	
	PART I

(OPEN TO THE PUBLIC)
	ITEM NO.


	REPORT OF 

THE DEPUTY DIRECTOR OF CUSTOMER AND SUPPORT SERVICES

AND CITY SOLICITOR



	TO CABINET

ON

28th FEBRUARY, 2006

	TITLE :
THE ESTABLISHMENT OF AN AUDIT COMMITTEE






	RECOMMENDATIONS :

The Cabinet is asked to approve the establishment of an Audit Committee along with the attached membership and Terms of Reference.



	EXECUTIVE SUMMARY :

The report considers the role of an Audit Committee and recommends the adoption of CIPFA guidance in consulting such a Committee – draft Terms of Reference are provided.



	BACKGROUND DOCUMENTS :



(available for public inspection)

Turnbull Report, 1999

CIPFA/SOLACE 2001

Corporate Governance in Local Government

Accounts and Audit Regulations 2003

CIPFA Code of Practice for Internal Audit in Local Government in the United Kingdom 2003

Comprehensive Performance Assessment (CPA) 2005 within the use of resources keylines enquiry

CIPFA Toolkit – November, 2005



	ASSESSMENT OF RISK :



There is a high risk to the Local Authority of failing to meet high standards of Corporate Governance.  The failure to set up an effective and capable Audit Committee could result in ineffective systems of direction and control in relation to the Council’s accountability, effectiveness, integrity, openness and inclusivity and service delivery.




	SOURCES OF FUNDING :

Within existing budgets




	COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative)



	1. LEGAL IMPLICATIONS
	Provided by :
	Alan R. Eastwood

Deputy Director of Customer & Support Services and City Solicitor

(Tel: No: (0161) 793 3000))



	2. FINANCIAL IMPLICATIONS
	Provided by :
	Not applicable

	PROPERTY (if applicable):



	HUMAN RESOURCES (if applicable):



	CONTACT OFFICER :
Alan R. Eastwood





Deputy Director of Customer & Support Services and





City Solicitor





(Tel: No: (0161) 793 3000))





	WARD(S) TO WHICH REPORT RELATE(S) :

All



	KEY COUNCIL POLICIES :



All




	DETAILS



	Introduction

The importance and profile of Corporate Governance and Financial Reporting Processes continues to grow, as does the scrutiny of these activities by regulators, legislators and the general public.  Audit Committees are increasingly viewed as a critical component in the overall Corporate Governance process.

Audit Committees have been the “norm” in commerce and industry for a considerable time.  An Audit Committee would provide the independent assurance of the activities of the Authority on behalf of the Council, its partners and its communities.  It would provide:


	

	· Assurance over the Risk Management Framework and associated control environment;

· Independent review of the financial and non-financial performance;

· Assurances that issues arising from the preparation, auditing and certification of the Annual Reports and Accounts are properly dealt with.

	

	The existence of an Audit Committee is recognised as good practice in the Guidance for the Preparation of the Annual Statement on Internal Control (SIC) and in the CIPFA Codes of Practice for Internal Audit.

	

	Role and Function of an Audit Committee

	

	Purpose -

	An Audit Committee would deal with strategic issues around internal audit activity and not the day-to-day management of the service.  The Committee would provide an important source of assurance about the Authority’s arrangements for managing risk; maintaining an effective control environment; and reporting on financial and other performance.

	

	The scope of the Committee should be such that it is able to provide sufficient challenge across all other committees and the Executive in respect of the matters outlined in the previous paragraph.

	

	Core Functions -

	The core functions of an Audit Committee, based on CIPFA guidance, should include:

	 

	· Consideration of the effectiveness of the Authority’s risk management arrangements, the control environment, and associated anti-fraud and corruption arrangements.

· Seek assurance that action is being taken on risk related issues.

· Be satisfied that the Authority’s Assurance Statements properly reflect the Authority’s risk environment and the actions needed to improve it.

· Approve internal audit strategy, plan and monitor performance.

· Review summary internal audit reports and receive the Annual Report from the Head of Internal Audit and Risk.

	· Consider key reports of external audit inspection agencies.

	

	· Ensure an effective relationship between internal and external audit and other relevant bodies.


	

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

	

	· Provide independent review/scrutiny of the partnership arrangements at a strategic level that the Local Authority is entering into, for example, New Prospect Housing Limited (NPHL), Salford Community Leisure (SCL) and Urban Vision.

	

	The Audit Committee does not take over the Director of Finance, Section 151 statutory obligations, to maintain an adequate and effective system of internal control, nor the formal financial responsibilities of the Council and the Executive.  If used effectively, it should become a method by which the statutory responsibilities of both the Section 151 Officer and the Monitoring Officer are assured.

	

	Benefits of an Audit Committee

	

	An Audit Committee increases public confidence in the objectivity and fairness of financial and other reporting.  It reinforces the importance and independence of internal and external audit, and similarly any review processes.  It provides additional assurance through a process of independent review and through the Statement of Internal Control assurance mechanisms are effective.  It also raises the awareness of the need for internal control and the implementation of audit recommendations.

	

	Structure and Make Up

	

	In order to be effective, an Audit Committee needs to be independent from the Executive and scrutiny functions of the Authority, but have reporting lines to the Council.

	

	Ideally, the Committee should have a small number of Members and the Chair should be an Independent Member.  The Constitution of the Committee should also reflect the political make-up of the Council but cross-membership with other committees is not recommended as it may impact on the independence of the Committee.  However, in practical terms it is recognised that this may not be possible to achieve.  It is therefore suggested that a more pragmatic solution be adopted which meets the spirit of the guidance : 

· A Committee of 2:2:1 is established to be Chaired by the Majority Opposition Party.

· The membership of the Audit Committee should exclude Members of the Executive and should provide for named deputies.

· The named deputies to be used both when Members cannot attend but also importantly to substitute when a Member may have a conflict due to their role as a Member of one of the statutory committees.

· The Committee should meet at least four times each year with one (or part of one) meeting per year solely with the Head of Internal Audit and Risk Management (as per CIPFA guidance).

	


	Proposal

	

	In order to meet the ever-increasing pressures around Corporate Governance, and a desire to emphasise the importance of this issue, it is proposed to establish an Audit Committee.  Draft Terms of Reference for the Committee are attached at Appendix A to this report.

	

	The Committee will report directly to the Council but will be able, where appropriate, to make direct recommendations to the Executive, Executive Members and Statutory and Scrutiny Committees.  The Audit Committee, currently a Sub-Committee of the Customer and Support Services Scrutiny Committee, should cease, as much of its work will be undertaken by the newly formed Audit Committee.

	

	Conclusions

	

	Recent CIPFA guidance emphasises the importance of a formally constituted Audit Committee.  This also reflects the new Comprehensive Performance Assessment 2005, where a Committee needs to be in existence to score a 3 or above.

	

	In order to comply with guidance and best practice, and to further increase transparency around the workings of the Authority, it is felt to be an appropriate time to establish an Audit Committee.

	

	Recommendations

	

	The Cabinet is asked to approve the establishment of an Audit Committee, including:

	

	(a)
A Committee of 2:2:1 to be Chaired by the majority Opposition Party;

(b)
The membership of the Audit Committee should exclude Members of the 
Executive and should provide for named deputies;

(c)
The named deputies to be used both when Members cannot attend, but also
importantly to substitute when a Member may have a conflict due to their


role as Member of one of the statutory committees;


(d)
Agree the Terms of Reference for the Audit Committee attached at Appendix


A;

(e)
Agree to the necessary changes to the Constitution to bring the 
aforementioned recommendations into effect.




APPENDIX A

AUDIT COMMITTEE

TERMS OF REFERENCE

AUDIT / RISK ACTIVITY

· Consider the effectiveness of the Authority’s Risk Management arrangements, the control environment, and associated anti-fraud and corruption arrangements.

· Seek assurance that action is being taken on risk related issues.

· Be satisfied that the Authority’s Assurance Statements, properly reflect the Authority’s risk environment and the actions needed to improve it.

· Approve Internal Audit’s strategy, plan and monitor performance.

· Review summary Internal Audit reports and receive the Annual Report from the Head of Internal Audit and Risk Management.

· Consider key reports of External Audit and inspection agencies.

· Ensure an effective relationship between Internal and External Audit and other relevant bodies.

· To comment on the scope and depth of External Audit work and to ensure it gives value for money.

· To liaise with the Audit Commission over the appointment of the Council’s External Auditor.

· Terms of Reference reviewed annually.

REGULATORY FRAMEWORK

· To maintain an overview of the Council’s Constitution in respect of contract procedure rules and financial regulations.

· To consider the Council’s arrangements for Corporate Governance and agreeing necessary actions to ensure compliance with best practice.

· To monitor the Council’s compliance with its own and other published standards and controls.

ACCOUNTS

· To review the financial statements, External Auditor’s opinions and reports to Members, and monitor management action in response to issues raised by External Audit.

· To consider the Audit Commission’s report on the Statement of Accounts.
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