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Charter Establishing an Independent

Internal Audit Department

The Board of Directors of the Capital Metropolitan Transportation Authority (Capital Metro) hereby establishes a full-time internal audit department under the following policies and provisions.

Mission of the Internal Audit Function

The mission of the Capital Metro’ Internal Audit department is to provide independent and proactive auditing and consulting services to Capital Metro’s General Manager and the Board. 

Definition of Internal Auditing

Capital Metro’s internal audit function shall follow the definition established by the Institute of Internal Auditors, the authoritative body for internationally recognized internal audit standards:

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.

Capital Metro’s internal auditing department shall be organized and operated according to the professional auditing standards of the Institute of Internal Auditors.

Vision Statement and Expectations for Internal Auditing

The effectiveness of internal auditing is based on the overall organizational vision, and is implemented through a strategic plan. The vision statement of Capital Metro’s internal auditing department shall include these attributes:

Proactive: The internal audit function establishes itself as a change agent throughout the organization. It identifies new initiatives to add value to the organization while retaining a clear focus on traditional audit areas such as internal control exposure and potential ethical issues. Internal auditing must assist with cross-agency improvement efforts and to provide timely management information to support agency decisions.
Innovative: The innovative internal auditing department searches out the most valuable use of its resources, questions the value of routine audits, and creates opportunities to increase the value of the function. The internal audit department may partner with other departments and divisions or with external consultants if it enhances the value of its services. 
Focused: Auditing must be responsive to the organization it serves. It must understand and focus on management and audit committee priorities. 

Motivated: A motivated internal auditing function has a sense of mission, teamwork, and organizational pride—open to constructive suggestions and seeking continuous improvement. 

Integrated: Internal auditing recognizes that reasonable investments should be made in technology that will assist in monitoring transactions, performance measures, and potential fraudulent transactions. In all cases, technology investments must be analyzed in advance of purchase to determine the costs, the benefits and the return on investment.

Internal Auditor Independence—Professional Standards and Board Policy

Independence is the fundamental principle that guides the reporting relationship of the internal auditor.  Internal auditor independence is strongly emphasized by authoritative bodies including the U.S. General Accounting Office (GAO), the Institute of Internal Auditors, the American Institute of CPAs, and the U.S. Securities and Exchange Commission.  Auditor independence is essential to receive full value and creditable information from the internal audit function. 

The Board hereby asserts that the internal audit function shall be organized and managed to optimize auditor independence, as described in recognized professional auditing standards.  The internal audit manager and other internal audit staff shall be free of all operational and management responsibilities that would impair their ability to make independent reviews of all aspects of the agency's operations. 

Organizational Reporting

The internal audit manager shall report directly to the Board of Directors—through an established Audit Committee designated by the Board—and report administratively to the General Manager.  The intent of this reporting relationship is to establish auditor independence by reporting directly to the Board and General Manager, while emphasizing executive-level teamwork among the internal auditor, the General Manager, and the Board. 

For daily operational matters, the internal audit manager shall report directly to the General Manager. The internal audit manager shall also report to the Board of Directors, or its designated audit committee, at least once every three months. 

The internal audit manager shall file all internal audit reports, audit plans, and all other written audit documents directly to the Board of Directors, or its designated audit committee, and the General Manager.  The internal audit manager also shall prepare quarterly summary report of audit activities to the Board of Directors and the General Manager.  Each summary report will include comments about major audit findings and recommendations.

Board’s Designated Audit Committee

The Board’s designated audit committee shall provide guidance and oversight of both internal and external audit activities.  The designated audit committee can either be a separate standing Audit Committee, or an existing Board committee can be designated as having audit oversight responsibilities under this charter. The designated audit committee’s responsibilities include the following duties, based on standard corporate and governmental practices.

Audit Committee’s Responsibilities to the Internal Audit Function:

· Review and approve the Internal Audit Charter.

· Review internal audit plans and budgets.

· Review requests for internal audit projects and changes to internal audit plans.

· Review and monitor internal audit results and follow up reports.

· Provide concurrence with the appointment or removal of the director of internal auditing.

· Inform and advise the full Board of Directors on internal audit findings and recommendations.

Audit Committee’s Responsibilities to External Audit Functions:

· Review and oversee external auditor coverage, activities, and contracts for external audits.

· Review financial and regulatory reporting decisions.

· Obtain a written confirmation of auditor independence from the external auditor, as described in the Independence Standards Board’s standard no.1, Independence Discussions with Audit Committees.

Internal Auditor Hiring, Termination, and Evaluation

To promote the independence and stability of internal auditing, an affirmative vote of a majority of the Board and the agreement of the General Manager shall be required to hire or to terminate the internal audit manager.  This is the recommended practice established by the Standards for the Professional Practice of Internal Auditing. 

The Executive Committee and General Manager will be responsible for conducting an annual personnel evaluation of the internal audit manager. 

Internal Auditor Access to Information and Personnel

The manager and staff of internal auditing shall have complete and free access to all of Capital Metro’s records, files, information systems, personnel, and properties. The internal audit manager shall be required to promptly report in writing to the designated audit committee and General Manager any significant barriers to access to information and personnel. To protect any legally confidential information, no internal audit report shall directly reference or quote confidential information that is protected under the Texas Open Records Act.

Upon initiation of an audit involving potential or suspected fraud, the internal audit manager shall consult with Capital Metro’s Chief Counsel for legal advice and coordination of efforts.

Board Access to the Internal Auditor

The Board’s designated audit committee shall be the access point for all requests for internal audits.  Individual board members desiring specific audit projects shall submit a written proposal to the designated audit committee for review, approval, and scheduling. Audit plans shall be coordinated and approved by Board consensus. 

Internal Auditor Access to the Board

Under this charter, the internal audit manager shall meet with the Board’s designated audit committee on a regular basis, but no less than once each quarter.  In addition, the Board or its committees may request the internal auditor to be available as an informational resource at regular board or committee meetings. 

The internal audit manager also has the authority under this charter to directly request a meeting with the Board or its designated audit committee about matters affecting the internal auditor’s duties or responsibilities. The intent of this provision is to emphasize the independence of internal auditing and provide the internal audit manager direct access to the Board should serious matters arise beyond the course of normal operations.

Annual Audit Plan and Risk/Opportunity Assessment

The internal audit manager shall be responsible for preparing an annual plan identifying the most productive and essential audit projects.  Accompanying the plan shall be an assessment of issues, risks, and opportunities facing Capital Metro.  This risk/opportunity assessment shall be used to justify the priority given to audit projects and the logical scheduling of audits. Audits should be planned to leverage the work of external audits and consulting projects. The internal audit manager shall present an annual audit plan to the Board during October of each year.

The following procedure is established for the purpose of preparing an annual audit plan involving teamwork among the Board, General Manager, and the internal audit manager.

The internal audit manager shall research and prepare a draft audit plan prior to each fiscal year. The internal audit manager shall discuss the plan with the General Manager and senior operational managers in order to improve project selection and timing of audit projects.  The internal audit manager shall adjust and improve the plan using independent professional judgement.  Then the General Manager and the internal audit manager shall jointly present the plan at a meeting of the Board’s designated audit committee. Once the designated audit committee discusses and adjusts the plan, it shall vote to approve the audit plan for the next fiscal year.  

During the course of a fiscal year, any requests to modify the approved annual audit plan must be presented and discussed in advance to the designated audit committee, the General Manager, and the internal audit manager.  The designated audit committee shall have the authority to approve any mid-year modifications to the annual audit plan.  The intent is to provide flexibility to logically reallocate audit resources as new or unexpected issues arise that are deemed urgent and important. 

Audit Follow Up

In accordance with the Standards for the Professional Practice of Internal Auditing, the internal audit manager shall establish a system to follow up on reported audit findings.  The follow up system shall track all significant recommendations resulting from past internal audits, external audits, and outside consultants’ reviews.  This system shall be used in the preparation of the annual internal audit plan and risk/opportunity assessment.  The intent of this requirement is to ensure that past audit issues are satisfactorily resolved; to preserve the value of past audit and consulting work; and to provide information for the annual internal audit risk/opportunity assessment.

The internal audit manager shall provide the designated audit committee and the General Manager with an Annual Follow Up Report summarizing the status of each recommendation including: the degree of implementation, the person responsible for implementation, and the projected date of complete implementation.  The internal auditor should include updated comments and recommendations as appropriate.

Coordination and Leverage of Audit Efforts

The internal audit manager shall coordinate internal audit efforts with those of the Capital Metro’s external and federal auditors and consultants.  The internal auditing manager shall participate in the planning and coordination of all audits and reviews undertaken by external auditors and outside consultants. 

Quality Assurance Review of the Internal Audit Function

The designated audit committee should arrange for an external quality review of the internal audit function once every three years, in accordance with the Standards for the Professional Practice of Internal Auditing.  The first review shall be completed no later than September 2002, and every three years thereafter.  An independent qualified person or organization should conduct the quality review. This review shall be conducted using the most cost-effective means, whether through a professional contract or through a cooperative exchange program with one or more Austin-area governmental internal audit groups.

Continuing Professional Development:

The internal auditing department will be allotted a reasonable budget for training and educational materials to ensure the use of current audit techniques, policies and procedures.  This is in keeping with internal audit standards, state licensing requirements for CPAs, and best practices for internal audit departments.

Effective Date

This charter and the policies therein become effective immediately upon adoption by the Board of Directors of the Capital Metropolitan Transportation Authority.

Date of Adoption:
November 22, 1999
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