AGENDA ITEM 11
	Essex Pension Fund Board
	EPB/15/09

	date: 24 June 2009
	


Presentation by External Audit
Report by Paul King, District Auditor
Enquiries to Natalie Huber on 0844 798 2641
1. Purpose of the Report
1.1 For External Audit to report their programme of work and fees for the Essex Pension Fund for 2008/9 (supplementary) and 2009/10 
2. Recommendation
2.1 That the report should be noted.
3. External Audit Programme of Work and Fees
3.1 Paul King, District Auditor with the Audit Commission, is the External Auditor appointed by the Audit Commission to carry out the external audit of the Essex Pension Fund. His letter to the Chief Executive setting out the programme of work that he proposes to undertake on the Fund for 2009/10 and the fee to be charged, together with his supplementary fee letter in respect of the work for 2008/9, are attached at Annexes A and B respectively. Mr King will be attending the Board meeting and will talk through the content with the Board.
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Audit fee

Audit area Planned fee Planned fee
2009/10 2008/09

Financial statements 70,650 69,809

Total audit fee 70,650 ) 69,809

The Audit Commission has published its work programme and scales of fees 2009/10. The
scale fee for Essex Pension Fund is £73,027. The fee proposed for 2009/10 is 3 per cent below
the scale fee.

In setting the fee at this level, | have assumed that the general level of risk in relation to the
audit of the financial statements is not significantly different from that identified to 2008/09. A
separate plan for the audit of the financial statements will be issued in December 2009. This will
detail the risks identified, planned audit procedures and any changes in fee. If | need to make
any significant amendments to the audit fee during the course of the audit, | will first discuss this
with the Executive Director of Finance and the Chief Financial Officer then prepare a report
outlining the reasons why the fee needs to change for discussion with the Audit Committee.

| will issue a number of reports relating to my work over the course of the audit. These are listed
at Appendix 1.

The above fee excludes any work requested by you that the Commission may agree to
undertake using its advice and assistance powers. Each piece of work will be separately
negotiated and a detailed project specification agreed with you.

The key members of the audit team for the 2009/10 are:
Audit Manager — Natalie Huber 0844 798 2641 /07765 221759
Team Leader — Francesca Palmer 07876 217697

| am committed to providing you with a high quality service. If you are in any way dissatisfied, or
would like to discuss how we can improve our service, please contact me in the first instance.
Alternatively you may wish to contact the Central Region Head of Operations, Andy Perrin (a-
perrin@audit-commission.gov.uk ).

Yours sincerely

TEES

Paul King
District Auditor

ce Nick Bell, Executive Director of Finance
Margaret Lee, Chief Financial Officer
Councillor Paul Kirkman, Chair of the Audit Committee
lan Davidson, Comprehensive Area Assessment Lead, Essex
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19 December 2008

Joanna Killian Direct line 0844 798 5811

ghiEf Egecuf"‘é ; Directfax 01245 218210
ssex County Counci . 4 "

County Hall Email paul k.mg_@audlt

Market Road commission.gov.uk

Chelmsford

Essex

Dear Joanna,

Supplementary opinion audit plan 2008/09

You will recall that | issued the initial audit plan for 2008/09 in May 2008, which set out the work
that | proposed in order to satisfy my responsibilities under the Audit Commission’s Code of
Audit Practice. As this plan was produced at the start of the financial year to give you an
indication of the proposed fee, | was not able at that time to specify the detailed risks that |
would need to consider as part of my audit opinion work.

| am now in a position to do this as the opinion work is about to commence. This letter
represents my supplementary opinion plan under International Standard on Auditing (United
Kingdom and Ireland) 300 for the Pension Fund audit.

The above standard requires me to:
o identify the risk of material misstatements in your accounts;
* plan audit procedures to address these risks: and
° ensure that the audit complies with all relevant auditing standards.

I have therefore considered the additional risks that are appropriate to the current opinion audit
and | have set these out in appendix 1.

There are a number of changes to the Local Government Statement of Recommended Practice
(SORP) for the 2008/09 accounts which | have highlighted in appendix 2. We will review the
Council's approach to these changes to gain sufficient assurance that the accounts are SORP
compliant.

Audit Commission, Chelmsford Atlantic Business Park, Lyttleton House, 64 Broomfield
Road, Chelmsford, Essex, CM1 1SW
T 01245 218 275 F 01245 218276 www.audit-commission.gov.uk
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Appendix 1

Pension Fund

Risk

Residual risk

Audit response

The Pension Fund cash
figure in the draft 2007/08
accounts was incorrect.
There were a number of
errors, some of which
compensated for each
other. The cash allocated to
the Pension Fund was
based on an incorrect
balancing figure.

There is a risk of
misstatement in the
accounts on cash which is
a high risk and politically
sensitive asset.

For the 2008/09 audit we will
need a clear audit trail from the
cash figure in the accounts fo the
cash held in the bank for all
balances. The pension fund cash
must be clearly differentiated and
auditable.

The Council did not retain
evidence to support the
upload of the pension
payroll to the general ledger
during 2007/08. In addition
there was no monthly
reconciliation between the
figures in payroll and the
general ledger.

There is a risk that the
pension payroll figures are
misstated in the accounts.

We will review the controls in
place on pension payroll to see if
the control weakness highlighted
and reported previously have
been addressed. If they are still
not in place we will need to gain
assurance through substantive
testing. '

The investment manager
fees for the last two
quarters were not accrued
for two managers and the
membership numbers
disclosure in the draft
accounts had

incorrectly included
members of the fire and
police pension schemes.

There is a risk that
accruals are understated
and that membership
numbers are incorrect.

We will substantively test
investment manager fees and
membership numbers to gain
sufficient assurance on accruals
and that only members of the
Essex Pension Fund Scheme
have been included.
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Appendix 2- 2008 LG SORP CHANGES

Change

Impact

Amended to take account of the
requirements of Pension SORP 2007

Adopts Financial Instrument
requirements to Pension Funds with
fair value on derivatives and
investments. Amended and increased
disclosure requirements.

The above should be applied by the
actuary.
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In my original audit plan, the estimated fee for the opinion audit on the Pension Fund was based
on my best estimate at the time and agreed at £69,800 as part of a total audit fee of £5652,960. |
am satisfied that the original fee estimate for the Pension Fund opinion audit was appropriate
and no adjustment is therefore required to the fee at this stage although it should be noted that
the non pension fund audit fee has increased so the revised total audit fee is £552,660. | will
keep the fee under review as the opinion audit progresses. If | need to amend the fee
subsequently, | will first discuss it with you. It is important that the Council addresses the control
weaknesses highlighted within this letter, which have all been reported previously, in order to
maintain the current fee levels.

Yours sincerely,

Paul King
District Auditor

Cc. Nick Bell, Deputy Chief Executive and Director of Finance
Margaret Lee, Head of Corporate Finance and s151 Officer
Martin Quinn, Investments and Insurance Manager
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Appendix 1: Planned outputs

Our reports will be discussed and agreed with the appropriate officers before being issued to the
Audit Committee.

Table 1

Planned output Indicative date

Audit plan December 2009
Annual governance report September 2010

Auditor's report giving the opinion on the | September 2010
financial statements

Final accounts memorandum (to Chief October 2010
Financial Officer)

Annual audit letter November 2010
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Joanna Killian Direct line 0844 798 5811
Chief Execu.tive Email paul-king@audit-
E(S)iﬁypsgﬁ'on Fund commission.gov.uk

 Market Road
Chelmsford, Essex
CM1 1LX

Dear Joanna

Annual audit fee 2009/10

Further to our recent discussion and those with officers, | am writing to set out the audit work
that we propose to undertake for the 2009/10 financial year at Essex Pension Fund. The fee:

e is based on the risk-based approach to audit planning as set out in the Code of Audit
Practice and work mandated by the Audit Commission for 2009/10; and

e reflects only the audit element of our work, excluding any inspection and assessment
fees. lan Davidson, as Comprehensive Area Assessment Lead for Essex has written to
you separately on inspection fees for Essex County Council as a whole.

As | have not yet completed my audit for 2008/09 the audit planning process for 2009/10,
including the risk assessment will continue as the year progresses and fees will be reviewed
and updated as necessary.

The total indicative fee for the audit for 2009/10 is for £70,650 (exclusive of VAT) which
compares to the planned fee of £69,809 for 2008/09. A summary of this is shown in the table
below.

Audit Commission, Chelmsford Atlantic Business Park, Lyttleton House, 64 Broomfield
Road, Chelmsford, Essex, CM1 1SW
T 01245 218 275 F 01245 218276 www.audit-commission.gov.uk






