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Issue

1. The Committee’s annual report and formal opinions to the Board and to the 
Chief Executive as Accounting Officer.

Recommendation

2.
The Board is invited to receive the annual report of the Audit Committee, including its formal opinion on the effectiveness of the Council’s control systems, as attached.

Timing for decisions
3.
Under its terms of reference, the Committee is required to make an annual report to the Board before the Board approves the audited accounts.

Public Presentation 

4.
n/a

Further information
5.
Simon Cannell, Clerk to the Board and the Audit Committee, on 0117 931 7405 or s.cannell@hefce.ac.uk or Nigel Savage, Chair of the Audit Committee. 

Audit Committee 

Annual Report 2006/07
Background
1. The Audit Committee was established in March 1993.  Under its terms of reference (Annex), the Committee is required to report formally to the Board once a year, and to advise on the effectiveness of control systems.  The report sets out the Committee’s activities during the year to 31 March 2007 and takes into account significant developments known to the Committee at its meeting on 10 May 2007.

Audit Committee formal opinions

2. The Committee endorses the formal opinions of the Head of Assurance and Head of Internal Audit which are given below. Those opinions are carefully worded and soundly based on a range of evidence that we think is appropriate, some of which we have reviewed. They are intended to give reasonable rather than absolute assurance of effective controls.

3. In endorsing those opinions we have taken additional assurance from a consistently high quality of reports from the officers on audit activity both in the sector’s institutions and related bodies and within the Council, from our discussions with the NAO, and from the advice of the Chief Executive and directors throughout the year including from the Acting Chief Executive, acting directors and other senior managers. In particular, we have discussed with each director how they are managing risk in their areas of responsibility. We also took the opportunity to consider the draft risk management statements from each Director that support the Chief Executive’s Statement on Internal Control, as contained in the Accounts. 
4. The formal opinions of the Head of Internal Audit and the Head of the Assurance Service, which we endorse, are set out below:

Assurance conclusions

From the scope of the work performed during the year in relation to HEIs and other funded bodies, together with the assurance provided by their internal auditors, external auditors, designated officers and audit committees, and drawing on the work of HEFCE colleagues, our full assurance conclusions to the Accounting Officer for the year ending 31 March 2007 are as follows:

Corporate governance, internal control and risk management

· The HEFCE has been effective in identifying 6 HEIs and no related bodies at risk and successful in supporting those HEIs to the point that the risks are being addressed and dealt with.

· HEIs’ risk management and control systems (including those systems used to generate information and returns to the HEFCE and accounts) are adequate subject to specific weaknesses at individual HEIs referred to in the report.
· Financial management within institutions is adequate as judged against our benchmark which is the set of standards set out in Effective Financial Management for HEIs (HEFCE Circular 1998/29). 
· Corporate governance processes within institutions are adequate as judged against our benchmark which is the set of standards set out in the CUC Guide for Members of Governing Bodies. 

	Value for money 

· The evidence indicates that the majority of institutions understand and accept their responsibility for pursuing value for money (VFM) and can demonstrate that they are active in so doing. We have submitted a separate VFM report which substantiates this opinion.


Regularity and propriety in the use of public funds

· In all material aspects the expenditure and income of HEIs have been applied for the purposes intended by parliament and the financial transactions conform to the authorities which govern them.

· There continue to be low levels of fraud and public interest disclosures notified to HEFCE and we continue to work with other stakeholders to mitigate the risk of fraud in the wider sector.
	Internal Audit Opinion on HEFCE

On the basis of the work carried out, we conclude that HEFCE has an effective framework of corporate governance, internal control and risk management. 

Accordingly, the Accounting Officer and the Board may place reasonable reliance on them in preparing and considering the 2006/07 statement on internal control, the draft of which we confirm is consistent with our knowledge of the Council’s systems. 

HEFCE has satisfactory arrangements in place to pursue the achievement of economy, efficiency and effectiveness.


5. We exercised our role in monitoring the state of the sector through the work of the Assurance Service. We appreciate that the Service focuses on a wide range of information from institution, especially the audit report and, increasingly, each institution’s AC report and formal opinions. We have kept under review the effectiveness of the controls in related bodies; this is also an area reviewed by Internal Audit.
6. We were kept updated on the performance of the Assurance Service and, separately, the HEFCE Internal Audit Service, at each meeting, when we have considered findings and outcomes against agreed performance measures. These services provide us with information which enables us to judge their effectiveness. In March 2006 we agreed the Internal Audit and Assurance Service Annual Plans for 2006/07. We also received annual reports on the work of the Assurance Service and Internal Audit in June 2006 (for 2005/06) and in May 2007 (for 2006/07), having received interim reports as part of the early “hard close” of the audited accounts in March 2007. 

7. In June 2006 the Committee considered the Council’s audited accounts for 2005-06 and recommended them to the Board for approval. We considered the NAO’s Management Report and the Council’s response. The NAO are sent all Committee papers and attended all our meetings. We meet with the NAO privately, in the absence of management, on a regular basis. We appreciate the contribution made throughout the year by the NAO to our work.

8. In March 2007 we considered an interim Management Report from the NAO. In May 2007 the Committee considered the audited accounts for 2006-07 with officials of the NAO present. The meeting included a closed session with the NAO from which we derived assurance and they will be raising only minor matters in the final Management Report. The accounts are reported to the Board separately. We agreed the NAO’s audit fee for 2006-07.

9.       In relation to promoting economy, efficiency and effectiveness, the Committee has:

a. Discussed with all directors how they are discharging their responsibilities for risks in their areas of responsibility. We also had the opportunity to comment on their preliminary risk management statements and we have been kept informed on the continuing development of risk management.

b. Received a report on the Council’s achievement of value for money and an oral update on the NAO’s VFM student retention study.

c. Discussed an analysis of a number of risks facing the sector and how their impact varied from one institution to another.

d. Considered HEFCE’s expanding role in respect of Freedom of Information.

e. Taken an active part in a conference for institutions’ audit committees and welcomed the establishment of a steering group to oversee future development.

f. Discussed with the Assistant Auditor-General ways to reduce the accountability burden on the sector and the importance of engaging other funders and regulators.

Audit Committee opinion 

	Having taken account of:
· Our work throughout the year as summarised in the Committee’s annual report, 

· The Committee’s discussions with the directors and the Chief Executive as to risk management in their areas of responsibility and the assurance we have received as to the beneficial impact of those discussions on the Council’s development of risk management,
· The formal opinions of the Head of Internal Audit on the effectiveness of the Council’s framework for corporate governance, internal control and risk management,
· The formal opinions of the Head of the Assurance Service on the sector’s institutions and related bodies, including on value for money,
· The management report of the external auditors following the audit of the accounts,
It is the opinion of the Audit Committee that the Council’s arrangements for corporate governance, internal control and risk management are sound, that the audited accounts can be relied upon, that the Accounting Officer is entitled to rely on the assurances he has received from Internal Audit and the Assurance Service, and that the Board can approve the audited accounts for 2006-07.


Future Issues
10.     In 2007-08 the Committee will:

a. Monitor the effectiveness of the Assurance Service risk-based strategy, the performance of the Service against the audit plan for 2007-08 and the institutional support strategy, and consider the audit review of the institutional risk system. 

b. Inform the Board of major issues and give early warning of new trends in the sector, including the impact of tuition fee and NHS income on institutions.

c. Advise the Board on the effectiveness of its corporate governance and internal control systems and the management of risk. Specifically, to contribute to:

i. Faster closing of the accounts for 2007-08.

ii. Consistent and effective oversight of the risks faced by the Council in respect of its related bodies (including a meeting with the Chair of the JISC Audit Committee regarding its formal opinions).

d. Consider the NAO’s Management Report on the accounts for 2007-08

e. Advise the Board on arrangements in place to promote value for money including the implications of reducing HEFCE running costs and VFM reports from the NAO.

f. Advise on the new Financial Memorandum with institutions.

g. Develop the dialogue with the audit committees of institutions and meet jointly with the Board’s LGM Strategic Advisory Committee.

h. Be kept informed on the implementation of the HEFCE Audit Review (HAR) following the 2007 pilot.

i. Advise on the development of the new Assurance Framework.

j. Consider the outcomes of a quality assurance review of Internal Audit

Membership and meetings 
11.     Members during the period under review were:

	Name
	Status
	Term of Office

	
	
	

	Professor Nigel Savage
	Board member and Chair
	Until 31 July 2008

	
	
	

	Professor Tim Wilson
	Board member
	Until September 2006

	James Aston MBE
	Independent member.

Partner, BDO Stoy Hayward
	Until September 2006

	Fraser Woodburn
	Independent member.

Open University Secretary
	Since September 2003 and reappointed in May 2006 for three years

	Michael Sheasby
	Independent member.

Brunel University Audit Committee Chair
	From September 2003 and reappointed in May 2006 for three years

	Kathleen Tattersall
	Independent member

AC Chair Manchester University
	From September 2006 for three years

	Stephen Dexter
	Independent member

Partner, Grant Thornton
	From September 2006 for three years

	Alastair Balls
	Board member
	Until 1 December 2009

	Peter Rubin
	Board member
	Until 1 September 2009


12.    The Committee met four times during the year; a quorum was achieved at three meetings. We have reported to the Board on our work after each meeting.  The Committee now comprises three Board members and four independent members appointed following due process. The Committee also held a successful induction and development day in January 2007. We are recommending no changes to our terms of reference at this time.

Annex

Audit Committee

Terms of Reference 

Purpose

1. The purpose of the Committee is to advise and support the Board and the Accounting Officer by giving them independent assurance as to the effectiveness of the Council’s internal control, corporate governance, and risk management. In particular, the Committee will give a formal opinion to the Board on the audited accounts, including the Statement on Internal Control, before they are approved. Consistent with HEFCE’s responsibilities in the higher education sector, this remit extends to assurance to the Board about internal control, corporate governance and risk management by institutions and related bodies receiving funding from HEFCE (“funded institutions”).

Powers of the Committee

2. The Committee, through its Chair, may require such information from HEFCE staff and auditors (internal and external) as the Committee deems necessary to fulfil its duties. 

Duties of the Committee

3.        The duties of the Audit Committee are to:

a. Consider the adequacy of corporate governance, risk management and internal control within the Council and in funded institutions  through reviewing:

i. The mechanisms (principles and approach) adopted by the management of HEFCE for the assessment and management of risk. This includes periodic review of the Council’s corporate risk register and action taken to deal with serious control weaknesses.

ii. The planned activity of internal and external audit designed to (inter alia) assess the systems operated by the Council and funded institutions to achieve effective internal control and risk management. 

iii. The annual results of internal and external audit activity including the consequences of any shortfall against the full range of activities planned. 

iv. The adequacy of HEFCE management responses to issues identified by audit activity. 

v. Formal assurances given by HEFCE management relating to the corporate governance requirements for the organisation, and summary information about corporate governance reporting in the sector. This includes receiving regular reports from directors on how they are managing risk in their areas of responsibility.

vi. The treatment by the Council of complaints and public interest disclosures made to the Council against funded institutions.

vii. The outcomes of any independent reviews of the Internal Audit and Assurance Service.

b. On the basis of the above consideration, the Committee advises the Board and the Accounting Officer on:

i. The effectiveness of internal control, corporate governance and risk management in HEFCE and in the HE sector. 

ii. The scope and effectiveness of the Council's Assurance Service. This includes audit planning, operations, cooperation with external auditors, follow-up work, and the Assurance Service annual report. 

iii. The scope and effectiveness of the Council's Internal Audit Service in HEFCE. This includes audit planning, operations and follow-up work, and the Internal Audit annual report.

iv. The criteria for the selection and appointment of the Council's internal audit service, including assessing the adequacy of the resources available for the work required. 

v. Any relevant reports from the National Audit Office and the DfES Audit Service, including any management response. 

vi. The strategy, remuneration and performance of the National Audit Office for the audit work undertaken on the Board's annual accounts. 

vii. The arrangements in place to promote economy, efficiency and effectiveness within the Council and the sector. 

viii. New accounting and audit standards.
ix. Emerging good practice in internal control, corporate governance and risk management.

x. To review and agree the Assurance Service and Internal Audit workplans before their approval by the Accounting Officer.

c. Provide advice to the Board on such financial, governance, risk or control issues as the Board requests from time to time. This includes matters referred to the Committee by the Board’s Complaints Panel.

d. The Board has a strategic committee to advise on the promotion of good practice in developing leadership governance and management in the sector. This remit may be distinguished from the risk-orientated assurance mission of the Audit Committee.
Constitution and Membership

4.   The Audit Committee is a standing committee of the HEFCE Board. It advises both the Board and the Chief Executive as the Accounting Officer.

5.   The Committee’s membership, including its Chair, is appointed by the Board and consists of members with no executive responsibility for the management of HEFCE or its funding activities. The Chair is a Board member. There shall be no less than five members, of which at least one should have a background in finance, accounting or auditing. The Board may appoint up to four independent members. The Committee may, if it considers it necessary or desirable, co-opt advisers or specialists with particular expertise.

6.   A quorum is three members, one of whom shall be a Board member. All members are indemnified by the sponsoring Department. 

Authority and Proceedings

7.   In discharging its duties, the Audit Committee is authorised by the Board to:

a. Investigate any activity within its terms of reference or referred to it by the Board. It is authorised to seek any information it needs from any HEFCE employee, and all employees are directed to co-operate with any request made by the Committee. 

b. Obtain independent professional advice and to secure the attendance of outsiders with relevant experience and expertise if it considers this necessary. 

8.   The Audit Committee normally meets at least three times a year at HEFCE's offices in London or Bristol. The Chair may call an ad-hoc meeting of the Audit Committee at any time if (s)he thinks it necessary.

9.   The Chief Executive should attend at least one meeting per year. The Director of Finance, the Head of the Assurance Service and the Head of Internal Audit should normally attend meetings of the Committee, with the Committee reserving the right to exclude any or all of these officers for reasons that will be minuted. The Committee can require other staff to attend for all or part of each meeting. A representative of the external auditors (the National Audit Office) may attend meetings - at least when the annual accounts and/or management letter are being considered. The NAO is sent all Committee papers and may ask the Chair to convene a special meeting if need be.

10.  The NAO, Head of Internal Audit and Head of Assurance have direct confidential access to the Chair if need be and, as a standing item, to the Committee in confidential session. Such sessions will respect the rights of those not present and the basis of any decisions taken will be minuted.

11.   The Committee is serviced by the Clerk to the Board, who will attend all meetings and will minute the Committee’s transactions (unless excluded under paragraph 7).
Reporting

12.    Meetings shall be minuted and the minutes circulated to members of the Committee. A summary of the meeting will be given to Board members, normally as a report for information to the next ordinary Board meeting after the Committee meeting, presented by the Chair of the Committee to the Board. The Audit Committee Chair will raise any significant matters with the Chairman of the Board and the Chief Executive and may draw the attention of the Board to such matters at its next meeting. Board minutes are sent to Committee members.

13.   The Audit Committee will receive the annual reports of the HEFCE Assurance Service and Internal Audit.11.   The Audit Committee will produce a retrospective annual report, covering the period to 31 March, which it will submit to the Board meeting at the same time that it gives a formal opinion on the audited accounts.

14.   The Committee’s effectiveness will be reviewed periodically and the outcomes of such reviews reported to the Board.

Last reviewed 10 May 2007
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