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Audit Committee 
Minutes of the meeting held on 22nd June 2010
Present
Bill Roots 
(Committee Chairman)

Icki Iqbal

Niaz Alam


John Cox


Peter Derrick
Independent Advisor to Audit Committee


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


Penny Flint
Audit Manager, PWC
Apologies:
Peter Lang

1. INTRODUCTORY MATTERS

The Chairman began by welcoming LPFA’s recently appointed Independent Advisor to Audit Committee, Peter Derrick, to the meeting. 
No declarations of interest were received.
Submission

The Executive report AC 297 reporting the minutes and action points of the meeting 12th February 2010 for formal consideration and approval was presented to the meeting.

Discussion

Minutes of the previous meeting were discussed and amendments were incorporated into the final version. 

It was confirmed to Committee that audit days released by Internal Audit due to the postponing of Altair will be put to good use to investigate ICT controls and not simply reassigned without proper purpose. 
John Cox reiterated his belief that hedging payments should be capital payments since their intention is to protect the capital. Internal Audit felt this could be appropriate and Officers agreed to reconsider the handling of hedging payments with External Audit.

The Chairman noted that Michael Deakin will be attending the September meeting to discuss the investment due diligence checklist and that he expected a formal report back to Committee in September on the capability of the finance function. 

Decision

[1]
The minutes of the meetings held on 12th February 2010 were agreed and signed as a true record, subject to the incorporation of the suggested amendments.
2a.
EXTERNAL AUDIT

Submission

The Executive report AC 298 updating Committee on the progress of the 2009-10 audit, plus previously reported recommendations was submitted. 
Discussion

Adrian Bloomfield provided an initial overview of the paper, noting that a final version had been prepared which eradicated the minor errors, but that the papers received by Board Members were adequate for discussion.
Two main issues were highlighted in the Progress Report following the interim audit of the 2009-10 accounts. These were the capitalisation of Altair which will be shown as an asset in the accounts, and contributions received from admitted and scheduled bodies where External Audit had concerns over the control environment of the new contributions systems. Further work in this area is scheduled by Officers and External Audit will review the results of the Authority’s actions during the final accounts audit.
Paul Viljoen reported that the interim audit had gone well, with no significant concerns raised. Whilst no material weaknesses were identified in LPFA’s control environment it was appropriate for further work to be carried out on identifying the correct contributions received from employers.

Committee received assurance from Vanessa James that steps are being taken to obtain independent audit reviews of fund manager processes and the situation is greatly improved to that of last year. Smaller funds which are unable to comply with AAF 01/06 or SAS70 requirements due to the cost of compliance are providing LPFA with a comfort letter describing their internal control processes. As an institutional investor LPFA is encouraging many funds to adopt compliance and LPFA’s general approach received approval from External Audit.
The planned fee for 2010/11 from the Audit Commission, based on the Code of Audit Practice, was highlighted as being the same as that planned for 2009/10. Key risks associated with the audit were noted, including the on-going discussions with both the Audit Commission and the Department for Communities and Local Government (CLG) as to whether LPFA should have a separate pension fund bank account under the 2009 Investment Regulations. 
Discussion turned to the formula to devise levels of materiality applied to the financial statements. Andrea White explained that materiality is a function of the size of the fund and any associated risk. Overall LPFA has a good control environment but, following the issues with alternative assets highlighted during the 2008-09 audit, a higher risk factor will be applied this year. This could be reduced in the future if the previously recommended controls have been effectively implemented.

An impact assessment on the implications of the introduction of International Financial Reporting Standards (IFRS) was noted. The main impact for LPFA will be accounting for employee benefits and lease accounting. Further CIPFA guidance on accounts format is awaited and once received the 2009/10 accounts will be reformatted to meet IFRS requirements.

Committee considered Annex 6, previously reported audit recommendations, and requested that Officers only deem the task complete once the task has been completely implemented. Partial implementation is not sufficient and a number of recommendations should be relabelled in progress until substantially complete.
Decision

[1]
Committee noted the report of the interim audit, and the action 


plan in response
[2]
Committee noted the planned audit fee for 2010-11

[3]
Committee noted progress on the audit recommendations.

3.
INTERNAL AUDIT
Submission


The Executive report AC 299 was presented to Committee reporting current audit reports, the Annual Report for 2009-10 and the monitoring of recommendations.

Discussion

Adrian Bloomfield introduced the item and highlighted the widening scope of the audit on ICT controls. An element of the feedback from the Environment Agency bid was without ISOs in place, it would be difficult to break into the market. The ICT controls audit will involve benchmarking against other organisations and preparing LPFA for the ISO process. It was therefore a valid use of the days not used for the Altair audit.

The findings of internal audit reviews carried out during 2009-10 were summarised by PwC. Concern was raised over JPMorgan’s inability to meet the deadlines of the service level agreement. This is being raised at the client meetings but there are also improvements in LPFA’s reconciliation process which should be made for consistency of reporting. 


The degree of control over an investment and the influence exercised is now being recorded on the investment spreadsheet. 

Following the review LPFA’s procedures and controls in place for the accounting system and budgetary control were effective but with some minor exceptions. However in the area of contributions a 2% difference resulted between the expected employee contributions received based on PwCs model, and LPFA’s actual results. On further examination this was due to part time workers and leavers which had not been taken into account when the original terms of reference had been set. 


Officers described the checks already in place to ensure correct contributions were received. The Chairman emphasised the need to define accurately terms of reference of audits to ensure the purpose of the audit was achieved. Reference to the responsibilities of the S151 Officer should be included in the introduction to future Annual Audit reports.

Committee considered previously reported audit recommendations and again emphasised the need to ensure actions are substantially complete before they are reported as so to Committee.

Decision

Committee
[1]
Noted the contents of the 2009-10 report on internal audit services
[2]
Reviewed the three internal audit reports
[3]
Noted the update on the 2010-11 audit plan
[4]
Noted the monitoring of previous recommendations.

4.
ANNUAL GOVERNANCE STATEMENT
Submission

The Executive report AC 300 reporting the Annual Governance Statement 2009-10 and the Local Code of Corporate Governance was presented.
Discussion

The report was introduced by Adrian Bloomfield who described the preparation process for both documents. They followed the CIPFA/SOLACE Delivering Good Governance framework and include a review of action plans.
The Chairman suggested a number of drafting amendments and requested that reference be made to the appointment of the Independent Advisor to Audit Committee, Peter Derrick.

Peter Derrick requested that a report on fraud be issued to Committee on an annual basis to highlight proactive measures LPFA is taking to manage counter fraud initiatives. This will be added to the work plan.

Decision

The Committee;

[1]
Approved the Annual Governance Statement and the Local Code of Corporate Governance.
5.
FINANCIAL MONITORING
Submission

The Executive report AC 301 reporting the year end position on the 2009-10 budget, use of reserves and the final efficiencies plan for 2010-11 was presented to the meeting.
Discussion

Adrian Bloomfield noted issues which Committee had been made aware of during the financial year and that the underspend was different to the outturn forecast  due to the capitalisation of the Altair costs. Key variances in management expenses were highlighted as was the increased income received from Value Added Business.
An update on the costs associated with the on-going employment tribunals was provided to Peter Derrick, lessons learned were identified as were the processes in place to reduce risk moving forward.

LPFA’s Invest to Save scheme was explained. 50% of net income from value added business work is invested into this fund to ensure the benefits received can be recycled within the organisation. It was confirmed that LPFA’s value added business arrangements did not give rise to TUPE situations since legally speaking spare capacity is used and the time spent by LPFA’s employees in this area is not significant. 

The debtor position as at 31st March 2010 was considered with death overpayments and FRS 17 invoices as the remaining areas for concern. Officers reported the impact the Pensions Administration Strategy would have on assisting employers to pay on time, and the legal advice recently received on LPFA’s general power of recovery. The Chairman wanted a clear message to be issued to Fund Members of LPFA’s intentions in relation to fraud investigations and possible prosecutions. 


Use of the reserves had previously been deemed a matter for Audit Committee consideration but Officers requested guidance as to the level of approval required by Audit Committee since there were occasions when timing was an issue. Committee agreed that Corporate Management Team had the authority to spend against earmarked reserves, subject to a report to the following Audit Committee for information. However Committee confirmed the use of the general reserve required prior Audit Committee approval.


An update on progress against the savings plan will be included for the September meeting.

Decision

Committee

[1]
Noted the year end financial position
[2]
Concurred with Performance and Administration Committee on use of 
the earmarked reserves. Committee also confirmed that there was a 
delegated authority to CMT to spend against the earmarked reserves, 
(subject to a subsequent report). Spend against the general 
reserve required prior approval 
from Audit Committee.
[3]
Noted the balance of the general reserve
[4]
Noted the savings plan for 2010-11.
6.
STATEMENT OF ACCOUNTS 2009-10
Submission

The Executive report AC 302 reporting the draft statement of accounts 2009-10 for consideration and approval prior to submission to the Board and external audit was discussed.
Discussion

Adrian Bloomfield drew Committee’s attention to a number of drafting changes which had been identified following dispatch. Corporate Management Team (CMT) will be signing an assurance statement on the control environment within their individual directorates to support those signing the accounts.
It was confirmed that the responsibility for use of the appropriate accounting policies rests with the s151 Officer, Adrian Bloomfield, and not with Audit Committee members.
Following detailed discussion a number of drafting changes were agreed and will be incorporated prior to submission to the Board and External Auditors. These included matching the assets attributable to the pensioner and active sub-funds.

The final printed version will be colour coded to assist fund member readability and to identify the three main accounts.
Decision
Committee
[1]
Approved the draft accounts for referral to Board and External Audit.
[2]
Delegated authority to the Chairman of Audit Committee to approve any amendments to the draft accounts.
7.
RISK MANAGEMENT

Submission

The Executive report AC 303 reporting actions completed against tasks contained in the Corporate Risk Register was submitted.
Discussion
Greg Smith introduced actions taken since the Board risk review, including the formal sign off arrangements of completed tasks. An internal audit review on Risk Management in Practice is in progress and the results will be reported to the September Committee.
The report identified the five tasks which had missed their due date and those in the future which, although not yet due, were in danger of delay. Peter Derrick queried whether the risk of existing bodies becoming insolvent had been included on the risk register. Officers manage this risk daily but it should be better documented within the risk register. The process of negotiation with bodies in danger of becoming insolvent was described, as were payback periods and suitable guarantees for new bodies entering the fund.
Mike Taylor noted that the possible closure of quangos would have an impact on the pension arrangements of the members since many will transfer to new bodies providing the service. The implications of the Chancellor’s Budget will be reported to Board on 1st July.

The Chairman was keen that the special purpose vehicle was progressed although noted that it was subject to an opportunity presenting itself and a business case to Investment Committee. A general power of competence which is included in the Local Government Bill may impact the position and this is being investigated.

Attention was drawn to the delay in reporting the fraud action plan to Committee. External Audit felt this would not result in any weaknesses in the Value for Money conclusion since a deterioration in current arrangements was not expected.

BP’s recent problems were not included on the risk register since LPFA’s exposure was only 0.1% of the Fund.

Recommendation

Committee  

[1]
Noted progress against tasks contained in the Corporate Risk Register and revised implementation dates.
8.
TREASURY MANAGEMENT
Submission
The Executive report AC 304 informing Committee of the status of cash management and compliance as at 31st March 2010 was submitted.
Discussion

Adrian Bloomfield summarised the cash position at year end and noted the removal of all but £1m from Bank Santander. The situation will be kept under review.

Officers had considered whether to reduce the guideline 25% limit on placement of funds with any single provider and whether greater emphasis should be placed on the Debt Management Office. However they had decided to maintain the 25% limit due to a shortage of banks which were able to meet LPFA’s strict criteria, reducing this would potentially expose LPFA to additional risk. Despite the additional security the Debt Management Office provided, it offered a lower interest rate and less flexibility in terms of access. 
The Chairman remained uncomfortable by the 25% limit, and felt it unnecessary to impose a limit at all on the Debt Management Office, however decided that it was not within the powers of Audit Committee to second guess the professional views of the Officers. It was suggested that other London Boroughs be consulted and that the Local Government Association’s planned fund be investigated.

John Cox and Niaz Alam felt that capital preservation was the most important factor and that the £1m should be removed from Santander Group. 
Decision;
[1]
Committee noted the status of treasury management administration in the quarter to 31st March 2010
[2]
Committee noted the conclusion of the Cash Management meeting regarding the questions raised at the February Committee.

9.
REVIEW OF THE EFFECTIVENESS OF INTERNAL AUDIT
Submission
The Executive report AC 305 presented LPFA’s annual review of the effectiveness of the internal audit function.
Discussion

Committee referred to the CIPFA guidance on Internal Audit in Local Government and noted areas of development for both LPFA and PwC to improve the smooth running of the contract. The system of internal audit was deemed effective.
Decision;
[1]
Committee confirmed that, following due consideration of the self assessment, the internal audit system is effective.
[2]
Committee noted areas for development.

10.
LGPS MANAGEMENT AND INVESTMENT OF FUNDS
Submission
The Executive report AC 306 providing Audit Committee with an update on the implementation of the LGPS Regulations 2009 was submitted.
Discussion

Adrian Bloomfield introduced the report and referred to the implementation action plan. The main task for discussion was the establishment of a separate bank account for the pension fund. LPFA, as a single purpose authority, feels this is not applicable in this instance and not in the spirit of the regulations. However discussions are on-going with External Audit, CLG and South Yorkshire Pension Authority and implications of non-compliance are being assessed.
Decision;
[1]
Committee noted the current position on implementation of the 2009 Regulations.

ANY OTHER BUSINESS

There were no training needs identified during the meeting.
Items for future agendas will be incorporated into the work plan

The September meeting was confirmed for 14th September 2010 at 11.30am.
REGISTERS


The Chairman formally noted and signed the Register of Hospitality received and declined for the period to 31st December 2009 to 22nd June 2010.


Declarations of interest were formally viewed and signed along with Related Party Transactions.

The Contracts Register was formally noted and signed.

Signed for submission to Board in draft form:

1.7.2010
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