess the adequacy of
the arrangements to prevent and detect irregularities,
fraud and corruption. However, the primary
responsibility for preventing and detecting corruption,
fraud and irregularities rests with management, who
should institute adequate systems of internal control,
including clear objectives, segregation of duties and
proper authorisation procedures. 
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56. The work of the internal audit service, in
reviewing the adequacy and effectiveness of the
internal control system, should help management to
prevent and detect fraud. The internal audit service
should ensure that it has the right to review,
appraise and report on the extent to which assets
and interests are safeguarded from fraud. When
internal auditors suspect fraud, or are carrying out
a fraud investigation, it is important to safeguard
evidence. They should assess the extent of
complicity to minimise the risk of information being
provided to those involved, and the risk of
misleading information being obtained from them.

57. The HEI should ensure that the internal auditor
is informed, as soon as possible, of all attempted,
suspected or actual fraud or irregularity. The
internal auditor should consider any implications in
relation to the internal control system, and make
recommendations to management, as appropriate,
to strengthen the systems and controls.

External audit arrangements in
HEIs

Introduction
58. Institutions in the sector are expected to follow
the Statement of Recommended Practice (SORP) on
Accounting in Further & Higher Education
published by Universities UK, and the accounts
direction published as a circular letter every year by
HEFCE. The 2007 SORP introduced a requirement
for an operating and financial review, and
institutions are encouraged to use this as an
opportunity to demonstrate their effectiveness,
accountability and performance. 

59. The primary role of external auditors is to report
on the financial statements of HEIs and to carry out
whatever examination of the statements, and their
underlying records and control systems, is necessary
to reach their opinion on the statements. Their report
should also state whether, in all material respects,
recurrent and specific grants from HEFCE (and other
bodies and restricted funds where appropriate) have
been properly applied for the purposes provided, and
in accordance with the institution’s Financial
Memorandum with HEFCE; in other words, that the
conditions of grant have been met.

60. We accept that HEFCE is not the direct client
of the external auditor and that the auditor does
not have a duty of care to us. However, we require
that external audit engagements in the sector meet
the requirements of the Code, and that this is
reflected in the external audit engagement letter.

Qualification of auditors
61. The qualifications required for external
auditors of higher education corporations are set
out in paragraph 18(5) of Schedule 7 of the
Education Reform Act of 1988. For other HEIs, the
requirements are the same as under the Companies
Acts. Auditors should be registered with one of the
appropriate professional bodies, and conform to
that body’s standards.

Selection criteria and procedures
62. The governing body is responsible for
appointing external auditors, although it will
usually delegate the detail of the process to the
audit committee. Before receiving proposals, the
HEI should determine selection criteria, procedures
and the frequency of external testing.

63. The duties of HEIs and external auditors
should be clearly presented in the agreed terms of
reference. 

Additional services
64. HEIs may ask external auditors to provide
services beyond the scope of the audit of financial
statements, including special investigation work,
taxation compliance and advice, consultancy and
VFM reviews. Generally, it is a matter for HEIs and
auditors to agree precise requirements, although the
audit committee must be informed of all significant
facts and matters that have a bearing on the
auditors’ objectivity and independence related to the
provision of non-audit services, including the
safeguards put in place. Any additional work must
not impair the independence of the audit function,
and so should normally be the responsibility of
different staff within the firm of auditors.

65. The audit committee has a key role to play
where the auditors supply a substantial amount of
non-audit services. The committee must keep the
nature and extent of such services under review,
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seeking to balance independence and objectivity
with the HEI’s needs. 

66. In order to help judge the relationship between
the HEI and its external auditors, the HEI must
disclose separately, by way of a note to its financial
statements, the fees paid to its external auditors for
other services. Each HEI’s audit committee must
review both the level of fees incurred and the future
planned work, and satisfy itself that the extent and
nature of other work does not affect the objectivity
of the external audit.

Letter of representation
67. In order to undertake their work, external
auditors seek from those charged with governance a
letter of representation providing details of any
material changes that need to be brought to the
auditors’ attention to enable them to complete their
work in an effective manner. In addition to the
requirements of International Standards on Auditing
(UK & Ireland), HEFCE recommends that auditors
satisfy themselves that management has provided all
necessary evidence to confirm any possible
significant adjustments to past or future HEFCE
funding.

Management letter
68. External auditors should issue a report to those
charged with governance – normally referred to as a
management letter – which highlights accounting
issues and control deficiencies arising from the
audit. The HEI’s management should provide
written responses to any recommendations made or
issues raised. The Code is not prescriptive about the
format or title of a management letter, but it should
enable the HEFCEAS to see what observations have
been made about the internal control system and
how management has responded. 

69. External auditors should also indicate in the
management letter whether, or to what extent, they
are content to rely on the work of the internal
auditors in support of external audit work. These
statements will be based on work which should
already have been carried out for the purpose of
external audit. They provide information which is
useful to the audit committee and to HEFCE in
determining institutional risk assessments.

70. The letter, with management responses, must be
made available to the HEI’s audit committee in time
to inform the committee’s annual report. HEIs must
send a copy of the final management letter
(incorporating management responses) to the
HEFCEAS according to the timetable published
annually in a circular letter. External auditors
should attend audit committee and/or finance
committee meetings at which the audited financial
statements are discussed, and attend governing body
and other meetings when appropriate.

Audit report 
71. The external auditors shall report whether in
all material respects:

a. The financial statements give a true and fair
view of the state of the HEI’s affairs, and of its
income and expenditure, recognised gains and
losses, and statement of cash flow for the year.
They should take into account relevant
statutory and other mandatory disclosure and
accounting requirements, and HEFCE
requirements. 

b. The financial statements have been properly
prepared in accordance with the Statement of
Recommended Practice (SORP) on Accounting
in Further & Higher Education, and sections
495 and 496 of the Companies Act 2006
(where the HEI is incorporated under the
Companies Act), and/or other legislative or
regulatory requirements. 

c. Funds from whatever source administered by
the institution for specific purposes have been
properly applied to those purposes and, if
relevant, managed in accordance with relevant
legislation.

d. Funds provided by HEFCE have been applied
in accordance with the Financial Memorandum
and any other terms and conditions attached to
them. In particular, auditors should have regard
to the specific requirements of the Financial
Memorandum, such as compliance with the
short-term and long-term borrowing
conditions.

72. HEFCE publishes as a circular letter an annual
accounts direction, and institutions and their



HEFCE 2010/19 23

external auditors are required to conform to it. The
accounts direction summarises and updates
HEFCE’s financial reporting requirements.

73. External auditors have a duty to consider the
Statement of Internal Control with the annual
financial statements and to comment by exception if
the statement is inconsistent with their knowledge
of the HEI. It is for each HEI to decide whether it
wishes its external auditors to do more than this
required minimum. Each HEI needs to ensure that
processes are in place – including work by internal
auditors, external auditors and management – to
provide assurance on the effectiveness of the
arrangements underpinning the Statement of
Internal Control. External auditors may report
privately to the governing body (through the audit
committee) on the results of their work on the
Statement of Internal Control, or may make
reference to this work in the financial statements,
either in their audit opinion report or through a
separate report. 

Reappointment of auditors
74. HEIs should reappoint external auditors
formally each year. The audit committee should
assess the external auditors’ work each year to
ensure that it is of a sufficiently high standard and
represents value for money. The committee should
then make a recommendation to the governing body
regarding the reappointment of the external
auditors. Performance measures could be used as
part of the assessment. Provided that the external
auditors’ performance is satisfactory, it will not be
necessary to repeat the full selection process each
year. However, full market testing should be
undertaken at least every seven years. One partner
in the firm is normally responsible for the
institution’s audit; he or she should not hold this
position for more than seven consecutive years.

Removal or resignation of auditors
75. The governing body may pass a resolution to
remove the external auditors before the end of their
term of office if serious shortcomings are identified.

76. External auditors who have resigned or been
removed from office for whatever reason should be
entitled to attend, and make representations to, the

general meeting of the governing body at which
their term of office would have expired, or at which
it is proposed to fill the vacancy caused by the
resignation or removal. They are entitled to receive
notices of, or other communications relating to, that
meeting and to be heard on any part of the business
which concerns them as former auditors of the HEI.

77. As with internal auditors the governing body is
responsible for advising HEFCE where external
auditors cease to hold office, and the reasons for
this.

78. In deciding whether or not to accept the
appointment, anyone proposing to take up the
office of external auditor should obtain the HEI’s
permission to communicate with the outgoing
auditors. Outgoing auditors should also obtain
permission from the HEI to discuss their affairs
freely with the proposed auditors, and should
disclose all information required by the proposed
auditors that is relevant to the appointment. These
provisions are analogous to those in the Code of
Ethics of the Institute of Chartered Accountants in
England and Wales.

Restriction of auditors’ liability
79. HEIs must not agree to any restriction in
external auditors’ liability in respect of the external
audit of their annual financial statements, unless a
liability limitation agreement has been entered into
under the terms of the Limited Liability
Partnerships Act 2000 and the Companies Act 2006
or, in the case of HEIs that are not incorporated
under the Companies Act 2006, as if the relevant
provisions of that Act applied to HEIs.

80. For other types of work performed by the
external auditors, the provider may ask the HEI to
agree to a restriction in the auditors’ liability arising
from any default by the auditors. Normally, such
liability should be without limit. However, HEIs
may negotiate a restriction in liability if the decision
is made on an informed basis and the liability
remains at such a level as to provide reasonable
recourse to the HEI. The governing body, through
the audit committee, should be notified of any
liability restriction agreed. 



24 HEFCE 2010/19

HEFCE access to auditors
81. HEFCE may wish to meet with an HEI’s
external auditors, particularly in connection with a
visit to the HEI. The HEI should not limit access in
any way. Formal discussion should normally be
arranged through the HEI’s accountable officer or
representative. HEFCE will exchange letters where
necessary with both parties to deal with
confidentiality and the terms under which access is
given.


