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Board 
1st July 2011
Audit Committee
    PF 1432
Item No. 2(c)
Purpose and summary
To consider the draft minutes and action points of the meeting held on the 21st June 2011 as agreed by the Chairman of the Committee.
Key issues
· An interim audit did not identify any material errors although the ultimate indication of a successful audit will be a smooth process over the Summer.
· The results of the final internal audit reports for 2010-11 were positive. PwC will be providing guidance to any alternative model of pension administration developed.
· The final position against budget for 2010-11 was inline with previous forecasts received by Committee, with an Operational budget under-spend of £65k.
· The Statement of Accounts was approved in draft form for submission to the Auditors by 30th June. Board Members now have an opportunity to input into the accounts and delegate any amendments to the Chairman of Audit Committee (Annex 1)
· A review of the effectiveness of Internal Audit suggested that there were areas for development but these will be implemented during 2011-12. Committee also agreed that it was timely to reconsider the effectiveness of the Audit Committee itself.

· Committee requested that Officers begin a tender process to find a new banking partner following a forced transfer of the account from RBS to Santander.

Recommendation

Board are asked to:

[1]
Agree the decisions and actions set out in the draft minutes of the                  meeting held on the 21st June 2011.
[2]
Approve the Statement of Accounts subject to Board delegating to the 
Chairman of Audit Committee the authority to make any changes during 
the audit process.
Report date: 24th June 2011
Lead: Chair of Committee
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Audit Committee 
Minutes of the meeting held on 21st June 2011
Present
Bill Roots 
(Committee Chairman)

Peter Derrick
Independent Advisor to Audit Committee


Mike O’Donnell



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


Matthew Hallett
Pension Fund Accountant

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:
Icki Iqbal
1. INTRODUCTORY MATTERS

No declarations of interest were received.

Submission

The Executive report AC 331 reporting the minutes and action points of the meeting held on 11th February 2011 was presented to the meeting.

Discussion

Minutes and action points of the previous meeting were considered. Points of clarification were made on the External Audit item to reflect that the Annual Audit Letter referred to 2009-10, while the proposed audit fee related to 2011-12 
Decision

[1]
The minutes of the meeting held on 21st June 2011 were agreed and signed as a true record, following incorporation of the clarifications noted above.

2.
EXTERNAL AUDIT


Submission


The Executive report AC 332 updating Committee on the progress of the 2010-11 audit and previously reported recommendations was submitted. 

Discussion

Paul Viljoen took Committee through the Interim Audit Report, highlighting the financial systems within the scope of the audit and noting that sample testing had not identified any errors for the Pension Fund or Residual Liabilities account. However one non-material, non-trivial error had been identified in the Operating Account. 

The Chairman of Committee queried whether any additional issues needed to be raised but it was noted that any amendments would likely relate to disclosures in the accounts rather than needing to change the figures.

Committee members questioned the risk of fraud resulting from the lack of segregation of duties in the payroll system. External Audit reported that compensating controls were in place, however they could be strengthened. Segmental reporting is also an area that requires additional consideration by Officers. 

The report recommended the use of purchase orders be widened since it is currently limited to ICT and HR functions. Officers will keep this under review since the benefits of rolling this out to other teams are unclear at this stage. Finance team staff and budget holders meet on a monthly basis.

Annex 3 – Information Technology Risk Assessment – was summarised by Paul Viljoen who thanked Officers for their co-operation during the process. A number of recommendations were made but the majority of these were already being picked up as part of the move to ISO 27001 (Information Security) accreditation.

The proposed audit fee for 2011-12 suggested a 10% reduction from 2010-11 which Committee accepted. However they would be seeking future fee reviews subject to a smooth audit process.

Andrea White updated Committee on the future of the Audit Commission and suggested that from 2012-13 the auditing teams would be outsourced and have an opportunity to bid for work alongside the private sector. Investigations are ongoing as to whether LPFA’s governance structure would need to alter to accommodate these changes. Guidance on national policy issues currently undertaken by the Audit Commission is likely to be transferred to the National Audit Office. 

Decision
Committee;
[1]
Noted the report on the Interim Audit, the Information Technology 

Risk Assessment and the action plan in response to this.

[2]
Agreed the planned audit fee for 2011-12

[3]
Noted the CLG announcement on external audit services

[4]
Noted the progress on external audit recommendations.

3.
INTERNAL AUDIT


Submission

The Executive report AC 333 updating Committee on the internal audit plan 2011-12 and previous recommendations was submitted. 

Discussion

The Annual Internal Audit report 2010-11 was summarised by Ian Armfield. Risk Management had been reviewed during 2010 and the recommendations result in enhancements to the system rather than control weaknesses being identified. An Investment Audit on controls in place for the reconciliation of investment manager statements to the custodian had suggested that the controls were effective in their design but there were delays in reconciliations. Officers reported that discussions continue with JP Morgan over greater automation of the process. These delays were higher than experienced elsewhere and the Committee expressed concern which should be relayed to the custodian.

Audit reports on Contributions and Benefits returned high assurance that controls in place were adequate. A Managed Audit report contained a recommendation to continue to review the approved supplier process and Officers highlighted examples of shared procurement via frameworks. Mike O’Donnell queried whether the segregation of duties in relation to the management of the finance system for a member of the Finance team posed any risk of fraud. However a list of manual adjustments made to the system is reported monthly to the Finance Manager. It was acknowledged that this was retrospective but with a small Finance team it was impractical to have complete segregation of management of the finance system.

Committee received an update on the concept of User Driven Pensions Administration, a new model for pensions administration based on greater online interaction. Internal audit have been asked to provide guidance during the feasibility process. The Chairman stated that it was vital to have Internal Audit’s input into any new areas of development.

Decision
Committee;

[1]
Noted the contents of the 2010-11 report on Internal Audit 


Services

[2]
Reviewed the four internal audit reports

[3]
Agreed the suggestion to include a review of the User Driver 


Pension Administration product in the audit plan 2011-12

[4]
Noted progress on the audit recommendations.

4.
FINANCIAL MONITORING

Submission


The Executive report AC 334 was presented to Committee reporting the final spend position for the financial year 2010-11, subject to audit. 

Discussion


The final position against budget was inline with previous forecasts received by Committee, with an Operational budget under-spend of £65k at year end. There had been an increase in Board expenses, caused by the Investment advisors being coded to the staffing budget and Sarah Smart highlighted that the net staff comments should also reflect this correction.


Adrian Bloomfield reported that debtor targets had been met, as had LPFA’s target for payment of supplier invoices.


Use of reserves was considered and Officers requested movements in relation to Organisational Development projects, User Driver Pensions Administration, employment tribunal costs, and the review of the Dexter House lease. The Chairman of Committee received assurance that the funding was not required for any requests that the Board had rejected during the budgeting process. In future more detail will be provided on the use of the monies requested. There was also a movement of £20k from revenue to capital on ICT expenditure.


Committee were updated on two additional posts for value added business work that were subject to Board ratification. A business case had been distributed to Board Members following Performance and Administration Committee since increased demand for small scale assistance for both current and new clients is evident. The Chairman of Committee stated that he would support such a recommendation on the justification of the increased income expected. 


Agency contract and value added business performance figures were considered. This was a new reporting format that matched the detail provided to Performance and Administration Committee. It matched costs against the tender and forecast costs over the life of the contract and any related value added business work. Committee noted the improvements in reporting but requested additional sophistication around the forecasting of future year expenditure. This was vital to show the surplus generated during the contract period.


Peter Derrick queried implementation costs for some of the contracts and the extent to which all costs are included in contract analysis. Officers explained recent improvements in identification of implementation and running costs.

Decision

Committee;
[1]
Noted the year end financial position

[2]
Approved the carry forward of £53k capital budget for use on Altair, and the underspends in to reserves

[3]
Approved the transfer of £20k from revenue to capital

[4]
Noted the position on reserves and approved the movements

[5]
Approved the new monitoring format for Commercial Pensions, subject to improvements to future year forecasting.

5.
ANNUAL GOVERNANCE STATEMENT
Submission

The Executive report AC 335 summarising the process leading to the preparation of the Annual Governance Statement was submitted.

Discussion


Adrian Bloomfield stated that LPFA’s governance arrangements had been reviewed by Corporate Management Team and that no changes were suggested to the Local Code of Corporate Governance. 


The Annual Governance Statement itself would be included in the Statement of Accounts and it highlighted actions to strengthen the control environment that had taken place during 2010-11, along with a plan for 2011-12. Sarah Smart suggested a descriptive clarification in relation to the Investment Advisors.

Decision

Committee;
[1]
Approved the Annual Governance Statement subject to minor 
clarifications

6.
STATEMENT OF ACCOUNTS
Submission
The Executive report AC 336 outlining the draft Statement of Accounts for consideration by Committee prior to submission to the Audit Commission was submitted.
Discussion

The report was introduced by Adrian Bloomfield who explained some of the challenges experienced in the preparation of the accounts for 2010-11, primarily around the move to International Financial Reporting Standards (IFRS). Significant checking had been carried out to ensure the figures were consistent with previous years and that this consistency had been assured during the move to IFRS. Challenges had been expected during this transitional year and preparatory work for both the format and disclosures had been carried out in liaison with PwC.

Committee acknowledged the challenges and felt appropriate testing had taken place. However the results would only be known on completion of the audit process. Andrea White was unaware of any issues at that stage, however it was too early in the process to provide any assurance.

The Chairman of Committee highlighted the risks relating to asbestosis claim assumptions and associate accounting in relation to the Investment Director’s position on the board of Investors in the Community unit trust. Officers reported the annual assumption review carried out by Eversheds in relation to LPFA’s future asbestos liability and that there was no additional risk to the LPFA via participation on the board of the unit trust. It was a longstanding position and was now required to be reported in the accounts.

Other suggestions by Committee members were incorporated into the document, including a greater explanation on the notional split in the pensioner and active sub-fund. Any further comments would be forwarded to Adrian Bloomfield.

Decision

Committee;
[1]
Approved the draft accounts for submission to the Audit Commission

[2]
Delegated authority to the Chairman of the Committee to approve any amendments to the draft accounts.

7.
RISK MANAGEMENT
Submission
The Executive report AC 337 provided Committee with an update on actions contained in the Corporate Risk Register.

Discussion

The revised Corporate Risk Register had been approved by Board on 6th April, subject to a meeting with Angela Pober and incorporation of any final amendments. This meeting had taken place and the resulting amendments were mainly points of clarification which improved the link between control measures and risks. 

3 actions remained outstanding and Adrian Bloomfield updated Committee on recruitment in the Finance team. Matthew Hallett had been appointed Pension Fund Accountant but the recruitment continued for the Corporate Accountant. External commercial accounting assistance is being scoped and will be procured on an ad hoc basis during tender processes.

The Corporate Risk register was assessed by Committee and amendments for Officers highlighted. The Chairman of Committee acknowledged developments that had taken place following the internal audit review of risk management and reiterated his desire to link risks to individual directorates.

Decision;
[1]
Committee noted progress against the Corporate Risk Register and suggested amendments to risk controls where appropriate.

8.
TREASURY MANAGEMENT
Submission
The Executive report AC 338 informed Committee of the status of cash management and compliance with treasury management code of practice.

Discussion

The cash position at year end was highlighted by Adrian Bloomfield and other matters arising were covered by individual agenda items.
Decision;
[1]
Committee noted the status of treasury management administration in the quarter to 31st March 2011.

9.
REVIEW OF THE EFFECTIVENESS OF INTERNAL AUDIT
Submission
The Executive report AC 339 reporting a review of the effectiveness of Internal Audit was submitted for consideration.

Discussion

The Chairman of Committee confirmed that the Internal Auditors could remain in the room during discussions since Committee were satisfied with the service.

There had been a timing problem during the change over to the new Audit Manager, however any issues had now been resolved.

The review, carried out against the CIPFA code, had suggested areas for development and these will be implemented during 2011-12. Committee also agreed that it was timely to reconsider the effectiveness of the Audit Committee itself.

Officers are reviewing the contractual arrangements and assessing if an appropriate framework exists. There is scope to extend the current contract to 2013 if necessary.
Decision
Committee;
[1]
Confirmed, after consideration of the self assessment, the internal audit system was effective

[2]
Noted areas for development in 2011-12

[3]
Agreed to carry out an assessment of the effectiveness of the Audit Committee in February 2012.

10.
BANKING REVIEW
Submission
The Executive report AC 340 provided Committee with an update on the transfer of LPFA’s bank accounts to Santander and reported on alternative arrangements that had been scoped.

Discussion

LPFA’s bankers, Royal Bank of Scotland (RBS) is going through a process whereby it is being forced by the European Commission to sell accounts to Santander to increase competition. The arrangements in place for the transfer are comprehensive, with effective oversight, and the systems LPFA currently uses would also transfer. RBS have indicated they would continue to make transfers between the two banks following the transfer and that they may assist financially with any notification costs. The likely date of the transfer is June 2012.

However due to the continuing legal process, access to Santander has been impossible and therefore assurances on staffing issues and financial status are awaited.

Officers remain concerned about Santander but have no way of seeking assurance on the risks they perceive might be inherent with the transfer. The Chairman of the Board and Chief Executive will be meeting RBS again, however they are also in the process of securing independent advice as to whether this forced transfer has the appropriate legal basis.

Alternative banking arrangements have been scoped and the results indicated that RBS were the most appropriate bankers for LPFA. However the terms of the transfer state that LPFA could not bank with RBS again for another two years.

Committee were concerned over the lack of communication with Santander and the risks associated with a transfer to their banking group. Given the short implementation period their preferred option was to investigate alternative bankers via a tender process, possibly using an existing framework to reduce the tender period.
Decision

Committee;
[1]
Noted the current position and felt that the Chief Executive and Chairman of the Board’s proposed meeting with RBS was a sufficient step. 

[2]
Agreed for Officers to begin a tender process to source alternative banking arrangements.

11.
LGPS MANAGEMENT AND INVESTMENT OF FUNDS
Submission
The Executive report AC 341 updating Committee on the implementation of the Local Government Pension Scheme (LGPS) regulations was submitted.

Discussion

The report was introduced by Adrian Bloomfield who explained that the final element to implementing these regulations was the separation of bank accounts for pension fund and operational monies. Separate bank accounts were now in place although there have been challenges in relation to pension payments which do not relate to the pension fund such as unfunded added years payments. This is being managed by a subsequent transfer process since the current pensions administration system does not allow for payment from multiple bank accounts. The position will be reviewed with system providers.

Decision
Committee;
[1]
Noted the content of the report.


ANY OTHER BUSINESS

The Chairman of Committee reiterated his support for the two additional value added business posts which was subject to Board ratification on 1st July 2011.

There were no training needs identified during the meeting.

Items for future agendas will be incorporated into the work plan

REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 1st Jan 2011 to 30th April 2011.


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

1.7.2011
	AUDIT COMMITTEE

Action points following the meeting held on 21st June 2011

	Action
	Lead
	Date
	Status

	AC 332 External Audit

Confirm that the non LPFA website has been removed.

	SM
	13th September 2011
	

	AC 334 Financial Monitoring

Include more detail on justification for use of reserves in future reports
Improve contract costing in relation to future forecasts
	AB

AB
	13th September 2011
	

	AC 335 Annual Governance Statement

Correct typos and update reference to investment advisors
	AB
	1st July 2011
	Complete

	AC 336 Statement of Accounts

Correct typos, develop presentation as part of audit process and include additional explanation on the notional sub-fund split.
	AB
	1st July 2011
	Complete

	AC 337 Risk Management

Review the final risk rating of risk no.7 
	GS
	15th July 2011
	

	AC 340 Banking Review

Obtain independent advice on the forced transfer from RBS

If the transfer has legal basis then begin a tender process to select an alternative bank
	AB
	13th September 2011
	


	AUDIT COMMITTEE

Action points following the meeting held on 11th February 2011

	Action
	Lead
	Date
	Status

	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
	Not met – awaiting the ability to discuss the situation further with Santander. New date 13th September
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