
 

OFFICIAL 
1 

 
Audit & Governance Committee  

Date of Meeting:  27 September 2018 

Report Title:  Review of Audit and Governance Committee’s Terms of 

Reference  

Senior Officer:  Dan Dickinson, Interim Director of Legal Services 

1. Report Summary 

1.1. The purpose of this report is to update the Committee following the 

publication by the Chartered Institute of Public Finance and Accountancy 

(CIPFA) of their “Practical Guidance for Audit Committees” and identify 

areas where the Committee may wish to consider changes to ensure that it 

operates effectively and fulfils its purpose.  

1.2. The publication includes CIPFA’s Position Statement: Audit Committees in 

Local Authorities and Police (2018), which sets out CIPFA’s view of the 

roles and functions of an audit committee and replaces the 2013 guidance.  

1.3. To allow Members to consider current arrangements against the new 

guidance, a comparison of the Committee’s existing Terms of Reference 

against the Model Term of Reference included in the 2018 CIPFA guidance 

is included at Appendix A. CIPFA’s Position Statement is included at 

Appendix B.  

1.4. Members should consider the implications of changes to the terms of 

reference, and ensure that these result in added value, proportionate to the 

additional resource required to fulfil them.  

1.5. In considering the changes, Members should also consider how they would 

seek the required assurance of changes to the terms of reference in 

practice. CIPFA advises that care should be taken to balance the frequency 

of meetings to ensure the committee can give focused attention without 

lengthy and unproductive meetings. The committee should also operate at 

a resolutely strategic level and always be conscious that the audit 

committee’s work is non-political. 
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2. Recommendations 

2.1. That the Audit and Governance Committee consider their current 

arrangements against the updated CIPFA Position Statement and 

Guidance.  

2.2. That the Audit and Governance Committee review their current Terms of 

Reference against the model included in the new guidance. 

2.3. That the Audit and Governance Committee consider the recommendations 

to changes in their Terms of Reference and recommend the changes to the 

Constitution Committee. 

3. Reasons for Recommendations 

3.1. To ensure that the Council maintains an effective Audit and Governance 

Committee, this supports delivery of Outcome 6 in the Corporate Plan of 

being a responsible, effective and efficient organisation. 

3.2. To assist the Council in meeting its statutory requirement to review the 

effectiveness of its systems of internal control and prepare an Annual 

Governance Statement, as per section 6 of the Accounts and Audit 

Regulations 2015.  

4. Other Options Considered 

4.1. Not applicable 

5. Background 

CIPFA’s Position Statement 

5.1. There have been a number of significant developments in local authority 

governance and audit practices since the publication of the 2013 guidance 

on audit committees in local government. This includes “Delivering Good 

Governance in Local Government: Framework” (CIPFA/Solace 2016), 

updates to the Public Sector Internal Audit Standards, and the introduction 

of the Code of Practice on Managing the Risk of Fraud and Corruption 

(CIPFA, 2014) and the Local Audit and Accountability Act 2014. 

5.2. Requirements on the role of the audit committee in overseeing internal 

audit’s adequacy and effectiveness and supporting the Chief Financial 

Officer in discharging the requirement for sound financial management 

have also been included in the Public Sector Internal Audit Standards 

(PSIAS) and the supporting Local Government Application Note for the 

United Kingdom Public Sector Internal Audit Standards (LGAN). 
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5.3. CIPFA’s updated Position Statement emphasises the importance of audit 

committees being in place in all principal local authorities and police bodies, 

and recognises the role of the audit committee as a key component of a 

governance framework. It also notes that whilst best practice dictates that 

governance, risk management and strong financial controls should be 

embedded in the regular business of the organisation, the existence of an 

audit committee does not remove responsibility from senior managers, 

members and leaders, but provides an opportunity and resource to focus 

on these issues. 

Purpose of the Audit Committee 

5.4. The Position Statement notes the purpose of Audit Committees as follows; 

The purpose of an audit committee is to provide to those charged with 

governance, independent assurance on the adequacy of the risk 

management framework, the internal control environment and the integrity 

of the financial reporting and governance processes. By overseeing both 

internal and external audit it makes an important contribution to ensuring 

that effective assurance arrangements are in place. 

5.5. The Position Statement (Appendix B) also sets out the core functions of an 

audit committee as well as the wider functions that can be undertaken. 

Further detail is provided in the full guidance document. 

5.6. Core Functions of the Audit Committee 

5.7. The core functions of an audit committee are set out in the Position 

Statement as follows; 

5.7.1. Be satisfied that the authority’s assurance statements, including 

the annual governance statement, properly reflect the risk 

environment and any actions required to improve it, and 

demonstrate how governance supports the achievement of the 

authority’s objectives 

5.7.2. In relation to the authority’s internal audit functions; 

 Oversee its independence, objectivity, performance and 

professionalism 

 Support the effectiveness of the internal audit process 

 Promote the effective use of internal audit within the assurance 

framework 
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5.7.3. Consider the effectiveness of the authority’s risk management 

arrangements and the control environment. Review the risk 

profile of the organisation and assurances that action is being 

taken on risk-related issues, including partnerships and 

collaborations with other organisations.  

5.7.4. Monitor the effectiveness including arrangements for ensuring 

value for money, supporting standards and ethics and for 

managing the authority’s exposure to the risks of fraud and 

corruption. 

5.7.5. Consider the reports and recommendations of External Audit 

and inspection agencies and their implications for governance, 

risk management or control. 

5.7.6. Support the relationships between external audit and internal 

audit, inspection agencies and other relevant bodies, and 

encourage the active promotion of the value of the audit process. 

5.7.7. 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. 

5.8. Further to the Position Statement, CIPFA’s guidance also promotes the role 

of the Audit Committee in considering assurances on whether partnership 

or collaboration arrangements are satisfactorily established and operating 

effectively. This is referenced in the model Terms of Reference but the 

Committee’s current Terms of Reference do not include this responsibility. 

5.9. Another new inclusion in the model Terms of Reference is the requirement 

for the Committee to consider any impairment to independence or 

objectivity arising from the additional roles undertaken by the Head of 

Internal Audit role and approve and review the safeguards used to limit 

such impairments. This reflects the increasing trend for the Head of Internal 

Audit role to also have responsibilities for areas such as Risk Management, 

Business Continuity and Insurance. This is supported by the Public Sector 

Internal Audit Standards. 

5.10. There are a number of other clarifications and considerations on the current 

terms of reference which are detailed in Appendix A, in relation to the core 

functions of the audit committee. 

Possible Wider Functions 

5.11. CIPFA’s Position Statement advises that the audit committee can also 

support its authority by undertaking a wider role in other areas, including 
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5.11.1. Considering governance, risk or control matters at the request of 

other committees or statutory officers 

5.11.2. Working with local standards and ethics committees to support 

ethical values 

5.11.3. Reviewing and monitoring treasury management arrangements 

in accordance with Treasury Management in the Public Services: 

Code of Practice and Cross Sectoral Guidance Notes (CIPFA, 

2017) 

5.11.4. Providing oversight of other public reports, such as the annual 

report. 

5.12. The Committee’s current arrangements are broadly consistent with the 

Position Statement and Guidance. As these are wider functions of the 

committee, the Committee may wish to reflect on whether they could be 

usefully undertaken by other bodies within the democratic framework. If 

they remain as functions of the Audit and Governance Committee, there 

are some clarifications which could be made to the Terms of Reference 

which are covered in detail in Appendix A. 

Membership and Effectiveness of the Committee 

5.13. The Position Statement states that good audit committees are 

characterised by: 

5.13.1. a membership that is balanced, objective, independent of mind, 

knowledgeable and properly trained to fulfil their role. The 

political balance of a formal committee of an authority will reflect 

the political balance of the council, however, it is important to 

achieve the right mix of apolitical expertise 

5.13.2. a membership that is supportive of good governance principles 

and their practical application towards the achievement of 

organisational objectives 

5.13.3. a strong independently minded chair – displaying a depth of 

knowledge, skills and interest. There are many personal qualities 

needed to be an effective chair, but key to these are:  

 promoting apolitical open discussion 

 managing meetings to cover all business and encouraging a 

candid approach from all participants 
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 an interest in and knowledge of financial and risk management, 

audit, accounting concepts and standards, and the regulatory 

regime 

5.13.4. unbiased attitudes – treating auditors, the executive and 

management fairly  

5.13.5. the ability to challenge the executive and senior managers when 

required. 

5.14. The Position Statement recommends that to discharge its responsibilities 

effectively, the Committee should: 

5.14.1. Meet regularly – at least four times a year and have a clear 

policy on those items to be considered in private and those to be 

considered in public. 

5.14.2. Be able to meet privately and separately with the external auditor 

and the head of internal audit 

5.14.3. Include, as regular attendees, the Chief Financial Officer, the 

Chief Executive, the Head of Internal Audit and the appointed 

external auditor. Other attendees may include the monitoring 

officer (for standards issues) and the head of resources (where 

such a post exists). These officers should also be able to access 

the committee or the chair as required 

5.14.4. Have the right to call any other officers or agencies of the 

authority as required 

5.14.5. Report regularly on its work to those charged with governance, 

and at least annually report an assessment of their performance. 

An annual public report should demonstrate how the committee 

has discharged its responsibilities.  

5.15. The Committee’s current arrangements are broadly in line with this area of 

the guidance; the table in Appendix A highlights a few areas where clarity 

could be beneficial, particularly in removing duplication within the existing 

Terms of Reference. 

Summary of issues arising  

5.16. The table in Appendix A notes the differences arising in the comparison 

between the model and current terms of reference in detail, and any issues 

arising from the updated Position Statement and Guidance. It provides 

guidance on the consistency of the individual element of the Terms of 
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Reference in relation to CIPFA’s Position Statement and Guidance, the 

implications of change, and the recommendation to the Committee. 

6. Implications of the Recommendations 

6.1. Legal Implications 

6.1.1. Whilst not a statutory requirement, audit committees in local 

authorities are a key component of the governance framework, and 

are necessary to satisfy the wider requirements of sound financial 

management.  

6.1.2. Whilst the regulations do not specify that requirements in relation to 

governance, internal control, financial reporting and internal audit 

must be undertaken by an audit committee in local government, 

where the audit committee undertakes these responsibilities, it must 

meet the requirements of the regulations and have regard to them in 

agreeing their terms of reference. 

6.1.3. For local authorities in England, the relevant government guidance is 

the Accounts and Audit Regulations 2015. 

6.2. Finance Implications 

6.2.1. The Accounts and Audit Regulations 2015 state that the Council must 

ensure that it has a sound system of internal control which facilitates 

the effective exercise of its functions and the achievement of its aims 

and objectives; ensures that the financial and operational 

management of the authority is effective, and includes effective 

arrangements for the management of risk. 

6.2.2. Furthermore, Section 151 of the Local Government Act 1972 requires 

the Council “to make arrangements for the proper administration of its 

financial affairs”.  

6.2.3. The Section 151 Officer role is key to discharging the requirement for 

sound financial management at the Council. To be truly effective, the 

role requires an effective Audit and Governance Committee to receive 

assurances on the effectiveness of the Council’s arrangements and 

provide support and challenge.  

6.3. Policy Implications 

6.3.1. The review of current arrangements against the new guidance will 

identify any actions required to ensure compliance with the CIPFA 

best practice guidance.  
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6.4. Equality Implications 

6.4.1. There are no direct implications for equality in this report. The Audit 

and Governance Committee receives assurance from across the 

organisation.  

6.5. Human Resources Implications 

6.5.1. Members should be satisfied that the inclusion of additional 

responsibilities to the Committee Terms of Reference results in added 

value, as the associated provision of assurance has a resource 

implication to the organisation, and should therefore be proportional to 

the risk it mitigates. 

6.6. Risk Management Implications 

6.6.1. Effective internal control and the establishment and operation of an 

audit committee can never eliminate all risks of serious fraud, 

misconduct or misrepresentation of the Council’s financial position.  

However, an effective audit committee can; 

 Raise awareness of the need for robust risk management, control, 

corporate governance arrangements and the benefit of 

implementation of audit recommendations.  

 Increase public confidence in the objectivity and fairness of 

financial and other reporting. 

 Reinforce the importance and independence of internal and 

external audit and other assurance and inspection processes 

 Provide additional assurance through a process of independent 

and objective review. 

6.6.2. The Audit and Governance Committee is therefore an important 

source of assurance about the Council’s arrangements for managing 

risk, maintaining an effective control environment and reporting on all 

aspects of performance.  

6.6.3. A review of the Committee’s current arrangements against the revised 

best practice guidance will help the Committee to determine and fulfil 

its responsibilities, a part of its ongoing need to consider its 

independence and accountability. 

6.7. Rural Communities Implications 

6.7.1. There are no direct implications for rural communities. 
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6.8. Implications for Children & Young People  

6.8.1. There are no direct implications for children and young people. 

6.9. Public Health Implications 

6.9.1. There are no direct implications for public health. 

7. Ward Members Affected 

7.1. All wards affected. 

8. Access to Information 

8.1. CIPFA - Position Statement: Audit Committees in Local Authorities and 

Police (Appendix B) 

8.2. CIPFA -  Audit Committees: Practical Guidance for Local Authorities and 

Police (2018 Edition) 

9. Contact Information 

9.1. Any questions relating to this report should be directed to the following 

officer: 

Name: Josie Griffiths/Michael Todd 

Job Title: Principal Auditors 

Email: josie.griffiths@cheshireeast.gov.uk 

  michael.todd@cheshireeast.gov.uk 


