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The role of the
audit committee
Role of the board

A large part of an audit committee’s role is to create a link
between the board and the external and internal auditors.
There is no legal requirement to establish an audit
committee for not-for-profit organisations and if an
organisation is small it may not be necessary to have one.
Not having an audit committee is an acceptable decision
so long as board members are confident that there are
appropriate board processes in place to raise issues that
would otherwise be considered by such a committee. It is
particularly important that these organisations disclose
how their alternative approach ensures the integrity
of the financial statements of the organisation and the
independence of the external auditor (if one is used).
This disclosure should be at least to the organisation’s
members, but it can also be to other stakeholders to provide
confidence that the organisation is aware of, and addressing,
the issues usually dealt with by an audit committee.
If an organisation does not have an audit committee,
it may still decide it necessary to establish a finance
committee and/or a risk committee. These committees are
often combined and take on the role and responsibility
of oversighting the development of a budget, monitoring
the organisation’s financial position and performance,
and establishing and monitoring an appropriate risk
management framework.
In addition, all not-for-profit organisations must consider
whether their relevant state or territory incorporating
legislation requires them to be audited.
The audit or review requirements of charities registered
with the ACNC will be determined by the size of the
organisation:
• Small charities (with annual revenue of less than

$250,000) do not have to submit a financial report and
are not required to have finances audited.
• Medium charities (with annual revenue of $250,000 or
more, but less than $1 million) must submit an annual
financial report that has been reviewed or audited.
• Large charities (with annual revenue of $1 million or
more) must submit an annual financial report that has
been audited.

Purpose of the audit committee
The audit committee is usually established by the board as
a sub-committee and its powers are delegated by the board.
The board retains responsibility for decisions, performance
and outcomes of the audit committee and should therefore
continually monitor the audit committee’s activities. It
is good practice for the audit committee minutes to be
circulated to all board members, once approved by the
audit committee chair. The audit committee should report
to the board on a regular basis.
The roles, composition and necessary powers and
responsibilities of the audit committee are generally set
out in its charter. The charter should be evaluated annually
to ensure that it is operating effectively and fulfilling its
functions. Revisions to the charter, or further training and
development for committee members may be necessary as
a result of the evaluation.
The audit committee plays a key role in assisting the board
to fulfil its oversight responsibilities in areas such as an
organisation’s financial reporting, internal control systems,
risk management systems and the internal and external
audit functions.
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A good practice of the audit committee is to schedule, at
least annually, a meeting with the external auditors without
the organisation’s management present, to enable them to
have a discussion about any matters of significance that
arose during the audit process.
Depending on the nature of the organisation, risk may be
included within the ambit of the audit committee, or as a
separate committee.

Investment management issues (if required):
• Develop and review board policies that guide
management in the investment activity of the
organisation, outlining:
-- Delegated authority;
-- Acceptable risk;
-- Internal controls.

Responsibilities of the audit committee

Risk management:

The main responsibilities of an appropriately established
and effective audit committee may include assisting the
board to discharge its responsibility to exercise due care,
diligence and skill in relation to the following areas.

• Risk management system;
• Insurance coverage for the organisation and the directors
and officers;

Audit issues:

• Compliance with applicable laws, regulations, standards
and best practice guidelines.

• Facilitating communication between the board of
directors and the internal and external auditors;

Other responsibilities:

• Facilitating the maintenance of the independence of
the external auditor;
• Consideration of significant matters that were raised
during the audit process;
• Making a recommendation to the board regarding
the appointment or dismissal of an auditor for the
following year;
• Providing a structured reporting line for internal audit
and facilitating the independence of the internal auditor
(if the organisation has an internal audit function);
• Reviewing and maintaining an appropriate Internal
control system.
Financial management issues:
• Reporting of financial information to users of financial
reports;
• Application of accounting policies;
• Financial management processes and procedures;
• Monitoring the financial position and performance of
the organisation;
• Guiding the annual budget;
• Providing a formal forum for communication between
the board of directors and senior financial management.

• Perform other activities related to this charter as
requested by the board;
• Institute and oversee special investigations as needed;
• Review and assess the adequacy of this charter annually,
requesting board approval for changes, and ensure
appropriate disclosure as may be required by law or
regulation;
• Confirm annually that all responsibilities outlined in this
charter have been carried out;
• Evaluate the performance of the audit committee and its
members on a regular basis.

Independence of the audit committee
An independent audit committee is a fundamental
component of good corporate governance.
There is no general legal reference to what constitutes
‘independent’ in the not-for-profit sector, although there
may be a specific reference for certain industries (for
example, superannuation funds).
When determining if directors are independent, some
issues to consider include:
• Is the director an executive or non-executive director?
• Is the director related to a senior employee?
• Is there a business relationship between the company
and the director?
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• Has the director been appointed as a representative
director?

What is the relationship between an audit committee,
an external auditor and an internal auditor?

• How long has the individual been a director of the
organisation?

External auditors perform an audit to form an opinion
about whether annual financial reports comply with the
requirements of the Corporations Act 2001 [particularly
ss 307-309] and accounting standards and give a true and
fair view of the organisation’s financial affairs. Because the
independence of the external auditor is critical, auditors are
generally nominated by the audit committee and approved
by the board and not by management.

Being a member of the organisation would not in itself
mean the director is not independent. It is more important
to assess their ability to use their director position to
influence an outcome that would benefit themselves or
associated individuals or entities.

Who should be members of the audit committee?
The audit committee should be of sufficient size and its
members should have the technical expertise to ensure that
it is able to discharge its mandate effectively.
Good governance practice would suggest an audit
committee should be structured so that:
• it consists of at least three members;
• all members are non-executive directors;
• it is chaired by someone other than the chair of the board.
Due to the financial nature of the role of the committee,
boards will often try and attract directors with financial
or accounting skills to ensure financial responsibilities
are being met. It is also good practice to ensure there are
members of the committee who have good knowledge
of the organisation’s industry to ensure risk issues and
compliance requirements are fully identified and are
being properly managed.

The audit committee reviews the scope of the audit and
oversees the relationships with the auditors. The committee
should also brief the auditors about any concerns that the
board may have.
The internal audit function usually evaluates and monitors
the adequacy and effectiveness of the internal control
systems and so plays a vital role in managing risks.
Internal auditors usually report to the audit committee
directly. The audit committee must monitor the scope of
the internal auditor’s work and review their reports and
management responses.
Many not-for-profit organisations do not employ their own
internal auditors due to their size. The audit committee
must, therefore, be responsible for ensuring there are
appropriate mechanisms in place to review and monitor the
effectiveness of the internal control systems.

Disclaimer
This document is part of a Director Tools series prepared by the Australian Institute of Company Directors. This series has been designed to provide general background information and as a starting point
for undertaking a board-related activity. It is not designed to replace legal advice or a detailed review of the subject matter. The material in this document does not constitute legal, accounting or other
professional advice. While reasonable care has been taken in its preparation, the Australian Institute of Company Directors does not make any express or implied representations or warranties as to the
completeness, currency, reliability or accuracy of the material in this document. This document should not be used or relied upon as a substitute for professional advice or as a basis for formulating business
decisions. To the extent permitted by law, the Australian Institute of Company Directors excludes all liability for any loss or damage arising out of the use of the material in this document. Any links to
third-party websites are provided for convenience only and do not represent endorsement, sponsorship or approval of those third parties, or any products and/or services offered by third parties, or any
comment on the accuracy or currency of the information included in third party websites. The opinions of those quoted do not necessarily represent the view of the Australian Institute of Company Directors.
© 2016 Australian Institute of Company Directors

About us

05446-7_5_8_16

The Australian Institute of Company Directors is committed to excellence in governance. We make a positive impact on
society and the economy through governance education, director development and advocacy. Our membership includes
directors and senior leaders from business, government and the not-for-profit sectors.

For more information

t: 1300 739 119 w: companydirectors.com.au

3

