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[bookmark: _Toc332967437]Introduction by the Chair of Audit Committee

This report provides an overview of the Audit Committee’s activity during the financial year 2012-13.

I am pleased to report that the Committee continues to make progress in terms of discharging its responsibilities to provide independent assurance on the adequacy of the risk management framework and the associated control environment, and in providing robust scrutiny and challenge of Ofsted’s financial management and performance.

The Committee meets regularly during the year aligned to the financial reporting timetable, during the financial year it met on five occasions.  There has been focus on the spending review, risk management processes and the effectiveness of internal and external audit.  Next year we expect these areas to continue to receive significant attention. 

During 2012-13, the Committee invited two members of the Executive Board to attend the Audit Committee in order to provide a formal update on their spending review plans.  The updates were positively received and enabled the Committee to gain an increased understanding of the savings; the associated risks and how plans are being controlled.  

The Committee has reviewed the value and performance of our Inspection Service Provider contracts and reviewed the overall management of the national complaints function. The Committee has also been actively involved in endorsing the outcome of a procurement exercise to identify a provider of Internal Audit Services for a period of three years.

In March 2013, The Committee undertook a facilitated workshop to draw conclusions as to its effectiveness.  The review demonstrated that the Audit Committee was operating effectively and determined the need for a strategic focus to the agenda and continued use of the forward look.   The Committee also identified an opportunity to add value through sharing best practice on conferences or events attended. 

In looking forward to 2013-14 and beyond, the importance of an effective Audit Committee remains critical, given the continued financial pressures facing the organisation. Additionally, Ofsted is reforming the way it inspects by significantly raising the bar and expecting more institutions to improve in a shorter period of time.  As a result, these will be a specific focus of the Audit Committee in 2013-14:

· ensure effective strategic processes for risk management, internal control, governance and information assurance;
· ensure robust and compliant procurement and contract management processes reviewing and challenging updates on the spending review;
· review the annual report and accounts prior to submission for audit and Accounting Officer certification;
· seek assurances relating to the corporate governance requirements for the organisation; review planned activities and results of internal and external audits 

Above all, however, the Audit Committee will continue to exercise its prime  function of supporting HMCI and the Board in their responsibilities for risk, internal control and governance by:
· reviewing the comprehensiveness of assurances in meeting the Ofsted Board and Accounting Officer’s assurance needs
· reviewing the reliability and integrity of these assurances
· providing an opinion on how well the Ofsted Board and Accounting Officer are supported in decision making and in discharging their accountability obligations (particularly in respect of financial reporting).

John Roberts CBE
Chair, Audit Committee



Membership
Members of the Audit Committee are proposed by the Chair’s Committee and endorsed by the Ofsted Board. The Audit Committee comprises of non-executive members, supported, for the past five years, by an independent financially qualified committee member. During 2011-12, the membership of the Audit Committee was:

	Audit Committee members



	Members
	Position
	Date of Appointment
	Attendance record

	John Roberts CBE
	Chair 
	Committee Chair from          1 December 2011
	5 out of 5 meetings

	Vijay Sodiwala
	Member
	1 January 2011
	5 out of 5 meetings

	Linda Farrant
	Member
	2 December 2011
	5 out of 5 meetings

	Andy Palmer
	Member
	1 December 2011
	4 out of 5 meetings

	Richard Harbord
	Member
	Reappointed 17 May 2011 (term ended June 2012)
	2 out 2 meetings




	Audit Committee attendees



	Attendees
	Position

	Sir Michael Wilshaw
	HMCI and Accounting Officer

	Darryl Nunn
	Director, Finance and Resources

	Lorraine Langham
	Chief Operating Officer

	Louise Grainger-Hulme
	Divisional Manager, Finance

	Morag Childs
	Internal Audit (Deloitte)

	Adam Stock
	Internal Audit (Deloitte)

	Jacqui Smillie
	External Audit (National Audit Office)

	David Hughes
	External Audit (National Audit Office)

	Saba Pooni
	Secretariat to the Audit Committee

	Others, including directors , may also be invited to attend Committee meetings to address specific issues




Responsibilities of the Committee
Ofsted’s Audit Committee is a sub-committee of the Ofsted Board and provides advice to the Accounting Officer on the adequacy of audit arrangements and on the implications of assurances provided in respect of processes for risk management, control and governance in the organisation. The Audit Committee’s function is to support both HMCI and the Board in their responsibilities for issues of risk, control and governance.

The Committee’s principal responsibilities include:
· effectiveness of strategic processes for risk management, internal control,  	governance and information assurance 
· accounting policies, including the process for review of the annual report and 	accounts prior to submission for audit, levels of error identified, and 	management’s letter of representation to the external auditors
· planned activities and results of internal and external audits
· adequacy of management’s response to issues identified by audit activity, 	including external audit’s management letter
· assurances relating to the corporate governance requirements for the 	organisation
· (where appropriate) proposals for tendering for either Internal or External 	Audit services or for purchase of non-audit services from contractors who 	provide audit services
· anti-fraud policies and whistleblowing processes.















Allocation of time
The allocation of time spent on key topics and responsibilities at the Committee meetings is shown in the chart below.  Significant Committee member time is spent at meetings with executive management, understanding the key issues and underlying processes, setting agendas and meeting with internal and external auditors.

	
[bookmark: _Toc332967438]Terms of Reference
The Committee’s Terms of Reference are shown at Annex A and were last reviewed in March 2013. The Terms of Reference follow the guidance provided in Treasury’s Audit Committee Handbook, which defines the policy principles for Audit Committees in central government bodies.
[bookmark: _Toc332967440]Audit Committee Activity
The Committee met five times during financial year 2012-13: May, June, September, November 2012 and March 2013. At these meetings, the Committee exercised a robust challenge function and demanded the highest levels of performance and accountability from those reporting to it.
The Committee receives a range of:
· routine reports based around the clearly defined expectations of services/functions that report to the Committee, for example internal/external audit
· ad-hoc reports which focus on either a specific concern raised by the Committee, Board, Accounting Officer or developments that impact directly on the Committee
The details of the reports considered by the Committee in 2012-13 are expanded upon below.
Routine Reports 
[bookmark: _Toc332967441]Internal Audit
The Internal Audit Plan for 2012-13 was endorsed by the Committee in March 2013.
At each meeting, the Committee considers the progress report from the Head of Internal Audit. This report covers progress against the audit plan and the level of assurance that has been provided by each review. In addition to this report, members review a summary of the progress made to address audit findings. Acting on behalf of HMCI, the Committee challenges management on the progress made to address any findings.
Internal Audit completed 17 audits of Ofsted’s processes and systems during 2012-13. The remaining two projects were advisory in nature and therefore did not result in an overall audit assessment. The breakdown of the assurance provided by these reports is:
	Assurance provided
	Number of Reports

	Full Assurance
	2

	Substantial Assurance
	12

	Partial Assurance
	1

	Low Assurance
	0


The spending review audit provided full assurance that management have implemented the agreed actions raised in the February 2012 Spending Review audit report.
Ofsted’s Internal Auditors meet regularly with the National Audit Office, to consult on the audit plans; discuss matters of mutual interest; discuss common understanding of audit techniques, methods and terminology; and seek opportunities for co-operation in the conduct of audit work to minimise duplication to Ofsted
In order to maintain and improve our Internal Audit service, feedback surveys are circulated to the audit sponsor following the completion of an audit. The feedback from the surveys highlights that management expectations of the level of service delivered by Deloitte have been met for planning, efficiency, objectives and quality of the review. The results of the surveys are presented to the Audit Committee on a regular basis.
Based on the information received and considered during 2012-13, the Committee is satisfied that an adequate level of internal control exist within Ofsted’s management processes and systems. The disclosures made in the Governance Statement are appropriate and members endorse the actions stated to address them.
[bookmark: _Toc332967442]Progress against Audit Recommendations
The Committee review the progress made in addressing internal and external audit findings at each meeting to ensure that appropriate steps are being taken to address each finding. This highlighted generally high levels of compliance with the implementation of agreed actions, where slippage in implementing recommendations were identified reasons for delay were provided.
External Audit
[bookmark: _Toc332967443]Financial Year 2011-12
In June 2012, the Committee considered the Annual Completion Report (including management letter) on the 2011-12 Annual Report and Accounts prior to certification by the Accounting Officer. The Committee was pleased to note there were no non-adjusting errors and that Ofsted continues to be one of the earliest departments to lay its Accounts before Parliament.
[bookmark: _Toc332967444]Financial Year 2012-13
8.2 As in previous years, the Finance team produced an interim set of full Accounts as at 31 December 2012. These interim accounts were subject to external review by the National Audit Office, acted as a dry run for the audit of the full accounts in May 2013. The findings of this interim audit were considered by members at their meeting in March 2013. The interim accounts process provides an opportunity to review performance against the Parliamentary control totals and identify any potential issues at an early stage.  
[bookmark: _Toc332967445]Information Security
9.1 The Committee supports the Senior Information Risk Owner by providing assurance on the arrangements in place for the correct storage and use of data and information. During the year, members have reviewed the Information Security Report that outlines how information risks are being managed across the organisation. Members are satisfied that management are taking all appropriate steps to control the risks surrounding the information held by Ofsted.
10 [bookmark: _Toc332967446]	Risk Management
10.1 The Committee has supported the Operations Executive Board and has reviewed what it considers the strategic risks faced by the organisation, taking into account this time of significant change, and produced a revised strategic risk register. 
10.2 At each meeting the Committee has examined and commented on the strategic risk register, along with the actions being taken to mitigate these risks from occurring. The risk management policy has been revised to take into account internal audit recommendations, feedback from directorates, and the new organisational structure. The Committee has been actively involved in shaping the revised register and in providing challenge and direction to ensure it is a robust risk register.  Members are satisfied that the risk management framework captures the most significant risks to Ofsted’s activities and have recognised that risk will remain a key focus for the Committee in 2013-14.
10.3 For the period April to September 2012, the Risk Management Moderation Group analysed the operational and strategic risks to Ofsted to ensure they are being assessed and managed in a consistent manner.  Since October 2012, directors have been managing risks through business as usual; the Audit Committee continue to play an active role in risk management.
11 [bookmark: _Toc332967447]	Financial and Operational Management
11.1 The Committee receives regular updates on Ofsted’s financial position including spending review updates, budgetary information and operational performance in all its key areas of external delivery. The Committee is content that management take the necessary steps to ensure that Ofsted delivers its remit in an efficient and effective manner.
11.2 During 2012-13, the Committee invited two members of the Executive Board to attend the Audit Committee in order to provide a formal update on their spending review plans.  The updates provided were positively received by the Committee and provided an opportunity to focus and review Spending Review plans in detail.  
12 	Contracts Monitoring and Activity

12.1 The Committee reviews contracting activity at each meeting, focussing on contracts of major concern to the organisation for its operation and delivery. It also reviews the work that is going on to provide additional assurance that, during times of austerity, the contractors we rely on most are not at risk of failure, and that contract managers have contingency arrangements in place.

12.2 Ofsted has successfully negotiated variations with their Inspection Service Provider (ISP) Suppliers in respect of services to be delivered, event cost reduction and other contract costs resulting in significant savings for the remaining life of the contracts.   Performance against contract by some of the ISPs has been a continuing cause of concern to the Committee and in particular there have been some performance issues against KPI’s with one of the Early Years ISP. This is being managed through the appropriate contract remedies and will be subject to separate reporting.
12.3 Ofsted’s Procurement Code specifies competitive tender as the expected route for procurement and single tender action is supported only in specific circumstances and with higher levels of authority needed.  The Committee will continue to challenge management where such exceptions occur.
13 [bookmark: _Toc332967449]	Governance Statement in Annual Report and Accounts
13.1 The Governance Statement encompasses discussion of corporate governance, risk management and Ofsted’s internal control framework. It records the stewardship of the organisation and provides a sense of the organisation’s vulnerabilities and resilience to challenges.
13.2 An interim Governance Statement was produced to provide assurance during a period of significant organisational change; it was an opportunity to take a measure of where the organisation was at the mid-year point and identify areas that could be strengthened in the production of the year end statement.  
13.3 The NAO undertaken a review of the statement to ensure it is comparable to those of other organisations. Relevant points of best practice interest were adopted in production of the year end statement.  
13.4 To provide a clearer understanding of Ofsted’s assurance framework Finance and Executive Members of the Committee have worked collaboratively to produce an Assurance Map.  The Committee take assurance from a number of sources, the development of an Assurance Map enabled the Committee to take a strategic view and identify any assurance gaps.
13.5 The Committee has reviewed and commented on the year-end Governance Statement prior to certification by the Accounting Officer.  

Ad-hoc Reports
14  	Complaints handling
14.1 As part of reviewing the 2011-12 Annual Report and Accounts, the Committee asked for a report on the complaints handling process. At its meeting in November 2012, the Committee considered a report on the overall management of the national complaints function including current complaints volumes and any related issues. 

14.2 The Committee are intent on improving efficiency and effectiveness of our handling of complaints to reduce costs while ensuring that we are robust and proportionate in our approach to responding to concerns we receive.  
15 	Performance Management

15.1	The Ofsted Board had requested that a paper on performance management be submitted to the Audit Committee for consideration.  Delivering HMCI’s ambition of improving the quality of education and learning in England has increased the focus on performance management across the workforce. Whilst Ofsted already has a modern performance management system and robust policies and procedures in place, HR has been working to ensure that the associated policies and processes fully support these aims, and that managers and staff are adequately supported in delivering HMCI’s vision 
15.2 The Committee stressed the importance of quantified targets as part of the appraisal process in addition to those which were qualitative and more judgemental.
16 	Value and Performance of Inspection Service Provider 	(ISP) Contracts

16.1 In September 2012, the Contract Monitoring and Activity report to the Committee identified that with the exception of one key contract, our Inspection Service Providers (ISPs) were performing to a good level. The committee requested a paper to summarise performance across the ISP contracts and to highlight any current issues.   There have been some performance issues against KPI’s with one of the Early Years ISP. This is being managed through the appropriate contract remedies and will be subject to separate reporting.

16.2 The Committee is content with the work that is being carried out to ensure the value and performance of ISP contracts is at a high standard and in accordance with our requirements.
17 [bookmark: _Toc332967450]	Audit Committee Assurance Statement
17.1 The Audit Committee provides the assurance that, during the period that this report covers, it fully discharged its responsibilities in accordance with its terms of reference. The Committee is also satisfied that it is able to provide HMCI, as Accounting Officer, with assurance:
· on the Accounts that it has reviewed;
· that the issues pertinent to the 2012-13 Governance Statement are managed appropriately;
· on the quality of both internal and external audit, with their approach to the discharge of their respective responsibilities, and the reliance that can be placed on their work.
17.2 As a result of concerns raised by Ofsted management, internal audit completed a project to understand the design and operation of the current CIE processes as part of a broader Ofsted Regulatory Issues and Improvement Project. More specifically the scope of work considered the processes and systems for:
· provider registration where a cause for concern is noted;
· recording, categorising and following up on concerns and notifications received;
· undertaking Pre Registration Inspections (PRIs) and Complaint Driven Inspections (CDIs);
· quality assurance of PRIs and CDIs; and
· reporting of PRIs and CDIs.
17.3 The project was limited to understanding the process for managing individual cases from receipt through to conclusion. The work did not include consideration of the reasonableness of judgements and decisions made for each case reviewed or the competency of the individuals involved in the processes.
17.4 As a result of this project, a significant number of opportunities for improvement, some of which required urgent attention, were identified. Whilst individually the observations may not have been significant when taken collectively they gave significant cause for concern.
17.5 In response to the audit findings and the broader Regulatory Issues and Improvement Project, Ofsted management have consolidated actions from all project work streams and developed detailed management action plans with a nominated member of management responsible for each of the key actions. Implementation of the agreed actions is being tracked.
18 [bookmark: _Toc332967452]	Acknowledgements
18.1 The Committee is pleased to commend the open and candid relationship that exists between its members and Deloitte, as internal auditors, the National Audit Office, as external auditors, HMCI, Chief Operating Officer and the Director of Finance and Resources. Members would like to extend their thanks to the Directors and staff of Ofsted for their support for the work of the Audit Committee and has been very grateful for the open approach that has been taken by all who have attended the Committee in the past year.




John Roberts
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[bookmark: _Toc198370043][bookmark: _Toc160434653][bookmark: _Toc160434479]Purpose
1. The Audit Committee is an independent Committee of the Ofsted Board, which advises both HMCI, in their role as Accounting Officer, and the Ofsted Board. The Audit Committee’s function is to support both HMCI and the Board in their responsibilities for issues of risk, internal control and governance by:
· reviewing the comprehensiveness of assurances in meeting the Ofsted Board and Accounting Officer’s assurance needs
· reviewing the reliability and integrity of these assurances
· providing an opinion on how well the Ofsted Board and Accounting Officer are supported in decision making and in discharging their accountability obligations (particularly in respect of financial reporting).
Membership
The membership of the Audit Committee is as follows:
· Chair: one Ofsted Board member 
· members: at least three additional members of the Ofsted Board.

The Chair and members of the Audit Committee will be appointed by the Board 	for 	a term of two years, with the option of reappointment for a further two-year 	period. 
Meetings
The Audit Committee will meet between four and six times each year. The 	Chair of 	the Audit Committee may convene additional meetings, as they deem necessary. HMCI 	or the Ofsted Board may, in exceptional circumstances, ask the Audit Committee to 	meet to consider any matter of relevant business. 
A minimum of two members of the Audit Committee will be present for the 	meeting to 	be deemed quorate.
The following will normally attend meetings of the committee:
· HMCI
· Director, Finance and Resources
· Chief Operating Officer
· Head of Internal Audit 
· A representative of the External Auditors
A representative of the Internal Auditors where the Internal Audit service is provided by an external partner.

Others, including national directors and regional directors, may also be invited to 	attend committee meetings to address specific issues.
The Audit Committee may ask any or all of those who normally attend, but who are 	not members, to withdraw to facilitate open and frank discussion of particular matters.
Secretariat 
The Director, Finance and Resources will organise secretariat to the Audit 	Committee, if requested by the Chair. Otherwise, the Chair will make alternative 	arrangements for taking minutes of the meeting. 
Committee papers will be distributed by the secretariat to those attending 	seven days 	in advance of meetings. Within seven working days of each meeting, the draft minutes 	will be circulated to Audit Committee members for their comments. Minutes will be 	agreed with the Committee and will be published in draft on the Ofsted website within 	one month of the date of the meeting. 
Reporting
The Audit Committee will provide the Ofsted Board and Accounting Officer with an 	Annual Report. This will be timed to support finalisation of the annual report and 	accounts, which include the governance statement, summarising its 	conclusions from the work it has completed during the year.
Responsibilities
The Audit Committee will advise and support the Board and Accounting Officer on 	the:
· effectiveness of strategic processes for risk management, internal control,  governance and information assurance 
· monitoring of business targets and milestones, contract monitoring, budgeting and finance
· accounting policies, including the process for review of the annual report and accounts prior to submission for audit, levels of error identified, and management’s letter of representation to the external auditors
· planned activities and results of internal and external audits
· adequacy of management’s response to issues identified by audit activity, including external audit’s management letter
· assurances relating to the corporate governance requirements for the organisation
· (where appropriate) proposals for tendering for either Internal or External Audit services or for purchase of non-audit services from contractors who provide audit services
· commissioning ad hoc reviews in addition to the annual audit plan where the Head of Internal Audit considers that it is appropriate, drawing up clear terms of reference for such assignments
· anti-fraud policies and whistleblowing processes.
The Audit Committee will annually review its own effectiveness and report the 	results of that review to the Board.
Rights
The Audit Committee may co-opt additional members for a defined period to 	provide specialist skills, knowledge and experience, and procure specialist advice at 	the expense of the organisation, subject to budgets approved by the Ofsted 	Board and endorsed by the Committee.
[bookmark: _GoBack]The Chair of the Audit Committee will ensure that committee members are 	given 	appropriate opportunities for training and development. 
Access
The Head of Internal Audit and the representative of External Audit will have free and 	confidential access to the Chair of the Audit Committee.
Information requirements
For each meeting the Audit Committee will be provided with:
· a report summarising any significant changes to the organisation’s risk register
· a progress report from the External Audit representative summarising work done and emerging findings
· a progress report from the Head of Internal Audit summarising:
work performed (and a comparison with work planned)
key issues emerging from Internal Audit work
management response to audit recommendations
changes to the periodic plan
any resourcing issues affecting the delivery of Internal Audit objectives.
   As and when appropriate the committee will also be provided with:
· proposals for the terms of reference of internal audit
· the internal audit strategy
· the Head of Internal Audit’s annual opinion and report
· quality assurance reports on the internal audit function
· the draft Annual Report and Accounts of the organisation
· the draft Governance Statement
· a report on any changes to accounting policies
· External Audit’s management letter
· a report on any proposals to tender for audit functions
· a report on cooperation between Internal and External Audit.
Confidentiality 
Where members of the Audit Committee receive information in confidence in 	their capacity as members of the Audit Committee, they must not disclose that 	information to any third party unless they are required to do so by law, or they 	have obtained consent to disclose the information from the person authorised to 	give it.


Allocation of time spent at Committee meetings	Internal Audit	External Audit	Risk and Internal Control	Financial results and Accounting Policies	Evaluation	Other	18	20	22	20	8	12	

Ofsted Audit Committee Terms of Reference: February 2012
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