THE SIXTH FORM COLLEGE FARNBOROUGH

MINUTES OF THE AUDIT COMMITTEE MEETING

MONDAY 17 NOVEMBER 2008
The meeting opened at 6 04 pm.

A 08/13  Private meeting with the internal and external auditors

The Committee held a private meeting with the internal auditor (Tenon Ltd) and the external auditor, (RSM Bentley Jennison).

A 08/14  Apologies for absence 

John Guy OBE
Members present

Phyllis Chan (Chair), David Dallison, Harminder Lelly, Derek Stroud
Clerk

Richard Compton

Also present

Gordon Dodds, Dorianne Pavia (Tenon Ltd – to agenda item A 08/23), Phil Coleman, Alastair Campbell (RSM Bentley Jennison – to agenda item A 08/23)
A 08/15  Minutes of 22 May 2008meeting.

The minutes were approved and signed by the Chair.

A 08/16  Matters arising

(a)
Approvals by the Corporation, 7 July 2008
(i)
Revised Audit Strategy and Plan 2007/08


A 07/08

(ii)
Appointment of internal and external auditors (Tenon Ltd and RSM Bentley Jennison) for 2007/08




A 07/11

A 08/17  Chair’s Business  

The Chair welcomed Harminder Lelly to the Audit Committee.
A 08/18  Annual Internal Audit Report for 2007/08
Dorianne Pavia introduced the final draft report for 2007/08 from Tenon Ltd. which incorporated a performance assessment for the internal auditor.
The actual number of audit days (20) was as planned.

Overall assessments of all six areas reviewed (para. 2) were ‘Good.’  There were no recommendations to College management.  Of the two recommendations made in 2006/07, one had been addressed by February 2008 and the other was currently in progress.
Management’s responses (para. 3) indicated that they had taken or planned appropriate and timely action to implement the recommendations made in 2007/08.

The overall assurance (section 5) was that the internal auditor could provide to the Governors and the Principal reasonable assurance that there were no major weaknesses in the College’s risk management, control and governance processes.

The audit opinion (section 6) was that the College had adequate and effective risk management, control and governance processes to manage its achievement of the College’s objectives.
The working relationships between the internal audit and College Finance teams had again been very positive and productive.
DECISION

The Committee recommended Corporation approval of the 2007/08 Internal Audit Report.

A 08/19  Annual Review of the Internal Audit Service, 2007/08
The Committee received the final draft report prepared by Tenon Ltd.

Dorianne Pavia commented on the report and confirmed that the comments on the auditor’s performance had been provided by College management.

The following areas that had drawn comments by the College were discussed.
(a)
Assessment of areas and levels and risk priorities, in the Strategic Audit Plan (1b, c)
Dorianne Pavia confirmed that Internal Audit had adopted a new approach to risk from 2006/07.  The auditors would henceforth review the risks contained in the College’s Strategic Risk Assessments and at the request of the Audit Committee allocate a high, medium, or low risk priority.  She agreed that the specific reference should be made to this new procedure. 
(b)
Check of external audit recommendations for implementation (2f)
The College noted that the report did not mention liaison with external auditors.  Tenon were happy that liaison with the external auditor was ongoing and adequate but the report would henceforth include comments to show this was done.

(c)
Indication of scope and samples of work undertaken in each area (3e)
This should be covered in future reports.
(d)
Coverage of areas in audit days (4b)
The College had mis-stated the days and confirmed Tenon had carried out the agreed work within target days.

(e)
Tally of number of audit days with audit report (5b)

Internal Audit would reconcile these. Reconciliations would appear in subsequent reports.
(f)
Internal and external auditor liaison (6c)

This must specifically feature in internal audit reports (as per 2f).
After further discussion of the internal audit service provided by Tenon Ltd., the Committee assessed overall performance as ‘Good.’
DECISION

The Committee approved the 2007/08 Annual Review of the Internal Audit Service and agreed that the Chair should sign on its behalf.

A 08/20  Internal Audit visits in 2008/09
(a)
September 2008
Dorianne Pavia introduced the preliminary report on the September 2008 audit visit.  The audit visit had covered key financial controls, risk management, and procurement and payments.  The overall assessment of each of the three systems was ‘Good.’  No recommendations had been made.

The Committee would subsequently be asked to approve the final report under delegated authority.

A 08/21  External (Financial Statements) Auditor’s report on the 2007/08 College accounts

Amended versions of the External Auditor’s report and the College Annual Report and Accounts for 2007/08 had been tabled. 

Phil Colman (RSM Bentley Jennison) briefed the Committee on the main features of the report.  These were then discussed seriatim and in detail.  Two particular issues were depreciation provision and pensions liabilities.
The external auditors had issued an unqualified audit opinion, with both an independent audit opinion and a separate opinion under the provisions for Regularity (section 1).

In the summary of financial statements (section 2), the surplus for the year had been adjusted to take account of the changes in pensions liability.
The College continued overall to have a strong balance sheet.  Its overall financial strength was set at Category A.  
The section on retirement benefits (section III) had identified some different considerations applicable to the Teachers’ Pension Scheme and the Local Authority Pension Fund.  Phil Colman commented in detail on the Summary of Pension Scheme Position, which indicated that the deficit in scheme would increase from £610k to £920k in 2007/08 after a fall of £100k in the previous year.  A further increase in liabilities was likely in 2009/10 due to the current economic climate.
The auditor had recommended that the College should consider component accounting, which would allow it to capitalize larger items of refurbishment and depreciate project costs over a short period.  College management had accepted the principle of component accounting and would look further into implementation.  The Auditors also recommended that the College should consider an increase in its capitalization limit, possibly to £5k and the Audit committee were happy to approve this recommendation.  
The letter of representation was at Appendix A

Phil Colman and Alastair Campbell expressed their thanks to the College finance team for their assistance in completing the audit.
DECISIONS
The Committee:

(a)
recommended Corporation approval of the External Auditor’s report on the 2007/08 Accounts subject with further minor textual amendments.
(b)
recommended Corporation approval for an increase in capitalization limit to £5,000.

(c)
Revised definition for component accounting –  to consider at next Committee meeting

A 08/22  Audit Committee’s annual report to the Corporation

The Chair introduced the draft report.  It covered audit requirements for the year, the reports of the Internal Audit Service, External Audit issues, and overall College assurances.
DECISION

The Committee approved its annual report to the Corporation.

A 08/23  Finance and Management Report for October 2008
Gordon Dodds confirmed that there had been no major changes since the September report, including cashflow matters, and that no audit issues had arisen.  The Policy and Resources Committee would consider the report at its 25 November meeting.
Dorianne Pavia, Phil Colman and Alastair Campbell left the meeting.
A 08/24  Value for money report on College internal and external audit services
The Chair confirmed that Gordon Dodds had been asked to produce comparative data on audit fees for this Committee meeting (minute A 07/24 (b)).  It was particularly incumbent on the Audit Committee to review the value for money provided by the College’s internal and external audit services as the Corporation had approved a second extension of the current auditors’ terms of appointment.
Gordon Dodds introduced the (tabled) Survey of Consortium Audit Fees, 2007/08, with the individual employing colleges anonymized.  The fee rates, drawn from the expected limited number of audit firms, were broadly comparable after allowance had been made for the different circumstances of sixth form and generalist FE colleges.  
The Chair and Gordon Dodds commented that the comparatively high level of audit fees of the College reflect its size and the complexity of its operations.   Gordon Dodds also added that the quality of the internal audit team from Tenon is notably better than that of the previous internal audit provider.   However, these factors do not adequately explain the substantial difference between the daily rate charged for internal audit work between the College and college 2 in the table.  
The Chair asked Gordon Dodds to discuss with his counterpart in college 2 on the possible reasons for the significant difference in the daily rate charged for the internal audit service.  She also asked Gordon Dodds to obtain the contact details of the Chair of the Audit Committee in college 2 so that she can discuss the quality of the internal audit services directly with her counter party.

DECISION

After discussion, the Committee concluded that, having reviewed the comparative data provided, the College’s current external audit services continued to offer value for money.  The Committee will report back on the value for money of the internal audit service once an explanation for the higher daily rate has been ascertained.
A 08/25  Any other business

None.
The Chair closed the meeting at 7.56 p.m.
ACTIONS AND DECISIONS

A 08/18
Annual Internal Audit Report for 2007/08 – Corporation approval recommended

Action:  Chair

A 08/19
Annual review of Internal Audit Service, 2007/08 – Corporation approval recommended
Action:  Chair

A 08/21(a)
External (Financial Statements) Auditor’s report - Corporation acceptance recommended

Action:  Chair

A 08/21(b)
Increase in capitalization limit to £5,000 – Corporation approval recommended
Action:  Chair
A 08/21(c)
Revised definition for component accounting –  to consider at next Committee meeting
Action:  Gordon Dodds
A 08/22
Audit Committee’s annual report to the Corporation – approved

Action:  Chair

A 08/24
Value for money report - reassurance to Corporation on VFM of current internal and external audit services
Action: Chair
KEY ISSUES FOR THE CORPORATION

(a)
FOR DECISION AND DEBATE

Annual Internal Audit report for 2007/08
Annual review of Internal Audit Service 
External Auditor’s report on 2007/08 accounts and revised definition for 

component accounting
Audit Committee’s annual report to Corporation

Value for money of internal and external audit services
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