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Audit Committees

1. Who must establish and maintain an audit committee?

Every school district and BOCES that employs eight or more teachers must establish and maintain an audit committee.   The requirement to establish and maintain an audit committee does not apply to the New York City Department of Education provided the Chancellor annually certifies that the district has a process in place for an audit committee to review its annual audit and that process meets or exceeds the requirements contained in the Education Law.

2. When must the audit committee be established and put into operation?

It must have been established by board resolution by January 1, 2006, and should have been put into operation shortly thereafter.  

3. Who should prepare the charter for the audit committee? 

After an audit committee is established, it must develop a charter, but the board is responsible for reviewing and approving that charter.  Should the board disapprove the charter developed by the audit committee, the board could suggest that the audit committee make the changes necessary in order to obtain the board’s approval.

4. What are the responsibilities of the audit committee related to the external audit?

The audit committee (unless constituted as the board as a whole) advises the board on the external audit activities of the school district.  The statutory responsibilities are to: 

· provide recommendations on the appointment of the external auditor; 

· meet with the external auditor prior to commencing an audit of the district;

· review and discuss with the external auditor the auditor’s risk assessment of the district’s fiscal operations;

· receive and review the draft audit report and management letter; 

· work with the external auditor to help the Board understand the audit report and management letter; 

· provide recommendations to the board regarding acceptance of the external audit report; and

·  review every corrective action plan and assist the board in their implementation.

5. What are the responsibilities of the audit committee related to the internal audit function?

Similar to the responsibilities related to the external auditor, the audit committee (unless constituted as the board as a whole) assists the board on the internal audit activities of the school district.  The statutory responsibilities are to:

1) provide recommendations on the appointment of the internal auditor;

2) review all significant findings and recommendations of the internal auditor;

3) monitor the school district’s implementation of the internal auditor’s recommendations, and

4) assist in the evaluation of the internal auditor by providing feedback on the performance of the internal audit function.



6. 
Does the creation of an audit committee change the manner in which a district adopts fiscal policies?

No.  An audit committee helps provide an oversight role and, if requested by the board, may provide comments or recommendations regarding proposed fiscal policies.  However, it is the responsibility of the board to adopt the policies.

7. 
What options does a district have in forming the audit committee?

The audit committee may consist of 1) the board of education as a whole, 2) a committee composed of three or more members of the board of education, or 3) an advisory committee composed of three or more members.  An advisory committee may include non-board members or consist only of non-board members; if the board believes that membership by non-board members is advisable to provide accounting and auditing expertise.  

8. 
Is there a minimum number of audit committee members?

Yes.  The audit committee must have at least three members.

9.
Are non-board members of the audit committee required to be residents of the school district?

No.  Non-board members of the audit committee are not required to be residents of the school district.

10. 
Can a school district employee serve as a member of the audit committee?

No.  School employees are explicitly prohibited from serving on the audit committee.

11.
Can a non-board member who is a close or immediate family member of a board member serve on an audit committee? 

No.  A non-board member who is a parent, sibling, non-dependent child, spouse, spouse equivalent or dependent of a board member may not serve on the audit committee.  This is among several provisions intended to prevent any perceived or actual conflicts of interest.

12. Can a brother-in-law or sister-in-law of a school district or BOCES administrator serve on the audit committee?
Yes.  A brother-in-law or sister-in-law is not specifically prohibited by law or regulation from serving on the audit committee.  However, districts and BOCES need to exercise care in selecting audit committee members to avoid even an appearance of conflict of interest.

13. Can the district’s internal auditor or claims auditor be one of the members of the audit committee?

Due to a potential or actual conflict of interest, none of a district’s auditors should serve on the audit committee.  

14. Is an individual, who in the past two years provided services to the district, or is the owner of, or has a direct and material interest in a firm providing services to the district, prohibited from serving on the audit committee?

Yes.  An individual, other than a board member, who in the past two years provided services to the district, is prohibited from serving on the audit committee to prevent any potential or actual conflicts of interest.  Once the two-year “cooling off period” passes, the individual may serve on the audit committee.

15. How can a school board find qualified candidates with an understanding of accounting and auditing issues for the audit committee? 

Qualified candidates may be recruited from local business leaders, prior board members, community members, and district or non-district residents.  A district may also request referrals by contacting professional organizations, colleges, retired administrators, local banks, BOCES, and neighboring districts. 

16. What if the district cannot find members with the knowledge to understand accounting and auditing issues?  Can a district provide training for an audit committee member, or should the members already possess the necessary knowledge in accounting, auditing, financial reporting, and school district finance?

An audit committee should be made up of individuals who collectively possess the necessary knowledge in accounting, auditing, financial reporting, and school district finance.  However, if the district cannot find members with adequate knowledge to perform the functions of the audit committee, the district should consider providing its audit committee members with training to obtain the necessary knowledge to understand accounting and auditing issues.  The board has discretion to provide additional training for board members who serve on the audit committee.  

17. Is a member of the audit committee deemed to be a school officer?
Yes, for certain purposes.  A member of the audit committee is deemed to be a school officer for the purposes as specified in sections 3811 through 3813 of the Education Law, including defense and indemnification provisions.

18. Are audit committee meetings open to the public?

Yes.  The Public Officers Law states meetings of public bodies, including committees, shall be open to the general public.  The exception is that a public body may call an executive session for certain enumerated purposes and transact business at such a session.

19.
Must audit committees provide notice of their meetings?

Notice of the audit committee meetings must be provided as prescribed by the Open Meetings Law.

20. Under what circumstances can the audit committee go into executive session?

An audit committee may go into executive session for any of the circumstances listed in Section 105 of Public Officers Law, as well as the circumstances specified in section 2116(c)(7) of the Education Law.  This section allows an executive session to be called by a school district or BOCES audit committee for the following purposes: 1) to meet with the external auditor prior to commencement of the audit, 2) to review and discuss with the external auditor any risk assessment of the district’s or BOCES’ fiscal operations, and 3) to receive and review the draft annual audit report and accompanying draft management letter.

21. Can audit committee members be compensated for this service?

No.  The law does not provide for compensation to members, but it does provide for reimbursement for certain actual and necessary expenses.

22.
What types of expenses are eligible for reimbursement to members of the audit committee?
Only actual and necessary expenses related to attendance at meetings may be reimbursed.  These expenses may include mileage to attend the meetings, training for the members, and attendance on conferences, and others.  It is the board’s responsibility to develop policies and procedures for such reimbursement.  Like all expenses, adequate documentation should be maintained for any expenses incurred.
23. Is information available on the operation of school district audit committees?

Yes.  The Department has several links on its website to organizations that provide guidance on the operation of audit committees.  The Office of the State Comptroller has developed a sample audit committee charter and other guidance.  In addition, staff from the State Education Department are available to answer questions.

24. Are there best practices established for the operation of an audit committee?

There is no one set of best practices for audit committees.  A board should review the various guidance documents that are available and determine what is most appropriate for its district or BOCES and clearly define the responsibilities in the audit committee charter or policies and procedures for the audit committee. 

25. Is an audit committee required to establish a process to receive and follow up on complaints?

No.  There is no statutory requirement for the audit committee to establish a process to receive and follow up on complaints.  However, the board should consider implementing a process to receive and follow up on complaints, particularly those that involve allegations of fraud.

�OSC’s counsel feels that the statute does not, in fact, allow for the board to establish additional responsibilities for the audit committee, although they are not prohibited either.  He recommends removing the Q&A that addressed the issue, and dealing with questions on a case-by-base basis.
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