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Executive Summary
Research indicates that "Hybrid" Audit Committees, which include at least one public member, exist in many cities and municipalities across the United States. However, the analysis shows that a significant majority of these committees are found in Mayor-Council ("strong Mayor") jurisdictions. Three municipalities that deviate from this trend and have a "hybrid audit committee" with a Council-Manager (or Commissioner-Manager in the case of Mecklenburg County) form of government include Mecklenburg County, NC; Phoenix, AZ; and San Antonio, TX. Hybrid committees can take various forms and are typically appointed by the elected governing body. In the City of Charlotte specifically, numerous processes and checks are in place to ensure the review, oversight, and transparency of the government’s internal controls and financial reporting process.
The Budget, Governance, and Intergovernmental Relations (BGIR) Council Committee functions as an audit committee, as recommended by the guidelines of the Government Finance Officers Association (GFOA). Each year, the BGIR committee receives an update from the Internal Audit Department Director, detailing the audits completed during the year, the status of internal audit recommendations, and the audits planned for the upcoming year. The BGIR committee also receives an annual update from the City of Charlotte’s Independent Financial Auditor, which highlights any key findings or weaknesses identified. Additionally, the City Council receives all completed internal audit reports, along with the City of Charlotte’s Annual Comprehensive Financial Report, which includes the Report of the External Independent Auditor. Finally, both Internal Audit Reports and the Annual Comprehensive Financial Report are made available on the city’s website for public viewing and comment.
Internal Audit Committees
· Audit committees offer a practical means for governing bodies to conduct necessary independent review and oversight of the government's financial reporting processes, internal controls, and independent auditors. Both the Government Finance Officers Association (GFOA)1 and the Institute of Internal Auditors (IIA)2 guide financial management, including internal audit committees. The GFOA focuses on state and local governments, while the IIA is a global organization with a broader focus. The audit committee recommendations, as approved by the GFOA Board on October 17, 20081:  
· Every state and local government should establish an audit committee or equivalent. 
· The audit committee should be formally established by charter or other appropriate legal means and made responsible for the appointment, compensation, retention, and oversight of any work completed by independent accountants engaged in preparing or issuing an independent audit report or other independent audit, review, or attest services. Additionally, the audit committee should be established so that all engaged accountants report directly to it. 
· All members of the committee should possess a basic understanding of government financial reporting and auditing. “The audit committee also should have access to the services of at least one financial expert, either a committee member or an outside party engaged by the committee for this purpose. Such a financial expert should through both education and experience, and in a manner specifically relevant to the government sector, possess 1) an understanding of generally accepted accounting principles and financial statements; 2) experience in preparing or auditing financial statements of comparable entities; 3) experience in applying such principles in connection with the accounting for estimates, accruals, and reserves; 4) experience with internal accounting controls; and 5) an understanding of audit committee functions” (GFOA.org/materials/audit-committees). 
· All members of the audit committee should be members of the governing body to ensure the committee’s independence and effectiveness. Members of the governing bodies with managerial responsibilities within the scope of the audit should not serve as committee members. 
· Audit Committees should have sufficient membership for meaningful discussion, but not so many members as to impede efficient operations. The committee membership should be no fewer than three individuals. 
· Audit committee members should be educated in their role and personal responsibility as members. 
· The audit committee plays a crucial role in providing independent review and oversight of a government’s financial reporting processes, internal controls, and independent auditors. This function is designed to instill confidence and ensure the integrity of the financial reporting system. 
· The committee should have access to the reports of internal auditors, as well as to annual internal audit work plans. 
· The audit committee should present an annual written report to the whole governing body on how duties were discharged and responsibilities met. This report should also be made public and be accompanied by other audit committee documents (charter or other establishing documentation). 
· The committee should establish procedures for the receipt, retention, and treatment of complaints related to accounting, internal controls, or auditing matters. Included in such procedures should be a confidential, anonymous submission by government employees to voice concerns regarding questionable accounting and/or auditing. 
· It is essential that the audit committee is adequately funded and authorized to engage the services of experts, legal counsel, and other appropriate specialists. This ensures that the committee has the necessary resources to conduct thorough and effective audits. 
· In the annual report to the governing body, the committee should state that the financial statements have been discussed with management, independent auditors, and committee members in private, and that they believe these statements are fairly presented based on such conversations. 
· The Institute of Internal Auditors (IIA) has a set of global internal audit standards2 informed by the following guiding principles: 
· Demonstrate Integrity 
· Maintain Objectivity
· Demonstrate Competency
· Exercise Due Professional Care
· Maintain Confidentiality 
· Authorized by the Board 
· Positioned Independently 
· Overseen by the Board
· Plan Strategically 
· Manage Resources
· Communicate Effectively 
· Enhance Quality
· Plan Engagements Effectively
· Conduct Engagement Work 
· Communicate Engagement Results and Monitor Action Plans
· While the GFOA and the IIA have some overlapping suggestions, such as both believing audit committees should be independent of those in managerial roles related to internal audits, they differ in scope (state and local (U.S.) versus global). This means that the overarching suggestions made by the IIA can vary in practice per jurisdiction, given the vastly differing applicability of local laws, charters, and other legal frameworks. Additionally, while the GFAO has guidelines for audit committees specifically, the IIA focuses more exclusively on global internal audit standards. Further, while the IIA mentions the applicability or use of a “board” or committee, it does not provide as much guidance for the makeup of such a committee. Regarding board or committee suggestions, the IIA’s guidance tends to focus on committee independence, expertise, reporting lines, and sustained relationships between the audit committee and the internal auditor and functions. 
· No IIA standard was identified as explicitly requiring or suggesting citizen representation on audit committees, as their standards focus more on ensuring committee members are independent, have the relevant skills, maintain direct access, and report to the governing body. 

“Hybrid” Audit Committees
· The term “hybrid audit committee” does not appear to be widely used, at least in the government sphere. However, it refers to an audit committee where some members are qualified residents with experience in (government) finance, auditing, etc. 
· Numerous cities and municipalities have implemented audit committees in which some amount membership is extended to community members. The cities with “hybrid” audit committees appear to overwhelmingly have (Strong-Mayor) Mayor-Council forms of government as opposed to the City of Charlotte’s Council-Manager form of government. Some exceptions include Durham, NC, Phoenix, AZ, and San Antonio, TX. 

Current Audit Committee Forms: A Comparison of Cities
· As provided earlier in this document, the GFOA and the IAA provide guidance and standards on internal audits and audit committees. As it currently stands, the guidance and standards set forth by these organizations do not emphasize the need for residents/community members to serve as sitting members of these committees. In fact, the GFAO suggests that members of internal audit committees all be members of the governing body. This does not mean that transparency should not be emphasized or that community members should be left in the dark. Further, as shown in the table below, various types of local government audit committees exist across municipalities, offering varying opportunities for Council, committee, and community engagement. 

	
	Form of Government
	Audit Committee Consists of All Elected Officials
	Hybrid Audit Committee
	Other Form of Audit Committee
	Internal Audit Office

	City of Charlotte, NC*
	Council-Manager
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	Mecklenburg County, NC*
	Commission-Manager
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	City of Durham, NC*
	Council-Manager
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	City of Greensboro, NC*
	Council-Manager
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	City of Raleigh, NC*
	Council-Manager
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	City of Winston-Salem, NC*
	Council-Manager
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	City of Atlanta, GA (P)
	Mayor-Council
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	City of Austin, TX (P)
	Council-Manager
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	City of Columbus, OH (P)
	Mayor-Council
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	City of Dallas, TX (P)
	Council-Manager
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	City of Denver, CO (P)
	Mayor-Council
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	City of Fort Worth, TX (P)
	Council-Manager
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	City of Houston, TX (P)
	Mayor-Council
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	City of Indianapolis, IN (P)
	Mayor-Council
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	City of Kansas City, MO (P)
	Mayor-Council 
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	City of Long Beach, CA (P)
	Council-Manager
	[image: Checkmark outline]
	
	
	[image: Checkmark outline]

	City of Louisville, KY (P)
	Mayor-Council
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	City of Memphis, TN (P)
	Mayor-Council
	[image: Checkmark outline]
	
	
	[image: Checkmark outline]

	City of Minneapolis, MN (P)
	Mayor-Council
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	Metropolitan Nashville Gov., TN (P)
	City-County
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	City of Omaha, NE (P)
	Mayor-Council
	
	

	
	

	City of Portland, OR (P)
	Council-Manager
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	City of San Diego, CA (P)
	Mayor-Council
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	City of Seattle, WA (P)
	Mayor-Council
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	City of Tulsa, OK (P)
	Mayor-Council
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	City of New York City, NY
	Mayor-Council
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	City of Phoenix, AZ
	Council-Manager
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	City of San Antonio, TX
	Council-Manager
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TABLE 1: A Comparison of Local Government Audit Committee Forms (*Indicates a NC Municipality; (P) Indicates a City of Charlotte Peer City)

The City of Charlotte’s Current Community Audit Opportunities
· Before diving into example cities with “hybrid” audit committees, it is important to first assert the current opportunities available to our residents for involvement in our internal auditing processes (through the Budget, Governance, and Intergovernmental Relations (BGIR) Committee). 
· While we may not have an official “hybrid” audit committee like some (mostly Mayor-Council) forms of government, our BGIR committee, Council, and the public have numerous opportunities each year to receive information related to the City of Charlotte’s internal audits as well as the Annual Comprehensive Financial Report (see Table 2 below). Council’s BGIR Committee serves as the equivalent of an audit committee in accordance with Government Finance Officers (GFOA) guidance. 


	
	Shared with Council
	Presented at a BGIR Meeting
	Publicly Available (Posted to Website)

	Internal Audit Reports
	YES
	NO
	YES

	Annual Internal Audit Plan (Summary of Planned Internal Audits)
	YES
	YES
	YES

	Annual Internal Audit Report (i.e., Summary of Completed Audits, Including Implementation Status of Recommendations and Hotline Report Resolutions)
	YES
	YES
	YES

	Annual Comprehensive Financial Report* (Including Report of External Independent Auditor)
	YES
	YES
	YES


                    
                     TABLE 2: City of Charlotte Audit Accessibility (*Due to timing or availability of the BGIR committee, the external auditor may present directly to full Council.) 

Peer Cities with “Hybrid” Audit Committees
Atlanta, GA3 (Mayor-Council Form of Government): Independent audit committee composed of five voting members, which includes the mayor or mayor’s appointee, the president of the council or the president’s appointee, and three at-large members appointed by the city council. At-large members must be city residents with auditing experience and hold professional certifications as internal auditors, public accountants, or management accountants. At-large members appointed by the city council serve a four-year term. 

Denver, CO4 (Mayor-Council Form of Government): The independent audit committee is chaired by an independently elected (by the people) Auditor who serves as a check and balance on Denver’s strong mayor form of government. The other six members of the committee are appointed based on education and/or experience in accounting, auditing, financial management, or related fields. These committee members are appointed to four-year terms. 

Indianapolis, IN5 (Mayor-Council Form of Government): The audit committee is composed of a representative from the mayor’s office appointed by the mayor; two members of (city/county) council (one whom is a member of the political party having the most significant representation on the council and one of whom is a member of the second-largest represented party on council); one individual qualified due to involvement with financial matters and who is not an employee of the city or county is appointed by council; two individuals, one with participation in financial matters and who is not an employee of the city or county, and one who is either a professional or business person who is not an employee, are appointed by the mayor; one person who is qualified due to involvement in financial matters who is not an employee is appointed by the mayor and serves as chairperson of the committee, subject to the approval of the city-county council. 

Minneapolis, MN6 (Mayor-Council Form of Government): The audit committee is made up of two council members, a Park Board Commissioner, and four community members. Community members must be city residents who are not current employees, are not past or current city council elected officials, and have expertise in relevant fields, including but not limited to auditing, preferably public sector auditing, or financial management. Community members are appointed by the city council for three-year terms and may not be appointed for more than two terms. 

Nashville, TN7 (Consolidated City-County Form of Government): The audit committee consists of six members, including the vice-mayor and the director of finance, two members of the metropolitan county council (two-year terms), one member selected by the Nashville Area Chamber of Commerce (four-year term), and one member chosen by the Nashville Chapter of the Tennessee Society of Public Accountants to serve a four-year term.  

Portland, OR8 (Mayor-Council Form of Government): The City of Portland does not have a “hybrid audit committee” but does attempt to involve community members throughout the audit process to learn more about city programs from community members who use them or are otherwise impacted. 

Seattle, WA9 (Mayor-Council Form of Government): The City of Seattle’s audit committee consists of five members including the City Council Member who chairs the City Council standing committee with oversight responsibility for the City Auditor; one representative of the Executive branch, appointed by the mayor and subject to Council confirmation; and three public (non-employee) members. One public member is appointed by the mayor, subject to Council confirmation, and the other two members are appointed by City Council. Public members are considered candidates if they possess relevant expertise (program evaluation, law, quantitative analysis, etc.) and experience (government or private sector audit experience) as well as other relevant skills. The audit committee membership term is two years and members may serve a maximum of two full (two-year) terms. 

[bookmark: _Hlk211429398]San Diego, CA10 (Mayor-Council Form of Government): The City of San Diego’s audit committee is comprised of three public members appointed by City Council from a pool of at least two applicants/candidates per each vacant position, to be recommended by a majority vote of a screening committee consisting of a member of the city council, the CFO, the Independent Budget Analyst, and two outside financial experts appointed by the other three members of the screening committee and confirmed by members of council. 

Tulsa, OK11 (Mayor-Council Form of Government): The City of Tulsa's audit committee consists of seven members, comprised of the mayor or their designee, the current Chair of the City Council or their designee, and four at-large citizens appointed by the mayor, subject to council approval. The four citizen appointees should have experience with financial or auditing matters and should not be employees of the City of Tulsa. 

Other Example Cities and Municipalities with “Hybrid” Audit Committees 
New York, NY12 (Mayor-Council Form of Government): NYC’s audit committee consists of the mayor, the Comptroller, the Public Advocate, and four private members appointed by the mayor, two at the recommendation of the Comptroller. The members of the audit committee elect a private member as chair for an annual term. Two private members should possess expertise in finance, and the other two should have expertise in accounting. Private members serve two-year terms. 
Phoenix, AZ13 (Council-Manager Form of Government): The City of Phoenix’s audit committee is composed of nine members: three appointed by the mayor serving two-year terms; three public members engaged in the field of public or private finances and audits appointed by the mayor for a two-year term; the City Manager; the Finance Director; and the Budget and Research Director. 
San Antonio, TX14 (Council-Manager Form of Government): The audit committee consists of five members: three council members and two citizen members. Citizen members should be residents of the City of San Antonio and have applicable experience in financial and/or auditing matters, including knowledge of public administration, public financial and fiscal practices, governmental accounting, and governmental auditing. Members serve two-year terms. 
Mecklenburg County, NC15: Mecklenburg County’s Audit Review Committee consists of four Commissioners (one chair) and one public member. 
Durham, NC16: To maintain organizational independence, the Audit Services Department reports to the Audit Services Oversight Committee (ASOC), four times per year. A total of six members sits on the committee. The City Council appoints two City Council Members; one alternate Council Member; and three members of the business community, two with CPA certification and one with finance industry experience. 
Summary Implications
· Most cities explored in this analysis with some version of a “hybrid” audit committee have Mayor-Council forms of government. 
· Three cities explored with Council-Manager forms of government do have some version of a “hybrid” audit committee: Durham, NC; Phoenix, AZ; San Antonio, TX.
· Out of the 28 municipalities (27 cities, one county) explored, 13 or 46% have “hybrid” audit committees. Out of the 46% of cities with hybrid audit committees included in this analysis, 77% have Mayor-Council, or non-Council-Manager forms of government. 
· All cities and municipalities explored except for Omaha, NE have an Office of Internal Audit in which an independent auditor provides (unbiased) oversight into evaluating the organizations’ efficiency and effectiveness of operations. Omaha’s auditing functions are housed within their Finance Department as opposed to a separate Internal Audit Office. To provide additional oversight outside of an organization’s Office of Internal Audit, many local government organizations also have some version of an audit committee (89% of cities explored). 
· Of the 89% of cities with an audit committee included in this analysis, 43% have an audit committee with only elected official membership (no official committee data found for Omaha, NE or Portland, OR). 
· The City of Charlotte’s BGIR committee acts as our audit/oversight committee, following GFOA guidelines. Although official committee membership is limited to City Council Members, public input and community participation is sought throughout the fiscal year. 
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