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The Audit Commission is an independent watchdog,

driving economy, efficiency and effectiveness in local

public services to deliver better outcomes for everjrone.
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Introduction

This plan sets out the audit work that | propose to
undertake as your District Auditor for the audit of
financial statements and the value for money
conclusion 2010/11.

1 The plan is based on the Audit Commission’s risk-based appyd O
audit planning. It reflects:

m audit work specified by the Audit Commission for 2010/
m current national risks relevant to your local circumst
m your local risks.
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Responsibilities

The Audit Commission’s Statement of Responsibilities
of Auditors and of Audited Bodies sets out the
respective responsibilities of the auditor and the

audited body. The Audit Commission has issued a
copy of the Statement to every audited body.

2 The Statement summarises where the different responsiki

work to meet these responsibilities.

3 | comply with the statutory requirements govers
particular:

m the Audit Commission Act 1998; and

m the Code of Audit Practice.
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Fee for the audit

4 | propose a fee for the audit of £105,500. This compares with the scale
fee for the audit of £117,317. It also compares with my initial estimate for
the combined audit and inspection programme of £114,652.

Table 1: Audit and Inspection fees 2009/10 and 2010/11

Area of Work 2009/10 Actual §2010/11 Initial 2010/11
Fee Estimate Apr Revised
2010 estimate April

Audit 105,500 105.500

Inspection 9,152 9,152
Total fee 114,652 114,652

gct the new approach

to local VFM work in 204 is is a rebate of 1.5%

of the scale fee.

Qn rekates 2010/11

Total fee (Pe 105,500

April 2011)

IFRS Rebate (6,812)

VFM Rebate (1,760)
96,928

7 In setting the audit fee | have assumed that: good quality, accurate
working papers are available at the start of the financial statements audit.
Where this assumption is not met | will be required to undertake additional
work which may result in an increased audit fee. If this is the case, | will first
discuss this with the Director of Finance. | will issue supplements to the
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plan to record any revisions to my risk assessment and the impact on the
fee.

8 Further information on the basis for the fee is set out in Appendix 1.
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Auditors report on the financial statements

| will carry out the audit of the financial statements in
accordance with International Standards on Auditing
(UK and Ireland) issued by the Auditing Practices
Board (APB).

9 | am required to issue an audit report giving my opinion on whé
accounts give a true and fair view of the financial position of the
at 31 March 2011.

Materiality

10 | will apply the concept of materiality in both pla
the audit, in evaluating the effect of any identified missta
forming my opinion.

statements. | do this by:
identifying the busi

Appendix 2 gives detailg’of the information | require from those charged with
governance. To allow me to use the information for planning purposes it
would be helpful if a response could be considered by the April Audit
Committee before being formally agreed by the General Purposes
Committee in June.
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|[dentification of specific risks

| have considered the additional risks that are
appropriate to the current opinion audit and have set

these out below.

Risk area

Significant risks

Implementation of IFRS
The 2010/11 financial sta

the Council’s progress in
e ¢ introducing IFRS.

I>wi|l undertake specific work to review the

N o

restated balances from 2009/10 and to review
the treatment of complex transactions such as
leases. | will assess your progress during the
year and report my findings to the Audit
Committee.

| will review the valuation of the Council's
investment and any accompanying disclosure in
the year end accounts.

of the Icelandic goveriment in October 2008.
The valuation of this deposit currently reflects an
impairment calculated in accordance with CIPFA
guidance. | will again consider the valuation of
this investment in the 2010/11 accounts.

Value for money risks

14 In 2010/11 the Audit Commission has introduced a new approach to its
value for money assessment. The new approach is intended to be
proportionate and risk based and will focus on the key areas of financial
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resilience and economy, efficiency and effectiveness. At your Council |
envisage that we will focus on:

m achievement of financial plans in 2010/11

m your medium term financial strategy and savings plans.

The work will not be scored, but we will report back on our findings,
including examples of good practice and any areas for improvement. | will
minimise the burden for you from this work, by making use as far as
possible of existing Council information. We will aim to provide helpful and
constructive feedback during and at the end of the audit.
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Testing strategy

On the basis of risks identified above | will produce a
testing strategy which will consist of testing key
controls and/or substantive tests of transaction
streams and material account balances at year end.

15 | can carry out the testing both before and after the draft financj
statements have been produced (pre- and post-statement testin

16 Where possible | seek to complete some substantive testi
the year before the financial statements have been prod
identified the following areas where it may be possible
substantive testing;

m Review of accounting policies; and

m Fixed assets existence and ownership.

gomplete early

following systems
m  General ledger;
m Housing and Cou
s NNDR; and

m Assetma

entg audit. | have

m KCC auditor - pension disclosures

20 | also plan to rely on the work of experts in the following areas:
m  Valuers used by the Council for property valuations

m Gerard Eves - valuers

m  Barnett Waddingham - pension fund actuary.
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Changes to International Standards on Auditing (ISAS)

21 My audit of your financial statements is governed by the framework of
International Standards on Auditing (ISAs). These set out the principles and
procedures which govern my work.

22 Auditing standards are frequently revised and updated. However, in
2009 a comprehensive project to enhance the clarity of all ISAs was
completed by the auditing profession. This is known as the Clarity Project.

23 One of the main objectives of the Clarity Project was to promote greater
consistency of application between auditors. This has been done by
reducing ambiguity, making the ISAs more readable and easier to
understand.

24 The new clarified framework will apply to my audit of your 2010
financial statements. Because of the new standards you can e
some changes in the way my audit team delivers your audjt
information they request from you. Appendix 3 sets ou

ain changes.
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Value for money conclusion

| am required to give a statutory VFM conclusion on the
Council's arrangements to secure economy, efficiency
and effectiveness.

25 This is based on two criteria, specified by the Commission, related

your arrangements for:

m securing financial resilience — focusing on whether the Cou
managing its financial risks to secure a stable financial pQs
foreseeable future; and

m challenging how the Council secures economy, effj
effectiveness — focusing on whether the Councj
resources within tighter budgets and improving p
efficiency.

oh for the

26 | will plan a programme of VFM audi khased on m
assessment.
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Key milestones and deadlines

The Council is required to prepare the financial
statements by 30 June 2011. | am required to complete
the audit and issue the opinion and value for money

conclusion by 30 September 2011.

27 The key stages in producing and auditing the financial state
identified at Table 4.

28 | will agree a schedule of working paper requirementsto
entries in the financial statements. The agreed fee is

pport the
perident on the

contact and review the status of all queries.

Table 4. Proposed timetable

Target Date/ Deadline

Completion of controls an 31 May 2011

testing

Receipt of accounts< < / Z\ \ > 10 June 2011
Audit working papers rés[x\bf/bzﬁm 10 June 2011

rlyssubstan ive

Start of d;tml//d—tes@g \ 20 June 2011
Progrg{gn/etlngs Weekly or by agreement
Presen ep to those ch ged with 5 September 2011
governanc neral Purp Committee)

Issue opinlon}\x&u/e/téyéoney conclusion 30 September 2011
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The audit team

Table 5 shows the key members of the audit team for
the 2010/11 audit.

Table 5: Audit team

Contact details Responsibilities

Andy Mack a-mack@audit-

Responsible for the ¢
Engagement commission.gov.uk ;

Lead 0844 798 2846

Trevor t-greenlee@audit-

Greenlee commission.gov.uk

Engagement 0844 798 6117 work=Key point ofcontact for the
Manager 07909 534624 M

Hannah Lill h-lill@audit-

Team Leader  Commissign.gov.u

quixements iff respect of independence and objectivity as
summarised in App i

Meetings

32 The audit team will ensure we have knowledge of your issues to inform
our risk-based audit through regular liaison with key officers. Our proposals
are set out in Appendix 5.

Quality of service

33 | aim to provide you with a fully satisfactory audit service. If, however,
you are unable to deal with any difficulty through me and my team please
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contact Chris Westwood, Director of Professional Practice, Audit Practice,
Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ
(c-westwood@audit-commission.gov.uk) who will look into any complaint
promptly and to do what he can to resolve the position.

34 If you are still not satisfied you may of course take up the matter with
the Audit Commission’s Complaints Investigation Officer (The Audit
Commission, Westward House, Lime Kiln Close, Stoke Gifford, Bristol BS34
8SR).

Planned outputs

35 My team will discuss and agree reports with officers before issuingthe
to members..

Table 6: Planned outputs

Planned output

Annual governance report

Indicative date

N
SeN 2 /
Annual audit letter <\ \No@mberZ 1

0

Auditor’s report giving an opinion on the
financial statements
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Appendix 1 Basis for fee

The Audit Commission is committed to targeting its work where it will have
the greatest effect, based upon assessments of risk and performance. This
means planning work to address areas of risk relevant to our audit
responsibilities and reflecting this in the audit fees.

The risk assessment process starts with the identification of the significg
financial and operational risks applying to the Council with reference
m my cumulative knowledge of the Council;
— planning guidance issued by the Audit Commission;
— the specific results of previous and ongoing audit
m interviews with Council officers; and
m liaison with Internal Audit.

Assumptions

In setting the fee, | have assumed that:
|

reliance for the pu
you provide:
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Appendix 2 Compliance with International
Auditing Standards

In order to comply with International Standards on Auditing | am required to
obtain information from those charged with governance in the following
areas.

Fraud and Internal control
m  How do those charged with governance exercise oversight o

— undertaking an assessment of the risk that thé

ethical behaviour; and
— communication to those charged
for identifying and responding to fra

m Do you have knowledge of an

n the organisation,
Qccur, or areas that are

[ g segregation of duties,

] rt their concerns about fraud? What

|

Laws and regulations

m  How do you gain assurance that all relevant laws and regulations have
been complied with? Are you aware of any possible instances of non-
compliance?

Going concern

m  How have those charged with governance satisfied themselves that it is
appropriate to adopt the going concern basis in preparing the financial
statements?
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Assessing the risk of material misstatement

m  Are you aware of any significant risks facing the Council which might
have an effect on the 2010/11 financial statements? If yes, how likely is
it that these risks will materialise?

m Are there any matters you consider warrant particular attention during
the audit? Are there any areas where you would request additional
procedures to be undertaken?

It would be helpful if a response could be considered by the April Audit
Committee and then formally agreed by the General Purposes Committee in
June.
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Appendix 3 Changes to International
Standards on Auditing (ISAs)

The main changes you will see as a result of changes to International
Standards on Auditing (ISAs) are as follows:

Journals

| will be required to review all material year-end adjustment journals
do this by using IT interrogation tools, depending on the compatip
general ledger software.

Related Party Transactions

| am required to review your procedures for identifyi
transactions and to obtain an understanding of the co
established to identify such transactions. | will also revi
correspondence for evidence of related pz

ou. | will nged
m the process you uss toxaake your accounting gstimates and the

and
m the prior year's ascounting estimates outcomes, and whether there has
been a change in the method of calculation for the current year.

Deficiencies in internal control

A new standard (ISA 265) has been introduced relating to how | must
communicate deficiencies in Internal Control to 'those charged with
governance' and the Council's management.

If | identify a deficiency in any of your internal controls during my audit, | will
undertake further audit testing to decide whether the deficiency is
significant. If | decide the deficiency is significant, | will report it in writing to
the General Purposes Committee as 'those charged with governance'.
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Impact on Audit Fees

It is likely that these changes to the auditing standards will increase the
audit procedures that | will need to carry out. However, as previously
advised, the Audit Commission will use its own efficiency savings to absorb
the cost of any additional requirements.
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Appendix 4 Independence and objectivity

Auditors appointed by the Audit Commission are required to comply with the
Commission’s Code of Audit Practice and Standing Guidance for Auditors,
which defines the terms of the appointment. When auditing the financial
statements, auditors are also required to comply with auditing standards
and ethical standards issued by the Auditing Practices Board (APB).

The main requirements of the Code of Audit Practice, Standing Guida
for Auditors and the standards are summarised below.

tenicate directly with the
idered to be of sufficient importance.

ice has an overriding general

out their work independently and
do not act in any way that might give rise
ived to give rise to, a conflict of interest. In
nd their staff should avoid entering into any

reasonably be perceived to, cause them inappropriately or unjustifiably to
limit the scope, extent or rigour of their work or impair the objectivity of their
judgement.

The Standing Guidance for Auditors includes a number of specific rules.

The key rules relevant to this audit appointment are as follows.

m  Appointed auditors should not perform additional work for an audited
body (ie work over and above the minimum required to meet their
statutory responsibilities) if it would compromise their independence or
might give rise to a reasonable perception that their independence
could be compromised. Where the audited body invites the auditor to
carry out risk-based work in a particular area that cannot otherwise be
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justified as necessary to support the auditor’s opinion and conclusions,
it should be clearly differentiated within the Audit and Inspection Plan as
being ‘additional work’ and charged for separately from the normal audit
fee.

m Auditors should not accept engagements that involve commenting on
the performance of other auditors appointed by the Commission on
Commission work without first consulting the Commission.

m The District Auditor responsible for the audit should, in all but the most
exceptional circumstances, be changed at least once every seven
years, with additional safeguards in the last 2 years.

m The District Auditor and senior members of the audit team are
prevented from taking part in political activity on behalf of a politica
party, or special interest group, whose activities relate directly to
functions of local government or NHS bodies in general, or t@
particular local government or NHS body.

The District Auditor and members of the audit team mus}a
Commission’s policy on gifts, hospitality and entertaing
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Appendix 5 Working together

Meetings

The audit team will ensure we have knowledge of your issues to inform our
risk-based audit through regular liaison with key officers.

My proposal for the meetings is as follows. />

Table 7: Proposed meetings with officers

Council Audit Purpose

officers Commission staff

Chief DA and AM April ,Octobe General update
Executive and April Saudit plan

Dllrector of October - annual audit letter
Finance

Financeteam AMand TL ya ment date on audit issues

key contact \

Internal audit AM and TL Qu\c\rt ly > ‘Hgdate on audit issues

Audit DA and AM, with As determiped by Formal reporting of:
Committee TL as appro )the Comm\ Audit Plan

y Annual governance report

Other issues as appropriate

General DA™and A September Formal reporting of:
Purpose Annual governance report
Committ ,

Ui

The Audit Commisgion,i mitted to promoting sustainability in our

ill actively consider opportunities to reduce our

impact on the environment. This will include:

m reducing paper flow by encouraging you to submit documentation and
working papers electronically;

m use of video and telephone conferencing for meetings as appropriate;
and

m reducing travel.

Sustaina
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Appendix 6 Glossary

Annual audit letter

Report issued by the auditor to an audited body that summarises the audit
work carried out in the period, auditors’ opinions or conclusions (where
appropriate) and significant issues arising from auditors’ work.

Audit of the accounts

The audit of the accounts of an audited body comprises all wor|
by auditors in accordance with the Code to meet their statutg
responsibilities under the Audit Commission Act 1998.

Audited body

Pronouhce , Which contain basic principles and essential
procedures\wit which auditgrs |are required to comply, except where
otherwise stated in the auditing standard concerned.

Auditor(s)

Auditors appointed by the Audit Commission.

Code (the)
The Code of Audit Practice.

Commission (the)

The Audit Commission for Local Authorities and the National Health Service
in England.
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Ethical Standards

Pronouncements of the APB that contain basic principles that apply to the
conduct of audits and with which auditors are required to comply, except
where otherwise stated in the standard concerned.

Financial statements

The annual statement of accounts or accounting statements that audited
bodies are required to prepare, which summarise the accounts of the
audited body, in accordance with regulations and proper practices in relation
to accounts.

Internal control

The APB defines this concept as ‘an expression of the ' gnificance
or importance of a particular matter in the context of the

not capable of general
quantitative aspects’.

Significance has both\gualitative and quantitative aspects.

Members

The elected, or appointed, members of local government bodies who are
responsible for the overall direction and control of the audited body. (See
also ‘Those charged with governance’ and ‘Audited body’.)

Regularity (of expenditure and income)

Whether, subject to the concept of materiality, the expenditure and income
of the audited body have been applied for the purposes intended by
parliament, and whether they conform with the authorities that govern them.
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Statement on internal control/Annual Governance Statement

Local government bodies are required to publish a statement on internal
control (SIC) with their financial statements (or with their accounting
statements in the case of small bodies). The disclosures in the SIC are
supported and evidenced by the body’s assurance framework. At local
authorities the SIC is known as the Annual Governance Statement and is
prepared in accordance with guidance issued by CIPFA. Police authorities
also produce a SIC in accordance with relevant CIPFA guidance. Local
probation trusts are required to prepare a SIC in accordance with the
requirements specified by HM Treasury in Managing Public Money.

Those charged with governance

Those charged with governance are defined in auditing standards

of complying with auditing standards, are:

m for local authorities — the full council, audit co
established) or any other committee with delega
approval of the financial statements;

m for police or fire authorities — the full g

established) or other committee with

approval of the financial statements;

The Whole of Government Accounts initiative is to produce a set of
consolidated financial accounts for the entire UK public sector on
commercial accounting principles. Local government bodies, other than
probation boards and trusts, are required to submit a consolidation pack to
the department for Communities and Local Government which is based on,
but separate from, their statutory accounts.
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