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Annual Governance Report on the 2008/09 external audit of the Essex Pension Fund
Report by Margaret Lee, Chief Financial Officer 
Ext: 21010 / Tel: 01245 431010

1. Purpose of the report and Decision Areas / Recommendations

The purpose of this agenda item is to present, for consideration, a report by the Council’s External Auditor, Paul King, District Auditor for the Audit Commission, which summarises the results of the Audit Commission’s 2008/09 audit of the Council’s financial statements and the Pension Fund accounts and work undertaken in forming their opinion upon the Council’s arrangements for securing economy, efficiency and effectiveness in its use of resources.

RECOMMENDATIONS

It is recommended that the Committee considers the report made by the District Auditor and responds to the District Auditor in accordance with section 14 of this report (which commences on page 6).
2. Legal implications
The production of the Council’s accounts according to proper accounting practice is a statutory requirement, as is the need to have those accounts audited in accordance with the Accounts and Audit Regulations. 

The Audit Commission’s Code of Practice and International Standard of Auditing (UK & Ireland), requires the Council’s External Auditor, Paul King, District Auditor for the Audit Commission (“the District Auditor”), to submit a report that brings Members’ attention to key issues that should be considered before they issue their opinion, conclusion and certificate, including misstatements or qualitative issues relating to the Statement of Accounts, that have come to light during the course of their audit work.

3. Finance and resource implications

There are no specific financial or resource implications arising from this report.
4. Corporate governance

The Chief Financial Officer has been heavily involved in the production of the accounts and the issues arising from the audit.  There are no further issues that need to be brought to members’ attention outside of those specific points included in this report.

5. Human Resource implications

There are no specific human resource issues arising from this report.
6. Risk implications

There are no specific risk issues arising from this report.

7. Information Services implications

There are no specific information services implications arising from this report.
8. Congestion impact

There is no impact on congestion as a result of this report.
9. Background
The Audit Commission’s Code of Audit Practice, and International Standard of Auditing (UK and Ireland), requires the District Auditor to report to the Audit Committee upon:

· The Audit Commission’s findings from their audit of the Council’s financial statements and Annual Governance Statement;

· The draft representation letter that management sign;

· The Audit Commission’s views on the Council’s accounting practices and financial reporting;

· Errors in the financial statements;

· Any expected modifications to the District Auditor’s report;

· Weaknesses in internal control; and

· Certain other matters they wish to bring to our attention.

This will also include the results of the Audit Commission’s work in forming the District Auditor’s opinion on the Council’s arrangements for securing economy, efficiency and effectiveness in its use of resources.

The Audit Commission have now completed the majority of their audit work, and do not anticipate that any outstanding matters could materially impact on the financial performance of the Council for the year, or upon the financial position as at 31 March 2009.  The District Auditor also indicates that he expects to be able to issue an unqualified audit opinion upon the Pension Fund’s 2008/09 accounts.  The Annual Governance Report does however comment upon some misstatements within the draft accounts and upon qualitative aspects of the Council’s accounting practices and Pension Fund internal control arrangements.  

The Audit Committee are requested to consider the matters raised by the District Auditor, and determine whether they wish the 2008/09 accounts to be amended, having regard to the comments set out within the subsequent paragraphs of this covering report.  The following paragraphs provide comments on the matters raised by the District Auditor.
10. Financial statements and Annual Governance Statement
10.1 Introduction

The Audit Committee received and approved the draft 2008/09 Statement of Accounts on 29 June 2009, in accordance with the statutory deadline specified by the Accounts and Audit Regulations 2003.
An updated draft of the 2008/09 Statement of Accounts is being presented for approval to this Committee and appears elsewhere on this agenda.
10.2 Key areas of judgement and audit risk

The District Auditor has reported upon the Audit Commission’s findings in relation to the work they have performed with respect to the key areas of judgement and audit risk identified when planning their audit. These issues and risks were originally reported to Members within the 2008/09 Audit and Inspection Plan. The findings have no material impact upon the Council’s financial statements nor do they affect the Council’s compliance with its statutory duties and deadlines. 
The Audit Commission have not identified any areas where they consider further actions are required by the Council in relation to their findings. 
10.3 Draft Representation Letter

Before the District Auditor issues his opinion and concludes his audit of the Council’s 2008/09 Financial Statements and the Pension Fund accounts, he requires the Chief Financial Officer to provide a management representation letter.  

It is a requirement of the International Standard of Auditing (UK and Ireland) that the need for this letter is communicated to the Audit Committee, to ensure that the Committee are aware of the representations being made to the District Auditor.  A copy of the draft letter is therefore presented in Appendix 4 to the Annual Governance Report.

The letter includes the need for management to explain, if applicable, why Members have agreed not to adjust for unadjusted errors within the financial statements. Further explanation of this is given in section 10.5 below.

10.4 Accounting practice and financial reporting

The District Auditor has raised an issue in table 2, relating to the Council’s accounting practices and financial reporting, in regard to the Council’s practice of pooling or commingling Pension Fund cash with County Council cash. This has hitherto been a common practice amongst LGPS funds and has been done in the interests of economy and efficiency. 

A draft action plan in respect of the recommendation raised has been prepared and is attached at Appendix X for the Committee’s approval. 

10.5 Errors in the financial statements

The District Auditor’s report highlights two different types of error within the financial statements which can be quantified: Those that officers have agreed to adjust the financial statements for (presented in Appendix 2) and some in respect of which officers have not adjusted the financial statements (presented in Appendix 3).
For those errors that have been adjusted, management considered it appropriate to adjust these items on the basis of materiality and to aid the fair presentation of the financial statements. Each adjustment is explained within Appendix 2.
Appendix 3 summarises the unadjusted misstatements relating to the 2008/09 financial statements. These items have not been adjusted for, as although discrepancies have been identified between the contributions received by the Fund from a number of employers during 2008/09 and the employers’ M99 returns (which are supposed to detail the contributions paid), it is not yet clear where the error(s) lie. That will not become clear until a dialogue can take place between the Fund and the employer(s). It is anticipated that this could be a prolonged process given the number of employers involved. The sums involved are not material either individually or in aggregate. In addition, they do not have a bearing on the fair presentation of the Fund’s 2008/09 accounts. As a result, it is not proposed to make any amendments to the accounts for these items. 

The District Auditor asks Members to consider whether to adjust the accounts for these errors. If you decide not to do so, the District Auditor would like to be told why in the representation letter. The suggested response of Members to this request is given in section 14 of this report.


10.6 The audit report

The District Auditor plans to issue an unmodified, unqualified opinion on the financial statements. The format and wording of that opinion is presented in Appendix 1 of the report.

10.7 Material weaknesses in internal control

The District Auditor has identified 2 material weaknesses in internal control. The first is in regard to SAS 70/AAF 01/06 controls assurance reports not being received on a timely basis. This issue had already been identified by an internal audit report in 2008/9, the recommendation was accepted and has already been actioned. 
The second relates to the membership arrangements for the Essex Pension Board and the extent of non-administering authority representation and in particular that two of the non-County Council bodies represented on the Board have chosen to nominate county councilors to represent them. This is considered to be a matter outside the County Council’s control. However the Chairman of the Board has stated his intention to review the representation arrangements before 2011. 
A draft action plan in respect of the recommendations raised has been prepared and is attached at Appendix X for the Committee’s approval.
10.8 Other matters

The Annual Governance Report does not provide any details of the work performed by the external auditors on the Council’s annual Governance Statement (GS) nor conclude as to its adequacy. However, the Audit Commission have reviewed the GS to consider whether it is compliant with relevant guidance and if it is consistent with other information they are aware of from their audit of the financial statements. 

11. Value for money


In accordance with the Code of Audit Practice, the District Auditor is required to reach a conclusion on the adequacy of the Council’s arrangements for securing economy, efficiency and effectiveness in its Use of Resources.

The conclusion is reached by assessing the Council’s arrangements against a set of criteria issued by the Audit Commission.  The District Auditor is satisfied that, in all significant respects, the Council made proper arrangements to secure economy, efficiency and effectiveness in its use of resources for the year ending 31 March 2009.
12. Delay in certification of completion of the audit

The audit cannot be formally concluded and an audit certificate issued until the District Auditor has completed his review of members’ expenses. However he is satisfied that these matters do not have a material effect on the financial statements.
13. Audit fees

Subject to the completion of their audit, the Audit Commission anticipate their 2008/09 audit fee for the Pension Fund to match that reported to Members in the 2008/09 Audit and Inspection Plan. This totals £69,800. 
14. Suggested response to the Annual Governance Report

In the light of the comments made within the previous paragraphs, it is suggested that the Committee should respond to the Audit Commission along the following lines:

· The Committee considered the Annual Governance Report, which summarised the findings of your audit of the Pension Fund, on 25 September 2009.  The contents of this report were duly noted.  
· We agree with management’s decision to amend the 2008/09 financial statements in relation to the misstatements summarised in your report in Appendix 2.
· With regard to the unadjusted misstatements within the 2008/09 financial statements, as presented in Appendix 3 of your report, the Committee concluded that these were not material to the financial statements, either taken as a whole, or in connection with the ability to properly assess the performance and/or the financial position of the Council.  Accordingly, it is not intended to make any adjustments to the financial statements for the misstatements.  However, we propose that our officers continue to discuss with you ways in which the risk of such issues arising in future years is minimised.

· We note the qualitative issues raised in relation to the 2008/09 Statement of Accounts and would ask you to note that we have already put matters in hand to address them. We acknowledge the Use of Resources Assessment and note your statement in regard to audit fees.
· We have approved the management representations that will be made to you by our Chief Financial Officer. 
· We have agreed our response to the proposed action plan set out at Appendix 5 of your letter.
Background papers:  2008/09 Statement of Accounts (elsewhere on this agenda).
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