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AUDIT WORKING GROUP: Review of Activities 2008/9
Report by Dr Geoff Jones, Chairman, Audit Working Group

Summary

As part of a number of governance and financial management reforms, the County Council (OCC) in 2004 established a joint Member/Officer Working Group under the aegis of the then Best Value and Audit Committee to assist that Committee in its work on internal control matters, particularly in order to enhance the effectiveness of the County Council’s internal and external audit functions, to support risk management activities and  to monitor OCC governance arrangements.  
Known as the Audit Working Group (AWG), the Group continued its activities under the Council’s new Audit Committee established in 2005.   From the outset, the Council decided that it would be desirable for the Group to have an independent outside chairman, and as one of three co-opted members on the Best Value and Audit Committee in 2004, I was invited to chair the Working Group. I have continued in this role ever since. 
The Working Group receives its terms of reference and workload from the Audit Committee and makes reports of its activities at every meeting. But, although not specified in the terms of reference, I have felt it necessary in the interests of greater accountability to provide the Committee with a personal report on its activities each year. This report offers that view for the year ended 2008/9, and for the benefit of the new Audit Committee also attempts to summarise the general benefits and potential disbenefits of the Working Group’s modus operandi. It is a matter for the new Audit Committee to determine whether or not it wishes to continue with these arrangements. 
   1. Role and Responsibilities

1.1 The Audit Working Group assists the Audit Committee by carrying out detailed examination of audit, risk and internal control matters. It consists of three county councillors and three named county councillor substitutes under the chairmanship of myself as an independent co-opted member. Each of the Groups’ members is nominated by the Audit Committee, and membership includes its Chairman and Deputy Chairman.  All members of the Audit Committee receive the Group’s papers and may, and indeed are encouraged, to attend the meetings. The Group is directly supported by the Assistant Chief Executive and Chief Finance Officer, the Head of Legal and Democratic Service and Monitoring Officer, the Assistant Head of Finance (Audit) and the Corporate Risk and Performance Adviser, together with other officers as appropriate. Reports of activities and any recommendations are made to each meeting of the Audit Committee. The Group’s Terms of Reference are attached at Appendix 1.
1.2. The Group monitors in detail at every meeting internal audit planning, performance and resources, follows up the implementation of high priority internal audit and all external audit recommendations, and receives regular reports on risk management progress and risk management issues. In addition, the Group undertakes detailed work on specific matters referred to it by the Audit Committee. In 2008/9 these have included, for example, the Whistleblowing Events Register, the lessons learnt from Project Link and the reporting arrangements for the SAP Development Programme.  

1.3. The Group’s role is therefore to act as an informal working group to assist the Audit Committee to discharge its responsibilities in respect of risk, control and governance arrangements, relations with external audit and monitoring of internal audit resources and activities. The Group’s work programme is closely coordinated with that of the Audit Committee and its meetings have mostly taken place shortly before Audit Committee meetings. Its main contribution to good governance is to allow members to receive and challenge both written and oral reports on aspects of internal control in a forum which facilitates detailed scrutiny and confidential discussion.  The Group’s only available executive action is by means of report to the Committee, but the high level of support it receives from its core of Chief Officers and its power to invite other officers to attend to explain their actions in areas of concern contribute significantly to its effectiveness.
    2. Activities during 2008/9
2.1. The AWG work programme includes many items relating to internal control, audit and risk management that are considered in detail and reported on to the Audit Committee after each meeting. 
2.2 Regular items in the work programme include: 
· Internal audit resources, planning, and performance

· Risk management reports

· Annual Governance Statement (AGS) production and Action Plan monitoring.

2.3. The Group’s close scrutiny of internal audit resources and performance during the year satisfied us that good progress was being maintained; a judgement that was confirmed by the full achievement of the Audit Plan and good independent feedback from Chief Officers and service managers (as well as external audit). As I anticipated in my report last year, this has been the best performance from Internal Audit since the AWG was established and I congratulate all the officers involved. The final element still to be fully realised is timely follow-up of past reports. Threats to overall performance continue to arise from unforeseen events such as fraud investigations, but last year these were dealt with within the approved budget.
2.3. During the year the Group felt it necessary on a number of occasions to conduct detailed discussions with the officers responsible for a number of areas where Internal Audit had highlighted serious control issues. These included:

· Fairer charging

· Accounts Payable

· SAP authorisations

· Schools Finance support.
In each case, the Group was able to agree a way forward and also to monitor the situation to ensure that promised improvements were implemented.
2.4. External Audit reports relating to internal control issues and use of resources continued to be very positive and required only nominal monitoring. The AWG meeting was used to have a private meeting with the external auditors where this positive assessment was confirmed. The main issue that arose was in relation to Treasury Management and the deposits with failed Icelandic banks. The Council was not among those directly criticised by the Audit Commission, but was subject to adverse scoring on one element of the Use of Resources Assessment. Nevertheless, the Council received the highest possible overall Use of Resources score.  
2.5. The Group received regular reports on Risk Management activities and has asked the Corporate Risk and Performance Adviser to attend at each meeting. My impression, based on the advice the Group has received, is that at Corporate and Service Management Team levels, risk management is well embedded, has adequate mechanisms to ensure that risk assessments are up-to-date and that escalation procedures work well; however, it appears possible that at lower levels in the organisation the language and techniques of risk management may not be so widely used even though managing risk is part of every manager’s responsibilities. I accept that different services may use different but equally effective approaches. But it may be that these need to be better aligned with the corporate procedures.
2.6. Some other activities carried out by the Group during the year were as follows:

· reviewed progress and contributed to the Annual Governance Statement (AGS); monitored progress on the AGS Action Plan of 2007/8;
· reviewed and recommended updates to the AWG Terms of Reference;
· reviewed the register of Whistleblowing events and considered what incidents revealed about potential weakness in internal control;
· reviewed the reporting arrangements for the SAP Development Programme and made recommendations to the Audit Committee;
· received and commented on the ‘Review of the Effectiveness of Internal Audit’ Report;
· monitored the position of OCC against the professional code for internal audit in local government
· considered what lessons should be learned from the Project Link post-project review.
The Group met 6 times in the year, each meeting lasting approximately 3 hours.

2.7  In my opinion, in this last year the Group has made a particularly useful contribution in assisting the Audit Committee in the discharge of its role and responsibilities. But it is appropriate that after more than 4 years and with a new Audit Committee, the operation and the effectiveness of the Group should be reviewed.
     3. Evaluation of Past Achievement and Potential Future Contribution  
Achievement

3.1 The AWG was set up at a time when the Council faced considerable challenges to its system of internal control, governance and financial management arrangements. At the time, there was felt to be a need for a forum in which confidential and sensitive issues arising from audit work could be discussed by elected Members in a way which for various reasons could not be done at meetings which were open to the public. One consideration was that although it would have been possible to conduct such business in private session, it was felt at the time that the extensive use of private Committee sessions should be avoided if possible. Another consideration was that the full Committee was too large a body to undertake the kind of detailed discussions that were envisaged. It was felt that anonymysing audit findings so that reports could be tabled for public session was not a good or even practicable solution.
3.2  As the work of the Group developed, it became clear that one of its biggest contributions was its ability to invite responsible officers to discuss audit issues at length in a confidential face-to-face forum, not only with Councillors but also with the senior officers who from the start had attended each meeting - initially the then Director for Resources and more recently the Assistant Chief Executive and Chief Financial Officer, together with the Head of Legal and Democratic Services, the Assistant Head of Finance (Audit) and (latterly) the Corporate Risk and Performance Advisor. The style of the meetings has always been informal - much more so than would be possible even at a private session of the full Committee - and I believe this has helped the discussions and also allowed Members to develop their knowledge and understanding of audit matters. Another important factor has been the committed dedication of a number of Audit Committee Members, including its Chairman, who have attended AWG meetings throughout its existence. If this dedication and continuity were to be lost, it would be much more difficult for the Group to continue operating in the way that it has.
3.3. As a part of its routine workload and also in response to particular requests from the Audit Committee, the Group has, I believe, performed a valuable role in monitoring, commenting on and shaping reports which eventually found their way on to the Audit Committee Agenda. Group discussions on such matters as the AGS, and Internal Audit performance monitoring, have I believe in many cases provided early warning of upcoming issues and facilitated the informed discussion of these matters at the Audit Committee itself. In addition, the Group has, I believe, helped if only in a small way to develop and maintain the excellent relationship the OCC has had with its external auditors.
Potential Concerns
3.4. I acknowledge that there are a number of possible reasons why the AWG should not necessarily continue in its current form. I summarise these briefly before offering a response. 

· The Audit Committee constitutes ‘those charged with governance’ in OCC for the purpose of receiving the statutory reports on audit and related matters and should therefore receive all related and relevant reports;  
· Other local authorities seem to be able to operate effectively without a group such as the AWG;
· Because the AWG often considers early versions of reports that have to go to Audit Committee anyway, there is duplication and consequent inefficiency; 

· Confidential items such as those arising from internal audit reports could be heard in a closed session of the Audit Committee;
· The situation in OCC now is much improved since 2004 and there is no need for such a Group.
3.5. My reasons for supporting the AWG are linked to my personal experience of local authorities and my belief in the vital role of elected councillors, who often will not initially be experts in local government or local government audit. The challenge as I see it is how to ensure that non-experts can make an effective contribution in a highly professionalised and technically demanding field such as audit. I think the AWG format offers a really effective way for this to happen. The constraint is to make sure that there is no diminution of accountability, but I believe that the arrangements that have been put in place whereby the Chair of the Audit Committee (and latterly the Deputy Chairman as well) attends every meeting, that every member of the Audit Committee receives the papers and may also attend, and that a report of significant matters is made to each meeting of the Audit Committee should in my view be sufficient to meet any doubts on this point.

3.6. On the question of possible duplication, I have been very aware of this danger. As well as being a consequence of the improved internal control situation, the sequence of meetings was changed last year so that fewer meetings were held in order that there could be better coordination. The Annual Accounts is one example where the AWG does not have a role; external audit reports also do not routinely come to the Group. Conversely, some reports, such as the internal audit progress reports and quarterly performance reports, do not go the Audit Committee. But I acknowledge that some danger of duplication remains, depending largely on the timing of meetings. I repeat my point from paragraph 3.3 that where - more rarely now - the same report is considered by both AWG and the Audit Committee, early discussion of reports at the AWG has often made it easier for the Audit Committee to focus on the major points.
3.7 On the general point that all reports should come to the Audit Committee, I believe first of all that OCC rightly takes its responsibilities in respect of governance and internal control very seriously, that the AWG is a one symptom of this and that it is recognised as good practice by external bodies and organisations. Conversely, to continue with the same level of scrutiny of audit matters without the AWG would probably require a doubling of Audit Committee meeting time, and even then at the cost of some detailed and useful discussions. I personally believe that the small size of the Group and the way it works could not be replicated at a fully constituted Committee meeting, whether in private or not. So long as there is no diminution of accountability, I think it is an effective way of bridging a potential gap between officers, backbench Members and the Cabinet on important internal control issues.
4.  Prospects for the Future

4.1 A meeting schedule and forward work programme for the Group has been agreed by the Audit Committee and is attached at Appendix 2. I should comment that the timing of the recent elections and the exclusion from the timetable of April 2010 has meant 5 instead of 6 scheduled meetings in 2009/10 (including an April 2010 meeting).  Apart from the issues that have already been identified, there are a number of other challenges that are likely to arise in the near future to which the AWG could make a worthwhile contribution. These include:
· Helping to establish good relations with the incoming external auditors;

· Assisting the Authority in meeting the challenge of the new Local Area Assessment to be introduced by the Audit Commission this year;
· Helping the Authority to respond to the greater pressures on value-for-money in local authorities that are bound to arise from the present economic situation;

· Supporting internal audit in its attempts to establish partnerships with other authorities.

· Helping to monitor developments in data quality and data security. 

4.2  The current and potential workload of the AWG confirms that there will be no shortage of issues for the new Audit Committee to address. I believe that the AWG format can offer considerable assistance in that vital endeavour.

5.  Conclusion
5.1. In this report I have tried to provide two things:

· a personal account of the activities of the Group in the last year; and

· a balanced evaluation of the strengths, achievements and weaknesses of the AWG. 
It is for the Audit Committee to make a judgement about past performance and future arrangements. My assessment is that the AWG has performed a valuable role over the last four years and that its current workload, the way it works and the issues that will arise in the forthcoming year argue in favour of its continuance. The question of membership of the Group should it be reconstituted is of course also a matter for the Committee.
6.  Recommendation
The Committee is asked to receive this report.
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Appendix 1

Audit Working Group

Terms of Reference 
(last revision approved by the Audit Committee 4 March 2009)

Membership

The Audit Working Group shall comprise:-

· three County Councillors, including the Chairman of the Audit Committee with three named substitutes; 

· one independent member drawn from the Audit Committee (who will be appointed by the Committee and will Chair the Group).  

The Assistant Chief Executive & Chief Finance Officer, the County Solicitor and Monitoring Officer, the Assistant Head of Finance (Audit) and the Corporate Risk and Performance Advisor, or their representatives shall attend the Group meetings.

Members of the Group and their substitutes should have suitable background and knowledge to be able to address satisfactorily the complex issues under consideration and should receive adequate training in the principles of audit, risk and control.

All members of the Audit Committee are invited to apply to attend Audit Working Group Meetings as observers. The Assistant Head of Finance (Audit) should be notified in advance should a member of the Committee wish to attend.

Role

The Audit Working Group shall:

· act as an informal working group of the Audit Committee in relation to audit, risk and control to enable the Committee to fulfil its responsibilities effectively in accordance with its terms of reference (Section I 1a of the Constitution); 

· routinely undertake a programme of work as defined by the Audit Committee;  

· consider issues arising in detail as requested by the Audit Committee;

· receive private briefings on any matters of concern;

· at least annually hold a private session with the External Auditors not attended by any officers, and a further private session on Internal Audit matters with the Assistant Head of Finance (Audit) only.  

Reporting

The Assistant Chief Executive & Chief Finance Officer will report to the Audit Committee on matters identified by the Group following consultation with the Chairman and members of the Group.

Meeting

The Group shall meet regularly in cycle with the Audit Committee.  

The Group may invite any officer or member of the Council to attend its meetings to discuss a particular issue and may invite any representative of an external body or organisation as appropriate.

Confidentiality

The Group will meet in private to allow full and frank consideration of audit, risk and control issues.

All matters discussed and papers submitted for the meetings including minutes of the previous meeting must be treated as confidential. Papers will be circulated in advance to all members of the Audit Committee for information whether attending the Group or not.    

Where any member wishes to inspect any document considered by the Group and believes that s/he has a ‘need to know’ as a County Councillor, the procedure in the Council’s Constitution relating to Members Rights and Responsibilities (Section (ff) paragraph 12) shall apply. 

Updated ………..February 2009

Review Date……February 2010

Officer Responsible……Ian Dyson, Assistant Head of Finance (Audit)


Telephone 01865 (32)3875
                                              Ian.dyson@oxfordshire.gov.uk


Appendix 2

AUDIT WORKING GROUP

WORK PROGRAMME 2009/10

2009

Thursday 23 July

· Internal Audit Quarterly Report (Q1 – 2009/10) – Ian Dyson

· Risk Management Progress Report – Ian Mills

· Fairer Charging progress report – Simon Kearey / Sean Collins

· Learning and Development – TBC

· SAP Authorisations Progress report – Ian Dyson / Mike King

Thursday 22 October

· Internal Audit Quarterly Report (Q2 – 2009/10) – Ian Dyson

· Risk Management Progress Report – Ian Mills

· Quarterly Update AGS Action Plan – Georgina Paton

· Progress report on issues arising from KPMG report to those charged with governance (September 2009) - TBC

· SAP Authorisations Progress report – Ian Dyson / Mike King

· Update on Schools Finance BPR exercise – John Hickson/Jo Stone 

2010

Thursday 7 January

· Annual Governance Statement Process – annual review of the assurance framework – Georgina Paton

· Quarterly Update AGS Action Plan – Georgina Paton

· Internal Audit Quarterly Report (Q3 – 2009/10) – Ian Dyson

· Risk Management Progress Report – Ian Mills

Thursday 18 February 
· Internal Audit Progress Report 2009/10 – Ian Dyson

· Risk Management Progress Report – Ian Mills

· Progress report on issues arising from the KPMG Annual Report (December 2009) - TBC

· Draft work programme 2009/10 – Ian Dyson

· Review of AWG Terms of Reference – Ian Dyson

· Private Session with External Auditors - TBC

· Private Session with the Assistant Head of Finance (Audit)
Last updated: 3 April 2009



Ian Dyson, Assistant Head of Finance (Audit) 
01865 323875
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