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Audit Committee 
Minutes of the meeting held on 12th February 2010
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

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


Penny Flint
Audit Manager, PWC
Apologies:
Jeff Houston
Director of New Business
1. INTRODUCTORY MATTERS

The Chairman began by welcoming Peter Lang to the meeting who is considering the invitation to become a member of Audit Committee and was observing his second meeting.

Both Internal and External Auditors were reminded that they have access to the Committee Chairman and the Committee either on the day of Committee, or in advance. There was no need to ask the Officers to leave at the start of each meeting unless the Auditors wished to discuss an item in private session.
Submission

The Executive report AC 288 reporting the minutes and action points of the meetings held on 15th and 23rd September 2009 for formal consideration and approval was presented to the meeting.

Discussion

Minutes of the previous meeting were discussed. The Chairman noted that Officers will be advertising for an independent advisor to join Audit Committee in the trade press.
No declaration of interests were received. 
Decision

[1]
The minutes of the meetings held on 15th and 23rd September 2009 were agreed and signed as a true record.
2a.
EXTERNAL AUDIT

Submission

The Executive report AC 289A updating Committee on the progress in implementing the recommendations contained in the Annual Governance Report and Annual Audit Letter 2008-09 was submitted.

Discussion

Adrian Bloomfield provided an initial overview of the paper, stating that it formed part of the agreed action plan set at the September 2009 meetings. It noted the current position against the recommendations, none of which were overdue, and was the third such update that Committee members had received since September.

Each recommendation was considered, with compliance against the SORP being discussed in detail. John Cox queried why only 40% of the information on ownership of alternative investments had been obtained. Officers explained custodial and ownership arrangements for quoted and alternative investments and stated that the documentation is available for the other 60%. The delay has been caused by trying to get it in electronic format. 

Adrian Bloomfield was confident that all recommendations would be delivered by the due dates although Committee requested that progress be made on the SORP compliance check by PwC since preparation for the 2009-10 accounts was approaching.

The Chairman sought clarification on the definition of “materiality” which will be applied to the 2009-10 accounts. Andrea White explained the central audit approach where materiality will be a function of individual items and the net asset statement. There will be a different materiality level for each of the elements of the accounts which could lead to more issues being reported but not necessarily material. Some of the issues could also be combined rather than reporting small items.
Overall the Chairman was pleased with the progress being made and the commitment which Officers are applying to the recommendations but felt that the proof of success would come with in September. He insisted that Committee members be alerted in advance to any issues.

Decision

Members;

[1]
Noted progress on the implementation of audit recommendations.

2b.
EXTERNAL AUDIT


Submission

The Executive report AC 289B reporting the Annual Audit Letter and preparation for the 2009-10 audit was presented.

Discussion

The report was introduced by Adrian Bloomfield who outlined progress on work completed since the last Audit Committee and stated that the final document from the 2008-09 accounts, the Annual Audit Letter, had been published following consultation with the Chairman. An unqualified opinion on the accounts had been received and the Annual Audit Letter was formally approved.

In response to a question on the increase costs of the 2008-09 audit Andrea White stated that the fee did not reflect increases in staff salaries, but rather was based on what was necessary to issue an unqualified opinion.

Attention turned to the preparation for the 2009-10 audit and more specifically the risks highlighted by the External Auditors. It was confirmed that the risk of investing in fraudulent vehicles would not materialise since they would fall foul of the due diligence process.
The Chairman felt that the establishment of an External Audit Protocol setting out the responsibilities for both LPFA Officers and auditors was a positive step, as was the formal timetable. However he again reiterated that any issues much be raised to Committee members as soon as they arise.

Decision

[1]
Committee formally approved the Annual Audit Letter for 



publication

[2]
Committee reviewed the current external audit work and audit 


planning for 2009-10
3.
INTERNAL AUDIT
Submission


The Executive report AC 290 was presented to Committee reporting current audit reports, the plan for 2010-13 and the monitoring of recommendations.

Discussion

Adrian Bloomfield introduced the item and stated that all audits were on target to be completed by 31st March 2010, although delays have been experienced with the contributions fieldwork. The draft plan for 2010-11 and 2011-13 was presented and Corporate Management Team will again update this in January 2011.


The Benefits Audit and Payroll and HR Audit were considered, with high assurance being attributed to the Benefits Audit. There were two recommendations contained within the Payroll and HR Audit on staff loans and access to payroll data, and therefore moderate assurance had been given. Officers will liaise with PwC on the proof required for Oyster Card season ticket sales and access to payroll data will be considered as part of the review of the payroll function.

Committee discussed the Annual Audit Plan 2010-11 which had been developed between Internal Audit and Officers and linked directly to the key areas of risk in the Corporate Risk Register. It was confirmed that the due diligence process for alternative investments would be completed by 31st March 2010 and therefore was not included in this plan. 12 audit days had been assigned to auditing elements of the new pensions administration system, Altair, however if implementation is delayed these days could be reassigned to other areas.


Members of the Committee praised Officers for clearing all outstanding internal audit action points.
Decision

Committee
[1]
Noted progress on the 2009-10 audit plan
[2]
Reviewed the two internal audit reports
[3]
Approved the internal audit plan for 2010-11 to 2012-13

[4]
Noted the monitoring of previous recommendations.

4.
FINANCIAL MONITORING
Submission

The Executive report AC 291 reporting the Q3 position on the 2009/10 budget was submitted.

Discussion

The report was introduced by Adrian Bloomfield who drew Committee’s attention to the latest forecast of outtun in the Operational budget. This is expected to underspend by 1% at the year end. 
Discussions continue between Officers and Auditors on the capitalisation of costs associated with the Altair project and therefore capital expenditure is showing an underspend of 37% at the end of December but this may reduce once Altair costs have been finalised. John Cox queried whether hedging payments should be a capital rather than revenue item and this will be considered by Officers. 
It was confirmed that under recovered interest on stocks and balances in the residual liabilities account will not impact the levy charged on London Boroughs since there is also an underspend on the asbestosis claims for the year and this had been anticipated when setting the 2010-11 levy.
Committee received the draft savings plan for 2010-11 and Corporate Management Team will be assigned individual responsibility for achieving the savings. The plan contains a mixture of genuine (controllable) savings e.g through re-tendering contracts, and accounting savings e.g IT depreciation. However none of the savings were linked to service reductions. 
Significant progress had been made in improving the debtor position and Adrian Bloomfield felt the focus of the target should be changed to a prompt payment target. The Chairman agreed with this approach although requested that the residual amount of debt be added to the table.

Icki Iqbal noted the slight increase in fresh debtors over 60 days and this was attributed to work LPFA had carried out on behalf of employers but invoices needed raising – such as FRS17 work. This element of debtors remains work in progress.

Decision

The Committee;

[1]
Noted the position on financial monitoring
[2]
Approved the changes to debtor targets but added the need to show residual debt amounts.
5.
RISK MANAGEMENT
Submission

The Executive report AC 292 updating Committee on progress against tasks in the Corporate Risk Register and considering risks flowing from Committee terms of reference 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 had been updated following consideration of the risks contained in the Annual Governance Report. Two tasks were overdue and had received revised due dates. The Chairman noted the high profile risks surrounding data protection and requested that these action points be completed as quickly as possible.

The Corporate Risk Register will be reviewed by Corporate Management Team on 1st March, and by Board on 25th March. Committee did not suggest any changes to the risk management process although the Corporate Risk Register will be improved to transfer any historical issues which have been completed to the appropriate team risk register. An appropriate audit trail will be completed in relation to these historical issues. Consideration will also be given to rearranging the Corporate Risk Register to better reflect LPFA’s Strategic Objectives.

Committee will also be widening its scope to consider risks associated with the investment process.


Committee terms of reference were considered and John Cox felt that Board was too large a body to be looking at the draft budget in detail. Board will consider whether terms of reference should be widened to include the draft budget although this may require an extra meeting to be added to the schedule.

Decision

Committee

[1]
Noted progress against the Corporate Risk Register

[2]
Decided not to make any changes to the risk management cycle

[3]
Considered risks associated with Committee terms of reference and 
suggest that Board might widen the scope to include the draft budget.
6.
TREASURY MANAGEMENT POLICY - COMPLIANCE
Submission

The Executive report AC 293 reporting on the status of cash management and compliance with Code of Practice 1 was discussed.
Discussion

Adrian Bloomfield informed Committee of the temporary period of non-compliance with treasury management practices following the withdrawal of funds from the Bank of Scotland. Two new accounts have been opened with HSBC and the Debt Management Office, interest rates and credit ratings of banks will continue to be reviewed.
John Cox was of the opinion that the account with the Debt Management Office should be maximised. However the low interest rate and potential loss of income was noted as a disadvantage. 

The Chairman wondered whether LPFA was unusual in having a 25% maximum holding level for cash in each banking group and whether it should be reduced to 10%. Officers explained that the current list of ten banks match our criteria and if the level were reduced to 10% additional accounts would need to be opened. The 25% limit will however be reviewed and as will whether it is necessary to have a limit for the Debt Management Office.
Decision
Committee
[1]
Noted the status of treasury management administration in the quarter to 31st December 2009.

[2]
Approved the revised Treasury Management Practices 
[3]
Requested a review of the individual investment limits
7.
AUDIT COMMITTEE SELF ASSESSMENT

Submission

The Executive report AC 294 reporting draft results of the survey on the effectiveness of the Audit Committee was submitted.
Discussion
The Chairman felt the survey had been a useful exercise and discussed some of the key outcomes. An annual workplan would assist Members, as would a formal induction. He also reiterated the point that he would not ordinarily hold meetings with Auditors, without Officers present, unless there was something specific to discuss. Access to the Chairman was always available.
In terms of the scope of Audit Committee the Chairman felt that some investment processes required further examination. These included the initial decision making process including due diligence assurance and the process for monitoring performance of the fund managers. Subject to the views of the Board Michael Deakin, Chairman of Investment Committee, will be called to the next Audit Committee to discuss these matters.

A point was raised on the recording of minority views during meetings. It was confirmed that the minutes are a summary of the discussion but that dissenting voices should ask for their point to be recorded.

Recommendation

Members  

[1]
Noted the contents of the report and will refer to Board the matter of examination of investment processes.
8.
CAPABILITY OF THE FINANCE FUNCTION
Submission
The Executive report AC 295 informing Committee of the capability of the finance function and the challenges faced by the team was submitted.
Discussion

Adrian Bloomfield highlighted the increased demands placed on the finance function due to the need for better financial information on commercial contracts, increased audit requirements, and the move to best practice. These all require specific skills to exist in the finance team, including investment accounting knowledge. The difficulties of attracting candidates with good technical skills and local government expertise was noted.

The Chairman emphasised the importance of the development of the finance function and felt it should be a priority for Corporate Management Team. The team currently has a number of temporary appointments and Corporate Management Team will be deciding whether these could be extended or made permanent. The whole directorate will also be reviewed during 2010.

Committee agreed with the approach being taken at this point in time but would be against a reduction in finance capability. 

The high level of turnover of the Finance Manager position was raised and it was agreed to review whether the LPFA was advertising in the correct places as part of the discussion at Corporate Management Team.
Decision;
[1]
Committee reviewed the paper and would like to be informed of the decisions taken at Corporate Management Team on the capability of the finance function.
9.
LGPS INVESTMENT REGULATIONS 2009
Submission
The Executive report AC 295 presented an action plan for implementation of the 2009 LGOS Investment Regulations.
Discussion

Committee noted the formal plan for implementation of the regulations.

Decision;
[1]
Committee noted the action plan


ANY OTHER BUSINESS

The training request identified was a formal induction for new members of Audit Committee.
The Chairman requested that a formal plan of work should be prepared and confirmed that updates on issues should continue to be sent to Committee members in between meetings.
REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 1st July to 31st Dec 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:

25.3.2009
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