Preston College – Audit Committee
14 May 2009

Minutes

AUDIT COMMITTEE

MINUTES of a meeting held on 6 May 2009 at 6.00 pm.

Present:


Mrs C Wilson


Chair (to item 09/17)




Mr D S Connolly

Chair (from item 09/18)






Mr D Lowe





Mr H Rose





Also in attendance:

Mrs S Woolford

Director of Finance





Mr W S Mills


Principal (for items 09/10a and b, 








and 09/17)




Mr H Munson

Grant Thornton





Mr T Rees


KPMG





Mr F Lee


Clerk

Unable to be present:
Mr C Speight





Cllr T Thompson





Mrs J Hughes

Deputy Principal

09/07
DECLARATION OF INTEREST


There were no declarations made..

09/08
MINUTES

In respect of Minute 09/01 (Declaration of Interest) Cllr T Thompson had reported at the Board meeting that he had declared an interest in Fulwood High School and Arts College and not the ‘New Academy’ as recorded in the Minutes.  Subject to that amendment the Minutes of the meeting held on 5 February 2009 were accepted as a true record and were signed by the Chair.

09/09
MATTERS ARISING


Audit Register (Minute 09/05)

The Director of Finance reported that the full list of completed risks would be 
reported to the Committee at its next meeting on 3 September 2009.

09/10
INTERNAL AUDIT REPORTS – 2008/09


Mr H Munson presented the following reports.
a) Student Retention

An internal audit had been undertaken on Student Retention and a copy of the report was submitted to the Committee.  
Attention was drawn to the Ofsted report in 2007 which concluded that the College was not transparent in its reporting and monitoring of student retention.  A recent visit by Ofsted indicated that matters had improved; however, it was felt that more could be done to improve retention and to establish the reasons behind withdrawal from courses.  The class register system needed to the reviewed and reasons reported as to why the Engineering staff had a poor attendance record at the weekly retention meetings.
The Clerk reported that ‘retention’ was a standard item on the agenda for each meeting of the Students, Quality and Standards Committee.

The overall conclusion of the auditors was that: 
· the activities and controls that were examined were suitably designed to achieve the objectives required by management; and

· those activities and controls were operating with sufficient effectiveness to provide reasonable, but not absolute, assurance that the related risk management objectives were achieved during the period under review.

DECISION
that the report be received and the recommendations and action plan be approved.  
b)
Employer Engagement

An internal audit had been undertaken on Employer Engagement and a copy of the report was submitted to the Committee.  The overall conclusion of the auditors was that: 
· the activities and controls that were examined were suitably designed to achieve the objectives required by management; and

· those activities and controls were operating with sufficient effectiveness to provide reasonable, but not absolute, assurance that the related risk management objectives were achieved during the period under review.

DECISION
that the report be received and the recommendations and action plan be approved.  

c) Debtors Management

An internal audit had been undertaken on Debtors Management and a copy of the report was submitted to the Committee.
The Auditors had drawn attention to the high level of debt associated with student fees which was reported to be in the region of £3m.  The Auditors view was that that should be no greater than £1m.

The Director of Finance reported problems with the data recording of debt and in reconciling figures between different electronic systems used by the College.  Responsibilities within the College also needed to be reviewed and clarified.

This matter caused the Committee concern and the Auditors were requested to continue to work on this matter and that the Director of Finance report to the next meeting regarding the systems employed and the responsibilities relating to debt management. 

The overall conclusion for debtors management was that, subject to the College identifying where debt records were not accurate and also clarifying the roles and responsibilities of the College Data Team and the Debtors teams:

· 
The activities and controls examined were suitably designed to achieve the 
objectives required by management; 

· Those activities and controls were operating with sufficient effectiveness to 
provide reasonable, but not absolute, assurance that the related risk 
management objectives were achieved during the period under review.

DECISION

a) that the ‘qualified’ report be received and the recommendations and action plan be approved;
b) that a further report be submitted to the next meeting.

09/11
LSC – PROVIDER FINANCIAL ASSURANCE

a) Train2Gain

A Provider Financial Assurance report on Train2Gain was submitted to the Committee.  The overall conclusion of the Auditors was to give an unqualified (satisfactory) opinion on both the College’s use of the funding provided and the systems of internal control in place.  The review took place in November 2008 and was a full assurance review of the £3,505,122 of funding provided in the financial year 2007/08.  The Auditors tested a sample of Train2Gain payments for 55 learners made in that year.  One error with a value of £768.75 had been identified from the sample. That funding had been repaid to the LSC, however the overall error rate (1.8%) was deemed to be not material.

DECISION
that the report be received.
b) Work Based Learning

A Provider Financial Assurance report on Work Based Learning was submitted to the Committee.  The overall conclusion of the Auditors was to give an unqualified (satisfactory) opinion on both the College’s use of the funding provided and the systems of internal control in place.  The review took place in March 2009 and was a full assurance review of the first six months’ payments for the financial year 2008/09 (total contract value for the year was £1,217,000).  The Auditors tested a sample of 53 learners.  One significant error with a value of £1,554.21 was identified from the sample.  That, plus funding relating to twelve minor errors, had been repaid to the LSC which amounted to a total repayment of £3,066.55.  The overall rate of significant errors (1.9%) was deemed to be not material.

DECISION
that the report be received.
09/12
AUDIT STRATEGY AND PLANNING MEMORANDUM – 2009/09


Mr T Rees presented this report.

External Auditors, KPMG, submitted a brief of their proposed approach to the audit of the College for 2008/09 and brought a number of FE developments to Governors’ attention along with details of the audit fee.
The risks that would be the subject of the audit:

· Financial performance

· Accounting for LSC income

· Impact of the economic climate on financial performance
· Capital development accounting

· Pensions liability

· Risk management

· Corporate governance

· Compliance with Tax authorities

DECISION
that the approach as outlined and the annual audit fee be approved.

09/13
COLLEGE REDEVELOPMENT PROJECT – AUDIT IMPLICATIONS

In December 2008 the Board decided that the financial statements for 2007/08 should be prepared on the basis that the capital redevelopment project was to go ahead.  The effect of that was that fees incurred to 31 July 2008 were capitalised and the impairment of building assets scheduled for eventual demolition was also accommodated. 

Grant Thornton, the then external auditors, supported the preparation of the financial statements on the basis that the Board had received positive statements from the LSC which led to the belief that Approval in Principle would be forthcoming, and that the bank had been fully informed of the progress of discussions on the capital project.

It had become clear in recent weeks that the capital project in its current form was now very unlikely to be able to proceed in the near future.  Therefore there would be a material impact on the 2008/09 financial statements. 

Initial discussions with the new external auditors, KPMG, indicate that they would require all fees expended on the project to date to be transferred to the income and expenditure account, including those capitalised at the end of 2007/08.  Total expenditure at Period 8 was £1,773,132.

In addition, the impairment of assets would need to be reviewed and the most straightforward option for that would be to reverse the accounting transactions made at the end of 2007/08.

The Director of Finance reported that the impact of those changes were being discussed with the both LSC and the College bankers to ensure there was no unwarranted adverse impact on the annual financial health assessment or review of the loan covenant.
DECISION
that the report be noted and the course of action outlined be approved.
09/14
COLLEGE COMPANIES – DISSOLUTION
Preston College currently had two wholly-owned subsidiary companies; Blackfield Ltd and Preston College Business Services Ltd.  The capital goods scheme operated through Blackfield Ltd would finish at the end of May 2009.  Preston College Business Services Ltd had not traded since April 2006.

The companies were to be wound up as soon as was practically possible and timetables for resolving the companies’ affairs have been agreed.  The winding up of Blackfield Ltd would be simple in principle, though complex to implement.  However, before Preston College Business Services could be wound up there was a need to resolve an outstanding debt of £74,000 between the company and Preston College, which the company was unable to pay.

The reasons for that debt and the options for resolving the situation had been discussed at length by the Finance Committee and the Company Board.  Advice had been sought from the College’s external auditors, legal advisors and the Learning and Skills Council.

All parties hade agreed that the only practical option available was for Preston College to write the debt off, which would then leave the way open for the company to be wound up.  Following discussion KPMG had agreed that, subject to there being an appropriate disclosure in the 2008/09 financial statements, that would not create any audit issues.  The write-off would have a neutral effect on the consolidated financial statements.

DECISION
that the report be noted.
09/15
FINANCIAL REGULATIONS

The Director of Finance presented the Financial Regulations for annual review.

A number of minor changes were proposed which the Committee supported.

RECOMMENDATION
that the Financial Regulations be approved.
09/16
AUDIT REGISTER

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

The current status was:

	
	Current Status
	February 2009 

	Outstanding
	7
	3

	Partially Complete
	9
	5

	New and not yet due
	24
	17

	Completed since last review
	17
	17


The Committee reviewed the details of the Register, agreed that item 358 was completed and that the Internal Audit Plan be revised following the revision of matters relating to the capital project. 

DECISION
that the report be received and the Internal Audit Plan be amended.
09/17
RISK MANAGEMENT PLAN


The Risk Management Plan was based on the 40 objectives contained with the Strategic Plan 2008/12.

The current status was:

	
	January 2009
	April 2009

	High Risk
	21
	14

	Medium Risk
	8
	9


Two high risks caused the Committee particular concern:
5.7
The teaching, learning and work environment does not stimulate or 
inspire our learners and staff
That was a high level risk associated with the consequences of the changing picture relating to the capital project which would have provided greater stimulus to the learning process.  The Committee recognised the importance for the Board to find a new way forward for managing that risk and noted that considerable reliance would be placed upon the strategic future of the College to address that risk and that that matter would be considered by the Board at its meeting in July 2009.
5.8
Failure to maintain satisfactory Framework for Excellence ratings for 
financial health

The Committee recognised that the College would be unlikely to be able to reduce that risk as the issue related to the financial impact of the capital project.
DECISION

a) that the Risk Management Plan be noted;
b) that future reports to the Committee highlight where change had happened and the reasons for that change.
09/18
CHAIRMANSHIP OF THE COMMITTEE


The Clerk reported that following the resignation of Mr R Hooper the Chairman of 
the Board had requested that Mrs C Wilson transfer to Chair the Finance 
Committee and that the Audit Committee appoint Mr D S Connolly as Chairman.


DECISION

a) that Mrs Wilson be thanked for her services to the Audit Committee;

b) that Mr D S Connolly be appointed Chairman of the Audit Committee.

Mrs Wilson had to leave the meeting at this stage.

09/19
FINANCIAL MANAGEMENT AND CONTROL EVALUATION


The College had been required to submit a Financial Management and Control Evaluation self-assessment document to the North West Regional Learning and 
Skills Council as part of the Framework for Excellence assessment process.  The questionnaire, which was submitted to the meeting, included sections on accountability, financial planning, internal control and financial monitoring and had been self assessed.

The overall self assessment grade was good and that had been validated and confirmed by the LSC.

DECISION
that the report be received.
(The meeting finished at 8.25 pm)

DATE OF NEXT MEETING:
3 SEPTEMBER 2009
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