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TO: Audit Advisory Committee

FROM: Internal Audit Department

DATE: 08/11/2026

SUBJECT: Internal Audit Department Reporting in Arkansas

Executive Summary for Leadership

Purpose:

To evaluate the Fort Smith Internal Audit Department’s reporting function under the current
form of government and consider the impact of a change in the form of government related
to best practices, Arkansas law, and peer city structures.

Key Findings:
e Best Practices: Internal audit should report to the governing body to maintain
independence.

e Peer Cities: Only Little Rock, Fayetteville, and Fort Smith have internal audit
departments. Fort Smith and Fayetteville are the only cities where internal audit
reports directly to governance.

e Fort Smith Ordinances: Current structure—functional reporting to the Board and
administrative reporting to the City Administrator—aligns with Il|A guidance.

e Fayetteville Model: Demonstrates that independence can be preserved even when the
mayor has statutory supervisory authority.

e Arkansas Law: Defines the Internal Auditor as a municipal officer under mayor-council
systems, but under city administrator systems, supervisory authority can be delegated
from the Board to the City Administrator.

Conclusion:

Fort Smith’s current internal audit reporting structure already reflects professional best
practices. Independence can be preserved under the mayor-council form of government if
functional reporting to the governing body (the council) is maintained.

Internal Audit Department Reporting in Arkansas

Purpose

This memo summarizes research conducted by the Internal Audit Department regarding how
the City of Fort Smith’s Internal Audit function may be affected by changing the form of
government. It addresses questions raised by residents and provides an overview of
professional guidance, practices in other Arkansas cities, relevant Fort Smith and Fayetteville
ordinances, and applicable Arkansas law.
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Internal Audit Reporting Structure Best Practices

The Institute of Internal Auditors (lIA) has developed a widely recognized governance
framework known as the Three Lines Model, which clarifies the roles and responsibilities of
governance, management, and internal audit.

The lIA’s Three Lines Model

GOVERNING BODY

Accountability to stakeholders for organizational oversight

GOVERNING BODY ROLES: integrity, leadership, and transparency

MANAGEMENT , INTERNALAUDIT

Actions (including managing risk) to achieve r 4 Independent assurance
organizational objectives
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FIRST LINE ROLES: SECOND LINE ROLES: THIRD LINE ROLES:
Provision of Expertise, support, Independent and
products/services monitoring, and objective assurance
to clients; challenge on and advice on all
risk management risk-rolated matters matters related to
the achievement
of objectives
KEY: /] Accountability, reporting  +J, Delegation, direction, €~ Alignment, communication,
resources, oversight coordination, collaboration

Under this model, the internal audit function (third line) provides independent and objective
assurance to the governing body. To maintain this independence, internal audit must have:
e Direct functional reporting to the governing body (e.g., board of directors, council,
audit committee).
e Unrestricted access to records, personnel, and operations.
¢ Freedom from managerial responsibility for the areas audited.
e Protection from undue influence in audit planning, execution, and reporting.

The llA’s Three Lines Model in the Public Sector (2022), which highlights unique challenges in
the public sector, includes these additional independence safeguards:

e Authority established by law or charter.

e No recent responsibility for audited activities.

e Oversight by the highest decision-making authority.

e Freedom from undue interference or influence in planning and delivering their audits.

Internal Audit Departments in Arkansas Cities

Internal Audit reviewed the ten most populous cities in Arkansas to determine their form of
government, the existence of an internal audit department, and how the internal audit
information is functionally reported.
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Only three cities - Little Rock, Fayetteville, and Fort Smith - have an internal audit
department. Fayetteville and Fort Smith are the only cities where internal audit reports
directly to the governing body. See chart below:

Rank City Form of Government Has |IA? Reports to

7 Little Rock Council/City Manager Yes Finance, City Manager

2 Fayetteville Mayor-Council Yes Audit Committee,
Administration, City

Council

3 Fort Smith City Administrator Yes Board of Directors

4 Springdale Mayor-Council No NA

5 Jonesboro Mayor-Council No NA

6 Rogers Mayor-Council No NA

7 Conway Mayor-Council No NA

8 Bentonville Mayor-Council No NA

9 North Little Rock Mayor-Council No NA

10 Benton Mayor-Council No NA

See links below to the city’s website that discusses the internal audit function, if applicable:
e Little Rock - https://littlerock.gov/government/city-departments/finance/divisions-
2/internal-audit-division/
e Fayetteville - https://www.fayetteville-ar.gov/583/Audit-Committee
e Fort Smith - https://www.fortsmithar.gov/government/departments/internal-audit

Arkansas Law

While there is a requirement under Arkansas Code & 14-58-101 for every municipality to have
an audit of their financial statements, there is no requirement for an internal audit
department.

Arkansas does state the powers and duties of the mayor under a mayor-council form of
government, which includes supervising the conduct of all officers of the city.

Arkansas case law defines a municipal “officer” as a position created by law, with continuing
duties and independent authority. Under this definition, the Director of Internal Audit
qualifies as an officer, meaning the mayor has supervisory responsibility.

Under the city administrator form of government, the board of directors are the legislative
and executive bodies of the municipality. The city administrator’s authority over departments
is limited to what the board has delegated through ordinances.

Fort Smith Code of Ordinances and Other Relevant Resolutions

Internal audit reviewed the current Fort Smith Code of Ordinances (May 2026) to identify
relevant provisions to the internal audit department. Key points are summarized below:

e § 2-42(f) - Directors and the mayor may request information directly from the Internal
Auditor

e § 2-166(9)(6) - The city will provide all financial documents to the internal and
external auditors without improper influence.
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e App. A& I(E)4), I(E)(3)(B) - The internal auditor will answer questions and perform
investigations under the city’s Code of Business Conduct policy.
e App. A & IlI(B) The board appoints, disciplines, and removes the internal auditor.

The City’s Board has retained the duty to supervise the internal auditor rather than delegate
that responsibility to the City Administrator.

Additionally, the Internal Auditor Charter, adopted by the board in 2026, explicitly states
internal audit reports functionally to the City’s Board and administratively to the City
Administrator to ensure departmental independence, promote comprehensive audit coverage
and ensure adequate consideration of audit recommendations.

These provisions collectively demonstrate that Fort Smith’s Internal Audit Department is
structured to maintain independence through direct functional reporting to the Board.

Fayetteville Code of Ordinances

Internal audit reviewed the current Fayetteville Code of Ordinances (May 2026) to identify
relevant provisions to the internal audit department. Key points are summarized below:

e § 33.370 - The Audit Committee serves as an advisory body between the City Council,
Independent Auditor, Internal Auditor, and Administration

o § 33.373 - The Committee advises the Council on issues reported by the Internal
Auditor

e § 33.374 - The Internal Auditor may report directly to the City Council if concerns are
not addressed by the Audit Committee, Independent Auditor, or Administration.

The Audit Division Charter states the Internal Audit Division reports administratively to the
Mayor for assistance in establishing direction, support, and administrative interface and
functionally through the Audit Committee to the City Council for strategic direction,
reinforcement, and accountability.

While internal audit is supervised by the Mayor under the mayor-council form of government,
the ordinances and charter have created an independent line for functional reporting to the
audit committee and the Council. This direct reporting line preserves the independent nature
of internal audit recommended by the IIA.

Conclusion

There are only three cities in the state that have an internal audit department, so comparisons
are limited. Although Arkansas law assigns supervisory authority differently across forms of
government, both structures can support an independent internal audit function. Fayetteville
demonstrates that independence can be maintained under a mayor-council system through
functional reporting to an audit committee and the governing body. Fort Smith’s current
structure already aligns with IIA best practices by ensuring functional reporting to the Board
of Directors.
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Appendix A: Relevant State Law and City Ordinances

Arkansas Law

See below for relevant Arkansas state law defining the powers and duties of governance and
management under the mayor-council and city administrator forms of government.

Mayor-Council

§ 14-43-503 - Powers of council generally
e (@) The city council shall possess all the legislative powers granted by this subtitle
and other corporate powers of the city not prohibited in it or by some ordinance
of the city council made in pursuance of the provisions of this subtitle and
conferred on some officer of the city.

§ 14-43-504 - Powers and duties of mayor generally
e (b) The mayor shall:

o (1) Supervise the conduct of all the officers of the city, examine the grounds of
all reasonable complaints made against them, and cause all their violations of
duty or other neglect to be properly punished or reported to the proper
tribunal for correction;

City Administrator

§ 14-48-110 - Board of directors and mayor generally
e ()

o (2) The board of directors of the city shall constitute the legislative and
executive body of the city, subject to the powers of the mayor in § 14-48-111,
and shall be vested with all powers and authority which, immediately prior to
the effective date of the reorganization, were vested under then-existing laws,
ordinances, and resolutions in the governing body of the city and in its board
of public affairs subject to the powers of the city administrator in & 14-48-117.

§ 14-48-117 - Powers and duties of city administrator
The city administrator shall have the following powers and duties:

e (1) To the extent that such authority is vested in him or her through ordinance
enacted by the board of directors, he or she may supervise and control all
administrative departments, agencies, offices, and employees;

e (2) He or she shall represent the board in the enforcement of all obligations in
favor of the city or its inhabitants which are imposed by law or under the terms of
any public utility franchise upon any public utility;

e (3) He or she may inquire into the conduct of any municipal office, department, or
agency which is subject to the control of the board. In this connection, he or she
shall be given unrestricted access to the records and files of any office,
department, or agency and may require written reports, statements, audits, and
other information from the executive head of the office, department, or agency;
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Fort Smith Code of Ordinances and Other Relevant Resolutions

Internal audit reviewed the current Fort Smith Code of Ordinances (May 2026) to identify
relevant provisions to the internal audit department.

o § 2-42(f) “Directors and the mayor may request information directly to the internal
auditor, who will respond directly to the requesting director or mayor.”

o § 2-166(9)(6) “The city will provide all financial documents to the internal and
external auditors and city representatives will not improperly influence the conduct of
audits.”

e App. A& I(E)(4) “The code of business conduct addresses standards for ethical
behavior by municipal representatives. As with any policy, it is not possible to provide
guidance for all improper business practices. If a situation arises which is ambiguous
or is not specifically addressed by this Code, municipal representatives should avoid
the potential conflict of interest or compromising action. If a municipal representative
has questions or concerns, he or she may contact the city’'s internal auditor for
guidance.”

e  App. A § I(BE)(3)(B) “Investigation. Following receipt of an internal or external verified
complaint or upon the receipt of other information, whether or not under oath, that
provides a reasonable basis to believe that a violation of the Code has been
committed or that an investigation of a possible violation is warranted, the city
internal auditor will provide a written report within five business days of receiving the
complaint. If evidence exists that a violation has occurred, the violator shall be notified
and the report shall be presented to the appropriate level of authority.”

e  App. A §II(B) “The board of directors will appoint, discipline, and remove the
individual employed in the position of internal auditor. The appointment and removal
of persons in all other non-exempt and exempt positions will be determined by the
city administrator without the necessity of approval by the board of directors.”

e  App. A & II(H) “Employees are required to notify the Human Resources and Internal
Audit Departments of (a) existing familial relationships; (b) any familial relationships
that are created among employees (for example by the marriage of two employees).”

e App. A& XV(4)(A) “In addition to any other current contributions, the city will make a
contribution of $100.00 per month into a retirement account (457) for each
department head as listed below: ... Internal Auditor...”

Additionally, there was a resolution adopted early in 2026 for the Internal Audit
Charter explaining the reporting structure of the Internal Auditor.
e R-11-26 approved 1/20/26 is a resolution adopting the 2026 Internal Audit Charter
o “Internal Audit reports functionally to the City’s Board of Directors and
administratively to the City Administrator. These reporting relationships ensure
departmental independence, promote comprehensive audit coverage and
ensure adeguate consideration of audit recommendations.”

Fayetteville Code of Ordinances

Internal audit reviewed the current Fayetteville Code of Ordinances (May 2026) to identify
relevant provisions to the internal audit department.

e “33.370 - Establishment And Purpose

The Audit Committee which was established by Resolution No. 134-00 remains
established pursuant to this Article. Its purpose remains to serve in an advisory
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capacity between the City Council, the Independent Auditor, the Internal Auditor and
City Administration concerning financial accounting and reporting, audit functions,
internal controls and compliance with governmental regulations. The Audit Committee
shall ensure the independence of the Independent Auditor, the ability and
responsibility of the Internal Auditor to report any concerns about finances or
accounting to the Audit Committee, Administration and City Council, the integrity of
the Administration and the adequacy of public disclosures. The Audit Committee shall,
in conjunction with the external auditors, review the city's financial reports and
information, the city’'s system of internal financial and accounting controls, and the
city's compliance with governmental laws and regulations regarding financial matters.
(Ord. No. 5522, 9-4-12; Ord. No. 5862, §1, 4-5-16)"

“33.373 - Responsibilities And Duties

To fulfill its responsibilities and duties the Audit Committee shall:

(1) Advise the City Council on any issues reported by the Internal Auditor and
recommendations to improve or correct any situations brought to the committee's
attention by the Internal Auditor;

(Ord. No. 5522, 9-4-12; Ord. No. 5862, §1, 4-5-16)"
“33.374 - Internal Auditor
The City of Fayetteville Internal Audit Division Charter (attached) is approved and
adopted. Any amendments to such Charter must be approved by the Audit Committee
with the revised Charter provided to the City Clerk. The desire and intent of the City
Council is that the Internal Auditor shall report directly to the City Council if the Internal
Auditor believes any audit, financial or accounting issue is not being properly and
timely addressed by the Audit Committee, Independent Auditor or Administration.
(Ord. No. 5522, 9-4-12; Ord. No. 5862, &1, 4-5-16)”
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