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AUDIT COMMITTEE

MINUTES of a meeting held on 4 September 2008 at 6.00 pm.
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Unable to be present:
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Also in attendance:

Mrs J Hughes


Deputy Principal

Mrs S Woolford


Director of Finance





Mr F Lee



Clerk





Miss A Kaffryn


Baker Tilly





Mrs L Hacker



Grant Thornton





Mr I Falconer



Grant Thornton

08/20
DECLARATION OF INTEREST


There were no declarations of interest made at this meeting.

08/21
MINUTES

The Minutes of the meeting held on 22 May 2008 were accepted as a true record and were signed by the Chair.

08/22
AUDIT STRATEGY  2007/08

Mrs Hacker, Grant Thornton, gave a presentation on this matter in which she drew attention to:

· Engagement Objectives

· Accounting and Business Risks

· The audit approach

· Financial reporting developments 

· Timetable, milestones and fees

The Committee was reminded that the internal auditor for 2007/08 was Baker Tilly and that Grant Thornton would be the internal auditor for 2008/09.

DECISION
that the report be received.

08/23
APPOINTMENT OF FINANCIAL STATEMENTS AUDITORS FROM 2008/09

The Director of Finance reported that interviews for the appointment of the External Auditor would take place in October 2008 and that four firms had been short-listed.  The LSC had been informed of the timetable for the appointment and were happy with the situation. The Chair reported that she had met with staff to review all tenders received and had approved the final shortlist to be invited to make a presentation.

DECISION
that the situation be noted.

08/24
INTERNAL AUDIT REPORTS

Miss A Kaffyn, Baker Tilly presented four reports in respect of internal audit of College matters and that all the recommendations had been accepted.

a) Learner Support Fund

The objective of the review was to perform a systems-based audit of the College’s Learner Support Funds system, specifically to provide assurance to management that the following system objective was being achieved:

· Learner Support Funds were administered and distributed in accordance with LSC Funding Guidance.

and that the following control objectives were being achieved:

· Policies and procedures were appropriate and understood;

· Applications, distributions and unspent funds were properly recorded;

· Funds were used in accordance with the Funding guidance and College policy; and

· Management information was timely and adequate and LSC returns were submitted on a timely basis.
The review highlighted a number of weaknesses that required attention; one at high risk, four at medium risk, and three at low risk.  The Committee noted that the high risk issue related to applications with ‘exceptional circumstances’ were the auditors had identified that supporting documentation to confirm the decisions taken by the Welfare Advisors was not currently being held.  Therefore the controls in place provided limited assurance that risks material to the achievement of the College’s objectives were adequately and effectively manage.
DECISION
that the report be received and the recommendations and action plan contained therein be approved.

b) Information Systems (Software Licensing)

The objective of the review was to provide assurance to management that the following system objective was achieved:

· That all installed software was appropriately licensed
and that the following control objectives were achieved:

· The organisation and management of software licenses was adequate to support the functions of the College

· Management were aware of all installed software

· Appropriate licenses had been obtained

· The installation of unauthorised software was prevented.
The Committee noted that the review had highlighted one low risk and that the Auditors were of the opinion that the controls in place provided good assurance that risks material to the achievement of the College’s objectives were adequately and effectively managed.
DECISION


a) that the report be received and the recommendations and action plan contained therein be approved;

b) that staff be congratulated on their performance in this area of College business.

c)
Corporate Governance

The objective of the review was to perform an assessment of the College’s Corporate Governance arrangements against best practice, specifically to provide assurance that the following system objective was being achieved:

· That there were appropriate arrangements in place for the Audit Committee to correctly and effectively discharge its duties.

and that the following control objectives were being achieved:

· The Audit Committee was properly constituted and organised;

· Appropriate procedures existed to ensure open and adequate communication with the College’s stakeholder; and

· The Audit Committee effectively discharges its responsibilities.
The Committee was aware that the review had highlighted six control weaknesses that required attention; two medium level risks and four low level risks and that the controls in place provided satisfactory assurance that risks material to the achievement of these control objectives were adequately and effectively managed.
DECISION


a) that the report be received and the recommendations and action plan contained therein be approved;

b) that a standing item be included on the Committee agenda relating to ‘technical updates’ on audit matters.

d)
Risk Management

The objective of the review was to perform an assessment of the College’s Risk Management arrangements, specifically to provide assurance to management that the following system objective was achieved:

· The College had an adequate and effective risk management system in place that identified and addressed the key risks that might prevent the College from meeting its objectives.

and that the following control objectives were being achieved:

· An adequate control framework was in place.

· Key risks to the College were identified and evaluated.

· Key risks to the College were monitored and addressed.

· Risk management principles were embedded within the College.
The Committee noted that the review had shown that the College had an adequate risk management framework in place and that the risk management procedures were effective in the areas tested and provided good assurance that risks material to the achievement of the College’s objectives were adequately and effectively managed.  However, the review highlighted three control weaknesses at a low level that required attention.

DECISION


a)
that the report be received and the recommendations and action plan contained therein be approved;

b)
that the Deputy Principal be thanked for her work in this area.

08/25
AUDIT REGISTER

A copy of the Audit Register was submitted to the meeting which summarised all current items, those outstanding and also those completed since the last meeting.

The current status was:

	
	Current Status
	May 2008 

	Outstanding
	9
	5

	Partially Complete
	8
	13

	New and not yet due
	8
	18

	Completed since last review
	27
	70


The Director of Finance reported in detail on the items relating to the Reprographics Department (174 and 262) and it was agreed that those matters had been satisfactorily completed.  It was also noted that the Finance Committee had requested a detailed report in respect of the item relating to debt recovery (203).  Discussions were progressing with Grant Thornton in respect of the introduction of a Capital Risk Register.


DECISION
that the report be noted

08/26
INTERNAL AUDIT PLAN 2008/09

Mr I Falconer, Grant Thornton, presented a proposed audit plan for 2008/09 which gave a background to the Company’s approach to internal audit of further education and particular proposals relating to the College.  An example of how the Company would address its responsibilities was submitted in the form of a generic approach to Corporate Governance.

He drew attention to the fact that his company would in general target overall management arrangements relating to the Risk Register and financial control systems and would initially carry out business reviews of:

· Capital project Arrangements

· Learner Retention

· Employer Engagement

The Committee welcomed the approach outlined and the style of reporting proposed.

DECISION
that the report be noted and the action plan approved.

08/27
RISK MANAGEMENT

a) Plan Update

The Committee had requested a report on the movements in the Plan and the Deputy Principal submitted details of the movements that had occurred since February 2008.  

From the first risk scoring in February 2008 to the review in April 2008, 15 of the 27 red and amber risks were assessed to have reduced in impact. Following further review in August 2008, 19 had reduced risk and 3 had shown an increase.  

The risks were aligned to the 48 objectives contained within the Strategic Plan.  The Risk Management Plan and process had been the focus of an internal audit during May 2008.  It was recommended that the controls and actions be separated and for future risk reviews that would take place using the amended documentation.

It was anticipated that a separate Risk Management Plan concerning the property development would be established and be managed by GVA Grimleys, Project Managers.  A Strategic Plan review and Risk Management review was scheduled for September/October to ensure that the impact of the redevelopment played a major role in the evaluation of the further actions that might be needed to ensure stability for the College and continued improvement.

The Committee stressed that it was essential for Members to be assured that controls achieved by the review of a risk had been consolidated and were being maintained and that a report be submitted to each meeting setting out the details of the movements in high risk areas.

The Committee also agreed that changes to the reporting mechanism be deferred until Grant Thornton had undertaken a review of this area of College business.

DECISION
that the report be noted.

b) Policy Review

The Board was required to review annually the College’s approach to risk management and an updated Risk Management Policy was submitted to the meeting.

RECOMMENDATION
that the Risk Management Policy, as set out in Appendix 1 to these Minutes be approved.

08/28
TECHNICAL UPDATES ON AUDIT MATTERS

The Director of Finance gave an update on technical matters that had changed in the audit function.  These related to:

· Review of the LEE audit

· New funding methodology for 2008

· LSC review of audit requirements

· The introduction of a standard item on the Committee agenda in respect of technical updates.

08/29
TERMS OF REFERENCE

The review of Corporate Governance carried out by the Internal Auditor had recommended that the Terms of Reference of the Committee be revised.

RECOMMENDATION
that the Terms of Reference be amended accordingly to include:

That the Committee hold a private session each year with both internal and external auditors, with senior management being excluded.

(The meeting finished at 8.05 pm)

DATE OF NEXT MEETING:
4 DECEMBER 2008
Appendix 1

RISK MANAGEMENT POLICY

Person with Responsibility:

Jacki Hughes, Deputy Principal

Date of most recent review:

August 2008

Date of Next Review/Impact Assessment:

September 2008

Risk Management Policy 

Approved by the Senior Management Team (SMT) 22 August 2008

Contents

a. purpose of the document 

b. underlying approach to risk management 

c. role of the governing body 

d. role of the senior management team 

e. key components of the system of internal control and risk management 

f. annual review of effectiveness. 

Purpose of this document

1. This risk management policy (the policy) forms part of the College’s internal control and corporate governance arrangements.

2. The policy explains the College’s underlying approach to risk management, documents the roles and responsibilities of the Board of governors, the senior management team, and other key parties. It also outlines key aspects of the risk management process, and identifies the main reporting procedures.

3. In addition, it describes the process the Board of governors will use to evaluate the effectiveness of the College’s internal control procedures.

4. This policy will be reviewed annually by the Board of governors.

Underlying approach to risk management 

5. The following key principles outline the College’s approach to risk management and internal control:

· given the duties and responsibilities of a Further Education College and the extent to which it is bound by financial and legal requirements and has a fiduciary duty toward  public funds, the College seeks to minimise risk. Where circumstances require the College to consider a medium or high risk course of action then this will be considered in detail by a full meeting of the governing body

· the Board of governors has responsibility for overseeing risk management within the College as a whole

· the Board of governors recognises the importance of risk management activities informing the preparation of the statement of internal controls for inclusion in the College’s annual statement of accounts.

· risk management arrangements should be consistent to the College’s business plan to ensure that the risks relating to fulfilling the College’s strategic objectives are monitored

· an open and receptive approach to solving risk problems is adopted by the Board of governors

· the Principal and the senior management team supports, advises and implements policies approved by the Board of governors

· the College makes conservative and prudent recognition and disclosure of the financial and non-financial implications of risks

· significant risks will be identified and closely monitored on a regular basis.

· the College will seek to implement best practice in all aspects of our internal control and risk management arrangements and in particular will comply with LSC guidance on risk management, the Audit Code of Practice and other relevant guidance.

· heads of curriculum and service are responsible for encouraging good risk management practice within their academy and service.

· the College will seek to embed an ethos of risk management throughout the organisation through training and by offering support to managers, by ensuring compliance with effective internal control systems and by ensuring key strategic objectives are understood throughout the organisation

Role of the Board of governors 

6. The Board of governors has a fundamental role to play in the management of risk. Its role is to:

a. Set the tone and influence the culture of risk management within the College. 

This includes:

· determining whether the College is ‘risk taking’ or ‘risk averse’ as a whole or on any relevant individual issue

· determining what types of risk are acceptable and which are not

· setting the standards and expectations of staff with respect to conduct and probity.

b. Determine the appropriate risk appetite or level of exposure for the College.

c. Approve major decisions affecting the College’s risk profile or exposure.

d. Monitor the management of significant risks to reduce the likelihood of unwelcome surprises.

e. Satisfy itself that the less significant risks are being actively managed, with the appropriate controls in place and working effectively.

f. Annually review the College’s approach to risk management and approve changes or improvements to key elements of its processes and procedures.

Role of the Audit Committee 

7. The Audit Committee has a specific role to play in the risk management process as detailed in the Committee’s terms of reference. Formal responsibility for advising the Board of governors on the adequacy and effectiveness of the College’s systems of internal control and of its arrangements for risk management, control and governance processes have been delegated to the Audit Committee as stated in the Audit Committee’s terms of reference.

8. The Audit Committee is required to report to the Board of governors on internal controls and alert governors to any emerging issues. The Audit Committee’s terms of reference indicate it is responsible for the detailed monitoring and review of the Risk Management Plan and Risk Register. In addition, the committee oversees internal audit, external audit and management as required in its review of internal controls. The committee is therefore well-placed to provide advice to the Board on the effectiveness of the internal control system, including the College’s system for the management of risk.

Role of the Senior Management Team 

9. The Principal is the formal 'Risk Champion' for the College, taking overall responsibility for the risk management process. The day to day management of the risk management process will be the responsibility of the Deputy Principal.  Key roles of the senior management team are to:

a. Implement policies on risk management and internal control.

b. Identify and evaluate the significant risks faced by the College for consideration by the Board of governors.

c. Provide adequate information in a timely manner to the Board of governors and its committees on the status of risks and controls.

d. Undertake an annual review of effectiveness of the system of internal control and provide a report to the Board of governors.

10. The senior management team will operate as a Risk Management Group, taking ownership for the significant risks identified on the risk register.

Table of activity

	Responsibility
	Frequency
	Activity

	Heads of curriculum and service
	Annual
	· Implement actions from Risk Management Plan

· Self assess risks through Business Plannning.

	Senior Management Team
	Termly
	· Develop Risk Register

· Develop Risk Management Plan

· Manage Risk Management Plan

· Endorse actions

· Implement policies on risk

	Audit Committee
	Termly
	· Receive reports from SMT

· Monitor and review Risk Management Plan and Risk Register

· Report to Board

	Board
	Termly
	· Receive reports from Audit Committee

	
	Annually
	· Approve annual RMP


Risk management as part of the system of internal control

The system of internal control incorporates risk management. This system encompasses a number of elements that together facilitate an effective and efficient operation, enabling the College to respond to a variety of operational, financial, and commercial risks. These elements include:

a. Policies and procedures

Attached to significant risks are a series of policies that underpin the internal control process. The policies are set by the Board of governors and implemented and communicated by senior management to staff. Written procedures support the policies where appropriate.

b. Strategic planning and budgeting

The strategic planning and budgeting process is used to set objectives, agree action plans, and allocate resources. Progress towards meeting strategic plan objectives is monitored regularly.

c. Risk Register

The senior management team prepares a risk register annually which identifies risks faced by the College. The risk register includes sub-risks and mitigating actions to minimise the adverse effect of the risks. Risks are prioritised as high, medium and low likelihood of occurrence and high, medium and low impact. The likelihood of occurrence is based on an informed analysis of each risk. The level of impact is based on a financial analysis of the estimated loss should the risk not be mitigated, and this is documented in the Risk Register (Calculation of estimated loss).

d. Risk Management Plan

All risks which are classified in the risk register as being of high impact and high or medium likelihood are deemed “significant” and are brought under the annual framework of the risk management plan. This framework helps to facilitate the identification, assessment and ongoing monitoring of risks significant to the College. The document is formally appraised annually by the senior management team.

e. Curriculum & Service risk frameworks

Heads of curriculum and service develop and use the framework provided by the Risk Management Plan to ensure that significant risks in their curriculum or service are identified, assessed and monitored as part of the College self assessment and business planning process.

f. Termly monitoring

The senior management team monitors termly key risks and their controls. The significant risks in the risk management plan are reviewed on a cyclical basis during the year. Where a risk is identified as particularly high more regular reporting may be necessary. Emerging risks are added to the risk register during the year and improvement actions and risk indicators are monitored regularly. Decisions to rectify problems are made at termly meetings by the senior management team.

g. Termly reporting

The senior management team makes termly reports to the Audit Committee of its work including the monitoring of the implementation of the risk management plan.

h. Audit Committee reporting

The Audit Committee makes an annual risk management report to the Board of governors in the autumn term following the year to which the report relates. This report should be in a format and have the appropriate content to comply with LSC guidance.

The Audit Committee recommends the Board of governors to approve the risk management plan annually.

i. Internal audit programme 

Internal audit is an important element of the internal control process. Apart from its normal programme of work, internal audit is responsible for aspects of the annual review of the effectiveness of the internal control system within the organisation. Internal audit arrangements must comply with LSC guidance and the Audit Code of Practice.

j. Financial Statements (External) audit

External audit provides a formal independent opinion to the Audit Committee on the operation of the internal financial controls which are reviewed as part of the annual audit. The College’s annual audited financial statements include a statement of internal controls which takes into account the importance of risk management arrangements.

k. Regularity audit

Regularity audit provides a formal independent opinion to the Audit Committee of the regularity and propriety of expenditure within the College.  This opinion is given twice yearly by the College’s financial statement auditors.

l. Third party reports

From time to time, the use of external consultants will be necessary in areas such as health and safety, and human resources. The use of specialist third parties for consulting and reporting can increase the reliability of the internal control system. 

Annual review of effectiveness 

11. The Board of governors is responsible for reviewing the effectiveness of internal control of the College. In terms of risk management it will receive termly reports from the Audit Committee of reports from the senior management team. The Board of governors’ approach is outlined below.

12. For each significant risk identified in the Risk Management Plan, the Board will:

· review the previous year and examine the College’s track record on risk management and internal control

consider the internal and external risk profile of the coming year and consider if current internal control arrangements are likely to be effective.

13. In making its decision the Board will consider the following aspects.

a. Control environment:

· the College’s objectives and its financial and non-financial targets

· organisational structure and calibre of the senior management team

· culture, approach, and resources with respect to the management of risk

· delegation of authority

public reporting.

b. On-going identification and evaluation of significant risks:

· timely identification and assessment of significant risks

prioritisation of risks and the allocation of resources to address areas of high exposure.

c. Information and communication:

· quality and timeliness of information on significant risks

time it takes for control breakdowns to be recognised or new risks to be identified.

d. Monitoring and corrective action: 

· ability of the College to learn from its problems

· Commitment and speed with which corrective actions are implemented.
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