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Did you know?

Polk County was
established in 1839 and
named in honor of
newly-elected Governor
James K. Polk.

The Ocoee River, which
runs through Polk County,
was the site of the 1996
Olympic Canoe and Kayak
Slalom Competition.
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State Comptroller to Begin Formally Recommending
the Creation of County Audit Committees

In a memorandum dated September 16, 2010, the state Division of County Audit
notified county mayors/executives and finance directors that they will begin
formally recommending the formation of a county audit committee. The
Comptroller’s office has encouraged the establishment of audit committees for
many years, but few counties have an effective audit committee. The
Comptroller’s office believes that, due to the current environment of less resources
and increased demand for accountability, it is time to focus on the local audit
committee as an effective tool to improve the operations of local governments.
The audit committee will be responsible for addressing financial and other
reporting practices, internal control, compliance with laws and regulations, and
ethics. The audit committee should provide guidance to county management to
correct all reported material weaknesses in internal control and material
noncompliance.

Beginning with audits for the fiscal year ended June 30, 2010, in any county that
either (1) is in noncompliance with GASB accounting and financial reporting
standards, or (2) has recurring significant or material audit findings for three or
more consecutive years that relate to internal control or governmental auditing
standards, the audit findings will contain a recommendation encouraging the
establishment of an audit committee. If either of these conditions continues to
occur, the county may be required to form an audit committee.

The State Comptroller’s office will provide counties with guidelines regarding the
establishment of effective audit committees. Their phone number is (615) 401-
7841. To view the materials sent by the Comptroller’s office, double-click the icon
next to each item listed below:

1. Memorandum to county mayors and finance directors that addresses recurring
audit findings and formation of audit committees (ﬁ )

2. Copy of Section 9-3-4035, Tennessee Code Annotated, which relates to the
establishment of audit committees (& )

3. Guidelines for creation of an audit committee (| g )



http://tennesseeencyclopedia.net/imagegallery.php?EntryID=P035
http://www.tnhistoryforkids.org/local

STATE OF TENNESSEE

COMPTROLLER OF THE TREASURY
DEPARTMENT OF AUDIT
DIVISION OF COUNTY AUDIT
SUITE 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-1402
PHONE (615) 401-7841

September 16, 2010

MEMORANDUM
TO: County Mayors and Finance Directors
FROM: Jim Arne

Director

SUBJECT: Audit ConYmittees

The Local Government Modernization Act of 2005, Section 9-3-405, Tennessee Code
Annotated (TCA), encourages local governments to consider establishing an audit committee and
provides that the Comptroller may require an audit committee be established under certain
conditions. The two conditions are when a local government is in noncompliance with the accounting
and financial reporting standards required by the Governmental Accounting Standards Board or
have recurring findings from the annual audit for three or more consecutive years as determined by
the Comptroller to be a material weakness in internal control or material noncompliance with
Government Auditing Standards.

We believe well structured audit committees can improve the financial management
and overall governance of governmental entities in Tennessee. Our office has encouraged the
establishment of an audit committee in local governments for many years. However, very few local
governments have an effective audit committee. We believe in today’s environment of fewer resources
and increased demand for transparency and accountability, it is time to focus on the audit committee
as an effective tool to improve the operations of local governments.

Beginning with the audits for the fiscal year ended June 30, 2010, when it has been
determined that either of the conditions described in Section 9-3-405(a), TCA exists, there will be
findings that address the county’s noncompliance with accounting and financial reporting standards
and/or the existence of recurring audit findings. Both findings will include a recommendation
encouraging the establishment of an audit committee under provisions of Section 9-3-405(a), TCA. If
either of these conditions continue to occur, the county may be required to establish an audit
committee. This committee will be responsible for addressing financial and other reporting practices,
internal control, compliance with laws and regulations, and ethics. The audit committee should
provide management with guidance to correct all reported material weaknesses in internal control
and material noncompliance.

We will provide counties with guidelines regarding the establishment of effective audit
committees. Please contact our office if you have any questions.
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9-3-405. Establishment of audit committee — Notice requirements — Open meetings —
Confidential, nonpublic executive sessions. —

() Local governments are encouraged to consider establishing an audit committee. The
comptroller may require that an audit committee be established in any local government in this
state that:

(1) Is in noncompliance with the accounting and financial reportingstandards required by
the Governmental Accounting Standards Board (GASB) on or after the prescribed date of June
30, 2008; or

(2) Has recurring findings from the annual audit for three (3) or more consecutive years
as determined by the comptroller to be a material weakness in internal control or material
noncompliance under government auditing standards.

(b) The governing body of the local government shall create the audit committee. The audit
committee members shall be external to management and may be members of the governing
body, citizens from within the boundaries of the local government, or a combination of both.
Members of the audit committee shall be selected by the legislative body. The audit committee
shall establish responsibilities and duties that are stated in a resolution approved by the
legislative body. The responsibilities and duties, at a minimum, shall address financial and other
reporting practices, internal control, compliance with laws and regulations, and ethics. The
resolution creating the duties and responsibilities of the audit committee shall be submitted to the
comptroller prior to approval by the legislative body. The comptroller shall review the proposed
resolution and report back to the local government on whether the resolution follows
recommended guidelines for an audit committee. The resolution adopted by the legislative body
must conform to the report issued by the comptroller.

(c) Except as provided in subsection (d), all meetings of an audit committee created pursuant
to this chapter shall abide by the notice requirements adhered to by the local government to
which the audit committee is attached.

(d) All meetings of an audit committee created pursuant to this chapter shall be subject to
the open meetings provisions of title 8, chapter 44, except, upon a majority vote of those
members in attendance for the public portion of the meeting, the audit committee may hold
confidential, nonpublic executive sessions to discuss the following items:

(1) Items deemed not subject to public inspection under 8§ 10-7-503 and 10-7-504, and
all other matters designated as confidential or privileged under this code;

(2) Current or pending litigation and pending legal controversies;

© 2010 by the State of Tennessee and Matthew Bender & Company, Inc., a member of the LexisNexis Group. All rights reserved. Use of
this product is subject to the restrictions and terms and conditions of the Matthew Bender Master Agreement.





(3) Pending or ongoing audits or audit related investigations;
(4) Information protected by federal law; and

(5) Matters involving information under 8§ 9-3-406 where the informant has requested
anonymity.

(e) The presiding officer shall announce during the public portion of the audit committee
meeting that no business, other than that described under subdivisions (d)(1)-(5), shall be
considered during the confidential, nonpublic executive session by the audit committee.

() For purposes of providing notice of a confidential, nonpublic executive session, the
agenda must disclose the general nature of the item or items to be discussed as described under
subdivisions (d)(1)-(5).

(9) A meeting at which both subject matter open to the public and confidential subject
matter will be discussed shall be conducted as follows:

(1) All business relating to subject matter that is public in nature shall be conducted first;
and

(2) At the conclusion of the meeting relating to subject matter that is public in nature and
upon a successful majority vote to enter into executive session, the chair shall announce to the
members and the public assembled that the public portion of the meeting is adjourned and that
the remainder of the meeting will concern matters that are confidential under subdivisions
(d)(1)-(5). When everyone at the meeting who is not authorized to attend the confidential portion
of the meeting has departed, the confidential portion of the meeting shall commence.

(h)  Only individuals whose presence is reasonably necessary in order for the audit
committee to carry out its executive session responsibilities may attend the portion of the
executive session relevant to that person's presence; however, nothing contained in this section
shall prohibit the comptroller of the treasury or the comptroller's designee from attending or
being present during an executive session.

(i) This chapter is not intended to prevent the full governing body of the local government
from going into confidential, nonpublic executive session with the audit committee at a regularly
or specially scheduled meeting of the full governing body for the purpose of further discussing
only those matters as described under subdivisions (d)(1)-(5). All portions of meetings of the full
governing body of the local government, where matters described under subdivisions (d)(1)-(5)
will be discussed, shall be exempt from the provisions of title 8, chapter 44; provided, that the
full governing body of the local government shall abide by the same executive session notice
requirements imposed upon the audit committee by this section, and shall not make a decision or
deliberate toward a decision on any matter.

© 2010 by the State of Tennessee and Matthew Bender & Company, Inc., a member of the LexisNexis Group. All rights reserved. Use of
this product is subject to the restrictions and terms and conditions of the Matthew Bender Master Agreement.





[Acts 2005, ch. 191, § 1; 2009, ch. 368, § 1.]

Amendments. The 2009 amendment added (c)-(i).
Effective Dates. Acts 2005, ch. 191, § 2. May 19, 2005.
Acts 2009, ch. 368, § 6. June 5, 2009.

Cross-References. Confidentiality of public records, § 10-7-504.

© 2010 by the State of Tennessee and Matthew Bender & Company, Inc., a member of the LexisNexis Group. All rights reserved. Use of
this product is subject to the restrictions and terms and conditions of the Matthew Bender Master Agreement.
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Comptroller of the Treasury
Division of County Audit
Audit Committee Guidelines
September 2010

These guidelines were developed for local governments to establish an Audit
Committee under provisions of Tennessee Code Annotated (TCA), Section 9-3-405.

Background

The Local Government Modernization Act of 2005 (TCA, Section 9-3-405) provides
for the establishment of an audit committee in local governments. This statute
encourages local governments to consider establishing an audit committee and under
certain conditions the comptroller may require that an audit committee be established.
The two conditions are when a local government is in non-compliance with the
accounting and financial reporting standards required by the Governmental
Accounting Standards Board or a local government has recurring findings from the
annual audit for three (3) or more consecutive years as determined by the comptroller
to be a material weakness in internal control or material noncompliance under
government auditing standards.

Purpose of Audit Committee

The audit committee is established to provide independent review and oversight of
the government’s financial reporting processes, the government’s internal controls,
and a review of the external auditor’s report and following up on corrective action,
and compliance with laws, regulations, and ethics.

Audit Committee Guidelines
1) The legislative body shall approve the resolution or charter establishing an
audit committee.

2) The audit committee members shall be external to management. The members
may be members of the governing body, citizens of the local government , or a
combination of both. The members should be appointed by the legislative body
for staggered terms. There should be no fewer than three members on the
committee.

3) The members should possess sufficient knowledge and experience in finance,
business, and accounting to discharge the committee’s duties.

4) The resolution or charter shall provide for the responsibilities and duties of the
committee. These duties shall address financial and other reporting practices,
internal control, compliance with laws, regulations, and ethics.





5)

The resolution or charter creating the duties and responsibilities of the audit
committee shall be submitted to the comptroller prior to approval by the
legislative body. The comptroller shall review the proposed resolution or
charter and report back to the local government on whether it follows
recommended guidelines. The resolution or charter adopted by the legislative
body must conform to the report issued by the comptroller.

6) The audit committee shall provide a written report to the legislative body each

7)

8)

9)

year on how it has discharged its duties.

The audit committee shall establish a process for handling employees,
taxpayers, or other citizens confidential reporting of suspected illegal,
improper, wasteful, or fraudulent activity under provisions of TCA, Section 9-
3-406.

The audit committee should carefully review all audit findings in the audit
report and have consultation with the external auditor regarding the
irregularities and deficiencies disclosed in the annual audit. The committee
should satisfy itself that appropriate and timely corrective action has been
taken by management to remedy the identified weaknesses. The committee
should determine what corrective action, if necessary, should be recommended
to the legislative body.

The meetings of an audit committee shall abide by the notice requirements
adhered to by the local government to which the committee is attached, except
as provided in subsection (d) of TCA, Section 9-3-405.

10)All meetings of the audit committee shall be subject to the meeting provisions

of subsections (d),(e),(f),(g),(h), and (i) of TCA, Section 9-3-405.





Audit Committee and the Internal Audit Function
In many larger governments there is an established independent internal audit
function. In those governments that establish such an internal audit function the
audit committee must always be afforded access to the internal audit annual work
plan, as well as to any and all individual audit reports.

There are varying positions on the reporting relationship between the audit
committee and the internal audit function. One position is to have the internal
audit function completely independent of management and therefore report
directly to the audit committee. Another position is to have the internal audit
function report to the audit committee and administratively to the county
mayor/county executive.

In smaller governments it may not be practical to establish a formal internal audit
function. In that case, the local government may consider either assigning
internal audit responsibilities to its regular employees or obtaining internal audit
services from an accounting firm.

If a local government establishes an internal audit function, the charter for its
operations should be tied to the charter of the audit committee.

Rev6:9/16/10
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New Programs and Initiatives

NACo Offers Sample Ordinances and Codes

The National Association of Counties (NACo) has created an online database of
sample codes and ordinances that are listed by subject. The NACo Research
Division collects examples of these various county codes from around the nation.
These materials may be of interest to your county if you are considering a specific
issue. Keep in mind that these are not tailored to Tennessee law. They may give
you a starting place for drafting, but should not be adopted “as is.” The samples
should be reviewed by your county attorney to see if there is authority in Tennessee
law for a county to take such action and to determine whether the sample needs
to be modified to conform to Tennessee law before using. Select the following
link to access the NACo database: http://www.naco.org/research/solutions/Pages/

CodesandOrdiances.aspx

Downtown Revitalization Program Welcomes Applications

The Tennessee Economic and Community Development Commissioner Matt
Kisber announced this fall that applications are now being accepted for Tennessee
Downtowns, a competitive community improvement program for cities and
counties seeking to revitalize traditional commercial districts. The program is open
to communities with downtown commercial districts established at least 50 years
ago and whose citizens are ready to organize efforts for downtown revitalization
based on the successful program “Main Street Four-Point Approach to Downtown
Revitalization.” Applications are available online at www.tennesseemainstreet.org

and must be completed by Monday, November 8". To view the full press release
on the program, visit http://news.tennesseeanytime.org/node/6072.

TDEC Announces Walk with Me Tennessee Initiative

Jim Fyke, commissioner of the Tennessee Department of Environment and
Conservation (TDEC), recently announced the launch of the new Walk with Me
Tennessee initiative. This program addresses recreational efforts for cities and
counties that focus on planning, health and fitness opportunities, infrastructure,
connecting community areas and safety. Designed as an assessment tool, the
program ranks community “walkability” and provides pertinent planning
information to help communities increase their pedestrian friendliness. To read
the full press release on the Walk with Me Tennessee program or to complete the
Inventory and Assessment application, please visit the TDEC Web site at http://
news.tennesseeanytime.org/node/6127.

DOT DRUG TESTING
REGULATIONS
AMENDED
effective October 1, 2010

Employees who are required to
have commercial driver’s licenses
in connection with the performance
of their jobs are required to
undergo drug testing in accordance
with federal Department of
Transportation (DOT) regulations.
County employees who are
required to be tested under DOT
regulations are mostly found in the
highway departments, but other
departments who voluntarily test
their safety-sensitive employees
also use the DOT rules for their
testing. The state’s Drug Free
Workplace Program uses DOT
testing rules, so counties that
participate in that program will be
affected by the changes. The DOT
regulations have been amended
effective October 1, 2010, to
require that drug testing include
MDMA (commonly known as
Ecstasy) and acetylmorphines
(indicating heroin usage). Also,
the cutoff levels for cocaine and
amphetamines have been lowered.
Some changes also affect
procedures used by Medical
Review Officers (MROs).
Counties that have drug testing
programs that are under the DOT
rules will need to revise their
policies to include these changes.
Contact the administrator of your
drug testing program for more
guidance. Additional information
may be found here:



http://www.dot.gov/ost/dapc/news.html
http://www.dot.gov/ost/dapc/news.html

Upcoming Ethics Have comments or suggestions for this newsletter?
Contact Claire Marsalis at claire.marsalis(@tennessee.edu.
Worksh
(0) g OpS

CTAS will offer Ethics Workshops CALENDAR OF EVENTS

across the state during November.

The course will discuss the Nov. 5 Ethics Workshop, Jackson
“Comprehensive Governmental

Ethics Reform Act of 2006” (the Nov. 9 Ethics Workshop, Johnson City

Ethics Reform Act). This wide-

ranging act created a new State Nov. 9 County Commissioner Training, Oak Ridge
Ethics Commission, established

substantial new registration and Nov. 10 Ethics Workshop, Knoxville

reporting requirements for

lobbyists and their employers, and o o .
enacted new provisions to set limits Nov. 11 County Commissioner Training, Cookeville
on gifts and require disclosure of

conflicts of interest for certain state Nov. 16 COlll’lty Commissioner Training, Gallatin
officials. The law also included a

requirement for local governments Nov. 17 Ethics Workshop, Franklin

to adopt ethics policies covering

ST BRI i DB Nov. 18 County Commissioner Training, Jackson

officials and employees and the
disclosure of conflicts of interest.
*For more detailed event information, click here

In addition to the Ethics

Reform Act, the course
will also discuss other state
laws that address ethics and County Commissioner Training
conflicts of interests in county

government.

CTAS and the Tennessee County Commissioners Association

Four hours of Category A or (TCCA) are offering evening training in November for county
recertification credit will be

awarded to participants who are
enrolled in the County Officials
Certificate Training Program
(COCTP). officials. For more information, including how to register, double-
click the icon (@).

commissioners. The session is County Legislative Body Overview.
Dinner will be provided at 6:00 p.m. with the training class being
taught from 6:30 p.m. to 8:30 p.m. Attendance is free for county

For registration instructions,

double-click the paperclip icon (\E\ ).

County Officials E-News-is a monthly newsletter provided by the University of Tennessee
County Technical Assistance Service in an effort to promote better county government
through direct assistance to county officials and their associations.

226 Capitol Boulevard, Suite 400 m Nashville, TN 37219
Phone: (615) 532-3555 = Fax: (615) 532-3699
www.ctas.tennessee.edu



http://www.ctas.utk.edu/PUBLIC/web/ctas.nsf/search/EventsCalendar?opendocument

, Ethics Workshop
TY OFFICIALS CERTIFICATE TRAINING PROGRAM

7

Register for this CTAS training program in

SOLUIION POINT

* (o to www.ctas.tennessee.edu and click “Training” on the the left
side of the page.

* Click the link “Click here to get started in Solution Point.”

* If you have a Solution Point username and password, click the link
to log in.

* If you do not have a Solution Point username and password, click
the link to receive them.

“~._ * Once you have logged into Solution Point, select “Browse by
Category” in the Catalog Search box on the homepage.

* Select a category listed under County Training Programs
(Categories A and B are listed).

* Alist of offerings will display on the screen.

* To narrow the search, select the delivery type in the drop-down
box (instructor-led, web-based or correspondence).

* To register for a course, select the “Register” button to the right of

the course.

In accordance with the policies of the Peace Officer Standards and Training (P.0.S.T.), e UNIVERSITYof

all COCTP courses are approved for P.0.S.T. credit for law enforcement officials. TENNESSEE Ur

CountYy TECHNICAL
ASSISTANCE SERVICE

CTAS is an agency of The University of Tennessee Institute for Public Service.





The University of Tennessee

ETHICS] . ! _ FIRST CLASS

ETHICSAWORKSHOR County Technical Assistance Service U.S. POSTAGE
This course will discuss the “Comprehensive Governmental Ethics Reform Act of 2006.” This wide-ranging 226 Capitol Boulevard, Suite 400 PAID
act created a new State Ethics Commission, established substantial new registration and reporting :
requirements for lobbyists and their employers, and enacted new provisions to set limits on gifts and Nashville, Tennessee 37219 KNOXVILLE, TN
require disclosure of conflicts of interest for certain state officials. The law also included a requirement PERMIT #481
for local governments to adopt ethics policies covering the disclosure of gifts accepted by officials and

employees and the disclosure of conflicts of interest. In addition to the Ethics Reform Act, the course will
also discuss other state laws that address ethics and conflicts of interests in county government.

West Tennessee Research and Education Center
605 Airways Boulevard

Carnegie Hotel, 1216 W. State of Franklin Road

UT Conference Center Building, 600 Henley Street, 4% Floor

Franklin Marriott Hotel, 700 Cool Springs Boulevard

Register online at www.ctas.tennessee.edu.

m=UNIVERSITYo TENNESSEE OF

CoUNTY TECHNICAL ASSISTANCE SERVICE

In cooperation with the Tennessee County Services Association
and the County Officials Association of Tennessee
_— The University of Tennessee is an EEO/AA/Title VI/Title IX/Section 504/ADA/ADEA institution in the provision of its education
(615) 532-3555 www.ctas.tennessee.edu and employment programs and services. CTAS0431 e EI5-1591-000-002-11
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Training for Commissioners

CTAS and TCCA are offering training in November. The session is County
Legislative Body Overview. Dinner will be provided at 6:00 p.m. with the
session offered from 6:30 p.m. — 8:30 p.m. Attendance is free for county officials.

Tuesday, November 9th
Oak Ridge: UT Outreach Center (UTOC) Classroom
1201 Oak Ridge Turnpike, Oak Ridge, TN

Thursday, November 11th
Cookeville: Leslie Town Center
One West First Street, Cookeville, TN

Tuesday, November 16"
Gallatin: Hampton Inn
980 Village Green Crossing, Gallatin, TN

Thursday, November 18th
Jackson: West TN Research and Education Center
605 Airways Boulevard, Jackson, TN

To register, please complete and fax back to the CTAS office at 615/532-36509.

Address City Zip

What session will you attend: Oak Ridge Cookeville Gallatin Jackson
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