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Board 
6th April 2011
Audit Committee
    PF 1423
Item No. 2(c)
Purpose and summary
To consider the draft minutes and action points of the meeting held on the 11th February 2011 as agreed by the Chairman of the Committee.
Key issues
· A Pension Fund accountant has been recruited to the Finance Team.
· Committee agreed an amendment to the Terms of Reference clarifying the role of the Chairman is signing off the draft accounts, subject to Board approval

“The Chairman of Audit Committee is authorised to approve draft accounts for submission to the auditor by 30th June, following Committee approval”

· Initial testing has been positive for the accounts close down process, although the levels of materiality have again been lowered.
· LPFA’s draft Internal Audit Plan 2011-13 has been included for approval following additions made by Committee. (Annex 1)
· A forecast underspend of £178k on the Operational Budget is predicted.
· Committee confirmed the Risk Management Process and revised method for analysing risks.

· There is a possibility that a new bank account is required following the involuntary transfer of LPFA’s bank account from RBS to Santander. Research continues.
Recommendation

Board are asked to:

[1]
Agree the decisions and actions set out in the draft minutes of the                  meeting held on the 11th February 2011.
[2]
Approve the amendment to Committee Terms of Reference.
[3]
Approve the draft Internal Audit Plan 2011-13 (Annex1)
Report date: 25th March 2011
Lead: Chair of Committee
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Audit Committee 
Minutes of the meeting held on 11th February 2011
Present
Bill Roots 
(Committee Chairman)

Peter Derrick
Independent Advisor to Audit Committee


Icki Iqbal



Sarah Smart



Mike Taylor
Chief Executive


Susan Martin
Director of Organisational Development


Mike Allen
Director of Pensions


Adrian Bloomfield
Director of Finance


Vanessa James
Director of Investments


Jeff Houston
Director of New Business


John Moyles
Interim Finance Manager

Minutes taken by
Greg Smith
Board Secretary

In attendance: 
Andrea White
District Auditor

                                  Paul Viljoen
Audit Manager, Audit Commission


Ian Armfield
PwC Engagement Partner


Tina Ahuja
Audit Manager, PWC

Apologies:
Mike O’Donnell

1. INTRODUCTORY MATTERS

The Chairman began by welcoming Tina Ahuja, Audit Manager, PWC, to the meeting. 

No declarations of interest were received.

Submission

The Executive report AC 323 reporting the minutes and action points of the meetings held on 14th September 2010 and 30th November 2010 for formal consideration and approval was presented to the meeting.

Discussion

A verbal update was provided on the Finance Team restructure, and the search for a pension fund accountant. Interviews were continuing although it was acknowledged that the field of applicants was quite narrow. A potential candidate had recently been interviewed.

Committee were also asked to approve an amendment to the terms of reference. This clarified the role of Committee in the approval of the draft Statement of Accounts for submission to the auditor.

“The Chairman of Audit Committee is authorised to approve draft accounts for submission to the auditor by 30th June, following Committee approval”

Minutes of the previous meetings were approved. 

Turning to the action points the Chairman felt that green risks could be removed from the Corporate Risk Register, provided they were still monitored by the appropriate team and were escalated should there be a change to the risk analysis.

Vanessa James completed an action point by informing Committee that the Investment team dedicated 28% of time to managing the diversified assets – which made up 20% of the portfolio.

Committee confirmed the meeting on 30th November to assess the draft budget had been very useful and therefore a date will be found for 2011.

Decision

[1]
The minutes of the meetings held on 14th September and 30th November 2010 were agreed and signed as a true record.

2.
EXTERNAL AUDIT


Submission


The Executive report AC 324 updating Committee on progress with external audit work was submitted. 

Discussion

Andrea White took Committee through the Annual Audit Letter, stating that it summarised the detailed report received by Committee in September 2010. An unqualified opinion had been reported. Committee were required to officially sign off the Annual Audit Letter for publication.

Key risks associated with the 2010-11 audit were highlighted by Paul Viljoen. High level controls testing will take place in the area of valuation of alternative assets as in previous years. If however this identifies any failures then the testing sample may have to be carried out at a late stage.

Other changes included lower levels of materiality, further analysis of related party transactions and accounting estimates.

Discussion turned to the annual audit fee where the Chairman queried whether Audit Committee and Officers could be doing anything to reduce the fee. The fee had been based on a smooth audit process and compliance with this would minimise the risk of additional fees being charged. An earlier publication of the accounts and avoidance of material errors could evidence a smooth process but again would not necessarily reduce the fee. The proposed scale fee itself is currently under review since Andrea White felt it was insufficient for her to carry out an effective audit.

Decision
Committee;

[1]
Noted the Annual Audit Letter and formally approved it 



for publication.

[2]
Reviewed the status of current external audit work and 



audit planning for 2010-11

[3]
Noted progress on the audit recommendations.

3.
INTERNAL AUDIT


Submission

The Executive report AC 325 updating Committee on the status of internal audit and to present the draft plan for 2011-12 was submitted. 

Discussion

Adrian Bloomfield provided an initial overview of the paper, noting that LPFA’s former Audit Manager from PwC had left mid way through the year, causing a delay in completion of a number of audit reviews. An apology was received from Ian Armfield who suggested that there was still time to complete the reviews within the financial year, but that there might be a degree of overlap with external audit. 

Officers agreed to discuss timing issues outside the meeting and a possible solution was not to use or pay for some of the remaining days available - once elements not relied on by external audit have been identified. 

The draft Internal Audit plan 2011-13 was considered. Sarah Smart queried whether an audit on the new Local Government Pension Scheme (LGPS) should be included, and also a review of the implementation of the move from index linking pensions increase with the Consumer Price Index rather than the Retail Price Index.

The Chairman was pleased that all recommendations were on target for completion.

Decision
Committee;

[1]
Noted progress on the 2010-11 audit plan

[2]
Approved the draft Internal Audit Plan 2011-13 for 



submission to Board, subject to incorporation of the above 


comments.

[3]
Noted progress on the audit recommendations.

4.
FINANCIAL MONITORING

Submission


The Executive report AC 326 was presented to Committee reporting the year to date spending against budget and the year end forecast position as at 31st December for the financial year 2010/11.

Discussion


The report was introduced by John Moyles who emphasised the forecast underspend on the Operational Budget of £178k and forecast underspend in the Capital Budget of £57k. Costs associated with LPFA’s agency contracts were included although Sarah Smart highlighted these should be based on the actual costs and compared to the costs included in the original tender pricing schedule. The majority of the costs related to staffing expenditure and Axis (pension system) costs.


The Chairman requested that a paper be prepared for the Board Awayday which indicated the estimate vs. actual costs for the agency contracts, including current and historical contracts.


Committee were pleased with the invoice and debtor statistics.

Decision

Committee
[1]
Noted the Q3 financial position

[2]
Requested that a paper be prepared for the Board Awayday in April 2011 which gave a current and historical breakdown of agency financials including estimates vs. actuals.

5.
RISK MANAGEMENT

Submission

The Executive report AC 327 addressing developments in risk control practice and the actions contained in the Corporate Risk Register to 31st January 2011 was submitted.

Discussion


Greg Smith noted that Corporate Management Team would be assessing risks associated with the 2011-14 Strategic Policy Statement on 28th February. A more objective method of assessing risk had been suggested and if accepted would be incorporated into the revised Corporate Risk register, to be submitted to Board on 6th April 2011.


Committee considered the Terms of Reference but felt the Corporate Risk Register already covered the key risks.


The Corporate Risk Register was considered. The Chairman emphasised the importance of striking a balance between concentrating on the higher rated risks, and not losing the potential impact of the green rating risks.


Two suggested amendments to investment directorate risks were suggested by Sarah Smart in relation to negative press reports and key man risk for Vanessa James. Both these points will be assessed by Corporate Management Team at the risk session on 28th February.


Decision

Committee

[1]
Noted progress against the tasks contained in the Corporate Risk 
Register and the revised implementation dates where necessary

[2]
Considered terms of reference and asked the Management Team                       to consider the two extra risks identified 

[3]
Confirmed LPFA’s risk management process

[4]
Agreed the more objective method of assessing risk likelihood and 
impact.

6.
TREASURY MANAGEMENT
Submission
The Executive report AC 328 informing Committee of the status of cash management and compliance as at 31st December 2010 was submitted.
Discussion

John Moyles summarised the cash position at 31st December 2010 and noted that, through no fault on the part of LPFA, the bank account had gone overdrawn for an overnight period. This was due to a delay in the return of funds from HSBC. Confirmation of withdrawal is required in writing and the post had been delayed.

The process for reporting breaches was summarised and it was confirmed that any breaches are reported to the Cash Management Meeting, followed by a report from the Chief Executive to the Chair of Audit Committee if required. A register of breaches is also in place.

Committee considered the position of Bank Santander and the transfer of LPFA’s bank account from RBS to Santander. RBS had confirmed that the transfer would take place but was unsure of when LPFA’s account would transfer. Committee debated whether it would be appropriate to remain with Santander, given that investment funds had previously been withdrawn. A discussion followed on the regulatory implications of a Spanish bank trading in the UK and the extent of protection if Santander were to get into financial difficulties.

Committee were of the opinion that they would rather avoid changing bank accounts if possible, but felt that if the commercial protections were not satisfactory then the process to find a new bank should commence.

Decision;
Committee

[1]
Noted the status of treasury management administration in the quarter to 31st December 2010

[2]
Noted the temporary over drawn bank position on 22nd December 2010

[3]
Approved the Treasury Management Practices set out in Annex 2 (no changes were required)

[4]
Requested that additional research be carried out on commercial protections available and the regulatory impact of the transfer of the bank account to Santander.

7.
LGPS MANAGEMENT AND INVESTMENT OF FUNDS
Submission
The Executive report AC 329 provided Committee with an update on the implementation of the LGPS Investment Regulations.

Discussion

The report was presented by Adrian Bloomfield who provided a history of the actions taken to ensure compliance with the recent regulations. The only outstanding issue was whether LPFA is required to have a separate bank account for pension fund monies. 

Following discussion with the Department for Communities and Local Government (CLG) it was confirmed that the legislation was not intended to apply to single purpose authorities, but that they were caught by the requirement. 

Adrian Bloomfield highlighted the split of transaction types between pension fund and non pension fund monies and discussions have taken place with External Audit on the interpretation of the regulations.

Committee heard that South Yorkshire Pensions Fund had challenged the need to have a separate bank account as a single purpose pension fund and had received success in convincing their External Auditors. However South Yorkshire handled residual liabilities differently and did not have commercial contracts to manage. Mike Taylor also noted that LPFA was often held out a demonstrating best practice in governance and there could be reputational damage if this was not implemented.

The Chairman acknowledged the argument but requested that the External Auditors treated the first year as a trial year, with any complexities to be finalised during year 2. Andrea White stated that it was unlikely to be an issue of sufficient materiality to lead to a qualification but it would be reported in the Annual Governance Report.

Decision;
[1]
Committee noted the content of the report

8.
International Financial Reporting Standards – (IFRS)
Submission
The Executive report AC 330 providing an update on progress in the move to International Financial Reporting Standards (IFRS) was submitted.

Discussion

Adrian Bloomfield reported that PwC were being used as a form of guidance and support during the move to IFRS for preparation of the 2010-11 accounts. The main impact was on the notes to the accounts and additional disclosures rather than the actual accounting. Work continues on accruing for staff leave, leases and other complexities. The 2009-10 accounts are also being restated to be IFRS compliant.
The Chairman requested that Committee be alerted as soon as possible if any major problems should arise.
Decision;
[1]
Committee noted the contents of this report.


ANY OTHER BUSINESS

There were no training needs identified during the meeting.

Items for future agendas will be incorporated into the work plan

The next meeting was confirmed as 21st June 2011 and a meeting for November will be set up.

REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 1st July 2010 to 31st December 2010.

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

6.4.2011
	AUDIT COMMITTEE

Action points following the meeting held on 11th February 2011

	Action
	Lead
	Date
	Status

	AC 323 Introductory Matters
Remove ongoing green risks from Corporate Risk Register

Set up meeting for November 2011
	GS

GS
	28th Feb

1st March
	Complete where appropriate

Complete



	AC 325 Internal Audit – PWC

Revisit scope and timing of internal and external audits for the remainder of the financial year

Suggestion made for Audit plan to include details around the move to CPI from RPI and the new LGPS.


	AB

AB
	Asap

15th March
	Complete
Complete


	AC 326 Financial Monitoring

AB to provide a report/template for Board detailing the estimate costs against the actual costs (including new contract implementation costs) for all contracts

Send template to AC members prior to Board


	AB

AB
	Prior to 5th April

2011
	Complete


	AC 327 Risk Management

Assess whether any changes need to be made for write offs under the Constitutional Document and report back to Sarah Smart

CMT to reconsider controls for negative media and key man risk in investment team

	GS

GS
	1st March

28th Feb
	Complete
Complete



	AC 328 Treasury Management Policy ~ Compliance

In regards to moving to a new bank account, do more research around commercial protections and regulatory environment and report back in June. 


	AB
	21st June 2011
	

	AC 329 LGPS Management & Investment of Funds

Consider differences between South Yorks and LPFA and use this as a guides to put in place as simple solution as possible for a separate bank account.


	AB
	21st June 2011
	


	AUDIT COMMITTEE

Action points following the meeting held on 14th September 2010

	Action
	Lead
	Date
	Status

	Risk Management – AC 311

Maintain link in corporate risk register to directorates and prune down green risks
	GS
	11th February 2011
	Complete


	AUDIT COMMITTEE

Action points following the meeting held on 22nd June 2010

	Action
	Lead
	Date
	Status

	Set better parameters for the employer contributions internal audit review
	MA
	31st March 2011
	Complete – PWC aware that terms of reference to be agreed with MA in future

	Link Annual Audit Report to s151 Officer 
	PwC
	June 11
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