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Thisreportis addressed to the Authority and has been prepared for the sole use of the Authority. We take no responsibility to any member of staff acting in their
individual capacities, or to third parties. The Audit Commission has issued a document entitled Statement of Responsibilities of Auditors and Audited Bodies. This
summarises where theresponsibilities of auditors begin and end and what is expected from the audited body. We draw your attention to this document which is available
on the Audit Commission’s website at www.auditcommission.gov.uk.

External auditors do not act as a substitute for the audited body’s own responsibility for putting in place proper arrangements to ensure that public businessis conducted
in accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively.

If you have any concerns or are dissatisfied with any part of KPMG’s work, in thefirst instance you should contact Saverio DellaRoccathe appointed engagement lead to
the Authority, who will try to resolve your complaint. If you are dissatisfied with your response please contact Trevor Rees on 0161 246 4000, or by email to
trevor.rees@kpmg.co.uk, who isthe national contact partner for all of KPMG’s work with the Audit Commission. After this, if you are still dissatisfied with how your
complainthas been handled you can access the Audit Commission’s complaints procedure. Putyour complaintin writing to the Complaints Unit Manager, Audit
Commission, Westward House, Lime Kiln Close, Stoke Gifford, Bristol, BS34 8SR or by email to complaints@audit-commission.gov.uk. Their telephone number is 0844
798 3131, textphone (minicom) 020 7630 0421.
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Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.
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m Sectionone
Introduction

This document describes Statutory responsibilities Structure of this report

how we will deliver our audit Our statutory responsibilities and powers are setoutin the Audit This reportis structured as follows:

Commission Act1998, the Local GovernmentAct 1999 and the Audit . . . .
Commission’s Code of Audit Practice. m Section 2includes our headline messages, focusing on the key

Council. risks identified this year for the financial statements audit.
The Code of Audit Practice summarises our responsibilities into two
objectives, requiring us to review and reporton your:

work for Kettering Borough

= Section 3 describes the approach we take for the audit of the
financial statements.
= financial statements (including the Annual Governance Statement):

providing an opinion on your accounts; and m  Section 4 explains our approach to VFM work.

m Section 5 provides information on the audit team, our proposed

m use of resources: concluding on the arrangements in place for ) .
9 9 P deliverables, the timescales and fees for our work.

securing economy, efficiencyand effectiveness in your use of

resources (the value formoney conclusion). Acknowledgements
The Audit Commission’s StatementofResponsibilities of Auditorsand  we would like to take this opportunityto thank officers and Members
Audited Bodies sets outthe respective responsibilities of the auditor for their continuing help and co-operation throughout our auditwork.
and the Authority.

Scope of this report

This documentdescribes how we will deliver our financial statements
auditwork for Kettering Borough Council. It supplements our Audit Fee
Letter2011/12 presented to you in March 2011.

We also setout our approach to value for money(VFM) work for
2011/12.

We are required to satisfyourselves thatyour accounts complywith
statutoryrequirements and thatproper practices have been observed
incompiling them.We use ariskbased auditapproach.

The auditplanning process and risk assessmentis an on-going
process and the assessmentand fees in this plan will be kept under
review and updated if necessary.
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We have identified a number
of key risks that we will
focus on during the audit of
the 2011/12 financial
statements and VFM audit.

These are described in detail
on pages 9to 11.

The remainder of this
document provides
information on our:

m Approach to the audit of
the financial statements;

m Approach to VFM work;
and

= Audit team, proposed
deliverables, timescales
and fees for our work.

Sectiontwo
Headlines

Area

Savings plans

Risk

The Authority is currently forecasting to deliver its savings plan
requirementof£2min2011-12. It also expects to exceed the target by
around £0.7m.

In 2012-13, the Authority needs to deliver £1.3m of additional savings to
deliver a balanced budgetwhich itexpects to have partially delivered in
2011-12 and identified the remainder atthe startof the year.

The Authority will need to manage its savings plans as to secure longer
term financial and operational sustainabilityand ensure thatany related
liabilities are accounted forinits 2011/12 financial statements as
appropriate.

Audit work

As part of ourwork on the VFM conclusion, we
will review the Authority’s progress in delivering
its savings plans in 2011-12 and preparations for
managing its savings requirements in the
medium term.

We will consider any impacton liabilities,
reserves and provisions as partofouraccounts
audit.

Accounting

issues (Code
changes and
impairments)

The Authority will need to review and appropriatelyaddress the
changes introduced bythe Code of Practice on Local Authority
Accounting in the United Kingdom 2011/12 (‘the Code’). Theseinclude
anew requirementto obtain valuations for certain ‘heritage assets’.

The Authority will also need to consider ifthere is any impairments
arising from the retail units which are presentlyunoccupied.

We will discuss and review the Authority's
assessmentofwhetheranyof its museum and
Art Gallery assets meetthe heritage assets
criteria.

We will also considerthe results ofits
impairmentreview and accounting treatment of
anyimpairment.

HRA self
financing

The Authority has beeninformed thatit will be required to take on £73m
ofdebt for its housing with effectfrom 28 March 2012. It is currently
determining how this can be beststructured.

We will review the Authority's debtarrangements
and verify the accounting treatmenton the year
end balance sheet.
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We undertake our work on
your financial statementsin
four key stages during 2012:

m Planning
(Januaryto February)

m Control Evaluation
(Marchto April).

m Substantive Procedures
(July to August).

m  Completion (September).

Sectionthree
Our audit approach

We have summarised the four key stages of our financial statements auditprocess for you below:

Jan Feb Mar Apr May Jun Jul Aug Sep

= Update our businessunderstanding and risk assessment. O

» Assess the organisational control environment. Q

AN

Planning

= Determine our auditstrategyand plan the auditapproach. Q
» IssueourAccounts Audit Protocol. O

= Evaluate and test selected controls over key financial systems. O

2 Control = Reviewthe accounts production process.
evaluation

OO

= Review progress on critical accounting matters.

= Planand perform substantive auditprocedures. O

Substantive m Conclude on critical accounting matters.
3

procedures = Identify auditadjustments.

0000
0000

» Reviewthe Annual Governance Statement.

= Declare ourindependence and objectivity.
. = Obtain managementrepresentations.

4 Completion

= Reportmatters ofgovernance interest.

= Form ourauditopinion.

0000
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During January and

February we complete our
planning work.

We assess the key risks
affecting the Authority’s
financial statements based
on our historical and sector

knowledge.

We assess ifthere are any
weaknesses inrespect of
central processes, including
the Authority’s IT systems,
thatwould impact on our
audit.

We determine our audit
strategy and approach, and
agree aprotocol for the
accounts audit, specifying
what evidence we expect
from the Authority to
support the financial
statements.

Sectionthree
Our audit approach - planning

Our planning work takes place in January and February 2012. This
involves the following aspects:

Update our business understanding and risk
assessment.

Assess the organisational control environment.

Determine our auditstrategyand plan the audit
approach.

o
=
c
c
<
o

Issue our Accounts Audit Protocol.

Business understanding and risk assessment

We update our understanding ofthe Authority's operations and identify
any areas thatwill require particular attention during our audit of the
Authority’s financial statements.

We identify the key risks affecting the Authority's financial statements.
These are based on our knowledge ofthe Authority, our sector
experience and our ongoing dialogue with Authority staff. The risks
identified to date are setout on pages 9to 11. Our audit strategy and
plan will, however, remain flexible as the risks and issues change
throughoutthe year. It is the Authority's responsibilityto adequately
address these issues. We encourage the Authority to raise any
technical issues with us as earlyas possible so thatwe can agree the
accounting treatmentin advance of the audit.

We meetwith the finance team and Managementon a periodic basis to
considerissues and how theyare addressed during the financial year
end closedown and accounts preparation.
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Organisational control environment

Controls operated atan organisational level often have an impacton
controls atan operational level and if there were weaknesses this
would impacton our audit. Most of the organisational controls we
assess were previouslylinked to the use of resources assessment. In
particular, the areas risk management, internal control and ethics and
conducthave implications for our financial statements audit.

The Authority relies oninformation technology(IT) to supportboth
financial reporting and internal control processes. In orderto satisfy
ourselves thatwe canrely on the use of IT, we testcontrols over
access to systems and data, system changes, system development
and computer operations.

Audit strategy and approach

The EngagementDirector sets the overall direction of the auditand
decides the nature and extent of auditactivities.

We design auditprocedures in response to the risk that the financial
statements are materiallymisstated. The materialitylevel is a matter of
judgementand is setbythe EngagementDirector.

Accounts audit protocol

At the end of our planning work we will issue our Accounts Audit
Protocol. This importantdocumentsets outour auditapproach and
timetable. ltalso summarises the working papers and other evidence
we require the Authority to provide during ourinterim and final
accounts visits.

We met with the Group Accountantto discuss mutual learning points
from the 2010/11audit. These will be incorporated into our work plan
for2011/12. We review progress againstareas identified for
developmentin our periodic meetings with the finance team.



m Sectionthree
Our audit approach — control evaluation

During March to April we Ourinterim visit on site will be completed during earlyMarch. During Accounts production process

this ti ill let kin the followi : . ; . .
IS fimewewilicompiete workinihe folowing areas We will provide the Group Accountant with a detailed ‘Prepared by

Client listpriorto our interim and final auditvisits which detail the

= Evaluate and test controls over key financial systems. working papers we require to deliver our audit. The Authority
continues to provide good quality working papers and we will ensure
the documentreflects anyissues we identified in our debriefwith the

complete our interim work.

We assess if controls over
keyfinancial systems were
effective during 2011/12.

= Reviewthe accounts production process.

Evaluation

= Review progress on critical accounting matters. finance team.
We work with your finance Critical accounting matters
team to enhance the There are no critical accounting matters, however we have identified a
efficiency of the accounts number of significantrisks thatwe will monitor during our audit.
. Controls over key financial systems . . ) ) .
audit. We will discuss with the Authority how it has managed these risks and

We update our understanding ofthe Authority's key financial processes gnitor progress throughoutthe audit.
where these are relevantto our final accounts audit. We confirm our

understanding bycompleting walkthroughs for these systems. We then

testselected controls thataddress keyrisks within these systems. The

strength ofthe control framework informs the substantive testing we

complete during our final accounts visit.

Appendix1 illustrates how we determine the mosteffective balance of
internal controls and substantive audittesting.

We have metthe Head of Internal Audit and agreed that we do not
planto place reliance on Internal Audit for 2011-12. We have agreed
thatInternal Audit will provide us with copies oftheir reports on the key
financial systems.

We will discuss how we can work together with the newly appointed
Internal Auditors for 2012-13.
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During July to August we

will be on site for our
substantive work.

We complete detailed testing
of accounts and disclosures
and conclude on critical
accounting matters,such as
specific risk areas. We then
agree any audit adjustments
requiredto the financial
statements.

We also review the Annual
Governance Statement for
consistency with our

understanding.

We will present our ISA 260
Reportto the Monitoring and
Audit Committee in

September.

Sectionthree

Our audit approach — substantive procedures

Ourfinal accounts visiton site has been scheduled for the period wic 2
July 2012 for 3 weeks. During this time, we will complete the following
work:

= Planand perform substantive auditprocedures.
= Conclude on critical accounting matters.

= |dentify auditadjustments.

[CIN7}
> o
— =
c S
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» Reviewthe Annual Governance Statement.

Substantive audit procedures

We complete detailed testing on significantbalances and disclosures.
The extent of our work is determined bythe EngagementDirector
based on various factors such as our overall assessmentofthe
Authority’s control environment, the effectiveness of controls over
individual systems and the managementofspecificrisk factors.

Accounting matters to consider

We conclude ourtesting of the key risk areas as identified atthe
planning stage and anyadditional issues thatmayhave emerged since
thatdate.

In our ISA 260 report to those charged with governance we noted that
the Authority carried out an assessmentofwhetheritneeded to fully
complywith componentaccounting requirements and agreed to keep
this underreview . As part of ourinterim auditwe will review the
Authority’s response to the recommendations we raised.

Audit adjustments

During our on site work, we will meetwith the Head of Finance and the
Group Accountant on a weekly basis to discuss the progress ofthe
audit, any differences found and any otherissues emerging.

At the end of our on site work, we will hold a closure meeting, where
we will provide a schedule ofauditdifferences and agree a timetable
forthe completion stage and the accounts sign off.

To comply with auditing standards, we are required to report
uncorrected auditdifferences to the Monitoring and Audit Committee.
We also reportany material misstatements which have been corrected
and which we believe should be communicated to you to help you
meetyour governance responsibilities.

Annual Governance Statement

We are also required to satisfyourselves thatyour Annual Governance
Statementcomplies with the applicable framework and is consistent
with our understanding of your operations. Our consideration of your
riskmanagementand governance arrangements are keyto this.

We report the findings of our final accounts workin our ISA 260
Report.
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In addition to the financial

statements,we also audit
the Authority’s Whole of
Government Accounts pack.

We may need to undertake
additional work if we receive
objections to the accounts
from local electors.

We will communicate with
you throughout the year,
both formally and informally.

Our independence and
objectivity responsibilities
under the Code are
summarisedin Appendix 2.
We confirm our audit team’s
independence and
objectivity is not impaired.

Sectionthree
Our audit approach - other

Whole of government accounts (WGA)

We are required to review and issue an opinion on your WGA
consolidation to confirm thatthis is consistentwith your financial
statements. The auditapproach has been agreed with HMTreasury
and the National Audit Office.

Elector challenge

The Audit Commission Act 1998 gives electors certain rights. These
are:

theright to inspectthe accounts;
the right to ask the auditor questions aboutthe accounts; and
the right to objectto the accounts.

As a resultof theserights, in particular the right to object to the
accounts, we mayneed to undertake additional work to form our
decision onthe elector's objection. The additional work could range
from a small piece of work where we interview an officer and review
evidence to form our decision,to a more detailed piece of work, where
we have to interview a range of officers, review significantamounts of
evidence and seeklegal representations on the issuesraised.

The costs incurred in responding to questions or objections raised by
electors is notpartof the fee. This work will be charged in accordance
with the Audit Commission's fee scales.
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Reporting and communication

Reporting is a key part of the auditprocess, notonly in communicating
the auditfindings for the year, but also in ensuring the auditteam are
accountable toyou in addressing the issuesidentified as partofthe
auditstrategy. Throughoutthe year we will communicate with you
through meetings with the finance team and the Monitoring and Audit
Committee. Our deliverables are included on page 17.

Independence and objectivity confirmation

Professional standards require auditors to communicate to those
charged with governance, at leastannually, all relationships thatmay
bearonthe firm’s independence and the objectivityof the audit
engagementpartner and auditstaff. The standards also place
requirements on auditors in relation to integrity, objectivity and
independence.

The standards define ‘those charged with governance’ as ‘those
persons entrusted with the supervision, control and direction ofan
entity’. In your case this is the Monitoring and Audit Committee.

KPMG LLPis committed to being and being seento be independent.
APB Ethical Standard 1 Integrity, Objectivity and Independence
requires us to communicate to you in writing all significantfacts and
matters, including those related to the provision of non-auditservices
and the safeguards putin place, in our professional judgement, may
reasonablybe thoughtto bear on KPMG LLP’s independence and the
objectivity of the EngagementLead and the auditteam.

Confirmation statement

We confirm that as of January 2012 in our professional judgement,
KPMG LLPis independentwithin the meaning ofregulatoryand
professional requirements and the objectivity of the Appointed Auditor
and auditteam is notimpaired.



m Sectionfour
Key financial statements audit risks

For each key risk areawe
have outlined the impact on
our audit plan. Risk

Key audit risks Impact on audit

. . Audit areas affected The Authority needs to deliver £2m of savings in 2011-12 in order to deliver a

We will provide an update on balanced budget. Of these savings, £1m was delivered early in the previous year

how the Authority is = Reservesand and the remaining £1m is on track to be delivered, as reported at month 9. The
managing these risks in our balances Authority expects to overachieve this target by upto £0.75m.

Interim Audit Report. = Provisions The Authority continues to face a challenging financial position in 2012-13 and

lusi beyond in light of HRA self financing, council tax freezes, changes to the NNDR

= VFM conclusion system, welfare reforms and the new Localism Bill. The Authority currently

estimates that it will need to deliver an additional £1.3m in savings during 2012-13

to address further reductions to local authority funding and continued cost
pressures. The Authority has identified these savings and is confident that they will
be delivered.

The Authority has implemented a Budget Delivery Framework consisting of eight
workstreams which ituses as its vehicle to deliver savings and a balanced budget
and progress is reported monthly to Executive Committee. The Authority will need
to manage and monitor the delivery of its savings plans to secure longer tem
financial and operational sustainability and ensure that any related liabilities are
accounted forin its 2011-12 financial statements.

Our audit work

The Authority’'s financial performance is a key risk to our VFM opinion. As part of
our VFM work we will monitor progress in delivering the budget and preparation
for 2012-13, through review of strategy, minutes and regular meetings with
officers.

We will also consider any potential liabilities and provision and the accounting
treatmentofthem in the 2011-12 financial statements.
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m Sectionfour
Key financial statements audit risks (continued)

For eachkey risk areawe
have outlined the impact on

our audit plan. Risk
- The Authority will need to review and appropriatelyaddress the changes
We will provide an update on Audit areas affected introduced bythe Code of Practice on Local Authority Accounting in the United
how the Authority is = Assets eg Kingdom 2011/12 (‘the Code’). These include a new requirementto obtain
managing these risks in our heritage valuatior_ls for certain ‘heritage assets’. Asthe Authprity has a museum and Art
Gallery, it needs to review if any assets meetthe criteria of a heritage asset.

Key audit risks Impact on audit

Interim Audit Report.

Our audit work

We will hold early discussions aboutthe Authority's proposed approach to
identifying heritage assets and review the proposed accounting treatmentof any
assets identified.

As part of ourfinal accounts auditwe will review the appropriateness ofthe
accounting entries and disclosures in the accounts.

Risk

The Authority has completed the c£6m Market place and Public Ream
developments in 2011-12. The Market Place site consists of restaurant units and
flats. The flats are fully occupied with tenants. The Authority has appointed agents

Audit areas to promote the retail sites to national restaurant chains which are presently

affected unoccupied.

= Assets Under IAS 36 (impaiment of assets) the retails units can be defined as cash
_ generating units. If the units are under occupied at the balance sheet date, there is

= Impairments risk that the assets are held at a carrying amount which exceeds their recoverable

amount and should be impaired. The Authority needs to consider this as part of its
annual impairmentreview

Our audit work

We will review the Authority's impairment review of the retail sites and assess its
appropriateness in the current economic climate, as part of our interim audit, We
will consider any potential impairments and ensure they are correctly accounted
for.
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For eachkey risk areawe
have outlined the impact on
our audit plan.

We will provide an update on
how the Authority is
managing these risks in our
Interim Audit Report.

Sectionfour

Key financial statements audit risks (continued)

Audit areas affected
e = Loans

Risk

The Authority has been informed thatit will be required to take on £73m of debtfor
its housing with effectfrom 28 March 2012. It is currently discussing the loans
with PWLB and seeking advice from consultants on how this debtcan be best

structured. Itis also updating its TreasuryManagementPolicy and Prudential
Indicators to reflect the changes.

Our audit work

We will review the Authority's debtarrangements and verify the accounting
treatmenton the year end balance sheet. We will seek third party confirmation of
the debt.
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m Sectionfour
VFM audit approach

Our approach to VFM work Background to approach to VFM work

follows guidance provided In meeting their statutory responsibilities relating to economy, To provide stability for auditors and audited bodies, the Audit

by the Audit Commission. efficiency and effectiveness, the Commission’s Code of Audit Practice  Commission has kept the VFM audit methodology unchanged from
requires auditors to: last year. There are only relatively minor amendments to reflect the

. . . N . keyissues facing the local governmentsector.
m plantheirwork based on consideration ofthe significantrisks of y 9 9

giving a wrong conclusion (auditrisk); and The approach is structured under two themes, as summarised below.

m carryoutonlyas muchwork as is appropriate to enable them to
give a safe VFM conclusion.

Specified criteriafor VFM Focus of the criteria Sub-sections
conclusion

The organisation has proper The organisation has robustsystems and processes to: = Financial governance
arrangementsin place for securing

financial resilience. manage effectivelyfinancial risks and opportunities; Financial planning

= outline the funding gap; and ®m  Financial control

m  secure astable financial position thatenablesitto
continue to operate for the foreseeable future.

The organisation has proper The organisationis prioritising its resources within tighter ®  Prioritising resources
arrangements for challenging how it budgets, forexample by:
secures economy, efficiency and
effectiveness.

= Improving efficiencyand
m achieving costreductions; productivity

®m |ooking atalternative ways to deliver services;
m prioritising services;and

= improving efficiencyand productivity.
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m Sectionfour
VFM audit approach (continued)

We will follow a risk based Overview of the VFM audit approach
approachto target audit The key elements ofthe VFM auditapproach are summarised below.
efforton the areas of

greatest audit risk.
VFM auditrisk
assessment

No further work required

Assessment of
residual audit
risk

Assessmentofwork by Conclude on
Audit Commission & other arrangements

review agencies to secure
VFM

Identification of

specific VFM
auditwork (if
Financial any)
statements and
otherauditwork

<
o
o
=)
Q
c
@,
o
=

Specificlocal risk based
work

Each of these stages are summarised further below.

VFM audit stage Audit approach

VFM audit risk We considerthe relevance and significance ofthe potential businessrisks faced byall local authorities, and other
assessment risks thatapplyspecificallyto the Authority. These are the significantoperational and financial risks in achieving
statutoryfunctions and objectives, which are relevant to auditors’ responsibilities under the Code of Audit Practice.

Indoing so we consider:

m the Authority's own assessmentofthe risks it faces, and its arrangements to manage and address its risks;
= information from the Audit Commission’s VFMprofile tool and financial ratios tool;

m evidence gained from previous auditwork, including the response to thatwork;

m thework of the Audit Commission, otherinspectorates and review agencies; and

The key riskto our VFM conclusionis the Authority's managementofits financial performance and deliveryof cost
savings whichis discussed on page 9.
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Our VFM audit will draw
heavily on other audit work
whichis relevant to our VAV

responsibilities and the
results of last year’s VFM
audit.

We will then form an
assessment of residual audit
risk to identify the areas
where more detailed VFM
audit work is required.

Sectionfour

VFM audit approach (continued)

VFM audit stage Audit approach

Linkages with
financial statements
and other audit
work

Assessment of
residual audit risk

Identification of
specific VFM audit
work

There is a degree of overlap between the work we do as part of the VFM auditand our financial statements audit.
Forexample, our financial statements auditincludes an assessmentand testing ofthe Authority's organisational
control environment, including the Authority’s financial managementand governance arrangements, manyaspects
ofwhich are relevant to our VFM auditresponsibilities.

We have always soughtto avoid duplication of audit effort by integrating our financial statements and VFM work,
and this will continue. We will therefore draw upon relevant aspects of our financial statements auditwork to inform
the VFM audit.

Itis likely that further audit work will be necessaryin some areas to ensure comprehensive coverage ofthe two VFM
criteria.

This work willinvolve a range of interviews with relevant officers, and review of documents such as policies, plans
and minutes. We will also referto any selfassessmentthe Authority may prepare againstthe characteristics.

Toinform any further work we mustdraw togetheran assessmentofresidual auditrisk, taking accountofthe work
undertaken already. This will identify those areas requiring further specific auditwork to inform the VFM conclusion.

At this stage itis not possible to indicate the number or type of residual auditrisks thatmightrequire additional audit
work, and therefore the overall scale of work cannotbe easilypredicted.

If we identify residual auditrisks, then we will highlightthe risk to the Authority and considerthe mostappropriate
auditresponsein each case, including:

m considering the results of work by the Authority, the Audit Commission, otherinspectorates and review agencies;
and

m carrying out local risk-based work to form a view on the adequacyof the Authority's arrangements for securing
economy, efficiency and effectiveness inits use of resources.
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Sectionfour

m VEM audit approach (continued)

Where relevant, we draw
upon the range of audit tools
and review guides

Delivery of local risk
developed by the Audit based work

Commission.

We will report on the results
of the VFM audit through our
Interim Audit Report and our
Reportto those charged with

governance. Concluding on VFM
arrangements

Reporting

VEM audit stage Audit approach

Depending on the nature of the residual auditriskidentified, we will be able to draw on audittools and sources of
guidance when undertaking specific local risk-based auditwork, such as:

m |ocal savings review guides based on selected previous Audit Commission national studies; and
m update briefings for previous Audit Commission studies.

The tools and guides will supportour work where we have identified a local risk that is relevant to them. For any
residual auditrisks thatrelate to issues notcovered by one of these tools, we will develop an appropriate audit
approach drawing on the detailed VFM guidance and other sources ofinformation.

At the conclusion ofthe VFM auditwe will consider the results ofthe work undertaken and assessthe assurance
obtained againsteach ofthe VFM themes regarding the adequacyofthe Authority's arrangements for securing
economy, efficiency and effectiveness in the use of resources.

If any issues are identified that maybe significantto this assessment, and in particularifthere are issues that
indicate we mayneed to consider qualifying our VFM conclusion, we will discuss these with managementas soon
as possible. Suchissues will also be considered more widelyas partof KPMG’s quality control processes, to help
ensure the consistencyofauditors’ decisions.

We will report on the results ofthe VFM audit through our Report to those charged with governance. These reports
will summarise our progress in delivering the VFM audit, the results ofthe riskassessmentand anyspecific matters
arising, and the basis for our overall conclusion.

The key output from the work will be the VFM conclusion (i.e. our opinion on the Authority’'s arrangements for
securing VFM), which forms partof our auditreport.
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KPMG

The Contact details are

shownon page 1.

The audit team will be
assisted by other KPMG
specialists as necessary.

Liz Astbury (Senior
Manager) has taken over the
manager role from Debbie
Stokes.

Sectionfive
Audit team

Saverio Della Rocca

Director

.
Nelesh Patel

Assistant Manager

“My role is to lead our
team and ensure the
delivery of a high quality
external auditopinion. |
will be the main pointof
contactfor the
Monitoring and Audit
Committee and the
ChiefExecutive.”

“Iwill be responsible for
the on-site delivery of
ourwork. | will liaise with
the Head of Finance and
the Group Accountants.
I willalso supervise the
work of our audit
assistants”

Liz Astbury
Senior Manager

“l will directand
coordinate the auditand
provide strategic
direction to the audit
team.| will work closely
with Sav to ensure we
add value. | will be the
main contactfor the
Head of Finance and
other Executive
Directors.”
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m Sectionfive
Audit deliverables

At the end of each stage of Deliverable Purpose Committee dates
our audit we issue certain
deliverables, including

reports and opinions. External Audit Plan = Outline auditapproach. February 2012

Planning

Our key deliverables willlbe = Identify areas of auditfocus and planned procedures.

delivered to a high standard Controls and Substantive procedures

and on time.

Report to Those = Details the resolution ofkey auditissues. September 2012
L Charged with L . . -
We will discuss and agree Governance (ISA 260 = Communication ofadjusted and unadjusted auditdifferences.
eachreport with the Report) = Performance improvementrecommendations identified during our audit.

Authority’s officers prior to = Commentaryon the Authority's value for money arrangements.

publication.
Completion

Auditor’s report = Providing an opinion on your accounts (including the Annual Governance Statement). | September 2012

= Concluding on the arrangementsin place for securing economy;, efficiencyand
effectiveness in your use of resources (the VFM conclusion).

Annual Audit Letter = Summarisesthe outcomes and the keyissues arising from our auditwork for the year. | By 30 November
2012
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m Sectionfive
Audit timeline

We will be in continuous

dialogue with you Regular meetings between the Engagement Director and the Chief Executive, Deputy Chief Executive and

throughout the audit. 5 the Head of Finance
Key formal interactions with _S
the Monitoring and Audit é
Committee are: £ Pzﬁzle:?r;[:ggir;?f Presentation Presentation
O
s February — Fnancial SEC T of the ISA260 of tht_a Annual
y Audit Plan Report Audit Letter
Statements Audit Plan;
m  May — Interim Report; ! ! ! ! ! ! ! ! ! ! ! 1
T T T T T T T T T T T 1
m September—ISA 260 Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Report; I I I
= November —Annual Audit Interim audit Final accounts
Letter. visit visit

We work with the finance

team throughout the year. Control Substantive

evaluation procedures

Audit planning Completion

Our main work on site will

Audit workflow

be our:

m Interim audit visit during

Continuous liaison with the finance team
March.

m Fnal accounts audit

EWrIng) A7 Eme AV Key. ® Monitoring and Audit Committee meetings.
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KPMG

The main fee for 2011/12
audit of the Authority is
£117,800. The fee has not
changed from that set out in
our Audit Fee Letter 2011/12
issuedin March 2011.

Our audit fee remains
indicative and based on you
meeting our expectations of

your support.

Meeting these expectations
will help the delivery of our
audit within the proposed
audit fee.

The fee for our grants work
will be confirmed through
our summaryreport on the
certification of grants and
returns which will be issued
in February 2013.

Sectionfive
Audit fee

Audit fee

Our Audit Fee Letter 2011/12 presented to you in April 2011 first set
outour fees for the 2011/12 audit. We have not considered it
necessaryto make any changes to the agreed fee.

Element of the audit 2011/12 2010/11
(planned) (actual)

Gross auditfee £117,800 £124,000
Less:AuditCommission rebate -£9,424 -£13,090
Total £108,376 £105,462

The main fee for 2011/12 auditis £117,800, which includes our work
onthe VFM conclusion and our audit of the Authority's financial
statements. The AuditCommission continuesto issue rebates to local
authorities. The Audit Commission rebate rate for2011/12 is 8%
resulting in arebate of £9,424.

Audit fee assumptions

The auditfee is indicative and based on you meeting our expectations.
In setting the fee, we have assumed:

m thelevel ofriskin relation to the auditof the financial statements is
notsignificantlydifferentfrom that identified for2010/11;

= you willinform us of any significantdevelopments impacting on our
audit;

= you willidentify and implementanychanges required under the
CIPFA Code of Practice on Local Authority Accounting in the UK
2011/12 within your 2011/12 financial statements;

= you will complywith the expectations setout in our Accounts Audit
Protocol, including:

— thefinancial statements are made available for auditin line with
the agreed timescales;

good qualityworking papers and records will be provided at the
startof the final accounts audit;

requested information will be provided within the agreed
timescales;

— promptresponseswill be provided to queries and draftreports;

= additional work will notbe required to address questions or
objections raised bylocal governmentelectors.

Meeting these expectations will help ensure the delivery of our audit
within the agreed auditfee.

The Audit Commission requires us to inform you of specific actions you
could take to keep the auditfee low. Future auditfees can be keptto a
minimum ifthe Authority continues to deliver an efficient and well-
controlled financial closedown and accounts production process which
complies with good practice and appropriatelyaddresses new
accounting developments andrisk areas.

Changes to the audit plan
Changes to this plan and the auditfee may be necessaryif:
= newsignificantauditrisks emerge;

= additional workis required ofus by the Audit Commission or other
regulators;and

= additionalworkis required as aresultofchanges in legislation,
professional standards or financial reporting requirements.

If changes to this plan and the audit fee are required, we will discuss
and agree these initiallywith the Head of Finance.
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Appendices
Appendix 1: Balance of internal controls and substantive testing

KPMG

This appendix illustrates — Accounts/transactions suited to
how we determine the most AtWeao this testing

effective balance of internal

For example KPMG's approach to:

controls and substantive

audit testing. Reduced
substantive
testing Income and debtors
Extensive Purchases and payables
controls
testing Payroll

(@]
=
7
Q
- Moderate Moderate
[S) i . .
o controls substantive Valuation of fixed assets
o testing testing
©
d=
(oL
G A
w

Limited

controls

testing : Investments and borrowings

Extensive o
substantive Provisions
testing
© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 20

Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.



KPMG

This appendix summarises

auditors’ responsibilities
regarding independence and
objectivity.

Appendices

Independence and objectivity
Auditors are required by the Code to:
carry out their work with independence and objectivity;

exercise their professional judgementand actindependentlyofboth
the Commission and the audited body;

maintain an objective attitude at all times and not actin any way
thatmightgive rise to, or be perceived to give rise to, a conflictof
interest;and

resistanyimproper attemptto influence theirjudgementin the
conductof the audit.

In addition, the Code specifies thatauditors should notcarryout work
foran audited body that does not relate directly to the discharge ofthe
auditors’ functions under the Code. Ifthe Authority invites us to carry
outrisk-based workin a particular area, which cannot otherwise be
justified to supportour auditconclusions, itwill be clearly differentiated
as work carried out under section 35 of the Audit Commission Act
1998.

The Code also states thatthe Commission issues guidance under its
powers to appointauditors and to determine their terms of
appointment. The Standing Guidance for Auditors includes several
references to arrangements designed to supportand reinforce the
requirements relating to independence, which auditors mustcomply
with. These are as follows:

Any staff involved on Commission work who wish to engage in
political activity should obtain prior approval from the Partner.

Audit staff are expected notto acceptappointments as layschool
inspectors.

Firms are expected not to risk damaging working relationships by
bidding for work within an audited body's area in direct competition
with the body's own staff withouthaving discussed and agreed a
local protocol with the body concerned.

Appendix 2: Independence and objectivity requirements

Auditors are expected to comply with the Commission’s statements
onfirms notproviding personal financial ortax advice to certain
seniorindividuals attheir audited bodies, auditors’ conflicts of
interestin relation to PFI procurementataudited bodies, and
disposal of consultancypractices and auditors’ independence.

Auditors appointed bythe Commission should notaccept
engagements which involve commenting on the performance of
other Commission auditors on Commission work withoutfirst
consulting the Commission.

Auditors are expected to comply with the Commission’s policyfor
the EngagementLeadto be changed on each auditat leastonce
every five years (subjectto agreed transitional arrangements).
Audit suppliers are required to obtain the Commission’s written
approval priorto changing any EngagementLead in respectof
each audited body.

Audit suppliers are required to obtain the Commission’s written
approval priorto changing any EngagementLead in respectof
each audited body.

The Commission mustbe notified ofany change of secondin
command within one month of making the change. Where a new
EngagementLead or second incommand has notpreviously
undertaken audits underthe AuditCommission Act 1998 or has not
previouslyworked for the auditsupplier, the auditsupplieris
required to provide brief details ofthe individual’s relevant
gualifications, skills and experience.
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KPMG

We continually focus on
delivering a high quality
audit.

This means building robust
quality control procedures
into the core audit process
rather than bolting them on
atthe end, and embedding
theright attitude and
approaches into
management and staff.

Quality must build on the
foundations of well trained
staff and a robust
methodology.

The diagram summarises
our approach and each level
is expanded upon.

Appendices

Appendix 3: Quality assurance and technical capacity

We recruit the beststaff through our rigorous selection and
assessmentcriteria. In addition, we expect that future talentto
develop with our application of mosteffective in-house and
external training support.

Resolving accounting and financial reporting issues

We have a well developed technical infrastructure across the

KPMG firm that puts us in a strong position to deal with any emerging
peer review issues. This includes:
Ouraudit methodologydeterminesthatwe use a standardised

auditapproach and pro formawork papers. We also have
standards ofauditevidence and working papers including
requirements for working paper retention.

Engagement
quality control review

= Anational public sectortechnical director (based in our
London office) who has responsibilityfor co-ordinating
ourresponse to emerging accounting issues,

influencing accounting bodies (such as CIPFA) as
At critical periods ofthe auditwe conductboth manager Dl}:lsgtaogrerre?/?:w well as acting as a sounding board for our auditors.
and engagementleader review ofthe work completed.

Upon final completion, managers and directors
complete a checklistto indicate the satisfactory
conclusion ofthe auditunder the audit
methodology.

Partners who meetcertain skills and
experience criteria, conduct quality control
reviews of individual audits depending on the level of audit risk. Their
role is to perform an objective evaluation of the significantaccounting,
auditing and financial reporting matters with a high degree of
detachmentfrom the auditteam. This provides an objective internal
assessmenton the qualityof our audit. Peerreview is undertaken
across the firm, with an annual sample of our work being undertaken
from a different national office. This encourages a constantfocus on
qualityand ensures there is continuous improvementand thatbest
practice is shared.

Our quality review results

We are able to evidence the quality of our audits through the results of
National Audit Office and Audit Commission reviews. The results of the
Audit Commission’s annual qualityreview process is made publicly
available each year (www.audit-commission.gov.uk/reports). The latest
reportdated October 2011 showed thatwe performed highlyagainst
allthe Commission’s criteria.

Our Audit methodology

= Anational technical network of public sector
auditprofessionalsthatmeets on a monthly
basis and is chaired byour national technical

director.
Recruitmentand training of the best staff = Al of our staff have a searchable data
base, Accounting Research Online, that

includes all published accounting
standards, the KPMG Audit Manual Guidance as well as other
relevantsector specific
publications, such as the AuditCommission’s Code of Audit
Practice.

= Adedicated Departmentof Professional Practice comprised of over
100 staffthat provide supportto our auditteams and deliver our
web-based bi-monthlytechnical training.

When dealing with the Audit Commission, as you would expect, we
both attend and cascade across the firm the papers considered by
their various technical groups for auditors. In addition, as the Audit
Commission has developed we have established a series of formal
and informal relationships. These benefitboth the Audit Commission
and our local authority clients. As a resultof all of these factors, and
combined with our overall auditapproach, we seek to offer early
warnings ofissues arising with the independentregulator and provide
pragmatic solutions.

© 2012 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 22
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.


http://www.audit-commission.gov.uk/reports�

cutting through complexity ™

© 2012 KPMG LLP, a UK limited liabilitypartnership, is a subsidiaryof KPMG
Europe LLP and a member firm ofthe KPMG network of independentmember
firms affiliated with KPMG International Cooperative (KPMG International), a
Swiss entity. All rights reserved.

The KPMG name, logo and ‘cutting through complexity’ are registered

trademarks or trademarks of KPMG International Cooperative (KPMG
International).



	External Audit Plan 2011/12���
	Contents
	Section one�Introduction
	Section two�Headlines
	��Section three�Our audit approach 
	Section three�Our audit approach - planning
	Section three�Our audit approach – control evaluation
	Section three�Our audit approach – substantive procedures
	Section three�Our audit approach - other
	Section four�Key financial statements audit risks 
	Section four�Key financial statements audit risks (continued) 
	Section four�Key financial statements audit risks (continued) 
	Section four�VFM audit approach
	�Section four�VFM audit approach (continued)
	Section four�VFM audit approach (continued)
	Section four�VFM audit approach (continued)
	Section five�Audit team
	Section five�Audit deliverables
	Section five�Audit timeline
	Section five�Audit fee
	Appendices�Appendix 1: Balance of internal controls and substantive testing
	Appendices�Appendix 2: Independence and objectivity requirements
	Appendices �Appendix 3: Quality assurance and technical capacity
	Slide Number 24

