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Board 
26th June 2009
Audit Committee
PF 1326
Item No. 2(b)
Purpose and summary
To consider the draft minutes of the meeting held on the 11th June 2009 as agreed by the Chairman of the Committee.
Key issues
· An additional member will be asked to join Audit Committee to make it easier for the meeting to be quorate.

· The External Auditors discussed progress made by Officers since the last Committee and explained the reasoning behind their fee increase.

· Discussion continues between Officers, Internal Audit and External Audit on the extent of due diligence work required for diversified investments.

· Internal audit provision was deemed effective, although a review of the effectiveness of the Audit Committee is to be carried out.
· The Statement of Accounts is attached for approval – Annex 1.
· The treasury management code of practice has been reviewed in the light of the Audit Commission’s report on the collapse of three Icelandic Banks Risk and return, English local authorities and the Icelandic banks and an updated version is provided at Annex 2 for approval by Board. The main amendments are reflected in LPFA’s risk strategy.
Recommendation
[1]
That the decisions and actions set out in the draft minutes of the meeting held on the 11th June 2009 be agreed.

Report date: 17th June 2009
Lead: Chair of Committee
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Audit Committee 
DRAFT Minutes of the meeting held on 11th June 2009
Present
Bill Roots 
(Committee Chairman)

Icki Iqbal

Niaz Alam


Mike Taylor
Chief Executive


Susan Martin
Director of Organisational Development


Mike Allen
Assistant Director – Member Services


Jeff Houston
Assistant Director – Business Development


Adrian Bloomfield
Head of Finance


Peter Harris
Secretary to the Board

Minutes taken by
Greg Smith
Corporate Development Manager

In attendance: 
Paul Viljoen
Audit Manager, Audit Commission


Andrea White
District Auditor


Penny Flint
Audit Manager, PWC

Apologies:
John Cox


Vanessa James
Director of Investments


Ian Armfield
PwC
1. INTRODUCTORY MATTERS

Submission

The Executive report AC 266 reporting the minutes of the meeting held on 10th February 2009 for formal consideration and approval was presented to the meeting.

The Chairman requested that another Member be added to Audit Committee to make it easier for the meeting to be quorate. Given the open channels of communication between Committee and auditors the Chairman felt it was unnecessary to ask Officers to leave the room at the beginning of each meeting, however both sets of auditors were reminded to alert Committee of any problems as and when they arise.

Minutes of the previous meeting were discussed. The Chairman asked for an update on the progress of FRAG 21 discussions. Andrea White stated that they were currently undergoing a process of sampling investments to satisfy themselves that proper rights and ownership controls are in place. Mike Taylor confirmed that all the necessary information had been supplied to External Audit, which may generate further questions, and that due diligence investigations had been tightened recently.

Penny Flint offered the assistance of Ian Armfield in this matter.
No declaration of interests were received and the appointment of Ian Armfield as Engagement Partner was noted.
Decision

[1]
That the minutes of the meeting held on 10th February 2009 be agreed and signed as a true record.

2.
EXTERNAL AUDIT

Submission


The Executive report AC 267 was presented to Committee reporting progress on the 2008-09 audit, including monitoring of previous recommendations.

Discussion


Adrian Bloomfield introduced the report, highlighting key issues. Paul Viljoen referred Committee to the Progress Report and discussed developments made since last Committee meeting. There are outstanding issues with the contributions system which, if unresolved could have fee implications. In addition the scheduled “dry run” of the accounts did not take place, although an improvement in controls was noted. Paul praised the cooperation of LPFA staff.


The Chairman queried the cancellation of the dry run of the accounts, with Adrian Bloomfield explaining that the aims of the dry run were able to be fulfilled without the actual action taking place – the spreadsheet pulled together the numbers effectively and there were improvements in the working papers prepared. There are plans to produce mid year accounts.


Paul Viljoen confirmed this was a reasonable approach and highlighted improvements made.


Discussion turned to the audit fee 2009/10 with Andrea White explaining the background and methodology used to calculate the fee. It was confirmed that LPFA’s fee increase was higher than the average (for similar multi-employer funds) since the efficiencies expected were not able to be achieved. Any reduction in fee would lead to a reduction in days which would render it impossible for External Audit to give an opinion that the accounts had been prepared in line with proper accounting standards.


The Chairman requested that discussion continue on this topic once the accounts preparation process for 2008-09 has been completed. Icki Iqbal questioned whether the hourly rate had increased but it was confirmed this information was not contained within the methodology.


Attention was drawn to Annex 3 – a letter to Andrea White on compliance with International Auditing Standards, which the Chairman had signed on behalf of Audit Committee. In addition it was noted that none of the external audit recommendations were overdue.


The External Auditors left the meeting.

Decision

Members noted:

[1]
the report from the interim audit, and the action plan in response to this

[2]
the planned audit fee for 2009-10

[3]   
the correspondence with the District Auditor on auditing standards
[4]
progress on the audit recommendations 

3.
INTERNAL AUDIT

Submission

The Executive report AC 268 presenting reports from completed audits in 2008-09 and progress against audit recommendations was submitted.

Discussion

Adrian Bloomfield introduced the report, noting that the three final audits for 2008-09 had been completed. Penny Flint discussed each report in turn, highlighting the Benefits report Annex 3 which did not receive any exceptions. The Chairman requested that all dates in management responses be firm dates and officers should not use terms like “completed during the summer”.

In terms of their Annual Report on the provision of internal audit services, Penny Flint stated that there were less high and more medium recommendations in general, indicating an improvement in the internal control environment.

The Chairman was also keen that internal audit state in their annual report which audits had already been completed, to ensure Members are reminded of previous areas of investigation.

Discussion turned to the reason behind the BACS failure, which Jeff Houston explained was a combination of new cards being issued, and an upgrade to parts of the system. The solution is to be designated a BACS bureau and the application has started.

Of the outstanding internal audit recommendations, 3 were overdue, the most significant being the FRAG 21 reports which were discussed in Introductory Matters. Niaz Alam questioned whether due diligence carried out initially anticipated this issue. Mike Taylor confirmed this should have been the case, and now the process had been tightened.

Decision

The Committee;

[1]
 Noted the contents of the 2008-09 report on internal audit services 


 (Annex 1)

[2]
Reviewed the three internal audit reports  (Annexes 2 to 4) 
[3]       Noted the monitoring of previous recommendations  (Annex 5)

4.
FINANCE RECOVERY PLAN
Submission

The Executive report AC 269 updating Committee on progress in addressing issues raised in the Annual Governance Report following the audit of the accounts 2007-08 was submitted.
Discussion

Adrian Bloomfield discussed progress to date surrounding bank reconciliations, debtor management, and permanent recruitment. It was confirmed that the dry run of account preparation had not taken place.

The Chairman was happy to receive this as a closure report, subject to the outcome of the 2008-09 accounts preparation process.

A programme of work for the finance team was highlighted and the Chairman requested a 6 monthly progress report on an exception basis.

Icki Iqbal queried whether the debtors were new debtors, or an historical backlog. Adrian Bloomfield explained the focus was on clearing the older debts, since better chasing procedures are now in place which should prevent any new debts becoming old.
Decision

[1]
Members noted the progress of the recovery plan, and planned future developments. 

5.
REVIEW OF THE EFFECTIVENESS OF INTERNAL AUDIT
Submission

The Executive report AC 270 reporting an overview of the effectiveness of Internal Audit was presented.
Discussion

Committee noted the purpose of the report and the guidance used to make the assessment.

The Chairman questioned whether a lay representative should feature on the Audit Committee, and it was decided to consider this point as part of the review of Board effectiveness to take place in September.

Penny Flint stated that PwC carry out a review of Audit Committees and could do this free of charge if required. Adrian Bloomfield will discuss the possibility with the Chairman of the Board.

The Chairman was keen that any review not only looked at Board level, but also flowed down to committee. Niaz Alam wanted to make sure Committee and the Organisation were anticipating the correct issues at the appropriate time.
Decision

Members;

[1]
Confirmed that the internal audit system is effective. 

[2]
Noted the areas for development in 2009-10.
6.
ANNUAL GOVERNANCE STATEMENT 2008-09

Submission

The Executive report AC 271 summarised the process leading up to the preparation of the Annual Governance Statement (AGS).
Discussion
Adrian Bloomfield introduced the report and Committee suggested minor changes to both the Annual Governance Statement and the Local Code of Corporate Governance. The Chairman concluded that the Annual Governance Statement would benefit from a diagram to explain the process of assurance.

Recommendation

Members  

[1]
Approved the Annual Governance Statement, and 

[2]
Approved the Local Code on Corporate Governance.

7.
FINANCIAL MANAGEMENT
Submission
The Executive report AC 272 reporting the year end position on the 2008-09 budget was submitted for consideration.
Discussion

Adrian Bloomfield introduced the report and explained the underspend on management expenses and capital expenditure, as well as the overspend in relation to the Pension Fund. 

Icki Iqbal requested that for future reports an explanation was provided, indicating whether the variances were permanent, or one off. The Chairman noted the interest earned on stocks and balances, which Mike Taylor attributed to the £20m LCC loan stock which was awaiting transfer into the Pensioner Sub-Fund.

Adrian Bloomfield highlighted the debtor targets which have been developed by separating out the different type of debtor and collection target. Committee requested that the target for death overpayments be split out further to include a target date when 100% are collected. The indicators are to be added to the Performance and Administration Quarterly Reports.

Members considered the position in relation to asbestosis cases.
Decision; members
[1]
Approved the movement of the £111k under-spend in 2008-09 into the general reserve, annex 1.

[2]
Approved targets for debtor collection annex 2. 

[3]
Noted the asbestosis position in annex 3.

8.
STATEMENT OF ACCOUNTS 2008-09
Submission
The Executive report AC 273 presenting the draft statement of accounts for consideration and approval, prior to submission to Board was presented.

Discussion

Adrian Bloomfield introduced the report and explained the format and process of the statement of accounts 2008-09.

A paper was tabled highlighting amendments that had been made to the draft accounts, since dispatch. These were mainly narrative changes.

Icki Iqbal queried the wording to note 6 to the Residual Accounts – on FRS17, both use of the word “earned” and the assumptions. Mike Taylor agreed to revisit this note with the actuary.

Decision

Members;
[1]
Approved the draft accounts and referred these to the next Board meeting on 26th June. 

[2]
Delegated authority to the Chairman of this Committee to approve any amendments to the draft accounts. 
9.
RISK MANAGEMENT
Submission
The Executive report AC 274 reporting progress against tasks in the Corporate Risk Register was submitted.
Discussion

Greg Smith introduced the report, explaining the meeting which had taken place between Angela Pober, the Chairman, and Officers following the Board meeting on 25th March 2009. Following the meeting a number of risks were reworded, and when the Register is next reviewed by CMT the risks related to historical problems will be removed and managed locally.

Committee considered outstanding action points and the Chairman requested that dates be amended to reflect the change of the next Audit Committee – to 15th September 2009.

Decision

[1]
Members noted progress against tasks in the Corporate Risk Register and the revised implementation dates.

10.
TREASURY MANAGEMENT POLICY - COMPLIANCE
Submission
The Executive report AC 275 reporting the administration of cash investment and compliance with Code of practice 1 was presented.
Discussion

Adrian Bloomfield presented the report, highlighting the activities of the cash management meetings and the change of allocation of cash from 70/30 to 50/50 between money market funds and cash deposit accounts. The Chairman asked for clarification on the process, which was provided by Mike Taylor.

Committee considered the amended Code of Practice on Treasury Management, and LPFA’s response to the Audit Commission’s report following the collapse of the three Icelandic Banks.

Decision

Members 
[1]
Noted the status of treasury management administration in the quarter to 31st March 2009.

[2]
Noted the LPFA response and actions in response to the Audit Commission’s Icelandic bank report.

[3]
Approved the revised Treasury Management Code.

11.
NFI LIFE CERTIFICATE EXERCISE
Submission
The Executive report AC 276 reporting the administration of cash investment and compliance with Code of practice 1 was presented.
Discussion

Adrian Bloomfield discussed the results of the NFI exercise with Committee. The Chairman was keen to publicise LPFA’s fraud initiatives as a deterrent to potential fraudsters.

The effectiveness of the Life Certificate Exercise was considered but it was agreed to run an exercise in September 2009.

Decision

Members 

[1]
Noted the current position on NFI and life certificates.

[2]
Noted the action plan from the Fraud Control Framework.
12.
THE LGPS (MANAGEMENT OF INVESTMENT OF FUNDS) (CONSOLIDATION) REGULATIONS 2009
Submission
The Executive report AC 277 presenting the consultation exercise for the above regulations was considered.
Discussion

Adrian Bloomfield highlighted the key issues with the suggested legislation, namely the requirement to maintain a separate bank account for the pension fund. This will be useful for LPFA, especially with regard to the commercial contracts and possibly the recharges too.

Decision
[1]
Members noted the consultation document and the LPFA’s response


ANY OTHER BUSINESS

Icki Iqbal raised the question as to whether due diligence had been carried out on the accountants acting for the various alternative investments, to ensure appropriately qualified accountants were preparing the accounts. Penny Flint confirmed this was the case and Vanessa James had provided a list of accountancy firms used by the alternative investments.

The Chairman formally thanked Peter Harris, who will be retiring, on behalf of Committee Members for the support and assistance given to the Audit Committee over the years.

The date of the next Committee will change to 15th September 3pm.
REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 1st Jan to 31st March 2009.


Declarations of interest are currently being collected, however Related Party Transactions were signed.

The Contracts Register was formally noted and signed.
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Signed for submission to Board in draft form:

26.6.2009
Signed as a true record:

15.9.2009









Page 1 of 10
Page 1 of 10

