NORTHERN REGIONAL COLLEGE

AUDIT COMMITTEE

Minutes of the meeting of the Audit Committee held on 24 September 2013 at the Ballymena Campus at 5.15 pm.

Present
Ms A Rankin (Chairperson), Mr I Goldsworthy, Alderman PJ McAvoy and 
Mr S McCartney.

In Attendance
Mr T Neilands (Principal), Ms M McAleer (DEL), Mr R Ross (NIAO), 


Mrs C Moore, Mr A O’Brien (KPMG), Mr B O’Hara (KPMG) and Mr J Hunter.

Pre-Meeting with Auditors

The Audit Committee, less staff representatives, met with the Internal Auditors and representatives from DEL and NIAO prior to the meeting. The Chairperson, Mrs Rankin, drew attention to the out-turn for 2012/2013, during which the College had reported an historic cost deficit of £1,427k compared with the original estimated deficit of £329k. The Finance and General Purposes Committee had been informed that the financial position was behind target for most months of the year but was advised that this was a timing issue and would be rectified later in the year. The Governing Body was first made aware that the projected deficit for 2012/2013 was likely to be exceeded at its meeting on 26 June 2013. Had the College been accurately reviewing and monitoring the out-turn throughout the financial year then Governors would have been alerted at an earlier stage and could have taken remedial action. Mrs Rankin explained that there had been a number of subsequent meetings to discuss the situation and the Governing Body (21 August 2013) failed to approve the deficit budget for 2013/2014, which projected an historic deficit of £516k. A break-even Budget was approved at a further meeting of the Governing Body on 16 September 2013. Mrs Rankin stated that she would be keen to have the Internal Auditors and the DEL representative’s views on the situation.

Mr O’Brien (KPMG) indicated that the Internal Auditors were operating in a vacuum, and the situation would need to be investigated before they could provide an opinion regarding the control environment which would inform their overall annual assurance statement. He stated that there must have been some break-down in budgetary control. Mr Ross (NIAO) questioned the quality of information provided for the Governors and stated that the new Governance Statement in the Annual Report and Financial Statements should reflect this concern. The DEL representative stated that the Department had still to consider the Budget in detail but that it would be looking for reassurance that the budget process would not fail again.

Mrs Rankin suggested and Members agreed that the Internal Auditors should undertake a review of the effectiveness of the financial controls and key processes within the College as a matter of urgency, given that the previous review had returned a substantial assurance rating, and clearly there had been a breakdown in the internal control framework in the intervening period.

Two further issues were raised;

a) Pay Remit. The Sector is currently working with the Department on business cases for the payment of progression-related increases to staff and it will be necessary for Colleges to delay such payments until approval has been obtained. Mr Ross stated that progression related increases had been made over the past two years by the Sector without DFP approval. Mr Ross said that again, some mention of this would be necessary in the Governance Statement.
b) Redundancy Costs. A view was expressed that the College needs to be more explicit about savings from redundancy. Posts have been made redundant in declining areas but the College has not benefitted fully from savings as extra members of staff have been appointed into expansion areas. It was AGREED that management would be required to provide a detailed breakdown of posts made redundant, with the requisite savings, and new posts approved, together with a cost of same.
UNRESERVED BUSINESS

31.1
Pre-Meeting

The Chairperson stated that non-staff members of the Committee had had a lengthy discussion with the Internal Auditors and NIAO and DEL representatives regarding the out-turn for 2012/2013. It was suggested that the Internal Auditors should undertake a review of the effectiveness of the financial controls and key processes within the College as a matter of urgency. This assignment would be undertaken in addition to the pre-agreed internal audit Operational Plan.

The Committee agreed that the Internal Auditors should conduct a review of the financial controls and key processes as a matter of urgency, and asked that KPMG draft the terms of reference for approval by the Chair.  The Chair noted that she would share the TOR with the Chair of the Governing Body.

31.2
Apologies 

Apologies were received from Alderman J Brown and Mrs R Peters-Gallagher. Members noted the sudden death within Mrs. Peters-Gallagher’s practice and asked that the condolences of the Committee be passed on to her.

31.3
Declaration of Interests

There were no conflicts of interest declared, however the Chair noted the direct award contract to the University of Ulster, detailed under agenda item 31.11.

31.4
Minutes of the Last Meeting

The minutes of the last meeting of the Audit Committee held on 18 June 2013 were approved.

31.5
Matters Arising

31.5.1
Statement of Recommended Standards (SORP)(minute 30.11)

The Committee noted that three members of staff will be attending a forthcoming meeting being hosted by KPMG to prepare Colleges for the implementation of the new SORP, which will be International Financial Reporting Standard (IFRS) compliant.

31.5.2
Value For Money Review of Counselling Services (minute 30.9 d))

Mrs Moore advised that the Value For Money Review of Counselling Services offered by the College to students had still to commence. 

There were no other matters arising from the last meeting of the Audit Committee.

31.6
Chairperson’s Communications

The Chairperson advised that the Risk Management Group had not met in advance of the Audit Committee meeting due to timing difficulties. She indicated that a meeting would be scheduled before the next meeting of the Audit Committee on 12 November 2013.

31.7
Correspondence

The Committee noted the following correspondence received since the last meeting:

a) DEL Circular FE 10/13, dated 28 June 2013, setting out the requirements for Colleges to prepare their 2012/2013 Annual Report and Financial Statements. Mrs Moore, Director of Finance and Corporate Development, confirmed that the Annual Report and Financial Statements accorded with the guidance provided by the Department.

b) Reference was made to correspondence from DEL, dated 8 August 2013, regarding the payment of progression-related increases in the Further Education Sector. Mr Ross stated that Colleges had made progression-related increases to staff over the last few years without the submission of business cases seeking DFP approval. The Principal stated that the Sector is currently working with the Department regarding this matter and it will be necessary to delay progression-related payments until approval has been obtained. 
31.8
Draft Annual Report and Financial Statements 2012/2013 

The Committee received the draft Annual Report and Financial Statements 2012/2013, which had been prepared in accordance with guidance issued by the Department of Finance and Personnel.  

Mrs Rankin reminded Members that the College has reported an historic cost deficit of £1,427k for 2012/2013 compared with the College’s original estimated deficit, as per the College Development Plan, of a £329k deficit. This overspend was due in part to a number of factors such as net income from the training contract being less than projected and higher costs for second contract/part-time lecturers, support staff and maintenance.  Redundancy costs were also higher than originally planned.

The College has accumulated income and expenditure reserves, excluding pension reserves of £711k (£1,923k in 2012) and cash balances of £2,226k (£3,170k in 2012).  

A budget has been approved for the period 2013-2016, which indicates that the College will return, at worst, a cost surplus for each year during the period and I&E reserves will remain in excess of £700k.

Mrs Moore highlighted the various sections of the Annual Report referring in particular to: the operating and financial review; remuneration report; statement of responsibilities of the Governing Body; governance statement; certificate and report of the Comptroller and Auditor General; consolidated income and expenditure account; consolidated statement of historic cost and surpluses; consolidated statement of recognised gains and losses; balance sheet; consolidated cash flow statement; and notes to the financial statements.

During discussion a Member expressed disquiet that redundancy costs had been higher than expected. It was noted that the Joint Staffing and F&GPC had agreed to further invest in the restructuring and rebalancing of staff. 

The committee noted that the external audit fieldwork had commenced that day, and accordingly made no further comment on the draft financial statements at this stage.

The Committee also noted that it would be necessary to include a number of inserts in the Annual Report and Financial Statement and that the revised document would be forwarded to the Audit Committee (12 November 2013) for approval and submission to the Governing Body (20 November 2013).

31.9
Draft Audit Committee Annual Report

The Committee received the draft Audit Committee Annual Report, which provides details of the Committee’s membership, attendance at meetings, terms of reference, internal audits, external audit, value for money reviews, other academic and data assurances, and opinion.

During discussion reference was made to:

a) Internal Audit. The Internal Auditors stated that they were not in a position to confirm that the overall level of assurance in relation to the adequacy of the systems of internal control in place within the College was satisfactory, and that the forthcoming review would inform same.

b) External Audit. The NIAO representative advised that it would be in order to include reference to the out-turn and the unanticipated overspend in 2012/13 in the document.

c) Value For Money. It was noted that collaborative Sector procurement exercises have realised efficiencies by providing free banking charges of approximately £12k per annum and removing insurance broker charges of some £2k.

d) Education Training Inspectorate. The Chairperson stated that the document did not fully reflect the total output of the Whole College Inspection. No mention was made of the cost of remedial action necessitated by the ETI recommendations. It was suggested that this information should be presented as an Appendix to the Annual Report.

e) Opinion. This section remains incomplete until the views of the Internal and External Auditors are known.

It was noted that the Report will be finalised at the next meeting of the Audit Committee 
(12 November 2013) and approved for submission to the Governing Body, DEL and NIAO. 

31.10
Follow-Up Review of FLU Funding 2012/2013 Audit

The Committee received the Report of the Follow-Up Review of the 2009/2010 FLU Audit findings, which was carried out on 2010/2011 data.

The overall assurance rating for the review of the systems of control in the College for the 2009/2010 FLU Funding was found to be satisfactory and no change was made following the 2010/2011 review and the 2012/2013 follow-up review.

There were no priority 1 issues identified during the course of the audit.  The report provides full details of findings and recommendations in relation to one priority 2 and seven priority 3 issues.

31.11
Purchase Order Direct Award Contracts
The Committee received details of Direct Award Contracts for the months of June, July and August 2013. It was noted that Award Contracts less than £5,000 are provided for only June and July; there is a nil return for August. There were no Direct Award Contracts greater than £5,000 in all three months.

The Committee discussed responsibility for the determination of Purchase Order Direct Award Contracts and noted that;

a) Contracts under £5,000 should be determined by the College;

b) Contracts between £5,000 and £30,000 required clarification from DEL; and

c) Contracts over £30,000 should be determined by CPD

Ms McAleer agreed to seek clarification from DEL in respect of the correct procedure to be followed in respect of direct award contracts between £5k and £30K.

31.12
Any Other Notified Business
There was no other notified business

31.13    Next Meeting

The Committee noted that the next meeting is scheduled for 5.30 pm on Tuesday 
12 November 2013 at the Farm Lodge Building, Ballymena Campus of the Northern Regional College. 
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