Preston College – Audit Committee 


Minutes of a meeting held on 4 December 2008



AUDIT COMMITTEE

MINUTES of a meeting held on 4 December 2008 at 6.00 pm.

Present:


Mrs C Wilson



Chair





Mr E Bassa

Mr D S Connolly









Mr D Lowe





Mr H Rose





Unable to be present:
Cllr T Thompson

Also in attendance:

Mrs J Hughes


Deputy Principal

Mrs S Woolford


Director of Finance





Mr F Lee



Clerk





Mrs L Hood



Staff member







Mr K Rushton


Grant Thornton





Mr H Munson


Grant Thornton





Mr I Falconer



Grant Thornton

08/30
DECLARATION OF INTEREST


There were no declarations of interest made at this meeting.

08/31
MINUTES

The Minutes of the meeting held on 4 September 2008 were accepted as a true record and were signed by the Chair.

08/32
INTERNAL AUDIT REPORTS - 2007/08

a) Learner Records

A review of the Learner records process had been undertaken as part of the internal audit plan for 2007/2008 as a follow up review of the recommendations made by the LSC in their Learner Existence and Eligibility Audit 2006/07 dated October 2007. 
The issues identified by the LSC review had been considered by management and in the majority of cases revised controls had been put in place including those in relation to the high risk recommendations.  However, in two instances the recommendations had not yet been adequately addressed and further recommendations had been made in that respect.  In addition, two further recommendations had been made as a result of the current review.
DECISION
that the report be received and the recommendations and action plan contained therein be approved.

b) Annual Report – year ending 31 July 2008
Internal audit work for the period from 1 August 2007 to 31 July 2008 was carried out in accordance with the Internal Audit Plan approved by the Board.
Audit monitoring procedures had shown that management had taken, or planned appropriate and timely action, to implement the recommendations and the Auditors were content with the action taken or planned on the high risk recommendations raised during the year.
The Internal Auditors were satisfied that sufficient internal audit work had been undertaken to allow the drawing of a reasonable conclusion as to the adequacy and effectiveness of the College’s risk management, control and governance processes.  In their opinion the College had adequate and effective risk management, control and governance processes to manage the achievement of the College’s objectives.
DECISION
that the report be received.

08/33
ANNUAL REPORT OF THE AUDIT COMMITTEE
The Chair of the Committee presented the Annual Report of the Committee’s work during 2007/08.  The Committee had met on four occasions during that period but unfortunately on one occasion a meeting was inquorate for part of its business.  The report summarised the activities that had been undertaken during the year:

The following firms had worked as audit providers throughout the period:

Internal Audit






Baker Tilly

Financial Statements and Regularity


Grant Thornton UK LLP


Other work undertaken was:

· a number of audits led by the LSC provider Financial Assurance team;

· Deloittes undertook a specific review of Work based Learning and Level 2 Management Arrangements;

· The LSC commissioned Grant Thornton UK LLP to undertake an audit of Learner Existence and Eligibility. 
The Committee was of the opinion that the adequacy and effectiveness of the College’s systems of internal control and its arrangements for control and governance processes, and for securing economy, efficiency and effectiveness were all sufficient.  

It was also the Committee’s opinion that the Board’s responsibilities, including those in the annual financial statements, had been satisfactorily discharged.

RECOMMENDATION
that the Annual Report of the Audit Committee for 2007/08, as set out in Appendix 1 to these Minutes, be approved.

08/34
FINANCIAL STATEMENTS – 2007/08
The Director of Finance reported that the financial statements submitted to the meeting were the latest drafts as issues relating to the College redevelopment programme presented a high degree of uncertainty at this stage and that it was hoped that such uncertainties would be resolved by the time of the Board meeting on 18 December 2008.

The capital project had been endorsed by the North West Regional Council of the LSC, but did not yet have a date for submission to the National Capital Committee.  The LSC Regional Director of Finance had indicated that a late submission of the 2007/08 financial statements would be accepted, if the approval process was completed in January.  The usual signing off date for the financial statements was 31 December in each year
Two versions of the financial statements were presented:

Version A had been prepared for the eventuality that formal Approval in Principle for the capital project would have been obtained by the time the statements were signed and submitted to the LSC:

· The statements would include the impairment of assets planned for demolition as a result of the project (£6,324K)

· All fees incurred to the 31 July 2008 (£918K) would be accounted for as Assets Under Construction.

Version B had been prepared for the eventuality that formal Approval in Principle for the capital project would not have been obtained by the time the statements were signed and submitted to the LSC.  This version was identical in all respects to Version A, with the following exceptions:

· There was no impairment of assets

· The £918,000 Property Strategy Fees and £250,000 fee support grant from the LSC had been accounted for in the Income and Expenditure account.

Both versions of the draft statements had been considered by the Finance Committee on 27 November 2008 along with a draft statement of management accounts for the 2007/08 year. 

The drafts that had been presented to that meeting had been amended, following their initial review by external auditors to including an £18,000 reduction in income, missed in error.

The Committee debated at length the issues surrounding the presentation of the financial statements.  The Committee could not, at this stage, make a firm recommendation to the Board in that respect.  The Committee was of the view that the accounting principles and the audit had been carried out satisfactorily and that the statements presented a true and fair statement of accuracy.  The Committee was happy with Version A should it prove possible to make such a submission.  However, should the Board be faced with the submission of Version B, then further consideration was needed with the Auditors regarding the impact of that submission on the College finances.

The delays being experienced in gaining a formal response from the LSC, to the Application in Principle for redevelopment, could have a serious financial impact on the College and an adverse impact on the economy of the region as a whole.
Further clarification of the status of the submission was needed and a full report on this matter be submitted to the Board.

RECOMMENDATION


a) that the financial statements be approved subject to the successful
resolution of the Committee’s concerns over Version B;
b) that the Board determine which Version be submitted;

c)
if uncertainty still remained, at the time of the Board meeting on 18 December 2008 , in respect of which version of the accounts should be submitted, the Principal advise the Board on the way forward.

08/35
KEY ISSUES MEMORANDUM

Mr K Rushton reported in details on all aspects of the Key Issues Memorandum.

The draft for 2007/08 was presented to the Committee along with the management responses to the recommendations made.  Once agreed by Grant Thornton, those would be incorporated into the main document for presentation to the Board.

This Key Issues Memorandum had been prepared in order to record the key matters arising from the audit of the financial statements for the year ended 31 July 2008.  It related to the consolidated financial statements of the College and therefore incorporated the results of audit work in relation to the College's subsidiary companies, Blackfield Limited, Preston College Business Services Limited and Preston College Education Fund.
It was recognised that the two possible versions issue needed to be addressed and that further work was necessary in that regard.  However, the Committee was satisfied that a proper audit had been carried out and thanked Grant Thornton for their work as External Auditor.

DECISION
that the report be approved.

08/36
INTERNAL AUDIT REPORTS – 2008/09

Mr H Munson, Grant Thornton, presented the company’s first audit report as Internal Auditor

a) Risk Management

The College's Risk Management framework had undergone significant re-development over the last two years, resulting in the production and adoption of the following key documentation:
· A formal Risk Management Policy

· A detailed Strategic Risk Register
The Risk Register was directly aligned to the Strategic Plan.  That represented best practice and ensured that risk management resources were focussed on the achievement of the College's strategic objectives.

The audit had identified the following opportunities to assist the College in further developing and embedding its risk management arrangements:
· The risk register could usefully record whether or not the residual risk score was acceptable to management. 
· Risk owners should document when and how they were to consider their risks throughout the year and where the assurances were to be obtained that the controls continued to operate to mitigate the identified risks.
The Auditors had concluded that risk management 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 on Risk Management be received.

b) Internal Audit Plan 2008/09
Progress Report

DECISION
that the progress report be noted.

08/37
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
	September 2008 

	Outstanding
	2
	9

	Partially Complete
	1
	8

	New and not yet due
	16
	8

	Completed since last review
	15
	27


The Committee reviewed the Register and agreed that item 184 was now obsolete and therefore could be deleted from the Register.


DECISION
that the report be noted and item 184 be deleted from the Register.
08/38
RISK MANAGEMENT – UPDATE

Since the last Audit Committee meeting on 4 September 2008 the Risk Management Process had been reviewed by the College’s new internal auditors.  That report was basically supportive of existing procedures however it did highlight some changes which should provide greater assurance regarding the management of risks.

The improvements suggested would not be put in place until such time that the revised strategic objectives were agreed with the Board.  At the next meeting a new/updated Risk Management Plan based on the new/updated Strategic Plan along with the improved paperwork and procedures would be presented
DECISION
that the Risk Management update be noted.

08/39
APPOINTMENT OF FINANCIAL STATEMENT AUDITORS

The Chair reported that the due process for the appointment of Financial Statement Auditors had been completed and that the Panel appointed to undertake the task of interviewing candidate companies was unanimous in the recommendation.

RECOMMENDATION
that KPMG be appointed Financial Statement Auditors.
08/40
FINANCIAL MANAGEMENT AND CONTROL EVALUATION

The Learning and Skills Council had issued a Financial Management and Control Evaluation Questionnaire which all FE Colleges were required to complete to determine the College’s Framework For Excellence grading in the Financial Management and Control Key Performance Area.
The questionnaire covered four main areas; Accountability, Financial Planning, Internal Controls and Financial Monitoring.  The College would be required to:

· Self-assess a grading for each area (or sub-section of each area) using the FFE grading scale of Outstanding, Good, Satisfactory or Inadequate:

· Self-assess an overall grade score for the questionnaire as a whole.

The self assessment would be validated by the LSC’s Regional Provider Financial Assurance team and the completed questionnaire would be brought to the February meeting of the Committee.

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

DATE OF NEXT MEETING:
5 FEBRUARY 2009
Appendix 1

ANNUAL REPORT OF THE AUDIT COMMITTEE 2007/08

INTRODUCTION

This report relates to the work of the Audit Committee during the period 1 August 2007 to 31 July 2008.

MEMBERSHIP

There were a number of changes to the membership of the Committee during this period. 

At the start of the year the membership was:


Mrs C Wilson

Chair


Mr R Hooper


Mr S Patel


Cllr A Richardson


Mrs C Saunders 

During the year changes occurred as follows:

Cllr A Richardson
left the Committee on 4 October 2007 as his Term of Office on the Board had expired.

Mr R Hooper
left the Committee on 28 November 2007 to join the Finance Committee.

Mr H Rose
was appointed to the Committee on 28 November 2007 moving from the Finance Committee.

Cllr T Thompson
was appointed to the Committee on 13 December 2007.

Mr D S Connolly
was appointed to the Committee on 29 January 2008.

Mrs C Saunders
left the Committee on 29 January 2008 to join the Students, Quality and Standards Committee.

Mr S Patel
left the Committee on resignation from the Board on 5 June 2008.

Mr E Bassa
was appointed to the Committee on 10 July 2008.

The membership of the Committee on 31 July 2008 was as follows:


Mrs C Wilson

Chair


Mr E Bassa


Mr D S Connolly


Mr H Rose


Cllr T Thompson

All the above named served as Board Members on the Committee.

Following the retirement of Mr John Wright at the end of the year 2006/07 the position of Clerk to the Committee was vacant for some months.  Mr Frank Lee took up position of Clerk to the Corporation, which incorporates the role of Clerk to the Audit Committee on 1 November 2007.

CONSTITUTION

At a meeting of the Corporation Board on 13 December 2007 the constitution of the Committee was agreed as follows:


Membership

5


Quorum

2


Chair of the Board and the Principal shall not be members of this Committee.

Members of this Committee shall not serve on:

Finance Committee

Search and Governance Committee

Remuneration Committee

Meetings shall be held at least 3 times each year (once per term).

MEETINGS

The Committee met on the following dates:

20 September 2007



6 December 2007



14 February 2008



22 May 2008

With the exception of part of the meeting held on 6 December 2007, all meetings were quorate.

SUMMARY OF AUDIT WORK DURING THE YEAR

The following firms worked as audit providers throughout the period:

	Service
	Firm
	Fees (Inc. VAT)

	Internal Audit
	Baker Tilly
	£26,065

	Financial Statements and Regularity
	Grant Thornton UK LLP
	£33,836


Other work:

· There were a number of audits led by the LSC provider Financial Assurance team.

· The Committee commissioned Deloittes to undertake a specific review of Work based Learning and Level 2 management Arrangements at a cost of £10,000 + VAT.

· The LSC commissioned Grant Thornton UK LLP to undertake an audit of Learner Existence and Eligibility. This was at no cost to the College.

INTERNAL AUDIT WORK

Strategy, scope and objectives - The Internal Audit Service Annual Report 2006/07 was reviewed by Audit Committee on 6 December 2007.   All assignments relating to the 2006/07 year were discussed in that report.

The Audit Needs Assessment and Annual Internal Audit Plan for 2007/08 were approved by the Audit Committee on 20 September 2007.

Internal Audit Assignments – The Internal Audit Service carried out ten new  assignments plus three follow up reviews in total. Copies of the actual assignment reports are available on request from the Clerk to the Corporation. 

Baker Tilly uses a three-grade system (High, Medium and Low) for indicating the degree of priority attached to the action points which emerged from each assignment. From the points identified, the auditors obtain a level of assurance for each area graded on a 4 point scale of Unacceptable, Limited, Satisfactory (or adequate) and Good.  

The assignments and their resulting grades and action points were reported to the Audit Committee as follows

	Assignment
	Reported
	Level of Assurance
	Risk ratings

	
	
	
	H
	M
	L

	Financial Systems
	 
	 
	 
	 
	 

	Capital projects
	14/02/08
	N/A
	This review was requested to assess the adequacy of systems prior to the capital redevelopment project

	Financial Regulations/Fraud Response Plan
	06/12/07
	Satisfactory
	 
	2
	1

	Other income and debtors
	22/05/08
	Satisfactory (Limited for credit control)
	 
	5
	2

	Fixed assets
	22/05/08
	Satisfactory
	 
	2
	2

	Exam Fees
	22/05/08
	Satisfactory
	 
	1
	1

	Learner Support Fund
	20/09/08
	Limited
	1
	4
	3

	 
	 
	 
	 
	 
	 

	Operational Systems
	 
	 
	 
	 
	 

	School Links
	22/05/08
	Limited
	5
	2
	1

	Departmental Review – Nursery
	N/A
	Deferred to enable review of Learner Support Fund to take place

	Software Licensing
	20/09/08
	Good
	 
	 
	1

	 
	 
	 
	 
	 
	 

	Corporate Systems
	 
	 
	 
	 
	 

	Corporate Governance
	20/09/08
	Satisfactory
	 
	2
	4

	Risk management
	20/09/08
	Good
	 
	 
	3

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	Follow - Up work
	 
	 
	 
	 
	 

	General follow up review
	22/05/08
	N/A
	 
	 
	 

	Review of WBL reports
	22/05/08
	N/A
	 
	 
	 

	Student Records - Follow Up
	04/12/08
	N/A
	 
	 
	 

	 
	 
	 
	 
	 
	 

	TOTAL
	 
	 
	6
	18
	18


Two reports were only able to give limited assurance.

The first was the report on School Links, which was audited as part of the auditors three year programme of reviewing collaborative arrangements. There were five high risk recommendations, all of which related to teh the contractual documentation prepared at the start of each academic year. These were all reported as resolved to the Committee on 22 May 2008. 

The other Limited report was for the Learner Support Fund review. This had one high risk recommendation, which related to the documentation of the criteria used to support funding awarded to learners in “exceptional circumstances”. This was reported as resolved to the Committee on 4th September 2008.

Value For Money - No value for money reviews were undertaken in the year.

Individual Reports -  Progress on implementation of recommendations outstanding from previous years was reported within each individual assignment report.

Other Reports

As part of the investigation into Work Based Learning (see Section 8), Baker Tilly were also asked during the year to review their previous reports in that area and to report their findings to the Committee. Baker Tilly reported that at the time of their reviews they were only aware of the PFA review carried out in 2003/04, which was unqualified and contained only 2 minor control weaknesses which they had followed up in 2005/06.  They were not aware of the 2005 or 2007 reviews, which would have had an impact on their risk assessment of the function.

Internal Audit Opinion - The IAS Annual Report 2007/08 is being received by the Audit Committee on elsewhere on this agenda.  Their overall opinion is given as follows: 

We are satisfied that sufficient internal audit work has been undertaken to allow us to draw a reasonable conclusion as to the adequacy and effectiveness of the College’s risk management, control and governance processes.  In our opinion Preston College has adequate and effective risk management, control and governance processes to manage the achievement of the College’s objectives

FINANCIAL STATEMENTS AUDIT

Corporation Board Responsibilities

The Corporation Board is required to discharge their responsibilities with regard to corporate governance and to the preparation of the financial statements.  The Board’s key responsibilities are detailed below.

· To ensure that the College complies with all the provisions of the Combined Code on Corporate Governance issued by the London Stock Exchange in July 2003;

· The Corporation is ultimately responsible for the College’s system of internal control and for reviewing its effectiveness;

· The Corporation must review the key risks to which the College is exposed, together with the operating, financial and compliance controls that have been implemented to mitigate those risks;

· As Accounting Officer, the Principal has responsibility for reviewing the effectiveness of the system of internal control.

The Corporation and the Principal discharge these responsibilities by the employment of an Internal Audit Service and by the delegation of detailed monitoring of these responsibilities to the Audit Committee.  The Audit Committee in turn provides the Corporation and the Principal with assurance through this Annual Report.

The full Corporate Governance statement is included in the financial statements presented as Item 12 on this agenda.

Scope 

The scope of the work and responsibilities of the Financial Statements Auditor are detailed below.  They will report to the Board on whether:

· the financial statements give a true and fair view and are properly prepared in accordance with the Statement of Recommended Practice – Accounting for Further and Higher Education Institutions;

· in all material respects, monies expended out of funds from whatever source administered by the College for specific purposes have been properly applied for those purposes and, if appropriate, managed in compliance with relevant legislation;

· in all material respects, monies expended out of funds provided by the Learning and Skills Council have been applied in accordance with the Financial Memorandum between the Learning and Skills Council and the Corporation Board of the College and any other terms and conditions attached to them;

· the Members’ Report is not consistent with the financial statements;

· the College has not kept proper accounting records, the accounting records do not agree with the financial statements or if they have not received all the information and explanations they require;

· there is an accurate statement that reflects the College’s compliance with the relevant provisions of the Combined Code specified in so far as they apply to the Further Education Sector;
· the other information contained in the Members’ Report (including the corporate governance statement) contains any apparent misstatements within it.
The Financial Statement Auditors are not required:

· To consider whether the statements on internal control cover all risks and controls, or form an opinion on the effectiveness of the College’s corporate governance procedures or its risk and control procedures.
Methodology

In order to form their opinion the Financial Statement Auditors will:

· Conduct the audit in accordance with Auditing Standards issued by the Auditing Practices Board and the Audit Code of Practice issued by the Further Education Funding Council.

· examine, on a test basis, evidence relevant to the amounts and disclosures in the financial statements;

· assess the significant estimates and judgements made by the College’s Corporation Board in the preparation of the financial statements and whether the accounting policies are appropriate to the College’s circumstances, consistently applied and adequately disclosed;

· have planned and performed the audit so as to obtain all the information and explanations which they consider necessary in order to provide them with sufficient evidence to give them  reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or other irregularity or error;

· evaluate the overall adequacy of the presentation of information in the financial statements.

Report to Management

The final draft of the auditors’ Key Issues Memorandum (Item 8) is presented for review later in this agenda.  The main issues identified in the document in respect of the Financial Statements and the Regularity audit cover the areas of:

· The Preston Learning Together Partnership Bank Account

· A recommendation to review the Treasury Management Policy

· Aged Debtor and Creditor Reports

· Maintaining essential monitoring functions despite long term staff absence in Work Based Learning

Auditor Opinion

The financial statements auditor has provided an unqualified opinion on the financial statements of the College Group for the year ended 31 July 2008.

Four recommendations have been made by Grant Thornton LLP, none of which have been identified as high risk.
LSC PROVIDER FINANCIAL REVIEW AUDITS

Review of Financial Management and Governance Arrangements

As part of the full OFSTED inspection in November 2007, the College underwent a Provider Financial Review conducted by the LSC. The purpose of the review was to provide assurance to the LSC that financial management and governance arrangements at the college are being operated in accordance with relevant statutory responsibilities and LSC requirements, and is effective.

The opinions arising from the review were as follows:

a) Within the scope of the review, the auditor’s opinion on the soundness of the college’s financial management and governance frameworks and their operation in practice was grade 3, satisfactory assurance;

b) Within the scope of the review, the auditor’s opinion on the effectiveness of the frameworks was grade 2, full assurance.

Seven recommendations were made by the LSC audit team and an action plan for addressing them was agreed and has been incorporated into the audit register process.

Work Based Learning Review

This review took place in September 2007 and a number of issues were identified leading to a qualified (unsatisfactory) opinion on both the College’s use of funds and the systems of internal control for Work Based Learning.

During the course of the review, it became clear that a previous report on Work Based Learning in December 2005 had not been properly reported to the Audit Committee. The Director of Finance reported to the Committee on 6 December 2007 that:

· The report had not been reported to senior management at the College at the time of its publication in December 2005 and that the issues raised had only recently come to light to enable appropriate action to be taken. 

· The Principal had commenced investigations into aspects relating to the Work Based Learning Income and the methods of reporting undertaken by the LSC.

· Baker Tilly were also requested to review their previous reports in that area and to report their findings to the Committee (see section 6)  

The Principal’s investigation was undertaken by Deloittes who were requested to review how learners in work based learning and those on level two programmes were managed, recorded and reported with a view to identifying and improving on recent and current practice so that previously identified concerns could be addressed and to review issues of recruitment, recording of activity and management reporting and accountabilities.

The findings of both the PFA and the Deloittes reports led to a number recommendations being made, including:

· A review of the College’s policy on framework completion and operation of 12 week reviews.

· Establishment of formal procedures for the establishment of strategic partnerships;

· Independent distribution and reconciliation of manual registers and identification of student absence in excess of four College weeks;

· Independent, periodic checks performed on course transfers during the academic year;

· Coordination of all College audit activity to be performed by a single officer;

· Independent sample checks are performed on student files for work based learning and level two qualifications and the results reported to the Audit Committee on at least a quarterly basis; and

· Investigation of the potential over-claiming of key skills certification.

These recommendations have been implemented and the Committee noted in May 2008 that the College now understood the control systems which had previously been lacking at that time and which had resulted in a clawback of funding.

Train 2 Gain

This review took place in June 2007 and was reported to the Committee on 6 December 2007 with no issues of concern.

European Social Fund Project 88

This audit resulted in an unsatisfactory opinion and a clawback of funds totalling £2,945.32. The committee noted that an action plan had been drawn up in relation to this, which had been entered onto the Audit Register.

RISK MANAGEMENT

The Committee has monitored the College’s risk management provisions (i.e., the ‘Risk Management Report and Schedule’) at its meetings in the period and the Internal Audit Service undertook a further review of risk management during the year (see section 6), providing a good assurance of the College’s policy and procedures.

PROCUREMENT OF INTERNAL AND EXTERNAL AUDIT SERVICES

The contracts for both internal audit and financial statements/regularity audit expired at the end of 2007/08.

A closed tender process for internal auditors was undertaken in the early part of 2008, resulting in the appointment by the Corporation Board of Grant Thornton UK LLP. This contract commenced on 1 August 2008.

Due to the potential size of the contract a full European tender process was undertaken for the financial statements/regularity audit contract. The  recommendation of the selection panel will be considered at the meeting on 4 December 2008.

OTHER MATTERS

The Internal Audit Service has included within their annual report a self assessment of performance against key performance indicators.  

The Committee would like to thank the Internal Audit team at Baker Tilly and the External Audit team at Grant Thornton UK LLP for their diligent work during the past five years.

CONCLUSIONS AND RECOMMENDATIONS

The Audit Committee’s opinion is that the adequacy and effectiveness of the College’s systems of internal control and its arrangements for control and governance processes, and for securing economy, efficiency and effectiveness (value for money) are all sufficient.  

It is also the Committee’s opinion that the Board’s responsibilities, including those in the annual financial statements, have been satisfactorily discharged.

Signed: ……………………………………………………….

Christine Wilson – Chair of Audit Committee

Date: 

4 DECEMBER 2008
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