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Introduction
This General Instruction provides Northern Territory local governments with a guide to establishing
and operating an audit committee in accordance with the Local Government Act, the Local
Government (Accounting) Regulatibns and in line with good audit committee practises.
This paper aims to:
. explain the purpose for which an audit committee is established;
. provides a guide on the roles and responsibilities of an audit committee; and
. outline good audit committee practices within a council.

Overview
An Audit Committee provides an important role between a council and its management and between
a council and its community.
One of the primary roles of these committees is to provide suggestions and recommendations to
councils and/or management about actions to be taken to enhance financial governance, considered
to be in the best interests of local communities.

An Audit Committee plays a crucial role in the financial reporting framework of a council, by
overseeing and monitoring the participation of management and external auditors in the financial
reporting process. An audit committee also addresses issues such as the approach being taken by
councils and management to address business risk, corporate and financial governance
responsibilities and legal compliance. Councils may also refer issues of a strategic nature to their
audit committees.

However, the existence of an Audit committee is only one step in a council's approach to best practise
financial governance and financial sustainability.

Legislative Base
Pursuant to the Local Government (Accounting) Regulations (the Regulations) councils are required
to establish an audit committee as part of their internal control framework. Specifically the
Regulations provide that an audit committee is to monitor compliance by the council to:
. proper standards of financial management; and
. regulations and the Accounting Standards.

Role of Audit Committees
Audit committees are an independent advisory body which plays a central role in independently

reviewing a council's internal control processes to provide councillors with a level of assurance on the
effectiveness of the council's financial and corporate governance practices and compliance with
legislative and regulatory requirements. An audit committee has no authority to act independently of
council and can only act in areas covered by their charter and within their terms of reference.
Audit committees can assist in identifying areas where changes are required to reduce the risk of a
council's exposure to fraud or unauthorised transactions by providing oversight and advice about the
Chief Executive Officer's (CEO) fraud protection plan. An audit committee may also act as a conduit
between council and its auditors to help improve financial reporting, accountability and transparency
within council,
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The role of an audit committee may include:

. monitoring the effectiveness of the audit function and the implementation of audit
recommendations;

. providing an independent line of reporting by the auditor to council;
. reviewing compliance with legislative requirements, contracts, standards and best practice
guidelines;
. reviewing and, if appropriate, recommending council approve the financial statements (in
conjunction with the auditor's report);
. monitoring changes in accounting and reporting requirements;
. provide oversight and monitoring of the CEO's fraud protection plan;
. reviewing and endorsing a code of conduct; and
. reviewing policies relating to conflicts of interest, misconduct and fraud.
To be effective, the audit committee must be independent from management and free from undue
influence from councillors and council staff. The audit committee is an advisory body and members of
the audit committee cannot have any executive powers, management functions, or delegated financial
responsibility.
It is important for councillors to understand that an audit committee is established as an advisory
body. It is the responsibility of the council, riot the audit committee, to make decisions on how and
what action(s) will be taken on matters brought to the attention of councillors by the audit committee.

Audit Committee Membership
The Local Government Act provides that council committee members are appointed by the council.
Council committees may have members who are not elected members of the council and all
committee members are subject to the terms and conditions determined by the council.
Members of an audit committee are appointed by the council. Ideal Iy the composition of an audit
committee should comprise of at least three members but the number of appointments will vary
depending on the size of the council and the scope of works to be undertaken by the committee. To
avoid tied decisions an uneven committee member number is recommended otherwise the

chairperson should be given the deciding vote to avoid such a situation arising.
The committee is to be lead up by a chairperson (who must riot be a member of council or a member
of the council's staff) and all appointed committee members are to have equal voting rights.
Before establishing an audit committee. a council must come to an agreement regarding the selection
process for audit committee members, Consideration should be given to the type of skills, personal
attributes and practical experience each individual member must have before being nominated.
Factors to consider include the nominee's:

. level of understanding of local government and the council's operations and the environment
in which it operates;
. level of knowledge and practical exposure on governance and financial management
practices;
. capacity to dedicate adequate time on the committee;
. depth of knowledge of regulatory and legislative requirements; and
. ability to maintain professional relationships particularly with council members, staff and other
stakeholders.
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In order to ensure the work of the audit committee is value adding, collectively as a group, the audit
committee should have the relevant skills and knowledge of council and an understanding of its
finance and governance arrangements. There is no mandated requirement for audit committee
members to be formally qualified in accounting or a related field.

The council must also agree to the period of audit committee appointment; the conditions upon which
recruitment and termination of members is to occur and whether members will be paid or if the
appointment will be on an honorary basis. If council decides audit committee members will be paid,
then the council must agree to the conditions, rate of payment and ensure there is an appropriate
allocation in the council's annual budget.
Individual council staff members and councillors observing an audit committee meeting are riot
entitled to be reinunerated in addition to their normal councillor I staff entitlements.

As stated previously, when councillors are considering nominees for the audit committee, the
chairperson of the audit committee must be independent. i. e. neither a councillor of the same council
nor a council staff member. It is highly desirable the chairperson have audit, risk and/or financial
management skills, knowledge and experience.
Differences between a Finance Committee and an Audit Committee
The role of the finance committee is very different to an audit committee. A finance committee is

established and given delegated powers to carry out, on behalf of the council, the financial functions
that would normally be undertaken at an ordinary council meeting. This includes reviewing variance

analysis of actual performance against budget, reviewing the debtor and creditor lists and ensuring
sufficient funds are available to pay forthcoming debts,
In contrast, an audit committee provides advice to the council on financial reporting, accountability

and transparency and the audit committee is neither accountable nor responsible for the financial
affairs of the council.

As stated previously, an audit committee has no authority or power to act independently of council. A
council's finance committee, including any other council committee with delegated powers, must not
be combined or share roles and responsibilities with the audit committee. Ideal Iy the audit committee

should riot comprise substantially of the same members as the finance committee, or any other
council committee with council delegated powers, to avoid confusion and potential conflict of member
responsibilities.

Audit Committee with other council advisory responsibilities
It may be appropriate for the independent audit committee to also be charged with monitoring and
advising council on related matters such as risk management.

Other responsibilities given to the audit committee must not compromise its 'no delegated power rule'
set by the Regulations. For example, it would be inappropriate (and against legislation) for the audit
committee to have council's investment decision making powers.

Audit Committee Roles
The role, responsibilities and functions of an audit committee are set out in the charter, terms of
reference and the work plan.
Audit Committee Charter
Councillors must agree on what roles and responsibilities will be assigned to its audit committee.
Then specific roles and levels of authority of the audit committee must be issued in writing as the
audit committee's charter. Note, when councillors are considering the role of the audit committee they
cannot assign any of their own powers, delegations and/ or responsibilities to the audit committee.
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The audit committee has no power or authority to override, amend, contradict or act outside the roles
and responsibilities issued by council under the audit committee's charter and, subsequently
discussed, terms of reference.

Typically the contents of an audit committee charter will include:
. Roles and Responsibilities - details the objectives and purpose of the committee;
. Committee Membership - such as how many members are to be appointed, method of
recruiting, terminating and changing members, how the chairperson is selected and the period
of appointment;
. Committee Meetings - details how meetings are convened, how often meetings are to be
held, what makes a quorum and the frequency of meetings;

. Attendance at meetings and quorums - details if members can attend over the phone or only
in person, whether circular out of session decisions can be made, what constitutes a quorum
(e. g. require more than 50% of members to attend for the meeting to proceed), how the
secretariat function works with the committee and how and when minutes and agendas are
distributed;

. Conflict of Interest - regular discloser of each member's business and other committee
appointments and set procedures where conflicts of interest arise (e. g. committee member
abstains from discussions and decision making);
. Authority I Delegation I Powers I Limitations - details of the powers and authority the audit
committee has to access information, records, systems and reports of the council and the
procedure to obtain required information (e. g. request put to the council Chief Executive
Officer);
Reporting - detail the format, frequency and method of reporting audit committee
responsibilities back to the council;
Voting Rights - only officially appointed audit committee members have voting rights. This
section should also include council's views on voting by proxy and postal I email I fax votes;
Audit Committee Performance and Review - should detail how council will measure and

assess the performance of the audit committee and its individual members;
Charter Review and Amendments - how frequently the council will review the audit
committee's charter and activities; and

Persons encouraged to attend meetings - details on individuals and organisations that should
specifically be invited to attend audit committee meetings.
Terms of Reference
Specific roles and levels of authority of the audit committee are to be issued through a Terms of
Reference which has been formally endorsed by council members. This means audit committees
can only act within their Terms of Reference which cannot in any way absolve councillors or council
staff from their roles and responsibilities.
Councillors must formally issue a terms of reference for its audit committee which sets out specific
projects I responsibilities. Audit committees must be undertaken within the parameters set in its terms
of reference and provide advice and recommendations within the scope of its Terms of Reference.
Audit committees have no authority to work outside the scope or change the provisions contained
within the approved Terms of Reference.
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Work plan
An audit committee should have a plan that sets out the work of the committee over the short,
medium and long term. This will ensure that members of the committee, council staff and elected
members are all clear on the planned and current activities of the audit committee and how it plans to
conduct its business.

The work program or plan should be reviewed on a regular basis (at least annually) to ensure the
work of the audit committee remains relevant and reflects council's priorities.
Typical work plan priorities include:
. Iiaising with the council's auditor;

. reviewing financial statements to ensure that they fairly represent the state of affairs of a
council;

proposing, and contributing relevant information to a review of the Councils strategic and
annual plans;
reviewing the adequacy of the council's accounting, internal control. reporting and other
financial management systems and practises on a regular basis; and
providing advice to the council about rectifying any exceptions provided by the auditor through
the annual audit of financial statements,

Appointment of a Secretary
Councils should nominate a secretary for the audit committee who should, as a minimum, keep a

record of the membership of and the dates of any changes to the membership of the audit committee.
The position is also responsible for organising meetings, distributing the agenda and taking and
distributing the minutes of all committee meetings.

Council Reporting
Annual Report Information
The council Annual Report should include information about the audit committee as part of reporting
on the internal or corporate governance of the council. Information to be published in the council's
Annual Report should include:
. audit committee membership and details of background and qualifications of members;
. the committee's principal activities during the year;
. how many times the committee met and who attended;
. information on audits I reviews undertaken; and

. any other relevant information on the activities of the audit committee.

What information should be on the council website?
The council website should include information on the audit committee so that the public can see how
the committee works, who is on it and how often it meets. The information on the website should
include:

membership, and details of background and qualifications;
charter or terms of reference;
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description of the audit committee's role in risk management and internal control for the
council; and

any other relevant information on the activities of the audit committee.
Section 67(4) of the Local Government Act requires minutes of council committee meetings to be
available on the council website within IO business days after the meeting to which they relate, This
means that the draft minutes, prior to confirmation at the next committee meeting, must be available
on the website. Any confidential items considered at the meeting can be suppressed from the publicly
available minutes under section 201 of the Local Government Act,

Subsidiaries and related parties of councils
Where one or more councils have a subsidiary, the subsidiary is required to establish its own audit
committee. This is because the audit committee of the individual councils do riot have a functional

role in relation to the subsidiary.
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Literature References
Audit Committees: A Guide to Good Practice for Local Government, Victorian Department of Planning
and Community Development, January 201 I
Audit Committees in Local Government: Their Appointment, Function and Responsibilities, Local

Government Operational Guidelines number 9 (revised March 2006), Department of Local
Government and Regional Development, Government of Western Australia.

Financial Sustainability Program: Information Paper Three: Audit Committees, Local Government
Association of South Australia, July 2006.
Internal Audit Guidelines, New South Wales Government Premier and Cabinet. Division of Local
Government, September 2010.
Public Sector Audit Committees: Independent Assurance and Advice for Chief Executives and
Boards, Better Practice Guide, Australian National Audit Office, August 201 I.

Relevant legislation references
Note
Number

In relation to

Legislation

I.

Requirement to establish and

Local Government

maintain an audit committee

(Accounting) Regulations

2,

Establishing council committees

Local Government Act

3.

Requirement to have an
independent Chairperson

(Accounting) Regulations

4,

Local Government

Establishing a committee to carry

Local Government

out financial functions

(Accounting) Regulations

Section or

Regulation
Reg 10
Section 54

Reg 10
Reg 11
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Exam IeAu i ommit eChart r
A council should agree on an audit committee charter as the framework within which the audit
committee Terms of Reference operate,
As an example:
I. Introduction
This audit committee charter is to be read in conjunction with the audit committee Terms of
Reference.

The audit committee is an independent advisory body formed to add value and improve the council's
operations. This committee is to help the council accomplish its objectives by bringing a systematic,
disciplined approach to evaluate and improve the effectiveness of council's financial and corporate
governance processes and compliance with legislative and regulatory requirements.

2. Independence
Independence is essential to the effectiveness of the audit committee.
The audit committee function has no direct authority or responsibility for the activities it reviews. The
audit committee function has no responsibility for developing or implementing procedures or systems
and it does not prepare records or engage in line processing functions or activities. The work of audit
committee does not in any way relieve council staff of their responsibilities for the development,
implementation and maintenance of management control systems in their area.

3. Authority and Confidentiality
Subject to compliance with the council's confidentiality policy, the audit committee is authorised to
have full, free and unrestricted access to all council records, documents and information solely in the
course of undertaking the committee's activities.
The audit committee members are responsible and accountable for maintaining the confidentiality of
the information they receive during the course of their work on this committee.

4. Scope of Audit Committee Activities
The audit committee activities will encompass all areas of council including internal financial and
operational controls, IT systems, asset management and information management,

5. Role and Responsibilities
The audit committee will play an active role in:
5.1. developing and maintaining a culture of accountability and integrity;
5.2. facilitating the integration of good financial and corporate governance practices into day-today business activities and processes;
5.3. promoting a culture of cost-consciousness, self-assessment and adherence to high ethical
standards; and

5.4. promoting a culture of performance and achievement of outcomes.
6. Standards
The audit committee activities will also be conducted in accordance with intent of relevant

professional standards deemed appropriate and applicable including:
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6.1. International Standards for the Professional Practice of Internal Auditing issued by the
Institute of Internal Auditors;

6.2. Standards relevant to audit issued by the Australian Certified Practising Accountants and the
Institute of Chartered Accountants in Australia;

6.3. Standards relevant to IT Audit and Assurance issued by the Information Systems and Control
Association; and

6.4. Standards issued by Standards Australian and the International Standards Organisation.
7. Review of Charter
The charter will be endorsed by the council. The audit committee charter shall be reviewed every two
years or as deemed necessary by either the council or the Chief Executive Office.
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Name:

Audit Committee

Type:

Terms of Reference

Ref No. :

XXXX

Responsible

Chief Executive Officer

Officer:

Approved xx/xx/20xx

Review Date:

Date:

Xx/xx/20xx

Iusually biannuallyl

,. PURPOSE

As an examp e
This document is to define the composition, role and responsihilities of the audit committee.
2. PRINCIPLES

Council should agree on the audit committee's role
An example'
The audrt committee^ role is to independently review the council's internal control processes over the
revenue, expenses and assets of the council.
3. RESPONSIBILITIES

Council should agree on the responsibilities of the audit committee being mindful this committee is an
advisory body to council and that It has no authority or power to act independently of council.
For example:
The audit committee has no authority to act Ihdependently of council.
The audrt committee is responsible for acting as an advisory body to council on the following matters
to, '

3.1. monitor the effectiveness of the audrt function and the implementation of audit
recommendations;

3.2. provide an independent line of report^g by the auditor to council;
3.3. review compliance with legislative requirements, contracts, standards and best practibe
guideffnes;
3.4. review and, if appropriate, recommending council approve the fthancial statements (Ih
o0/11'uriction with the auditor!s report);
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3.5.

monitor changes in accounting and reporting requirements, '

3.6.

review and endorsing a code of conduct, ' and

3.7.

review pol^des relating to conflicts of Ihterest, misconduct and fraud.

4. COMPOSITION OF THE COMMITTEE

The council should decide on the number of audit committee members and the composition of the
council having regard to the skills, personal attributes and practical experience required from the
appointed members.
As an example:
The members of the audrt committee are to be appointed by the council.
The audrt committee should comprise of 3 for 51 members and with a chairperson who is not a
councillor of the council nor one of council's staff members.

5. QUORUM AT COMMITTEE MEETINGS

Council should agree on the audit committee s quorum number and acceptable member attendance

rate being mindful of the size of the committee and complexity of the work being undertaken. Also,
council should consider whether it is acceptable for members to attend an audit committee meeting
via phone and I or video conferencing if unable to attend in person
For example:
At least 75%, or a minimum of three, audrt committee members must be in attendance for the meetihg
to proceed.
The audit committee members should endeavour to attend at least 75% of the meetings,
Audit committee members may attend meetings by phone or video conferencing if they are unable to
attend in person.
6. VOTING RIGHT OF COMMITTEE MEMBERS

Council should decide on voting rights of the audit committee members
As an example:
All council appointed audit committee members have equal voting rights on the committee.
Where a vote is taken and the result is undecided the chairperson has the casting vote.
7. TERM OF APPOINTMENT AND TERMINATION OF COMMITTEE MEMBERS

The council should agree on the terms of the audit committee appointment and termination of
members.

An example:
All audrt committee members are appointed for one Itwo I threej year period.
Audrt committee members, not being the chairperson, cease being a member of the committee if they
are no longer a councillor of the council.

The chairperson, being an independent non-councillor, ^s appointed by council for a set period and
can be terminated by the council sub^^ct to the appointment agreement.
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8. AUDIT COMMITTEE AND INDIVIDUAL MEMBER PREFORMANCE AND REVIEW

The council should decide on the frequency and methodology of the audit committee and Its member
performance review.
As an example:
The auoft committee chairperson, in consultation with the council^ Chief Executive Officer, will initiate
a review of the performance of the committee and the individual member^ performance at least once
every two years

The review will be conducted on a self-assessment basis (unless otherwise determined by the
council) with appropriate input sought from the Chief Executive Officer, the auditors, management and
any other relevant stakeholders, as determined by the Chi^f Executive Officer.
9. REMUNERATION OF THE COMMITTEE MEMBERS

Council should agree on the remuneration rate and conditions of the Independent chairperson and
committee members

10. FREQUENCY OF COMMITTEE MEETINGS

Council should agree on the frequency the audit committee should meet
Example as follows:
The audrt committee should meet at least four times a year to:
10.1. review the uriaudited financial statements at year end; set the audit agenda and the
committee ^ work plan, includ^^g the meetihg dates, for the coming financial year
JusuallyJune/Julyj;
10.2. meet with the auditors, discuss fthdings and review the draft audited financial
statements to consider recommend^^g for council approval Iusual!y OctoberI, '
I0.3. review the council^ November financial statements as against budget; monitor the
implementation of any audit recommendations accept by the council, ' and undertake
matters the audit committee is responsible for (e. g. review polities, coinpli^rice etc. )
Iusually DecemberI; and
,0.4. review the council's March fthancialstatements as against budget; review the council's
draft budget for the following financial year; and undertake matters the audit committee
is responsible for (e. g. Review compliance to legislation, contracts, accounting
practices etc. ) Iusually Aprilj.
On setting the audit committee meeting dates the committee must have regard to the date of council

meetings to ensure the audrt committee report, includihg draft unapproved minutes of the most recent
prior meeting, is reported to council on a timely basis,
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,,. REPORTING BY THE COMMITTEE To COUNCIL

Council should agree on the method the audit committee should report to council
For example:
After meetihg the audrt committee should report to council at the nearest council meeting and include
the committee^ draft unapproved minutes.
12. SECRETARIAT SUPPORT OF THE COMMITTEE

The council should decide on the secretary support required by the audit committee and who should
undertake that service I responsibility
For example'
The council will ensure audit committee members have access to the agenda, meetihg papers and
prior unapproved minutes 510r 31 business days before the audit committee meeting is held.
The council will provide secretariat support to audit committee to ensure minutes taken are provided
to committee members within 510r 31 business days of the meeting being held
The secretariat is to ensure the minutes of committee meetings are available on the council's website
within 10 business days after the meetihg to which they relate to comply with section 67(4) of the
Local Government Act.

13. COMMITTEE ACCESS To COUNCIL RECORDS AND RESOURCES

The council should agree on what path the audit committee should undertake to access required
council records and information including council resources such as third party financial advice or
training,
As an example:
The council, via the council's Chief Executive Officer, will provide the necessary council records and
reports for the audit committee to undertake its role and responsibilities subject to any confidentiality
provisions in the Local Government Act or other legislative provi^bns.
The audrt committee should approach the council requestIhg required resources being mindful of the
finite nature of such resources.

The audit committee has no authority to procure resources independently of council.
14. CONFLICT OF INTEREST

The council should agree the disclosure and treatment of any audit committee member conflicts of
Interest.

For example:
Audit committee members must declare any real or perceived conflicts of interest when joining the
committee, annually and at the start of each meeting or before discussion of the relevant agenda item
or topic. Detalls of any conflicts of interest should be appropriate!y minuted.
Where a committee member is deemed to have a real or perceived conflict of interest, at the
chairperson^ discretion, it may be appropriate that the person is excused from committee
deliberations on the agenda item where a conflict of interest exists, or if necessary excused from the
meetihg.
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15. REVIEW OF TERMS OF REFERENCE

The council should agree on the method and frequency of reviewing the audit committee's Terms
of Reference.

As an example:
Bi-annually the audit committee will review its Terms of Rel'19rence to ensure it is consistent with the
perceived needs of the council. This review will be in consultation with the Chief Executive Officer.
The outcome and recommendations will be given to council to consider.
The audit committee has no power or authority to amend or alter the audrt committee^ Terms of
Reference.
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Enquiries
For queries regarding this procedure please contact the Local Government Sustainability and
Compliance team on IQ. compliance@nt gov. au or phone 0889998868

Related

Local Government Act

legislation
and policies:

Local Government (Accounting) Regulat, bns

Related
documents:

Page 17 of 17

