	
	
	


SOUTHPORT COLLEGE

MINUTES OF THE MEETING OF THE AUDIT COMMITTEE

HELD ON 10 NOVEMBER 2010 AT 3.00PM

PRESENT:
Mr J Heddon (Chair), Mrs R Fell, Mr I Parr, Mr S Wilkinson and Mr K Williamson.
IN ATTENDANCE:
Mr B C Mitchell, Mr E Green and Mr A Winrow
Ms L Randall of RSM Tenon

Mr S Bower and Mr J Griffin of KPMG

The Chair informed Members that he had invited Mr Mitchell, Mr Green and 

Mr Winrow to the meeting as there were various items throughout the agenda that required their attendance.

10/39
DECLARATIONS OF INTEREST
The Chair reminded Members that they should declare any interests they may have.

10/40
APOLOGIES FOR ABSENCE
An apology for absence was received from Mrs P Barton.
10/41
TERMS OF REFERENCE

The committee considered and noted its terms of reference which the Corporation had approved on 28 September 2010, and the committee’s proposed schedule of business for 2010/11, now spread over four meetings at the committee’s request.

10/42
MINUTES OF THE MEETING HELD ON 23 JUNE 2010
The minutes of the meeting held on 23 June 2010 were received as a correct record and signed by the Chair.

10/43
MATTERS ARISING FROM THE MINUTES
10/26 Thematic review

Ms Randall reported that the outcome of the review would be circulated soon and perhaps might be available for the next meeting.

10/27 Train to Gain report

Mr Green reported that the full check had now been completed; some issues had been found, though some would not be able to be resolved; in due course, management would assess the risk.

10/44
CONFIDENTIAL MINUTES


No minutes were deemed confidential.

10/45
ANNUAL REVIEW OF CONFIDENTIAL ITEMS
The Clerk reported that

a) the committee was required to carry out an annual review of its confidential items

b) in practice, the committee seldom determined any items to be confidential, save for names of students given in reports.

RESOLVED – That

1) this committee will continue to release its agendas, reports and minutes for public scrutiny

2) names of students in the committee’s records should remain confidential

3) any minutes or reports made confidential will be reviewed at the committee’s first meeting in each academic year.

10/46
ANNUAL REPORT OF THE AUDIT COMMITTEE, 2009/10
The committee considered a draft of its Annual Report for 2009/10 and after a minor 
amendment
RESOLVED – That subject to the inclusion of RSM Tenon’s statement in their Annual Internal Audit Report relating to the adequacy and effectiveness of the College’s systems of internal control, the draft report be approved and submitted to the Corporation for consideration and approval.

10/47
ANNUAL INTERNAL AUDIT REPORT FOR 2009/10
Ms Randall of RSM Tenon submitted her firm’s annual internal audit report for 2009/10 and
a) gave an overview of the report’s contents

b) informed Members that as the provider of the internal audit service to the College, her firm was required to provide an opinion on the adequacy and effectiveness of the College’s governance, risk management and control arrangements
c) informed Members that in her firm’s opinion for the 12 months ended 31 July 2010, the College had adequate and effective processes for risk management, control and governance
d) informed Members that in giving an opinion, it should be noted that assurance could never be absolute and that the most the internal audit service could provide to the designated officer and the Audit Committee was reasonable assurance that there were no major weaknesses in risk management, governance and control processes.

Ms Randall further informed Members that

e) the following had been taken into account in reaching the decision in c) above:

(i) the results of all internal audit reviews undertaken during the year ended 31 July 2010
(ii) the results of follow-up action taken in respect of audits from previous years
(iii) whether fundamental or significant recommendations had been accepted by management and, if not, the consequent risks
(iv) the effects of any material changes in the organisation’s objectives or activities
(v) matters arising from previous reports or other assurance providers to the Audit Committee and/or Corporation
(vi) whether or not any limitations have been placed on the scope of internal audit
(vii) whether there had been any resource constraints imposed upon her firm which may had impinged on their ability to meet the full internal audit needs of the organisation
(viii) what proportion of the organisation’s internal audit needs had been covered to date
(ix) the results reported in the Financial Statements Auditor’s Final Regularity Audit Opinion and their Management Letter
(x) the information on the College’s Financial Management and Control Evaluation (FMCE)
(xi) the results of the most recent Ofsted inspection.
f) in respect of her firm’s opinion on governance, the outcomes of the Performance Management Thematic review had been taken into consideration; this had been undertaken in an advisory capacity so no formal assurance level was provided, but the review noted that the College had a comprehensive set of performance management processes in place that underpinned an effective governance and reporting framework; further assurance had been provided through attendance at Audit Committee meetings (and attendance at a Corporation meeting as part of the Performance Management Thematic review) and the processes in place to inform Governors of best practice with respect to governance related matters and to implement actions to ensure that the College complied with recognised standards

g) in respect of her firm’s opinion of risk management, this had been derived from the follow up of the Risk Management Maturity review from 2008/09 when four ‘merits attention’ had been made; it had also been derived from a review of the College’s risk register and the discussions on risk management at meetings of the Audit Committee; cognisance had also been taken of the risk management implications of work undertaken in audits identified in the risk-based coverage section of the Audit Strategy for 2009/10

h) in respect of financial systems and internal control, two reviews on the College’s financial systems had been undertaken: Procurement and Payments system (substantial assurance) and Cash, Bank and Assets (substantial assurance) but one limited assurance had been given for the College’s Train to Gain provision; following consultation with the Audit Committee and management, the firm was satisfied that whilst this was a lapse in internal control, it was not symptomatic of the general control environment in the College and therefore had not had a negative impact upon their annual opinion

i) at the date of issue of this report the Final Regularity Audit Opinion and the External Auditor’s Management Letter for 2009/10 had not been published and the report stated the right to amend the annual opinion as a result of the Opinion/Management Letter once issued; however, Ms Randall confirmed that as KPMG’s reports had now been received, substantial assurance could been given and the report would be amended to reflect this
j) the College’s overall ‘outstanding’ self-assessment for the Financial Management and Control Evaluation (FMCE) had also been taken into consideration.
After discussion and noting that management had accepted all recommendations made and that progress on their implementation was good, the committee 

RESOLVED – That

1) the content of the report be noted

2) after amendment, the report be referred to the Corporation for its consideration with a recommendation to accept.
10/48
ANNUAL RISK MANAGEMENT REVIEW

The committee considered a report detailing the College’s risk management arrangements and how they had operated in 2009/10.

Mr Green informed Members that

a) as mentioned in RSM Tenon’s management letter in 10/47 above, their opinion of risk management had been derived from the follow up of the Risk Management Maturity review from 2008/09 when all bar one recommendation made had been implemented at the time of review with progress ongoing on the remaining one – subsequently implemented

b) in addition, RSM Tenon had also formed an opinion from a review of the College’s risk register and the discussions on risk management at meetings of the Audit Committee, plus risk management implications of work undertaken in audits identified in the risk-based coverage section of the Audit Strategy for 2009/10

Mr Green then discussed with Members the

c) review of the Risk Management Plan for 2009/10

d) outturn position of the anticipated high risks and the comments made on those risks as detailed in annex 1 to the report

e) the key performance indicators for 2009/10 which essentially related to student numbers, employer responsiveness and net income as detailed in annex 2 to the report.

After discussion the committee
RESOLVED – That
1) the report be noted
2) there are no comments that the committee wished to pass on to the Corporation.
10/49
FINANCIAL STATEMENTS AUDITOR’S MANAGEMENT LETTER FOR 2009/10
Mr Bower and Mr Griffin of KPMG submitted their firm’s management letter for 2009/10 which also included findings from their regularity audit.

They informed Members that

a) a small number of presentational issues in the financial statements would be amended by management
b) there were no adjusted or unadjusted audit differences

c) the two main factors impacting on the external audit for 2009/10 were the College’s financial management in the current environment of funding reductions and the implications arising from the College’s two pension schemes, Teachers’ Pension Scheme and the Merseyside Pension Fund, the latter showing a reduced net pension liability
d) their firm had reviewed the corporate governance statement and considered it consistent with their understanding of the process followed by the College during the year

e) in accordance with ISA 610 Considering the work of Internal Audit, their firm had reviewed the work carried out by the internal auditor during the year, including a review of the overall scope of their work as set out in their strategic and annual plan and the detailed work they had carried out in the areas identified within the annual plan
f) he and his staff had received the utmost cooperation from Mr Green and Mr Winrow during the audit.

After discussion, particularly on the need to allocate a responsible officer for the Blue Orchid contract to ensure that no similar problems would arise in the future without there being an allocated officer and noting that KPMG would submit an unqualified opinion following receipt of the signed representation letter, the committee

RESOLVED – That the management letter be noted.

10/50
CONSIDERATION OF FRAUD AND IRREGULARITY REPORT

The committee considered a report relating to ISA (International Standard on Auditing) 240 under which the Corporation was required to make certain representations at the time of approving the financial statements in relation to fraud and irregularity and the controls in place to mitigate those risks.

Mr Green informed Members that

a) the report set out the considerations in respect of fraud and irregularity which might be used to assure the Corporation that the financial statements were free of material misstatement in this regard

b) KPMG had provided the College with a framework of questions to be addressed in considering fraud and irregularity which had been responded to as shown in the appendix to the report; the questions related to overall governance, internal control and management frameworks that existed to prevent or detect fraud or irregularity

c) in addition to the above, it was a requirement that all senior staff be asked to sign a confirmation stating whether they were aware of the existence or otherwise of breaches of laws and regulations, actual or suspected frauds or related party transactions; all significant budget holders and the College Executive Team had signed a confirmation that they were not aware of anything to be disclosed
d) acceptance of the responses to the questions from College officers would allow the Corporation to satisfy itself that sufficient arrangements existed to detect and prevent fraud or irregularity and that there was therefore a low risk of material misstatement in the financial statements.

After discussion and recording that committee members were also not aware of anything to be disclosed, the committee

RESOLVED – That

1) the report be noted
2) that when the Whistleblowing Policy is annually reviewed by the Corporation, the Corporation should be informed of any activation
3) the Corporation be recommended to approve the fraud and irregularity considerations set out in the appendix to the report and therefore satisfy itself that sufficient arrangements exist to detect and prevent fraud or irregularity and that there was therefore a low risk of material misstatement in the financial statements.
10/51
REGULARITY AND SELF-ASSESSMENT CHECKLIST

The committee considered a report relating to the regularity self-assessment requirement.

Mr Winrow informed Members that

a) there was a requirement to carry out a regularity self-assessment which had to be approved by the Corporation on the committee’s recommendation

b) there was also a requirement to have an external review carried out by the financial statements auditor (KPMG) in the form of a regularity audit

c) the report requested the committee to note the College’s regularity self-assessment and recommend its approval by the Corporation

d) the regularity audit opinion was contained in the annual financial statements and matters arising from the audit were contained in KPMG’s management letter.


Members then discussed the self-assessment checklist and after making minor amendments, the committee
RESOLVED – That the Corporation be recommended to accept the self-assessment checklist.

10/52
FINAL ACCOUNTS 2009/10
Mr Green submitted the draft Annual Report and Financial Statements for the period 1 August 2009 to 31 July 2010 to enable the committee to make comments prior to their submission to the Resources Committee and the Corporation on 15 November 2010, following which they were required to be submitted to the Skills Funding Agency (SFA) by 31 December 2010.
Mr Green outlined the key elements in the Annual Report and Financial Statements and informed Members that

· the financial objectives for 2009/10 had been achieved
· due to funding reductions, income was down but costs were still rising, resulting in a lower operating surplus compared to last year


· it was expected that subject to the Corporation’s approval of the draft Annual Report and Financial Statements, the auditors would issue unqualified audit opinions for the financial statements and regularity audits

· auditing standards required the financial statements auditor to obtain representations from Governors on certain matters material to their opinion in relation to the College’s accounts for 2009/10 by a representation letter, a draft of which was submitted for Members’ review.

After discussion on the key elements and the possible effects of further reduced government funding, and after thanking Mr Green and Mr Winrow for their work in relation to the accounts, the committee



RESOLVED – That the Resources Committee 

1) be informed that this committee has reviewed the final accounts for 2009/10 and has no comments to make on them or the draft letter of representation
2) be requested to note that this committee is not aware of any issues which would adversely affect those assurances.

10/53
FINANCIAL MANAGEMENT AND CONTROL EVALUATION (FMCE)


The committee considered a report relating to the requirement under the Framework for 
Excellence (FFE) for colleges to self assess their financial management and control 
arrangements, the results of which would provide an input to the finance dimension of the 
FFE and which would also be used by the Skills Funding Agency (SFA) for assurance 
purposes.


Mr Green informed Members that

a) the Financial Management and Control Evaluation (FMCE) consisted of a series of questions around Accountability, Financial Planning, Internal Controls and Financial Monitoring

b) for providers who completed the full FMCE last year, there was an option to submit a shortened version to the SFA comprising Part 1 (summary of grades and sign off) and Part 2 (the improvement plan); although it was intended that the College would submit the shortened version, the full FMCE had been updated in order to carry out an up to date self assessment and confirm the grades and inform the improvement plan for Parts 1 and 2

c) the completed FMCE had to be reviewed and recommended for approval by the Audit Committee, signed by the Principal, submitted to the SFA regional audit manager and then uploaded on the SFA’s Provider Gateway by 31 December 2010; it was now submitted for Members’ review
d) as last year, an overall grade of ‘Outstanding’ was proposed; the contributory grades that go towards this assessment were summarised in Part 1 of the FMCE and unchanged from last year; the improvement plan arising from the evaluation was set out in Part 2
e) the key weakness related to Train to Gain internal controls which had been taken into account in deciding the grade for section 3 – Internal Control; although the weakness was fundamental, it represented a small part of the overall College’s provision and therefore in viewing the internal control systems as a whole, a grade of ‘Good’ had been self-assessed.

After discussion, the committee


RESOLVED – That

1) the overall grade of outstanding be confirmed
2) the completed FMCE be submitted to the Corporation with a recommendation to approve.
10/54
ANNUAL REVIEW OF THE CO-ORDINATION OF THE COLLEGE’S AUDITORS

The Chair informed Members that under its terms of reference, the committee was required to ensure co-operation and co-ordination between the College’s auditors and he invited the auditors to comment.

Ms Randall of RSM Tenon and Mr S Bower and Mr J Griffin of KPMG individually commented that

· they had a good working relationship and liaised well together

· there was no overlap/duplication in their work

· where they relied on another auditor’s work, there was no delay in its provision which might affect the production of their own work

· they had no adverse issues or problems to notify to the committee. 

Members were consequently satisfied that there was an effective level of co-operation and co-ordination between the two audit services.

10/55
OUTSTANDING ITEMS

The committee noted that Mr Wilkinson had reviewed RSM Tenon’s new engagement letter and that he had passed his comments to management related to

a) disputing fee charges within fourteen days

b) sharing personal data with companies associated with the firm

c) the liability cap being limited to the lower of £500,000 and twenty-five times the fees charged.
10/56
REVIEW OF MINUTES

Mr Heddon reported that he had 

1) reviewed the minutes of the following:

· Standards Committee of 22 June 2010

· 
Audit Committee of 23 June 2010
· Search Committee of 29 June 2010

· Resources Committee of 29 June 2010

· Corporation of 6 July 2010

· Corporation of 28 September 2010

· Resources Committee of 12 October 2010
2) he had made three comments as follows with the Clerk’s responses:

	Committee and comment
	Clerk’s response

	Search Committee of 29 June 2010; the Clerk had been requested to submit a report on the new vetting and barring scheme; what progress was being made?
	When the committee’s minutes had been submitted to the Corporation, he had reported that the Home Secretary had halted the new vetting and barring scheme to allow for a review; he would also be reporting accordingly to the Search Committee at its next meeting on 15 November 2010.

	Resources Committee of 29 June 2010;

March 2010: Members requested a report 

in due course on the College’s insurance 

renewal arrangements; what progress was 

being made?
	He was hopeful that management would report to the Resources Committee on 14 December 2010 but he would place the matter on the outstanding items list if that were not to be the case.

	Search Committee of 29 June 2010; the committee had asked for a Members’ Handbook; what progress was being made?
	The handbook was almost complete and he would be reporting progress to the Search Committee at its next meeting on 15 November 2010; the handbook would be circulated shortly on a ‘pen drive’.


10/56
REVIEW OF THE MEETING

The Chair asked Members for comments on the meeting and in particular, if they had found the information reported to the committee useful/necessary due to the internal auditor’s suggestion to the committee that all committees should so consider.

Members indicated that they were satisfied with the information submitted, its level of detail and the presentation of the reports with officers focusing on the essential issues in the reports.

10/57
ANY OTHER BUSINESS


There was no other business.

10/58
DATE AND TIME OF NEXT MEETING
Wednesday 8 December 2010 at 3.00pm

The meeting closed at 4.35pm

Minutes 10/39 to 10/58 received as a correct record on 8 December 2010
…….…………………………………

CHAIR
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