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Board 
9th October 2009
Audit Committee
PF 1337
Item No. 2(b)
Purpose and summary
To consider the draft minutes of the meeting held on the 15th September 2009 as agreed by the Chairman of the Committee.
Key issues
· Due to a delay in receiving the Annual Governance Report from the External Auditors, the final sign off of the accounts was considered as an informal item. A follow up meeting took place on 23rd September where the accounts were formally signed off for publication – subject to any last minute changes which were delegated to the Chairman of Committee. 

· The action plan resulting from the Annual Governance Report was agreed on 23rd September and officers will be putting steps in place to correct some of the issues highlighted by External Audit. The action plan also reflects a note prepared by the Chairman of Audit Committee highlighting areas where he felt Committee needed assurance that improvements would be made.
· The accounts were finalised and signed off on 30th September 2009 and have been published.
· Improved monitoring arrangements are in place to help officers complete audit recommendations on time. Any going overdue will require prior Committee authorisation.
· A minor amendment to Committee terms of reference requires full Board approval (Annex 1).
Recommendation
[1]
That the decisions and actions set out in the draft minutes of the meeting held on the 15th September 2009 be agreed.

Report date: 1st October 2009
Lead: Chair of Committee
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Audit Committee 
DRAFT Minutes of the meeting held on 15th September 2009
Present
Bill Roots 
(Committee Chairman)

Icki Iqbal

Niaz Alam


John Cox


Peter Lang
(Observing)


Mike Taylor
Chief Executive


Susan Martin
Director of Organisational Development


Mike Allen
Director of Pensions


Jeff Houston
Director of New Business


Adrian Bloomfield
Director of Finance


Vanessa James
Director of Investments

Minutes taken by
Greg Smith
Board Secretary

In attendance: 
Andrea White
District Auditor

                                   Paul Viljoen
Audit Manager, Audit Commission


Ian Armfield
PwC Engagement Partner

Apologies:
Penny Flint
Audit Manager, PWC
1. INTRODUCTORY MATTERS

The Chairman began by welcoming new attendees to the meeting;

Peter Lang, Board Member, who is considering the invitation to become a member of Audit Committee and was observing his first meeting.

Ian Armfield, Engagement Partner PwC.

In addition the Chairman decided to address Item 2, External Audit, informally at the end of the meeting and to rearrange a follow up meeting to formally receive recommendations from Officers.
Submission

The Executive report AC 278 reporting the minutes of the meeting held on 11th June 2009 for formal consideration and approval was presented to the meeting.

Discussion

Minutes of the previous meeting were discussed. The Chairman considered the minute on Audit Committee effectiveness and again raised the possibility of having a lay member on the Committee. This is to be investigated by Officers.

No declaration of interests were received. 
Decision

[1]
The minutes of the meeting held on 11th June 2009 were agreed and signed as a true record.

2.
EXTERNAL AUDIT


This item was considered informally at the end of the agenda.

3.
INTERNAL AUDIT

Submission


The Executive report AC 280 was presented to Committee reporting current audit reports and the monitoring of recommendations.

Discussion


Adrian Bloomfield began by highlighting changes that had been made to the scheduling of the Contributions and Information Technology Internal Audit reports, which were required following changes to senior management during the restructure.


It was also noted that an additional element will be considered in the Benefits and Pension Payroll audit, namely the reconciliations between the AXIS and BACS systems and basic IT controls. Moving forward there will also be further discussions with Internal Audit on the introduction of Altair, and possibly on alternative investments following on from the External Audit discussions. The Chairman confirmed that it would be advisable to seek Internal Audit’s advice on the recommendations suggested by External Audit.


Discussion turned to the overdue Internal Audit recommendations where John Cox in particular felt it unacceptable that this number had not been completed. Officers explained that 4 of the recommendations were linked to software delivery delays, and a further was due to delays caused by CLG. However, Committee asked that a) due dates be realistic when set, and b) if it becomes apparent that the date is to be missed that Committee approval is sought in advance and an explanation of the reasons given. 

Decision

Members;
[1]
Approved the updated internal Audit plan (annex 2)

[2]
Noted the monitoring of previous recommendations.

4.
FINANCIAL MONITORING

Submission

The Executive report AC 281 reporting the Q1 position on the 2009/10 budget was submitted.

Discussion

Adrian Bloomfield introduced the report, noting that there were no surprises in the monitoring report, and that the costs associated with the Restructure Programme, to be met from the reserves, would be transferred for the next meeting. IT expenditure was highlighted, and in particular the capitalisation of costs associated with the Altair Programme. The Finance Manager is currently working with the ICT Manager to assess the possibilities for capitalisation.

The interest on stocks and balances was 30% above profile since £20m from the sale of the LCC War Loan Stock is being held while approval to allocate these funds is awaited from CLG. An Excel rounding up error on Annex 1 was corrected.

Committee’s attention was drawn to debtor performance and the upward trend experienced since April. Adrian Bloomfield explained that this coincided with the loss of the dedicated officer responsible for chasing debts (who has since returned), an increase in finance workload via year end enquiries, and the departure of key staff in the area of contributions. It was noted that the Pension Administration Strategy (PAS) would be a tool used to encourage employers to pay more promptly and that the recently returned Finance Officer has resumed debtor chasing.

Debtor targets were considered and Adrian Bloomfield informed Committee that the target for payroll recharges would be brought in line with other debtors, and increased to 30 days. 

Discussion followed on the timing of the results of the debtor target figures. The Chairman requested that the table was reviewed, with more meaningful statistics presented to the next Committee. The Chairman also queried the impact of the departure of key staff on the statistics. Mike Taylor stated that the restructure will result in a positive impact on debtor management, a chance to refocus the responsibility and consider new methods. The benefits of the restructure on debtor management would be included in the next Financial Monitoring report along with a revised table. Mike Allen highlighted the internal process improvements that were now in place.

Following clarification of the payroll recharge process the Chairman stated that Officers should consider suspending pension payments if an employer does not pay on time. 

Decision

The Committee ;

[1]
 Noted the position on financial monitoring

[2]
Approved the slight change in debtor targets for 2009/10.

[3]       Requested that the target information for debtors to be revised and be reported to the next meeting of the committee

5.
RISK MANAGEMENT
Submission

The Executive report AC 282 updating Committee on progress against tasks in the Corporate Risk Register was submitted.
Discussion

The report was introduced by Greg Smith who discussed progress made against actions contained within the Corporate Risk Register. It was noted that the Register would need to be updated following consideration of the External Audit report AC 279. 

Risks associated with the Restructure Programme were highlighted. These had been anticipated as part of the project documentation, and the impact was mitigated. Icki Iqbal queried the risk of loss of experience on the valuation process, and Mike Taylor confirmed that Annemarie Allen had departed as part of the restructure, but that the valuation team remained unchanged, with a wealth of valuation experience.

The Chairman reiterated the point that the Register needed to be updated following the item on External Audit and that additional control measures surrounding the accounts were required.
Decision

[1]
Members noted the progress against tasks in the Corporate Risk 
Register and the revised implementation dates.
6.
TREASURY MANAGEMENT POLICY - COMPLIANCE
Submission

The Executive report AC 283 reporting on the administration of cash investment and compliance with Code of Practice 1 was discussed.
Discussion

Adrian Bloomfield reminded Committee of the revised Code of Practice but stated that it will be reviewed again once CIPFA guidance had been received.

A point to note was that, since the paper had been written, the spread of cash between money market funds (MMF) and cash deposits has been altered to 50/50 due to MMF interest rate movements.

Cash positions and individual holdings were considered, and errors in the cash position table were corrected. Committee were updated on the position of the Clydesdale Bank from which LPFA had withdrawn all funds following the reduction in credit rating. Icki Iqbal queried whether Fitch Ratings were reliable since the ratings of Standard and Poors and Moodys had been discredited during the recent economic turbulence. Committee were assured that the ratings are not relied on for strategic allocation and were guidance only and that the Cash Management Committee continued to diversify to reduce risk.

John Cox queried the length of time required to access the monies, and received assurance that it was an overnight transaction. 

Decision

Members ;

[1]
Noted the status of treasury management administration in the quarter to 30th June 2009. 

7.
RESIDUAL LIABILITIES

Submission

The Executive report AC 284 summarised progress of inherited personal injury claims (asbestosis)
Discussion
Greg Smith introduced the report, emphasising to Committee that good progress had been made in defending some of the claims, but that eye witness statements were required to mount defences in most areas. These are problematic to obtain. 

Committee were informed of the status of outstanding claims, with negotiations continuing over one claim that is likely to be settled at a higher amount than others.

Moving forward LPFA should be in a stronger position to defend such claims, given the evidence that has been obtained and the processes put in place by the GLC during the 1980s. A contingent liability of £85m was included in the accounts.

Recommendation

Members  

[1]
Noted the contents of the report.
8.
AUDIT COMMITTEE EFFECTIVENESS
Submission
The Executive report AC 285 reporting possible topics to be included in a questionnaire to test the effectiveness of the Audit Committee was submitted.
Discussion

Mike Taylor highlighted key themes and topics to Committee and questioned whether any additional items should be included. It was important that, for example, Audit Committee were not duplicating the function of Investment Committee. The Chairman confirmed that the role of Audit Committee is not to necessarily challenge the strategy, but to consider the process followed.

PWC’s evaluation of audit committee paper was raised and Officers agreed to consider all the options and to develop a questionnaire. The process could include either an observer at a future meetings, or 1:2:1 meetings.Andrea White offered to forward an example of a questionnaire used in the health service.
Decision;
[1]
Members provided Officers with additional guidance to enable them to develop a process and paper to test the effectiveness of the Audit Committee.

2.
EXTERNAL AUDIT
Submission
The Executive report AC 285 presenting progress on the 2008-09 audit and monitoring of external audit recommendations was submitted for informal discussion.

Discussion

The Chairman informed Committee that this was an informal discussion to consider the issues, and that a follow up meeting would be arranged to formally receive the recommendations. Mike Taylor added that the Audit Commission report had been received later than expected and he felt Committee did not have an appropriate opportunity to consider all the issues.

Andrea White was invited to begin the discussion, and an apology was issued to Committee for late production of the report. One of the reasons was that the auditors were trying to provide Committee with the most up to date report at a time when changes were frequently being made.

The key messages were that an unqualified opinion was being issued, without material errors in the accounts. An earlier version of the Annual Governance Report had suggested material errors. Overall an adequate internal control environment was reported, although there were some weaknesses regarding the valuation and due diligence of alternative investments. In addition an unqualified Value for Money (VFM) report was planned. 

Andrea White also noted a positive response from the 2007-08 audit on the issues of day to day financial accounting and the quality of the working papers. However there were significant queries raised with the contributions system and alternative investments and these had contributed to the delay. The loss of key staff impacted on the audit, as did the relationship between investment and financial accounting. Improvements could also be made in the area of financial reporting and the treasury management training already arranged was noted.

The additional work have resulted in an increase of £10,500 on the audit fee.

The Chairman was horrified to hear that there had originally been a threat of receiving a qualified opinion and asked for an explanation as to what had changed to avoid this, and the areas of concern for the future. The reputation of the LPFA was at risk and an action plan would need to be developed.

Committee were informed that the nature of the possible qualification was due to uncertainty. It was also linked to certain assertions that Committee Members make on the accounts, such as correct asset valuations, and it was felt that this evidence was not readily available to make such an assertion. Alternative assets received focus due to the economic climate and due to the fact they are a higher risk category of investments.

Discussion between Officers and External Audit on the delays in the audit process followed, although it was acknowledged that the evidence was obtained and an unqualified opinion issued.

The Chairman questioned LPFA’s experience compared with other Local Authority pension funds and whether their alternatives investments were being audited to the same level.

In particular the Chairman wanted an explanation on the following issues for the special meeting:

1) FRS 17 – The Committee would like to know in advance that the issues have been resolved

2) SORPS and why we failed to account accordingly

3) Materiality, in particular the drop to 1% being “material” --Are all the issues raised material?

4) Alternative Assets: A clear assessment of governance, due diligence and accounting and what is required for each. What does LPFA need to do and what are other pension funds doing?

A distinction was made between a) Due diligence required when making the initial investment and b) how this is handled at year end for valuation purposes.

5) £320m of commitments were not picked up – are there any surprises moving forward and how comprehensive is the audit?

6) Capacity and relationships – is the Audit Committee considering the right things and is the finance function sufficiently strong and involved in decision making?.

In reply to the Chairman’s question on the level of scrutiny of alternative investments, Andrea White stated that particular focus on this area is being given this year, and that for other pension funds their investment in this area is immaterial. LPFA however holds a material level.

The Chairman requested a checklist of actions and evidence required when considering such investments. Committee were informed that such a checklist already exists in the Investment Team, but that External Audit need to confirm whether this is suitable.

The External Auditors commented that it was the responsibility of Audit Committee to satisfy themselves that the appropriate level of systems and processes are in place – for making the initial investment, and then accounting for it at year end. The Chairman accepted that the Committee needed to satisfy itself on processes but could not get involved, as Board members rather than being part of the Executive, in specific investment decisions.

Discussion turned to the timing of the valuations of these assets and the figures which should be used – possibly use those as at 31st December if they are easier to obtain, but formally submit those as at 31st March to the Auditor as part of the audit process. 

Peter Lang queried whether the levels of governance of investments such as private equity were lower than the standard levels, but it was noted that the difficulty was with the true valuation not being available until they had been sold which could be a number of years in the future.

The Chairman decided to complete a note on the issues and circulate it to Members and Ian Armfield. Officers were to prepare action plans and responses to inform discussion at the special meeting. This is to take place on 23rd September 13;00 Petersham Hotel.

ANY OTHER BUSINESS

Dates of future meetings for 2010 were tabled.

There were no training requests flowing from the meeting.

REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 1st April to 30th June 2009.


Declarations of interest will be submitted to the next meeting.

The Contracts Register was formally noted and signed.

Signed for submission to Board in draft form:

23.9.2009
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Signed as a true record:

Feb.2010
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