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1Executive summary

1.1Introduction
Good corporate governance requires independent, effective assurance about the adequacy of financial 
management and reporting. These functions are best delivered by an audit committee, independent from the 
executive and scrutiny functions.
Effective audit committees help raise the profile of internal control, risk management and financial reporting 
issues within an organisation, as well as providing a forum for the discussion of issues raised by internal 
and external auditors. They also enhance public trust and confidence in the financial governance of an 
authority.
1.2Key findings
Overall the Council has a relatively robust Audit Committee but there are a number of areas where good 
practice can be adopted and the Committee further strengthened.  The keys findings are:
 The Audit Committee’s terms of reference meet the requirements set out by CIPFA;
 The Audit Committee is independent of the executive and scrutiny functions, thus providing status, independence 
and clarity to its role; 

 The Audit Committee has the ability to provide challenge across the Council;
 The Audit Committee provides a positive statement to the Council in respect of risk management and governance.
1.3Key Learning Points
  A rolling workplan should be established to drive Audit Committee meetings and ensure that its duties are fully 
discharged; and

 The Audit Committee needs to consider how it can best demonstrate its effectiveness and the impact is has on the 
Council’s system of internal control.

1.4Way forward
We will discuss the findings of the review with officers to agree an action plan to address the key issues 
going forward. In addition, we shall continue to work with officers to constructively challenge the delivery of 
action plans. 

3

Page 3 of 21



© 2005 KPMG LLP, the U.K. member firm of KPMG International, a Swiss cooperative. All rights reserved. This document is confidential and its circulation and use are restricted. 
KPMG and the KPMG logo are registered trademarks of KPMG International, a Swiss cooperative.

2Introduction

2.1Background
The role of those responsible for corporate governance and financial reporting processes continues to be 
open to scrutiny by regulators, legislators and the general public. Audit committees are increasingly viewed 
as a critical component in the overall corporate governance process.
Although audit committees have been a feature of the public sector for some time, there has been a lack of 
clarity about how they should operate in local government. Audit committees are not just the concern of 
auditors; they are about the governance, financial reporting and performance of the whole authority.
Effective audit committees help raise the profile of internal control, risk management and financial reporting 
issues within an organisation, as well as providing a forum for the discussion of issues raised by internal 
and external auditors. They also enhance public trust and confidence in the financial governance of an 
authority.
In 2005/06, the Council established an Audit Committee, and this has contributed to the Council's strong Use 
of Resources score in 2006/07.  In order to further strengthen internal control, the Council needs to assess 
the progress made since implementation of the Audit Committee and demonstrate that it is operating 
effectively and is providing the an appropriate level of challenge.

2.2 Objectives and scope of the review
Our review of your Audit Committee will form the basis of a healthcheck ensuring that it meets the 
requirements laid out within the Use of Resources key lines of enquiry.  Specifically, this healthcheck will 
ensure that the Audit Committee:
 effectively delivers the core functions set out by CIPFA guidance (Chapter 3);
 provides effective challenge across the council (Chapter 4);
 provides independent assurance on the risk management framework and associated internal control environment 
to members of the public (Chapter 4);

 is able to demonstrate the impact of its work (Chapter 4); and
 operates in accordance with best practice (Chapters 3 and 4).
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Introduction (Cont.)

2.3Audit approach
Our audit has used a variety of methods, including:
 review of key documentation;
 where relevant, interviews and discussions with key officers;
 comparison with other Councils and best practices identified through both our Use of Resources work and specific 
reviews. 

2.4Acknowledgements
We would like to take this opportunity to thank all those staff at the Council who have supported this review.
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3CIPFA Core Functions

3.1Introduction
This section of the report considers the extent to which the Audit Committee effectively delivers its core 
functions.  CIPFA sets out a number of core functions that an Audit Committee should perform:
 Consider the effectiveness of the authority’s risk management arrangements, the control environment and 
associated antifraud and anticorruption arrangements;

 Seek assurances that action is being taken on riskrelated issues identified by auditors and inspectors;
 Be satisfied that the authority’s assurance statements, including the Statement on Internal Control, properly reflect 
the risk environment and any actions required to improve it;

 Approve (but not direct) internal audit’s strategy, plan and monitor performance;
 Review summary internal audit reports and the main issues arising, and seek assurance that action has been taken 
where necessary;

 Receive the annual report of the head of internal audit; 
 Consider the reports of external audit and inspection agencies;
 Ensure that there are effective relationships between external and internal audit, inspection agencies and other 
relevant bodies, and that the value of the audit process is actively promoted;

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

3.2Background
The Council established an Audit Committee in December 2005.  A terms of reference is in place for the 
Committee which sets out its core functions and responsibilities.  This section of the report considers the 
extent to which the terms of reference are consistent with the core functions as recommended by CIPFA.
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3CIPFA Core Functions (continued)

3.3Audit Committee terms of reference 
The Audit Committee terms of reference are consistent with those set out as core functions by CIPFA.  In 
addition, the terms of reference also include the following:
 To comment on the scope and depth of external audit work and to ensure that it gives value for money;
 To liaise with the Audit Commission over the appointment of the Council’s external auditor;
 To maintain an overview of the Council’s Constitution in respect of contract procedural rules, financial regulations;
 To monitor compliance with its own and other published standards and controls; and
 To consider the External Auditor’s Report on the Statement of Accounts.
As part of this study we have reviewed the items considered at Audit Committee meetings to determine the 
extent to which aspects of the Committee’s terms of reference have been met.  This review has identified one 
area where the Audit Committee may wish to develop: the consideration of reports from other third parties 
such as consultants, where appropriate.  These will help to further inform the Audit Committee in respect of 
the control environment.  

3.4 Audit Committee workplan
The Audit Committee’s agendas and papers are issued in advance of meetings, with agenda items being 
identified by relevant officers and parties, including the Director of Corporate Resources, Internal Audit and 
Risk Management officers, and External Audit.  

Recommendation 1
The Audit Committee should receive, where it is considered appropriate, reports from third 
parties in addition to External Auditors where these help to support the Committee’s 
understanding and assessment of the control environment.
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3CIPFA Core Functions (continued)

A 12 month outline workplan for the Audit Committee was approved in December 2005 to ensure that the terms 
of reference were adhered to.  However, the workplan was not formally reviewed to determine whether it had 
been achieved and no further forward plans have been produced for 2007 or 2008. The lack of a forward plan 
increases the risk that the Audit Committee’s terms of reference may not be fully met, thus reducing the level of 
assurance provided to the Council.   

3.5 Internal Audit
The Audit Committee has a clear role in relation to the Council’s internal audit function.  This includes formally 
approving the 2007/08 Internal Audit plan and annually monitoring performance by way of outputs and audit 
days against the plan.  Currently, reporting to the Audit Committee by Internal Audit is undertaken at six 
monthly intervals via summary reports giving an overview of the studies undertaken, recommendations and 
findings.  Full Internal Audit reports are not issued as a matter of course to Audit Committee members as the 
summary report provided on a six monthly basis is considered to be sufficient. Best practice indicates that all 
reports should be made available to Audit Committee members at or in advance of scheduled meetings to give 
members an opportunity to review in more detail the issues arising. 

Recommendation 2
A rolling workplan should be set to drive Audit Committee meetings.  This will ensure that the 
Audit Committee fully discharges its duties as set out in its terms of reference.  The workplan 
should be updated on an ongoing basis to ensure that all areas are covered and that emerging 
issues are appropriately considered.

Recommendation 3
Best practice Authorities make full Internal Audit reports available to the Audit Committee 
upon finalisation to ensure members have access to all detailed findings.  The Audit Committee 
should consider whether it would be appropriate for members to have access to Internal Audit 
reports in advance of meetings for example, via the intranet, or whether full reports should be 
made available at meetings.
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3CIPFA Core Functions (continued)

CIPFA guidance also recommends that the Committee may wish to judge the effectiveness of internal audit by 
receiving feedback on work carried out.  Feedback is not currently sought by Internal Audit on the service 
provided and this is an area that the Audit Committee may wish to consider.
 

3.6Audit Committee training
The Audit Committee has received ad hoc training sessions delivered by both Internal and External Audit which 
have been undertaken at the request of members.  Experience shows that it is often very difficult for all 
members of the Audit Committee to attend these sessions and as such, the limited audience increases the risk 
that the development of the Committee as a whole is limited, thus weakening its effectiveness as a function.  
Good practice identified at other local authorities suggests that the provision of short and focussed training 
sessions (15 to 30 minutes) prior to each Committee meeting proves successful in developing members.  
Attendance is generally higher and it enables training to be tailored and focused upon current issues and 
specific areas requested by members.

Recommendation 4
To aid its assessment of the effectiveness of Internal Audit, the Committee should consider 
obtaining feedback from services/areas which are subject to review by Internal Audit.  

Recommendation 5
The Committee should consider what is the most appropriate approach to receiving training so 
that it ensures that members continue to develop the required skills to support its 
effectiveness.
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4Audit Committee Challenge, Assurance and Impact 

4.1Introduction
A council is required “to ensure that its financial management is adequate and effective and that it has a 
sound system of internal control which facilitates the effective exercise of its functions” (Accounts and Audit 
Regulations 2003 (ODPM, 2003)).  Further to this, section 151 of the Local Government Act 1972 requires the 
council to “make arrangements for the proper administration of its financial affairs”.
The chief finance officer is key to discharging these requirements but, to be truly effective, the chief finance 
officer requires an effective audit committee to provide support and challenge.
This section sets out the extent to which the Audit Committee:
 provides effective challenge across the Council;
 provides independent assurance on the risk management framework and associated internal control environment to
members of the public; and

 demonstrates the impact of its work.

4.2Audit Committee Challenge
CIPFA guidance identifies a key feature of an effective Audit Committee as the ability to challenge the 
executive (leader/chief executive/mayor or whatever combination) when required.
The Audit Committee is recognised within the Council’s structure to enable it to provide the essential 
challenge to the executive when needed.  The Audit Committee reports directly to full Council, therefore 
making it independent from the executive and scrutiny functions. This also provides status, independence 
and clarity to the role.
The Audit Committee receives reports from across the Council including reports from Internal Audit, internal 
reports  and papers and reports from External Audit.  The Director of Corporate Resources attends meetings, 
as does the Head of Internal Audit and Risk Management, and representatives of External Audit.  This 
provides Audit Committee members with the forum to challenge reports and findings and it may also call 
upon other officers where this is deemed appropriate.
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4Audit Committee Challenge, Assurance and Impact (continued)

4.3Independent assurance
To ensure its independence, Audit Committee membership is independent from executive and scrutiny.  This 
ensures that  that the ultimate power of the Audit Committee can not be compromised by crossmembership 
and that it retains the ability to challenge the Executive on issues and to report to it on major issues and 
contraventions.   
The Audit Committee also requires its Chair to be from the major opposition and not to be the Chair of any 
scrutiny committee.  Again, this helps to ensure that the Audit Committee is able to provide an independent 
and object view on matters.  In addition, the first item on each meeting agenda is an opportunity for any 
declarations of interest to be made, thus ensuring that there are no concerns in respect of independence of 
members for any agenda items. 
CIPFA guidance identifies three specific areas where councils will benefit from independent assurance around
the mechanisms underpinning corporate governance:
 independent assurance of the adequacy of the risk management framework and the associated control environment
within the authority;

 independent review of the authority’s financial and nonfinancial performance to the extent that it affects the 
authority’s exposure to risk and weakens the control environment; and

 assurance that any issues arising from the process of drawing up, auditing and certifying the authority’s annual 
accounts are properly dealt with and that appropriate accounting policies have been applied.

The Audit Committee reviews each of these areas as set out in its terms of reference.  To ensure that these 
and other aspects of the Committee’s terms of reference continue to be achieved, we have recommended that 
a rolling forward workplan is established and monitored (see section 3).
In line with best practice, Internal Audit and External Audit functions are both independent of the Executive.  
The Head of Internal Audit is also the Head off Risk Management.  This has been fully disclosed to the Audit 
Committee who are satisfied that current arrangements are adequate in ensuring independence of reporting 
to the Audit Committee and the discharging of Internal Audit’s responsibilities.
On an annual basis, the Audit Committee meets privately and separately with the external auditor and internal 
auditors, independent of the presence of those officers with whom the auditor must retain a working 
relationship.
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4Audit Committee Challenge, Assurance and Impact (continued)

One of the roles of the Audit Committee is to increase public confidence in the Council.  Minutes and reports 
are made available to the public through the Council's website and this helps to demonstrate the independence
and openness of the Committee, its membership and its actions.  
An area of best practice that the Council may wish to consider is the inclusion of an independent lay member 
to the Audit Committee.  The inclusion of such a member can help to strengthen the independence of the Audit
Committee and add additional external experience and expertise.  It is also considered that the presence of 
such a person provides additional assurance to the public on the control arrangement operating within the 
Council. 

4.4Demonstrating impact
The Use of Resources ‘Internal Control’ key line of enquiry considers the Audit Committee’s role in the 
Council’s arrangements for maintaining a sound system of internal control.  This is assessed at three levels as 
follows:
To achieve Level Two (minimum requirements  adequate performance): the core functions of an audit 
committee, as identified in the CIPFA guidance, need to be undertaken by members.
At Level Three (consistently above minimum requirements  performing well): the Audit Committee also needs 
to demonstrate that it provides challenge to the Executive when required and provides for effective leadership 
on governance, financial reporting and audit issues.
To achieve Level Four (well above minimum requirements  performing strongly): the Audit Committee needs to
achieve the criteria set out at Levels Two and Level Three and must also provides effective challenge across 
the council and independent assurance on the risk management framework and associated internal control 
environment to members and the public and can demonstrate the impact of its work.

Recommendation 6
The Audit Committee should consider the inclusion of an independent lay member within its 
membership to further strengthen the governance arrangements and add additional external 
experience and expertise.
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4Audit Committee Challenge, Assurance and Impact (continued)

As part of our Use of Resources review for 2007 we have considered the criteria and, based on the evidence 
provided, we have concluded that Level Three has been achieved.  However, the Audit Committee needs to 
undertake further work to maintain this score into 2008 focussing particularly on the recommendations in this 
report. 
To achieve Level Four, the Audit Committee needs to clearly demonstrate the impact of its work to evidence that
it has made a positive difference to the Council and its system of internal control.  

The Audit Committee produced its annual report in March 2007 in which, based on upon the work undertaken by
the Audit Committee and the evidence that it had seen,  it provided the following:
 Confirmation that the system of risk management in the Authority is adequate in identifying risks and allowing the 
Authority to understand the appropriate management of those risks; and

 Confirmation that there are no areas of significant duplication or omission in the systems of governance in the 
Authority that have come to the Audit Committee’s attention and not been adequately resolved.

This was reported to full Council in April 2007 and provided the Authority with assurances over the system of 
internal control.  Whilst this process represents good practice and should continue, procedures need to be 
strengthened by the implementation of the rolling forward workplan (section 3).  This will ensure that the Audit 
Committee can be completely confident in the confirmations made having reviewed and considered all of the 
work undertaken in relation to these areas.

Recommendation 7
The Audit Committee needs to consider how best to demonstrate whether or not it has had an 
impact on the Council’s system of internal control.  As the first step in this process, it is 
recommended that the Audit Committee undertakes an annual self assessment such as ‘CIPFA’s
Selfassessment Checklist: Measuring the Effectiveness of the Audit Committee’ to enable a 
formal assessment of impact to be undertaken.  A copy of the selfassessment is included in 
Appendix 2 to this report.
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Appendix 1  Recommendations and action plan

 *** 
Significant residual 
risk ** Some residual risk * Little residual 

risk

Recommendation Prio
rity

Management response Responsibility 
and timescale

1 The Audit Committee should 
receive, where it is considered 
appropriate, reports from third 
parties in addition to External 
Auditors where these help to 
support the Committee’s 
understanding and assessment of 
the control environment.

*

2 A rolling workplan should be set to
drive Audit Committee meetings.  
This will ensure that the Audit 
Committee fully discharges its 
duties as set out in its terms of 
reference.  The workplan should 
be updated on an ongoing basis to 
ensure that all areas are covered 
and that emerging issues are 
appropriately considered.

** 
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Appendix 1  Recommendations and action plan (Cont.)

 *** 
Significant residual 
risk ** Some residual risk * Little residual 

risk

Recommendation Prio
rity

Management response Responsibility 
and timescale

3 Best practice Authorities make full
Internal Audit reports available to 
the Audit Committee upon 
finalisation to ensure members 
have access to all detailed 
findings.  The Audit Committee 
should consider whether it would 
be appropriate for members to 
have access to Internal Audit 
reports in advance of meetings for
example, via the intranet, or 
whether full reports should be 
made available at meetings.

*

4 To aid its assessment of the 
effectiveness of Internal Audit, the
Committee should consider 
obtaining feedback from 
services/areas which are subject 
to review by Internal Audit.  

*

5 The Committee should consider 
what is the most appropriate 
approach to receiving training so 
that it ensures that members 
continue to develop the required 
skills to support its effectiveness.

** 
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Appendix 1  Recommendations and action plan (Cont.)

 *** 
Significant residual 
risk ** Some residual risk * Little residual 

risk

Recommendation Prio
rity

Management response Responsibility 
and timescale

6 The Audit Committee should 
consider the inclusion of an 
independent lay member within its
membership to further strengthen 
the governance arrangements and
add additional external experience
and expertise.

*

7 The Audit Committee needs to 
consider how best to demonstrate 
whether or not it has had an 
impact on the Council’s system of 
internal control.  As the first step 
in this process, it is recommended
that the Audit Committee 
undertakes an annual self 
assessment such as ‘CIPFA’s Self
assessment Checklist: Measuring 
the Effectiveness of the Audit 
Committee’ to enable a formal 
assessment of impact to be 
undertaken.  A copy of the self
assessment is included in 
Appendix 2 to this report.

** 
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Appendix 2 – CIPFA Selfassessment Checklist: Measuring the 
Effectiveness of the Audit Committee

Issue Y
e
s

No N/A Comment

Terms of Reference

Have the committee’s terms 
of reference been approved 
by full council?

Do the terms of reference 
follow the CIPFA model?

Internal Audit Process

Does the committee approve 
the strategic audit approach 
and the annual programme?

Is the work of internal audit 
reviewed regularly?

Are summaries of quality 
questionnaires from 
managers reviewed?

Is the annual report, from the
head of audit, presented to 
the committee?
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Appendix 2 – CIPFA Selfassessment Checklist: Measuring the 
Effectiveness of the Audit Committee (Cont.)

Issue Y
e
s

No N/A Comment

External Audit Process

Are reports on the work of 
external audit and other 
inspection agencies 
presented to the committee?

Does the committee input 
into the external audit 
programme?

Does the committee ensure 
that officers are acting on 
and monitoring action taken 
to implement 
recommendations?

Does the committee take a 
role in overseeing:
 risk management strategies
 internal control statements
 antifraud arrangements
 whistleblowing strategies?
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Appendix 2 – CIPFA Selfassessment Checklist: Measuring the 
Effectiveness of the Audit Committee (Cont.)

Issue Y
e
s

No N/A Comment

Membership

Has the membership of the 
committee been formally 
agreed and a quorum set?

Is the chair free of executive 
or scrutiny functions?

Are members sufficiently 
independent of the other key 
committees of the council?

Have all members’ skills and 
experiences been assessed 
and training given for 
identified gaps?

Can the committee access 
other committees as 
necessary?

Meetings

Does the committee meet 
regularly?

Are separate, private 
meetings held with the 
external auditor and the 
internal auditor?
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Appendix 2 – CIPFA Selfassessment Checklist: Measuring the 
Effectiveness of the Audit Committee (Cont.)

Issue Y
e
s

No N/A Comment

Membership (cont.)

Are meetings free and open 
without political influences 
being displayed?

Are decisions reached 
promptly?

Are agenda papers circulated
in advance of meetings to 
allow adequate preparation 
by members?

Does the committee have the 
benefit of attendance of 
appropriate officers at its 
meetings?

Training

Is induction training provided 
to members?

Is more advanced training 
available as required?

Administration

Does the authority’s s151 
officer or deputy attend all 
meetings?
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Appendix 2 – CIPFA Selfassessment Checklist: Measuring the 
Effectiveness of the Audit Committee (Cont.)

Issue Y
e
s

No N/A Comment

Administration (cont.)

Are the key officers available 
to support the committee?
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