  

  EXECUTIVE COMMITTEE – 12 SEPTEMBER 2005  
PART   I -   DELEGATED  
  7.
STEWARDSHIP & GOVERNANCE – AN AUDIT COMMITTEE  

(DCR  )
1.
Summary
1.1
  This report considers the contents of an Audit Commission publication “Stewardship and governance 2004” and whether the Council should set up a separate audit committee.

2.
Details

2.1
The Audit Commission published “Stewardship and governance 2004” in July 2005. With regard to local authorities, the report’s key findings were:-

Issue
Commission’s response

Financial Reporting

A quarter of local authorities were required to resubmit their accounts for approval because of significant errors identified at audit. This represents a deterioration on last year’s already poor performance, when one in five had to be resubmitted. 

Many local government bodies regard the annual accounts as a year-end exercise rather than incorporating them with on-going financial management processes.

The accounting frameworks in the public sector need to be aligned more closely with best professional practice.
The poor culture of financial reporting in local government needs to be addressed as a matter of urgency. Local authorities’ financial reporting performance will be a key factor in auditors’ use of resources judgements for comprehensive performance assessment (CPA) 2005.

The Commission will work with the Chartered Institute of Public Finance and Accountancy (CIPFA) to help it develop practical guidance for public sector bodies on re-engineering the annual accounts preparation process by improving arrangements during the year for monitoring, forecasting and reporting income and expenditure.

The Commission will continue to lobby CIPFA to ensure that accounting frameworks in local government are closely aligned with ‘generally accepted accounting practices’ in the UK (UKGAAP).

Corporate governance arrangements

Only half of local authorities have a formally constituted audit committee.

There remains significant scope to improve the quality of statements on internal control in local government.

The lack of formal governance arrangements for partnerships may inhibit the achievement of their objectives and increase the potential for breakdown in governance arrangements and controls.
The Commission will continue to advocate the setting up of audit committees in local government.

The existence and effectiveness of audit committees will be a key factor in auditors’ use of resources judgements for CPA 2005.

The Commission and its auditors will focus increasing attention on statements on internal control over the coming year.

Auditors will continue to monitor the performance of partnership arrangements and help bodies to ensure that these are supported by formal, robust partnership agreements. The Commission will publish a report on the governance of partnerships during 2005.

2.2
The Council completed and approved its accounts for 2004/2005 within the legal timeframe. The accounts are currently being audited. Members will be aware that the Council has made significant efforts to improve its monitoring and forecasting during the year and that this Committee approved a Statement on Internal Control for inclusion in the Statement of Accounts. The council’s financial reporting performance and corporate governance arrangements will be commented on by the external auditors in due course.

2.3
The remainder of this report concentrates on the issue of whether the Council should set up a separate audit committee. 

2.4
The Commission’s report states that an analysis of those authorities required to resubmit their accounts shows an equal split between those with audit committees and those without, and the level of resubmission of accounts required at those bodies where audit committees do exist raises questions about their effectiveness.

2.5
Similarly, an analysis of those authorities without a risk register (29% of the total) shows an equal split between those with a formal audit committee and those without.

2.6
CIPFA’s Audit Panel have issued a position statement on Audit Committees in local government. It is attached at Appendix 1. Members will note that whilst the features of an audit committee are said to be common to all councils, the way in which an audit committee is organised will vary depending upon the specific political and management arrangements in place at the authority. In any case the statement acknowledges that “although no single model of committee is prescribed, all should be independent of the Executive and Scrutiny functions”. 

2.7
The Use of Resources element of the Comprehensive Performance Assessment 2005 sets out the criteria by which authorities arrangements for Internal Control will be judged. An authority cannot achieve an overall CPA assessment of excellent if it does not achieve at least level 3 and is likely to warrant a qualified audit certificate if it cannot demonstrate that it achieves level 2. The following criteria relates to an audit committee:-

Level
Criteria

2
There is no audit committee but the core functions of an audit committee have been identified and are being undertaken by a member group.

3
There is a specific member group (such as an audit sub-committee or member panel) which has audit and governance issues as the principle responsibility in its terms of reference.

The member group provides effective leadership on audit and governance issues. It is proactive and has a forward looking programme of meetings and agenda items to ensure comprehensive coverage of all responsibilities in relation to the internal control environment.

Level
Criteria

4
There is an audit committee which is constituted as a full committee of the council and is independent of both the Executive and Scrutiny functions.

The council has taken steps to ensure that the audit committee chair either has previous knowledge of, or has received appropriate training on, financial and risk management, accounting concepts and standards, and the regulatory regime.

Audit committee members are provided with specific training relevant to their responsibilities,

The audit committee has terms of reference which are reviewed on an annual basis, taking into account relevant governance developments and how it integrates with other committees within the council.

2.7
The Council’s current arrangements are set out in Article 6 of the its Constitution which states that the Resources Policy Panel’s policy development and review functions include “Audit and Fraud including Audit Recommendations”. The Council currently achieves level 2 of the Use of Resources criteria above.    

3.
Options/Reasons for Recommendation
3.1
The Council could maintain its current arrangements but would risk attracting criticism and a worsening CPA assessment. Alternatively, the Council could set up a s  eparate audit committee or adapt its current arrangements. The recommendation below proposes that the Council adapts its current arrangements but in doing so avoids more meetings and, therefore, cost. The proposal is to  strengthen the terms of reference of the Resources Policy Panel and to clearly separate the audit matters when managing its agenda.

3.2
It is proposed that the ‘core functions’ included in paragraph 2 of Appendix 1 be adopted as the audit requirements of the Resources Policy Panel.

4.
Policy/Budget Implications
4.1
The recommendations in this report are within the Council’s agreed policy, in so much as the Resources Policy Panel already has audit within its remit. If the recommendation is accepted then the arrangements can be achieved within the agreed budgets.  
5.
Financial Implications
5.1
  If the recommendation is accepted there will be no changes to the budget or the efficiency gains already agreed by members. 

6.
Risk Management Implications
6.1
  The following table shows the risks that have been identified and gives an assessment of their impact and likelihood in accordance with the Council’s Risk Management Strategy:-

Description of Risk
Impact
Likelihood

1
Criticism of Council for inappropriate audit committee arrangements
III
F

Note: 

1.
For the meaning of the assessment score see the key to the matrix in paragraph 13.2 below.

2.
For the definitions of ‘catastrophic’, ‘almost certain’, etc, see the extract from the ‘Risk Management Strategy Statement’ at the end of the agenda.

6.2
The above risks have been prioritised in the matrix below.  The Council has determined its aversion to risk.  It is prepared to tolerate risks where the combination of impact and likelihood are shaded in the bottom left in the table below.  The remaining risks require management and monitoring.  Those combinations of impact and risk shaded centrally below are less time critical but those shaded to the right require immediate management and monitoring.
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6.3

In view of this assessment no action plan is required at this time.

7  .
Legal, Equal Opportunities, Staffing, Environmental, Community Safety, Customer Services Centre, and Website Implications
7.1  
None specific.

8.  
Recommendation
8.1
That the core functions of an audit committee as detailed in the CIPFA Audit Panel’s Audit Committee Principles in Local Government be added to the Resources Policy Panel’s terms of reference and meetings of the Panel organised so as to separate audit matters from the remainder of its business.


Background Papers

“Stewardship and governance 2004” – Audit Commission – July 2005

“Audit Committee Principles in Local Government” – CIPFA Audit Panel

“Audit Committee Principles in Local Authorities in Scotland” – CIPFA – 2004


Report prepared by:
David Gardner – Director of Corporate Resources  

The recommendations contained in this report DO NOT constitute a KEY DECISION. 


APPENDICES / ATTACHMENTS

Audit Committee Principles in Local Government - CIPFA  

APPENDIX 1

AUDIT COMMITTEE PRINCIPLES IN LOCAL GOVERNMENT

POSITION STATEMENT 

This statement reflects the views of CIPFA’s Audit Panel on the role of audit committees in local government. It emphasises the importance of audit committees being in place in all principal local authorities.

 Audit committees are a key component of corporate governance. They are a key source of assurance about the organisation’s arrangements for managing risk, maintaining an effective control environment, and reporting on financial and non-financial performance. 

Guidance on implementing and running audit committees in local government lags behind other sectors. CIPFA will therefore be publishing further guidance, drawn from practical examples and experience of other parts of the public sector in 2005. 

The way in which an audit committee is organised will vary depending upon the specific political and management arrangements in place in any local authority. CIPFA’s further guidance will explore how audit committees relate to local authorities different arrangements for managing and governing themselves. It is not therefore appropriate to prescribe any particular model. But there are features that should be common to all:  

1
A Statement of Purpose

2
Core Functions

3
Features

4
Structure and Administration

1
A Statement of Purpose

The local authority should formally approve a Statement of Purpose, along the following lines: 

The purpose of an Audit Committee is to provide independent assurance of the adequacy of the risk management framework and the associated control environment, independent scrutiny of the authority’s financial and non-financial performance to the extent that it affects the authority’s exposure to risk and weakens the control environment, and to oversee the financial reporting process.  

2
Core functions


Audit Committees will:

· Approve (but not direct) internal audit’s strategy, plan and performance.   

· Review summary internal audit reports and the main issues arising, and seek assurance that action has been taken where necessary.

· Consider the reports of external audit and inspection agencies.

· Consider the effectiveness of the authority’s risk management arrangements, the control environment and associated anti fraud and anti corruption arrangements. Seek assurances that action is being taken on risk related issues identified by auditors and inspectors. 

· Be satisfied that the authority’s assurance statements, including the Statement on Internal Control
, properly reflect the risk environment and any actions required to improve it. 

· Ensure that there are effective relationships between external and internal audit, inspection agencies and other relevant bodies, and that the value of the audit process is actively promoted.

· Review the financial statements, external auditor’s opinion and reports to members, and monitor management action in response to the issues raised by external audit. 

3
Features

Good audit committees will be characterised by: 

· Strong chairmanship – displaying a depth of skills and interest
 

· Unbiased attitudes - treating auditors, the executive and management equally 

· The ability to challenge the Executive (leader/chief executive/mayor or whatever combination) when required 

· A membership that is balanced
, objective, independent of mind, and knowledgeable.
4
Structure and Administration

Although no single model of committee is prescribed, all  should: 

· Be independent of the Executive and Scrutiny functions.

· Have clear reporting lines and rights of access to other committee /functions, for example scrutiny and service committees, corporate risk management boards and other strategic groups.

· Meet regularly – at least four times a year with a quorum, and have a clear policy on those items to be considered in private and those to be considered in public.

· Meet separately  with the external auditor at least once a year. 

· Include, as regular attendees, the Responsible Finance Officer, Chief Executive, Head of Internal Audit and Appointed External Auditor and Relationship Manager. Other attendees may include the Monitoring Officer (for standards issues) and the Head of Resources (where such a post exists) The committee should have the right to call any other officers or agencies of the council as required.

· Be properly trained to fulfil their role
. 

� Extract from CIPFA’s guidance ‘The Statement on Internal Control – meeting the requirements of the Accounts and Audit Regulations 2003. “The Accounts and Audit Regulations 2003 state that the relevant body is responsible for ensuring that the body (authority) has “a sound system of internal control”. Members and


member committee committees should therefore establish procedures to provide sufficient assurance


for them to be able to attest to this”.





� There are many personal qualities needed to be an effective chair, but key to these are promoting apolitical open discussion, managing meetings to cover all business and encouraging a candid approach from all participants. An interest, and knowledge in financial and risk management, accounting concepts and standards, and the regulatory regime are also essential. A specialism in one of these areas would be and advantage. 





� The political balance of a formal committee of an authority will reflect the political balance of the council. However, balance in terms of apolitical attitudes is as important. 


� Further guidance will be available on the skills, knowledge and personal attributes required of committee members but key areas for training would include financial and risk management, auditing and accounting concepts and standards, regulatory requirements for financial reporting, and corporate governance. 
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