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Chairman’s Introduction

The Audit Committee process is well embedded into the County Council’s operations and is an essential component to the continuous improvement and many other successes the Council has achieved in 2007. It was particularly rewarding being the Chairman of the Committee at the beginning of 2007 when the Council was awarded “excellent” status, by the Audit Commission. The members of the Audit Committee can take pride in their contribution to this achievement, as since its inception in May 2005 the Committee has taken the lead on ensuring we have strong and embedded internal control and governance arrangements that provide the foundation for the Council to perform well. 

The key purpose of this report is to detail the role of the Audit Committee, and to summarise the key activities and achievements in 2007 that demonstrate how we have fulfilled this role effectively; however essential to an effective Committee is the membership itself and the support it receives from Officers and Cabinet Members. During 2007 the Committee was grateful for the regular attendance and contribution by the Cabinet Member for Finance, the Cabinet Member for Change Management, and the Chairman of the Corporate Governance Scrutiny Committee. The final section of this report details the membership and meetings of both the Audit Committee and the Audit Working Group in 2007. 
Whilst 2007 has seen some changes to the membership of the Committee, we have maintained the same high standards throughout. The Committee continues to operate in a non-political way, epitomising the Council’s “One Team” approach. Committee members have both expertly supported and challenged officers and Cabinet Members to ensure our risk management, internal control and governance arrangements are effective and transparent. 

It is my firm belief that the Audit Committee should never be seen as having just a policing role over the governance functions, but a role of ‘critical friend’. Whilst it is essential we provide challenge to officers, I also see my role as being an ex officio member of the internal audit and risk management functions, supporting them in meeting their objectives, and continuous improvement to their processes. 
At the end of 2007 we said goodbye to Evelyn Kaluza, the Risk Manager, who has made a considerable contribution to the development of risk management across the Council; to the Audit Committee process; and in supporting me in my role as Risk Champion. I am looking forward to maintaining the same working relationship during 2008 with Ian Mills who has replaced Evelyn and will be fulfilling the Risk Manager role.  
I should like to take this opportunity to give my personal thanks for their contribution and support to; all the committee members; Dr. Geoff Jones, Chairman of the Audit Working Group and co-opted member of the Audit Committee; Sue Scane, Assistant Chief Executive & Chief Finance Officer; Peter Clark, County Solicitor and Monitoring Officer; Ian Dyson, Assistant Head of Finance (Audit), and the Internal Audit Team; and Geoff Malcolm, Principal Committee Officer. On behalf of the Audit Committee I should also like to thank the Officers who have presented well prepared detailed reports, and have provided timely and comprehensive responses to our questions and challenges.

I look forward to leading the Audit Committee into 2008, and have no doubt that our “One Team” approach will continue to maintain a sound system of governance and internal control, that supports our front line services.

Cllr. David Wilmshurst
Chairman, Audit Committee 
Role of the Audit Committee

The Audit Committee operates in accordance with the “Audit Committees, Practical Guidance for Local Authorities” produced by the Chartered Institute of Public Finance and Accountancy (CIPFA) in 2006. The Guidance defines the purpose of an Audit Committee as follows:

“ to provide independent assurance of the adequacy of the risk management framework and the associated control environment, independent scrutiny of the authority’s financial and non-financial performance to the extent that it affects the authority’s exposure to risk and weakens the control environment, and to oversee the financial reporting process.”

The key functions of the Audit Committee are defined within the Council’s Constitution; the relevant extract is attached as Appendix 1 to this report. In discharging these functions the Committee is supported by the Audit Working Group, their terms of reference are attached as Appendix 2 to this report.

Key Activities

In this section the activities of the Committee in 2007, including the Audit Working Group, are summarised under the headings of the key functions. Achievements and improvements to which the Audit Committee has contributed are highlighted.
Internal Control 
· Review and approval of the 2006/07 Statement on Internal Control Assurance Process.
· The Statement on Internal Control is being replaced for 2007/08 by an Annual Governance Statement. In November 2007, the Committee considered and approved a revised assurance framework to accommodate this change.
· Review and approval of the Statement on Internal Control 2006/07, including identification of key weaknesses and action plans to address them.
· Quarterly monitoring of progress on actions identified in the 2005/06 and the 2006/07 Statements on Internal Control.

· Monitoring of progress made on the Financial Management Improvement Plan, and agreement to the closure of the project.

· Quarterly monitoring of progress with the SAP Revitalisation Programme, ensuring that SAP as the key management information system is meeting financial management and internal control requirements.
· Quarterly monitoring of progress with the implementation of actions for improving control over Project Management.

· Review the outcomes from the six monthly internal control checklist assurance process, where Directors, Heads of Service, and Corporate Business Leads undertake a self assessment of compliance against key controls.

Risk Management
· Commissioned and reviewed the annual report from the Risk Manager. This was the first annual report and detailing the improvements to the risk management process, a commentary on how embedded the process is, and an improvement plan for future activity. The annual report will now feature as a standing item on the Audit Committee Work Programme.
· Review quarterly Risk Management reports including an update on compliance with the risk management process across all Directorates. The quarterly reports also contain the highest scored risks escalated to the County Council Management Team, and the Strategic Risk Register, for the consideration of the Committee; to gain assurance over the process; and to determine whether further examination of the processes is required in any area. 
· The Committee requested an annual review of risk registers be performed by the Director of Social and Community Services, (Officer Risk Champion), and the Risk Manager, to consider the consistency of application across the Directorates. The Audit Working Group monitored this and received the report. This will now be undertaken on an annual basis.
Internal Audit

· In accordance with the 2006 amendment to the 2003 Accounts and Audit Regulations, the Committee undertook a continuous review of the effectiveness of the system of internal audit. This comprised of:

· Approval of the process for undertaking the review;

· Approval of the Internal Audit Strategy, Annual Plan and set of performance indicators;

· Quarterly reports by the Assistant Head of Finance (Audit) detailing progress against the plan and performance targets;

· Annual report for 2006/07 by the Assistant Head of Finance (Audit)

· Feedback from KPMG LLP, the External Auditors on reliance placed on the work of Internal Audit;

· Review of compliance against the 2006 CIPFA Code of Practice for Internal Audit;

· Annual survey across Head of Service and Directors to feedback on performance and effectiveness of Internal Audit;

· Annual report by the Monitoring Officer collating the evidence, and conclusion on the effectiveness of the System of Internal Audit.
· The Committee has also supported the Assistant Head of Finance (Audit) on structure changes and job evaluation issues to ensure the function is properly resourced, and fit for purpose.
External Audit

· The Council’s External Auditors, KPMG LLP, were represented at four of the six committee meetings in 2007. This enabled the Committee to maintain a good working relationship with the Auditors. 

· Received the External Auditors’ Annual Report, for 2005/06, and monitored through to implementation the actions arising from that report;

· Received the 2005/06 Annual Audit and Inspection Letter from the Audit Commission;

· Received the 2006/07 ISA 260 Audit Memorandum Report. This report details the work undertaken in respect of the accounts and also Internal Audit.
Anti Fraud and Corruption
· The quarterly Internal Audit progress reports include an update on internal investigations being undertaken relating to matters of fraud and corruption;

· The Monitoring Officer provides an annual report on cases of whistleblowing, from both internal and external sources.

· Review and approval of the whistleblowing process.

Annual Accounts Process
· Review and approval of the 2006/07 Annual Accounts, submitted to the Auditors.
· As stated above, the Committee also reviewed and approved the 2006/07 Statement on Internal Control reported with the Annual Accounts, and received the Auditors report on the Annual Accounts.

Achievements

The Audit Committee has contributed to the Council being awarded ‘Excellent Status’ through the challenge and monitoring it has performed on governance, risk management and financial management processes and projects. Continuous improvement in these areas has been demonstrated through the annual Use of Resources assessment, maintaining an overall score of Level 3, despite the harder test criteria applied for 2006/07.

The Committee has pursued interest in the Project Management process, actively seeking and achieving improvements to the project management framework, including the governance arrangements and monitoring of compliance, therefore reducing the risk of project failure.

Risk management at a corporate and strategic service level is firmly embedded into the business processes. 

Internal Audit has continued to develop and strengthen with support from the Committee. The reporting and performance monitoring process is now well embedded in the Audit Working Group, and Audit Committee Work Programmes.
Key Areas of Focus Looking Forward to 2008

In addition to its core business, the areas the Committee will focus on for further improvement will include

· Anti Fraud and Corruption Framework

· Risk management in partnership working and projects

· Partnerships

Membership, Meetings & Attendance

Audit Committee

The Audit Committee comprises nine County Councillors, representing all political parties and a Co-opted Member, Dr. Geoff Jones, who brings to the Committee a high level of knowledge and understanding of governance, public sector accounting and audit.

Key to ensuring the effectiveness of an audit committee function is having a committed membership with the knowledge and skills to fulfil their role. In April 2007 the Committee sought to test by way of a self assessment whether the membership has the right balance of skills and knowledge. To measure this the membership referred to professional guidance and noted that it is not necessary for all members of the committee to be professionally qualified or experts in a field; however they need to have an ability to question, probe and seek clarification about complex issues, and should have gained experience in some of the core functions of the Committee. Financial awareness is essential, but an accounting background or qualification is less important than a broad understanding of the financial, risk and control, and governance issues facing local authorities and the Council specifically. 

This exercise is not a requirement under the Council’s constitution but was considered by the Committee to be good practice, recognising the significance of the role in ensuring that the Council delivers its business in a well controlled way, compliant with regulations and statutory requirements. Other Local Authorities have subsequently requested information on our process, with a view to replicating it in within their Council.

The self assessment has demonstrated we have a very strong membership within the Audit Committee that has the skills and experience to fulfil this very important role effectively. No areas of weakness were highlighted.

Although it has not been an issue during the year, the Committee sought to protect this position by recommending a change to the Constitution; when a member of the Committee is unable to attend a meeting, the use of a substitute should be at the discretion of the Member’s political group, but that it should be a requirement that the Audit Committee can only take place where there is a majority of permanent committee members in attendance.

In April 2007 there was a change to the membership of the Committee; Councillor John Farrow, who was the Deputy Chairman, and Councillor Colin Lamont, left the Committee. Both of these Councillors also played a very active role as members of the Audit Working Group. Their significant contribution in developing an effective Audit Committee since its inception in May 2005 is gratefully acknowledged. 

Councillors Ray Jelf and Timothy Hallchurch MBE joined the Committee from April 2007, with Councillor Jelf taking the role of Deputy Chairman.  

Officers
The Audit Committee continues to be well supported by Officers, providing reports either in accordance with the Committee’s work programme, or at the request of the Committee. Essentially the Committee is well supported by Senior Officers. In 2007 the Assistant Chief Executive & Chief Finance Officer (A member of the County Council Management Team), the County Solicitor & Monitoring Officer, and the Head of Internal Audit routinely attended the meetings. These same officers also routinely attend the Audit Working Group meeting.

Meetings

In recognition of the overall improvements to the internal control framework achieved in 2006, it was resolved to reduce the number of meetings from seven to six for 2007. The Audit Working Group also reduced its meetings to six. The meetings of both were timetabled to ensure the agreed work programmes could be discharged in a timely manner with the regularity of monitoring and review maintained. 

The decision to reduce the number of meetings was successfully implemented in 2007, without compromising the effectiveness of the Committee in fulfilling its role.

Work programmes are used by both the Audit Committee and the Audit Working Group to ensure requirements of the Committee are fulfilled. The programmes are reviewed with officers at each meeting and added to when appropriate to ensure ad-hoc investigations instigated by the Committee are reported. 

Training and Development

Prior to Audit Committee meetings time is allocated for officers to deliver a development session for members to keep them up to date with any new requirements or changes to the existing governance framework. The following development sessions were delivered in 2007: 
	Date and Presenter
	Topic

	28 February 2007,

Ian Dyson, Assistant Head of Finance (Audit)
	Statutory requirement for an Annual Review of the Effectiveness of the System of Internal Audit

	27 June 2007,

Paul James, Head of Partnership Working
	Corporate Area Assessment & Partnership Working

	26 September 2007,

Evelyn Kaluza, Risk Manager
	Risk Management in Partnerships 

	28 November 2007,

Peter Clark, County Solicitor & Monitoring Officer
	Assurance Framework & Local Code of Corporate Governance


Summary of membership 

Audit Committee

	Name
	Role

	
	

	Cllr. David Wilmshurst
	Chairman

	Cllr. John Farrow (to April 2007)
	Deputy Chairman

	Cllr. Ray Jelf (from April 2007)
	Deputy Chairman

	Cllr. Alan Bryden
	Member

	Cllr. Patrick Greene
	Member

	Cllr. Timothy Hallchurch MBE (from April 2007)
	Member

	Cllr. Colin Lamont (to April 2007)
	Member

	Cllr. Charles Mathew
	Member

	Cllr. Dermot Roaf
	Member

	Cllr. John Sanders
	Member

	Cllr. Craig Simmonds
	Member

	Dr. Geoff Jones
	Co-opted Member


Audit Working Group

	Name
	Role

	Dr. Geoff Jones
	Chairman

	Cllr. Alan Bryden
	Member

	Cllr. Ray Jelf (from April 2007)
	Member

	Cllr. Colin Lamont (to April 2007)
	Member

	Cllr. David Wilmshurst
	Member

	Cllr. John Farrow (to April 2007)
	Substitute / Observer

	Cllr. Timothy Hallchurch MBE (from April 2007)
	Substitute / Observer

	Cllr. Charles Mathew
	Substitute / Observer

	Cllr. Dermot Roaf
	Substitute / Observer

	Cllr. John Sanders
	Observer


Appendix 1 - Audit Committee Functions
The following are the functions of the Audit Committee extracted from the Constitution Section I 1(a). 

1. The functions in relation to the approval of the statement of accounts etc specified in Paragraph 45 in Section I of Schedule 1 to the Functions Regulations including the Annual Statement on Internal Control. 
2. To monitor the risk, control and governance arrangements within the Council, together with the adequacy of those arrangements and those of others managing Council resources: 

- to ensure compliance with relevant legislation, guidance, standards, codes and best practice, whether external or internal; 
- to provide assurance on the effectiveness of those arrangements both generally and for the purposes of the Statement on Internal Control, including arrangements for reporting significant risks; and 
- to ensure coordination between internal and external audit plans to maximize the use of resources available as part of a total controls assurance framework; 
- and to draw to the attention of the Corporate Governance Scrutiny Committee any issues which in the Committee’s view would benefit from a scrutiny review or further investigation.
3. To consider and comment on the Council’s External Auditor’s annual work plan, the annual audit letter and any reports issued by the Audit Commission or the Council’s External Auditor. Where issues affect the discharge of executive functions, to make recommendations as appropriate to the Cabinet, and where any issues affect the discharge of non-executive functions, to make recommendations to the appropriate Council Committee.
4. To systematically monitor:
- the performance and effectiveness of Internal Audit Services processes within the Council, including undertaking an annual review using key performance indicators e.g. client satisfaction, percentage of plan completed, percentage of non-chargeable time; 
- the strategic Internal Audit Services Plan and annual work plan, advising on any changes required to ensure that statutory duties are fulfilled; 
- resourcing for the service, making recommendations to the Cabinet and Council on the budget for the service; and 
- arrangements for the prevention and detection of fraud and corruption; and to draw to the attention of the Corporate Governance Scrutiny Committee any issues which in the Committee’s view would benefit from a scrutiny review or further investigation.
5. To implement the foregoing in accordance with a programme of work agreed by the Committee annually in advance, and to report to the Council on the Committee’s performance in respect of that programme.

Appendix 2 - Audit Working Group Terms of Reference
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, and the Assistant Head of Finance (Audit) 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 2008

Review Date……February 2009

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


Telephone (81)5440


Ian.dyson@oxfordshire.gov.uk 




                                            Appendix 3 - 2007/08 Annual Governance Assurance Framework
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Monitoring Officer and Chief Finance Officer as Statutory Officers provide further information in relation to complaints, whistleblowing, conduct issues including the work of the Standards Committee and other Committees





Evidence from CPA Assessments











Assurance process for monitoring key areas of internal control and governance





Cabinet considers and comments on draft Governance Statement and recommends approval.





Audit Committee approves interim report on the effectiveness of internal control (half yearly); approve Governance Statement (annual) and receive quarterly report on Governance Action Plan progress.





Leader, Chief Executive, Monitoring Officer and S151 Officer sign Governance Statement (annual)





External Audit 


The annual external audit (KPMG LLP)


The external auditors provide independent overview of the effectiveness of the control environment and raise specific issues within its annual audit and inspection letter





Directors sign Certificate of Assurance. (Annually)





Business Manager gathers information to complete Internal Control Checklist (half yearly)





Head of Service signs Certificate of Assurance (annually)





Business Manager signs Certificate of Assurance (annually)





Heads of Service ensure that Service Risk Register is updated and reflects key areas of risk (quarterly)





Corporate Governance Assurance Group


Co-ordinates receipt of reports on internal control and governance.  Challenges evaluations of effectiveness and prepares draft Governance Statement for approval.





Business Managers Group receives reports on Risk Registers and ICC and provides feedback on areas for improvement.





CCMT ensures ICC issues are properly addressed throughout the Council and ensures cross cutting Directorate risks are incorporated into the Council’s Strategic Risk Register





Risk Manager provides annual report on effectiveness on process of risk 





Directorate Management Teams review Risk Registers and agree half yearly significant risks (half yearly)





Internal Audit provides independent opinion on:


the effectiveness of the process for gaining assurance on risk management and internal control


the effectiveness of control to manage significant areas of risk





Review of the Effectiveness of the System of Internal Audit





External Review Bodies Directorates are subject to independent external review and any issues and any issues of control relating to internal control will be reported to the Corporate Governance Assurance Group.








Assurance process for managing significant risks
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