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AGENDA - PART I

1.  ATTENDANCE BY RESERVE MEMBERS
To note the attendance at this meeting of any duly appointed Reserve Members.
Reserve Members may attend meetings:-

(1) to take the place of an ordinary Member for whom they are a reserve;

(i) where the ordinary Member will be absent for the whole of the meeting; and

(i)  the meeting notes at the start of the meeting at the item ‘Reserves’ that the
Reserve Member is or will be attending as a reserve;

(iv)  if a Reserve Member whose intention to attend has been noted arrives after
the commencement of the meeting, then that Reserve Member can only act
as a Member from the start of the next item of business on the agenda after
his/her arrival.

2. DECLARATIONS OF INTEREST

To receive declarations of personal or prejudicial interests, arising from business to
be transacted at this meeting, from:

(@)  all Members of the Committee, Sub Committee, Panel or Forum;
(b)  all other Members present in any part of the room or chamber.

3. MINUTES (Pages 1-8)

That the minutes of the meeting held on 19 January 2011 be taken as read and
signed as a correct record.

4. PUBLIC QUESTIONS

To receive questions (if any) from local residents/organisations under the provisions
of Committee Procedure Rule 17 (Part 4B of the Constitution).

5. PETITIONS

To receive petitions (if any) submitted by members of the public/Councillors under
the provisions of Committee Procedure Rule 15 (Part 4B of the Constitution).

6. DEPUTATIONS

To receive deputations (if any) under the provisions of Committee Procedure Rule
16 (Part 4B) of the Constitution.

7. REFERENCES FROM COUNCIL AND OTHER COMMITTEES/PANELS

(@)  Treasury Management Strategy Statement. Reference from the Cabinet
meeting on 10 February 2011

(b) Final Revenue Budget 2011-12 and 2015-16: Reference from the Cabinet
meeting on 10 February 2011
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10.

1.

12.

13.

(b)

Treasury Management Strategy Statement (MRP) Prudential Indicators &
Minimum Revenue Provision Policy & Strategy 2011/12: Reference from the
Cabinet meeting on 10 February 2011: (Pages 9 - 10)

For the sake of economy, the report which was circulated on the agenda for
the February Cabinet meeting is not being reprinted in this agenda, and
Members are therefore requested to bring their copies with them to the
meeting.

Final Reveune Budget 2011-12 and 2015-16: Reference from the Cabinet
meeting on 10 February 2011: (Pages 11 - 14)

For the sake of economy, the report which was circulated on the agenda for
the February Cabinet meeting is not being reprinted in this agenda, and
Members are therefore requested to bring their copies with them to the
meeting.

INFORMATION REPORT - AUDIT PLAN FOR 2010 -11 (Pages 15 - 76)

Report of the Interim Director Finance.

DRAFT INTERNAL AUDIT PLAN 2011/12 (Pages 77 - 126)

Report of the Assistant Chief Executive

AUDIT FEE LETTER 2011-12 (Pages 127 - 134)

Report of the Interim Director Finance.

INFORMATION REPORT - CAPITAL INVESTIGATION IMPLEMENTATION PLAN
(Pages 135 - 160)

Report of the Assistant Chief Executive.

MANAGING ASBESTOS

Verbal Update of the Service Manager Internal Audit
ANY OTHER URGENT BUSINESS

Which cannot otherwise be dealt with.

AGENDA - PART Il - NIL
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53.

54.

55.

MANAGEMENT COMMITTEE

19 JANUARY 2011

Chairman: * Councillor John Cowan

Councillors: * Mano Dharmarajah * Richard Romain
* Thaya Idaikkadar * Sachin Shah
* Nizam Ismail * Yogesh Teli

In attendance: Bill Stephenson

(Councillors)

*

Denotes Member present

Attendance by Reserve Members

RESOLVED: To note that there were no Reserve Members in attendance at
this meeting.

Declarations of Interest

RESOLVED: To note that there were no declarations of interests made by
Members.

Minutes

RESOLVED: That the minutes of the meeting held on 29 November 2010, be
taken as read and signed as a correct record.

Public Questions, Petitions and Deputations

RESOLVED: To note that no public questions were put, or petitions or
deputations received at this meeting.
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References from Council and other Committees/Panels

A reference from the Cabinet meeting on 15 December 2010 on the Half Year
2010/11 Treasury Management Activity Report was received by the
Committee.

RESOLVED: That the reference be noted.

Capital Programme - Reference from the Cabinet meeting on 15
December 2010

The Committee received a reference from the Cabinet meeting on
15 December 2010 on the Capital Programme.

RESOLVED: That the reference be noted.

RECOMMENDED ITEMS

Capital Programme - Report of the Director of Legal and Governance
Services

An officer presented a report that set out how the Council was responding to
recommendations in the report on the Capital Programme presented at the
Cabinet meeting on 15 December 2010. The officer reported that:

. two investigations had been completed with outcomes relating to
project management and financial management. As a result of the
investigation, a series of recommendations had been discussed with
the Leader of the Council and the Corporate Directors who would be
responsible for overseeing their implementation;

° the Cabinet report had also been considered by Deloitte Touche LLP,
the Council’s external auditors who were responsible for approving the
annual accounts;

° Cabinet had requested that the Governance, Audit and Risk
Management (GARM) Committee monitor and report on the
implementation of the investigation and that the Internal Audit team
independently verify the process undertaken;

. a further report would be presented to the GARM Committee meeting
on 29 March 2011. Members would have an opportunity to address
any shortcomings in implementing the recommendations and how the
Council’'s Governance framework should be developed in the future.

In response Members agreed that the Chairman and Vice-Chairman of the
GARM Committee with meet with officers to ensure that all recommendations
were implemented. A Member commented that the investigation provided an
opportunity to introduce practical systems within the work environment that
enhanced performance and positive behaviour.
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RESOLVED: That
(1)  the report be noted;

(2)  the suggested method of monitoring and reporting the implementation
of recommendations in the Cabinet report be agreed;

(3)  a progress report on the implementation of the recommendations and
reviewing the Council’'s governance arrangements would be presented
to the GARM meeting on 29 March 2011.

RESOLVED ITEMS
59. Half-Year 2010/11 Treasury Management Activity Report

The Committee received a report on the Half-Year Treasury Management
Activity that was also presented at Cabinet meeting on 15 December 2010.

An officer advised that:

. the Treasury Management Strategy was approved by Cabinet on
11 February 2010, to ensure that it complied with the Chartered
Institute of Public Finance and Accountancy (CIPFA) Code of Practice
on Treasury Management;

. finance officers within the Council were tasked with managing the
Council’s cash flow to ensure that the return on investments were
maximised with minimal risk to the Council’s assets;

. the report outlined the half-year performance of treasury management
activities to 30 September 2010 against indicators within the Prudential
Code for Capital Finance. Lower than estimated borrowing costs and
additional investment income had contributed to a surplus of £819,000
on the capital financing and investment income budget;

. a draft Treasury Management Strategy would be considered by the
GARM Committee Lead Member for Finance before it was submitted to
Cabinet on 10 February 2011 and ratified by Council on 17 February
2011.

RESOLVED: That the report be noted.

60. International Financial Reporting Standards (IFRS) Update
In officer presented a report that provided an update on the IFRS plan and
progress made on the implementation timetable. She added that significant
progress for implementing the IFRS plan against the statutory programme had

been made.

RESOLVED: That the report be noted.
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INFORMATION REPORT - Annual Audit Letter 2009/10

A report on the Annual Audit Letter 2009/10 was presented to the Committee
which considered its content. A representative of Deloitte Touche, the
Council’s external auditors, reported that:

. the Annual Audit letter replicated findings in the statement presented at
the GARM Committee meeting on 28 September 2010. Following the
investigation into the capital overspend, an unqualified audit opinion on
the Council’'s 2009/10 accounts was issued on 28 October 2010.

. a qualified opinion on the Council's Value for Money (VFM)
arrangement in accordance with the Code of Audit Practice had been
provided. A weakness in the management, control and monitoring of
certain capital projects during the year had led to a specific overspend.
Nevertheless, the external auditors were satisfied that robust
arrangements in relation to the effective and efficient use of resources
in the year ending 31 March 2010 had been made, except for
managing its risks and maintaining a sound system of internal control;

) an unqualified audit opinion on the Council’'s 2009/10 pension scheme
annual report had been issued on 30 September 2010, ahead of the
statutory deadline of 1 December 2010;

. an unqualified statement of assurance relating to the Council’s
consolidation return was presented to the National Audit Office on
28 October 2010;

. certification of the 2009/10 accounts had not taken place as an ongoing

objection to credit card fees on parking and traffic penalty charges by a
local resident was unresolved;

) a separate management letter on the outcome of grant certification had
been written. Deloitte Touche LLP, had not identified any specific areas
of concern in relation to grant claims and other returns.

In response to questions, the representative and an officer advised that:

. the Chairman of the GARM Committee had delegated authority to
counter-sign the Council’s financial statements;

° the external auditors were employed to take an objective view of the
Council’s financial statements. A capital investigation was initiated by
the Council in relation to capital expenditure. The external auditors
were unable to sign the statement of accounts on 30 September 2010
as the Council’s investigation was ongoing. The finance team had kept
the external auditors updated on the progress of the investigation;

e whilst completing the audit, the auditors had identified two specific key

lines of enquiry (KLOE) relating to financial management and risk
management and internal control which may have been affected by the
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capital issue. No qualification was required in relation to financial
management;

o miscoding may have taken place earlier but had not been picked up in
previous years. The external auditors would seek to ensure that the
measures introduced internally were effective;

. the financial statements had not been amended since September
2010. Officers had made some amendments to the Annual
Governance statement and the auditor had qualified his VFM
conclusions;

) recommendations made by the auditors in relation to the pension
scheme annual report had been followed up by officers within the
finance team. The progress made by the finance team would be
revisited when the 2010/11 annual accounts would be audited;

) the 2009/10 annual accounts were signed in October 2010 by the
external auditors following completion of the investigation and the
recommendation of revised internal measures within the Council.

The Chairman of the Committee noted the positive working relationship
between the Council and Deloitte Touche LLP and thanked the external
auditors and officers for completing the 2009/10 annual audit.

RESOLVED: That the report be noted.

INFORMATION REPORT - Risk, Audit & Fraud Division Activity Update
Officers within the Internal Audit Team presented a report that outlined the
current work streams and future work of the Risk, Audit and Fraud group of
services in Harrow Council. In relation to different teams within the division the
Committee noted that:

Corporate Anti-Fraud Team

Harrow had been identified to receive additional funding to tackle and address
housing fraud. The appointment of a new Housing Fraud Investigations
Officer at the end of January 2011 would assist the team in managing the
increasing number of housing fraud investigations completed by the team.

There had been a rise in the number of people registered on the housing
waiting list. This was an increase of 11% between July and September 2010
from the previous quarter.

Information Management

A policy on Information Management that complied with appropriate
legislation would be introduced throughout the Council in the near future. All
Directorates would be provided with an Information Risk Plan and data



63.

64.

65.

66.
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restrictions that would manage data and minimise the loss of sensitive
information.

Health & Safety

An update report on the investigation in relation to the management of
asbestos was provided. Further updates will be provided to the Committee in
due course.

Follow Up Report on Statement of Accounts

An officer provided a verbal update on the statement of accounts reported at
the GARM meeting on 28 September 2010.

RESOLVED: That the update be noted.

(Please also see Minute ltem 60)

Vote of Thanks

As this was the last meeting of the Committee before the Corporate Director
of Finance left to begin a new post, the Chairman expressed his appreciation
for all her work and the support provided to the GARM Committee by the

Finance Team.

In response, the Corporate Director of Finance thanked Members and the
officers in attendance at the meeting.

Exclusion of the Press and Public

RESOLVED: That the press and public be excluded from the meeting for the
following item for the reasons set out below:

Ite Title Reason
15. Risk, Audit and Fraud Team Information under paragraph 3
Investigation Updates (contains information relating to

the financial or business affairs of
any particular person (including
the authority holding that
information).

Risk, Audit and Fraud Team Investigation Updates

An officer from the Risk, Audit and Fraud team provided a verbal update on
the progress of ongoing investigations by the Audit team.

The Committee were advised that:
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. the Overview & Scrutiny Committee had reviewed the allocation of
grant funding for voluntary organisations. The officer confirmed that a
report on the review would be presented to the GARM Committee;

o a report on financial controls of infant schools within the Borough would
be presented to the next GARM Committee meeting on 29 March
2011.

RESOLVED: That the report be noted.

(Note: The meeting, having commenced at 7.30 pm, closed at 9.10 pm).

(Signed) COUNCILLOR JOHN COWAN
Chairman
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LONDON BOROUGH OF HARROW
GOVERNANCE, AUDIT AND RISK MANAGEMENT COMMITTEE

29 MARCH 2011
REFERENCE FROM CABINET - 10 FEBRUARY 2011

Minute 154 - Treasury Management Strategy Statement, Prudential Indicators and
Minimum Revenue Provision (MRP) Policy and Strategy 2011/12

The Corporate Director Finance introduced a report, which set out the Council’s
Treasury Management Strategy Statement, Prudential Indicators and Minimum
Revenue Provision (MRP) Policy and Strategy for 2011/12.  She explained that
Treasury Management was the management of the Council’'s investments and cash
flows, its banking, money market and debt transactions together with the effective
control of risks associated with those activities.

The Corporate Director highlighted the importance of risk minimisation, as the Council
was funded by public money. It was important for an authority to strike a balance
between risk and return in order to allow for a contribution to the budget. The
borrowing element was also a key aspect with duration and timing as essential
ingredients. She explained that as base rates were currently low, it was better to
borrow internally but that this would be kept under review.

Resolved to RECOMMEND: (to Council) That
(1)  the Treasury Management Strategy and Prudential Indicators be approved;
(2)  the Minimum Revenue Provision Policy and Strategy for 2011/12 be approved.

RESOLVED: That the report be referred for review to the Governance Audit and Risk
Management Committee.

Reason for Decision: To promote effective financial management and comply with

the Local Authorities (Capital Finance and Accounting) Regulations 2003 and other
relevant guidance.

FOR CONSIDERATION

Background Documents:
Minutes of Cabinet

Contact: Daksha Ghelani, Acting Senior Professional, Democratic Services
Tel: 020 8424 1881 (or Ext 2881) daksha.ghelani@harrow.gov.uk
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Agenda ltem 7b
Pages 11 to 14

LONDON BOROUGH OF HARROW
GOVERNANCE, AUDIT AND RISK MANAGEMENT COMMITTEE

29 MARCH 2011
REFERENCE FROM CABINET - 10 FEBRUARY 2011

Minute 151 - Key Decision - Final Revenue Budget 2011/12 to 2015/16

Cabinet received a report of the Corporate Director Finance, which set out the final
Revenue Budget for 2011/12 and the Medium Term Financial Strategy for 2011/12 to
2015/16. The Revenue Budget set out the Council Tax Strategy and spending plans,
including new investment and savings proposals. The report set out the impact of the
proposals and included information on the local government settlement, reserves policy
and consultation on the budget. It covered all of the Council’s main activities, including
schools.

The Leader of the Council stated that this was the first budget of the new administration
and that it had been a challenging process as a result of the cuts imposed in the region
of 28% over a four year period. The severity of the cuts in local government and other
public sector bodies, such as the Primary Care Trusts (PCTs), had led to many
requests to the government to change its mind. A £5.6m in-year funding gap had been
filled and the budget proposed by the administration was responsible and robust.

The Leader acknowledged that it had been difficult to deliver a balanced budget without
affecting front line services but he was proud that Harrow would be retaining all its
libraries and children centres which would remain open. This had been possible as a
result of planning ahead and that during the last eight months 12 major projects were
being delivered and front line services had been defended. Some of these projects
would be considered at the next Cabinet meeting.

The Leader alluded to various proposals which were underway and those that had
contributed towards a robust budget, such as a major procurement exercise which
would include working with Hammersmith & Fulham Council, a re-shaping of the senior
management structure, a successful voluntary severance scheme and joint working
through the West London Alliance. He also referred to funding gaps in future years,
that could increase if further cuts were imposed by government.

The Leader commended the budget stating that it could not be considered as having
been produced by applying a ‘salami slicing’ approach. He thanked officers for their
work in ensuring a balanced budget.

The Corporate Director Finance highlighted key aspects of the report and explained
how the funding gap had been closed, which had been achieved due to technical
changes, levies on other public bodies and the positive position on the collection fund.
She added that the impact of investments and savings proposed had been carefully
considered, a new policy on contingencies was being proposed, and the reserves policy
and the rules on virements needed amending. The budget contained a £1m
contingency fund. A detailed risk assessment of the budget would be referred to the
Governance, Audit and Risk Management Committee (GARM), and the schools’ budget

11



was ring-fenced. The Greater London Authority (GLA) budget precept was expected to
be set at zero but had yet to be agreed as a result of which the Council meeting date
had been changed to 10 March 2011.

The Corporate Director highlighted the challenges that lay ahead as a result of the
settlements which would be reduced by £7m in 2012/13 and £5m in 2013/14. However,
a 0% Council Tax increase for 2011/12 was proposed. She was recommending a
budget to Cabinet and Council that was robust and had adequate reserves.

The Portfolio Holder for Adult Social Care, Health and Well-Being updated paragraph
39 of the report under the Adults and Housing section and it was agreed that it should
read: ‘There are a number of areas which were currently subject to consultation which
were shown in the budget. No decision had been made on those areas. However, the
pre-consultation phase had now been concluded. The Steering Group met this morning
and agreed that it go forward to a full consultation. The full consultation has to be over
12 weeks. It is anticipated that it will conclude in the early summer. The results will be
report to Cabinet later in the year. There were no alternative plans to achieve these
savings if proposals were not implemented post consultation. Covering these savings
was therefore the first call on the contingency fund established as part of the 2011/12
budget.’

Cabinet noted the tabled reference from the Overview and Scrutiny Committee in this
regard and the feedback received from the stakeholders.

Resolved to RECOMMEND: (to Council)

That, subject to the update on paragraph 39 above,

(1)  the budget be approved to enable the Council Tax for 2011/12 to be set;

(2)  the policy on the use of contingency at appendix 7 to the report be approved;
(3)  the schools budget at appendix 8 to the report be approved,;

(4) the reserves policy at appendix 10 to the report be approved;

(5) the virement rules at appendix 11 to the report be added to the financial
regulations;

(6) Members’ Allowances be frozen and the current Members’ Allowances Scheme
be adopted for 2011/12;

(7)  the model Council Tax resolution at appendix 1 to the minutes be approved.
RESOLVED: That

(1)  the Medium Term Financial Strategy at appendix 1 to the report be approved;
(2)  the planned investment in services and efficiency programme be noted;

(3) in relation to schools, the proposed changes to the formula be approved;

(4) the risk assessment at appendix 9 to the report be referred to the Governance,
Audit and Risk Management Committee for consideration.

12



Reason for Decision: To ensure that the Council sets a balanced budget for 2011/12.
FOR CONSIDERATION

Background Documents:
Minutes of Cabinet

Contact: Daksha Ghelani, Acting Senior Professional, Democratic Services
Tel: 020 8424 1881 (or Ext 2881) daksha.ghelani@harrow.gov.uk
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Agenda Item 8
Pages 15to 76

Governance, Audit and Risk
Management Committee

Date of Meeting: 29 March 2011

Subject: INFORMATION REPORT - Audit
Plan for 2010 -11

Responsible Officer: Julie Alderson
Interim Director of Finance

Exempt: No
Enclosures: Appendix 1 — 2010-11 Accounts
Opinion Audit Plan

Appendix 2 - 2010-11 Pension Fund
Annual Report Audit Plan

Appendix 3 - Audit Report on Grant
Certifications 2009-10

Section 1 - Summary and Recommendations

This report provides the Committee with an opportunity to see the 2010-11
Accounts Opinion Audit Plan and Pension Fund Annual Report Audit Plan.

Recommendations:

The Committee is requested to note:

1. The 2010-11 Accounts Opinion Audit Plan and Pension Fund Annual
Report Audit Plan; and

2. Audit Report on Grant Certifications for 2009-10

Reason

To keep the Committee informed of planned work.

LONDON

(Harroatouncr)
. arroanCOUNCIL



Section 2: Report

Audit Plan for 2010-11

1. The Accounts Opinion Audit Plan provides the Council with clarity about how
the external audit of the accounts for 2010-11 will be conducted and highlights
the key audit risks. It is an extremely useful document, as it will help the
Council to plan and prioritise its work on the accounts. It also gives the
Committee early sight of the issues that will be pertinent.

2. The Committee is asked to consider the plan and in particular the key audit
risks. The External Audit has already carried out some preparatory work for
the audit of the 2010-11 accounts, and the Council is working to address the
key audit risks.

3. Committee will receive a verbal presentation of the report.

Grant Certifications 2009-10

4. The Report on Grant Certifications in relation to 2009-10 is attached as
appendix 3 to this report. Eight grant claims and returns were certified for
2009-10 of which six resulted in an unqualified opinion. Adjustments were

made to two grant claims, both of which were greater than £10,000. A
qualification letter was issued in respect of one grant claim.

Financial Implications

5. There are no direct financial implications arising from this report.

Section 3 - Statutory clearance

Name: Julie Alderson | V| Chief Financial Officer

Date: 5 March 2011

Name: Sarah Wilson \ | On behalf of the
Monitoring Officer

Date: 17 March 2011

Section 4: Contact details and background papers

Contact: Hasina Shah (Finance Business Partner — Financial Accounting,
Treasury and Pension Fund) tel: 020-8424-1573

Background Papers: None
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Deloitte

Report to the Governance, Audit
and Risk Management Committee

Accounts opinion audit plan for
the 2010/11 accounts

March 2011
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Executive summary

We have pleasure in setting out in this document details of our proposed audit plan for Harrow Council for the year

ending 31 March 2011,

Audit scope

Our audit will be carried out in accordance with the Audit Commission’'s Code of Audit Practice Page 7
| 2010/11. Our primary audit responsibilities are also summarised in the “Briefing on Audit Matters”

paper which is circulated to you with this document.

The Council will need to prepare accounts under International Financial Reporting Standards ("IFRS")
for the first time for the year ended 31 March 2011. A number of the key audit risks we have identified

below relate to transition issues.

The Audit Commission have made changes to the scope of work to be performed on use of resources ‘
following the abolition of the Comprehensive Area Assessment and in response to issues facing local
authorities in the current funding environment. The work we are required to perform to support our ‘
conclusion in this area will focus on the Council’'s arrangements for securing financial resilience and

challenging how it secures economy, efficiency and effectiveness.

In summary, under the Audit Commission’s Code of Audit Practice we have responsibilities in two main
areas: the financial statements and the Statement on Corporate Governance; and aspects of the
Council's arrangements for securing economy, efficiency and effectiveness in its use of resources.

Key audit risks

The key audit risks which we have identified as part of our overall audit strategy are: Page 9
1. Accounting for, and the assumptions underlying, the IAS19 pension liability;

2. Property valuations;
3. Presumed risk of fraud in revenue recognition;

4. Presumed risk of management override of controls;

5. First time adoption of International Financial Reporting Standards (IFRS) and the new CIPFA
IFRS Code of Practice, including segmental reporting, leases and contracts; capital grants; and

holiday pay accruals; and
6. Capital mis-coding.

Report to the Audit Committee Planning Report 3



Executive summary (continued)

Value for money conclusion — capital miscoding noted in 2009/10 audit

In our 2010 audit of the financial statements we, along with management, noted a weakness in relation = Page 7 &
to the management, control and monitoring of certain capital projects within Children’s’ Services —this = 13 ‘
led to us issuing a qualified VFM opinion with the 2009/10 financial statements and a delay in their

issuance whilst the matter was investigated by management, with assistance from third parties.

At the time of the findings, a risk arose as a result of the control weakness that led to a significant over- ‘
spend against budget. When our audit and VFM opinions were issued in the previous year, sufficient

work had been completed by internal and external teams to assure us there were no material

misstatements in the financial statements. However work has continued during the 2010/11 financial

year, with formal reporting to the GARM on a regular basis. In planning our audit we must make an

assessment as to whether the control weakness has been addressed and whether additional controls

and procedures have been put in place across the Council to ensure that a similar issue does not arise

again. Or indeed whether a risk was present during the financial year that we are auditing.

Internal audit are preparing a review of the implementation plan that has been constructed as a result
of recommendations received from the third party investigators. We will review the findings from this
before making our conclusions. In the course of our audit procedures we will also:

— Perform detailed testing of cost allocations in the current year, ensuring approvals are sought for
any business cases and purchase orders;

— Consider the sufficiency and operation of controls introduced; and
— Review the documentation around the ongeing reviews and follow up work.
Section 1 explains in more detail our approach to the 2010/11 VFM conclusion.

Challenging risks, uncertainties, estimates, assumptions and forecasts

The FRC has made it clear, in its ‘Update for Audit Committees — November 2010, that it expects audit | N/a
committees to focus activity on assessing and communicating risk and uncertainties and reliance on

estimates, assumptions and forecasts. To support this activity, we will seek to challenge the GARM

and management on the following matters during the audit process and report back to you on: .

» consistency of disclosure of risks and uncertainties within the annual report and those taken into
account when preparing budgets and forecasts that support going concern and impairment
assessments;

o validity of estimates, assumptions and forecasts for matters such as asset valuations,
impairment reviews and the going concern assessment; and

« the adequacy of disclosure of those assumptions.

Timetable

| The main deadlines remain unchanged at 30 June for draft accounts and 30 September for the audit Page 17
opinion. We will carry out a planning and controls audit visits in February 2011 and our final audit visit
from the start of July 2011. We will issue our formal report to the GARM Committee on the audit at
their meeting in September 2011. We will issue our audit report as soon as practicable following that
meeting.

The audit deadline for the Whole of Government return is 30 September 2011.

Report to the Audit Committee Planning Report 4
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Executive summary (continued)

Materiality and prior year uncorrected misstatements and disclosure deficiencies

For the 2011 financial statements, we have determined materiality of £4,600k (2010: £5,545k). We will | Page 7
report to the GARM committee on all unadjusted misstatements greater than £230k, (2010, £277k) and
other adjustments that are qualitatively material.

We take this opportunity to remind you of the misstatements identified in the prior period. Uncorrected
misstatements in 2010 increased net result and net assets by £463k.

We also remind you of the disclosure deficiencies identified in the prior year in Appendix 1, with a view
o addressing these at an early stage of the current year reporting process.

i Further details of the 2010 uncorrected misstatements and disclosure deficiencies are included in
Appendix 1 for reference.

In addition, for your information, we would like to report that at the end of the prior period audit process
£82.1 million of audit adjustments were recorded following discussion and agreement with
management. £29.7m were reclassification journals and £49.0m related to an error noted by
management in the revaluation of the HRA property portfolio.

Other matters for those charged with governance

We have previously communicated to you separately in our publication entitled "Briefing on audit Provided
matters” those additional items which we are required to report upon in accordance with International previously
| Standards on Auditing (UK & Ireland) and the Listing Rules. The document also provides detail of the
| safeguards and procedures we have in place to ensure our independence and objectivity. Appendix
' We also present in Appendix 2 the findings of the AlU report on audit quality within the firm. This o

summarises the findings of the recent Audit Inspection Unit visit which reviewed a sample of 2010
audits for publicly listed companies.

Independence
Deloitte have developed important safeguards and procedures in order to ensure our independence N/a
‘ and objectivity.

| These are set out in the “Independence policies and procedures” section of our Briefing on audit
matters document.
|

We will reconfirm our independence and objectivity to the GARM Committee for the year ending 2011
in our final report to them.

Fees

Our proposed fee for the 2010/11 audit (excluding the audit of the pension scheme annual report and N/a
fees in connection with the certification of grant claims) is £367,342 (2009/10 planned fee - £374,520).
This is in line with the Audit Commission’s scale rates.
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Executive summary (continued)

Liaison with internal audit

We continue to liaise with the group’s internal audit function to maximise our combined effectiveness N/a
and eliminate duplication of effort where possible. This co-ordination will enable us to derive full benefit
from the internal audit function, their systems decumentation and risk identification during the planning j

' of the external audit.

New accounting and legal pronouncements

j New International Standards on Auditing (ISAs) have been issued which apply to accounting periods N/a

- ending on or after 15 December 2010. These “clarified” ISAs impose many new requirements on

| auditors and as a result the GARM committee will see a change in the scope of audits. Changes are

| introduced in section 1.
There is ongoing debate in the corporate IFRS arena around accounting for leases and accounting for
revenue. Whilst they are neither endorsed or included in the current Code of practice, we include a
summary in appendix 3 for your interest.

Appendix
3
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1. Scope of work and approach

1.1 Auditing standards

We will conduct our audit in accordance with International Standards on Auditing (UK and Ireland) (“ISA (UK and
Ireland)”) as adopted by the UK Auditing Practices Board (“APB”). The following changes have arisen since the
prior year which will have the following impact on our audit:

s Objectives are included for each ISA and there is a need for auditors to determine whether any audit
procedures in addition to those required by the ISAs are necessary to achieve those objectives when
planning and performing the audit.

» Management override of controls is a presumed “significant” risk which cannot be rebutted.

« \Work in relation to related parties is more fraud risk-based and additional audit work is required on
transactions which are outside the normal course of business

» The requirements relating to materiality have changed; in particular a lower amount (“performance
materiality”) is used when assessing risks of material misstatement and determining the extent of audit
procedures to perform.

e Auditors are expected to use confirmation requests more widely to obtain audit evidence.

e There are enhanced documentation requirements such as in relation to significant professional judgements
made during the course of the audit and more mandatory procedures when an independent reviewer is
required (“engagement quality control reviewer”).

¢ Where misstatements or control deficiencies are identified, if these are to be classed as “anomalies”, further
audit work is required.

e There are several new communication requirements such as where significant difficulties are encountered
during the audit and there is a clearer definition of what control deficiencies should be communicated to
those charged with governance.

e There are more specified procedures in respect of auditing accounting estimates and fair values including
audit responses where risks of misstatement are assessed as significant.

1.2 Our audit opinion
The audit opinion we intend to issue will reflect that the Council will be adopting the IFRS financial reporting
framework.

varall econ
verdall SCOp

We will conduct cur 2010/11 audit in accordance with the Audit Commission’s Code of Audit Practice 2010/11 and
other guidance issued by the Audit Commission.

We have responsibilities in two areas:
o the financial statements and the Statement on Corporate Governance

» aspects of the Council's arrangements for securing economy, efficiency and effectiveness in its use of
resources.

We are also asked to provide an assurance statement on the Council’'s consolidation pack for Whole of
Government Accounts purposes and to carry out procedures under instruction from the Audit Commission to certify
grant claims and other returns on behalf of the Audit Commission.

Financial statements and statement on corporate governance
i -

o

(

We will conduct our work on the accounts in accordance with International Standards on Auditing (UK and Ireland)
(“ISA plus") as adopted by the UK Auditing Practices Board (‘APB"). The audit opinion on the accounts we intend
to issue will reflect the financial reporting framework adopted by the Council, being the Code of Practice on Local
Authority Accounting (“the Code”) which is based on International Financial Reporting Standards (“IFRS"). This is
a change from last year when the accounts were required to be prepared in accordance with the Statement of
Recommended Practice for Local Authorities 2009 (the “Local Government SORP" or the "SORP") which was
based on generally accepted accounting practice in the United Kingdom (“UK GAAP").
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1. Scope of work and approach (continued)

For the 2010/11 financial statements, we will use the latest estimates of gross expenditure on services as the
benchmark for our materiality assessment as this benchmark is deemed to be a critical component of the financial
statements for a spending organisation. We determined a materiality of £4,600k (2010: £5,545k). This figure
takes into account our knowledge of the entity, our assessment of audit risks and the reporting requirements for the
financial statements. The concept of materiality and its application to the audit approach are set out in our Briefing
on audit matters document.

The extent of our procedures is not based on materiality alone but also on the quality of systems and controls in
preventing material misstatement in the financial statements and the level at which known and likely misstatements
are tolerated by you in the preparatian of the financial statements.

Value for money conclusion

The Audit Commission has advised that in 2011 the auditors’ statutory value for money (“VFM”) conclusion will be
based on the following two criteria specified by the Commission:

Specified criteria for auditors’ VFM conclusion Focus of the criteria for 2011

The organisation has proper arrangements in place  The organisation has robust systems and processes to

for securing financial resilience. manage financial risks and opportunities effectively, and
to secure a stable financial position that enables it to
continue to operate for the foreseeable future.

The organisation has proper arrangements for The organisation is prioritising its resources within

challenging how it secures economy, efficiency and tighter budgets, for example by achieving cost
effectiveness. reductions and by improving efficiency and productivity.

The financial environment in which the Council operates has changed significantly in the last two years. In
particular, the recession, the state of the UK's public finances, and the scale of funding cuts have led to increased
pressure on public spending. The new approach is more focused and less costly and allows us to plan our work
based on consideration of the risks that might affect the conclusion.

Whole of Government Accounts consolidation pack

Whole of Government Accounts (WGA) are commercial-style accounts covering all the public sector and include
some 1,700 separate bodies. Auditors appointed by the Audit Commission have a statutory duty under the Code of
Audit Practice to review and report on the Council’s whole of government accounts return. Our report is issued to
the National Audit Office (“NAQ") for the purposes of their audit of the Whole of Government Accounts.

Other areas of work which are not covered by this audit plan

As last year, we have prepared a separate audit plan covering the work we carry out in relation to the Local
Government Pension Scheme. As a result, this aspect of our work is not covered within this document.

The Council will need to prepare accounts under International Financial Reporting Standards (IFRS) for the first
time in 2010/11. We will agree a timetable and fee for this work with you. This plan excludes any work which we
will carry out on the opening IFRS balance sheet as this will form part of our 2010/11 accounts audit plan.

We also carry out work on behalf of the Audit Commission in respect of the certification of grant schemes. This
was discussed in our April 2010 fee letter.
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2. Key audit risks

Based upon our initial assessment and following our planning visit, we will concentrate specific effort on the
significant audit risks set out below:

Accounting for, and the assumptions underlying, the IAS19 pension liability

This continues
to be an audit
risk in view of
the size of the
liability and the
complexity of
judgements in
this area

Deloitte
response

The liability relating to the pension scheme is substantial and its calculation is sensitive to
comparatively small changes in assumptions.

A risk arises due to the inherent judgement in choosing these assumptions, which include
considerations around future changes in salaries, price and pensions, mortality and other key
variables.

In the prior year, between the balance sheet date and signing the accounts the Chancellor of
the Exchequer anncunced in his Emergency Budget on 22 June 2010 that the consumer prices
index rather than the retail prices index would be the basis for future public sector pension
increases. In the prior year accounts, this was disclosed, alongside an estimate of the impact
this change would have on the pension liability.

The 2011 calculations will be the first under IAS 19 ‘Employee Benefits’ rather than FRS 17 that
was used in previous years.

We will consider the qualifications, expertise and independence of the actuary engaged by the
Council. Consistent with prior years, we include our specialist pensions group within our
engagement team. They will assist in the review of assumptions used to calculate the pension
liability.

In the prior year a restatement was made to the initial liability, reducing the underlying assets by
£1,158k. This arose as a result of the actuary’s methodology (consistent with previous years)
being impacted by the volatile markets — the expected return for the final quarter being 1.5%
different to the actual return. Whilst we assume the approach taken by the actuary will remain
consistent, we will consider whether any material differences arise from this.

Property valuations

A highly
judgemental
area of the
balance sheet,
also affected
by the
adoption of
IFRS

Deloitte
response

The Council holds a substantial portfolio of properties, subject to a rolling revaluation
programme. The markets have been particularly volatile in recent years owing to ongoing
challenging economies and the recent recessionary conditions.

Increasing the complexity in the current year, the CIPFA IFRS Code of Practice will apply for the
first time, effective from and including the 1 April 2010 certified valuations and then for updates
made for the financial statements. The changes predominantly affect terminology, although
there are some changes to approach — for example valuations of operational assets will no
longer include finance costs.

We will review the arrangements in place for updating market values and assess their
compliance with the new Code of Practice. This will include an assessment of the qualifications
and experience of the in-house specialists that carry out the valuations.

Once again, included in our audit team are valuation specialists from Drivers Jonas Deloitte.
They will assist us in reviewing the reasonableness of key assumptions.

The accounting treatment for impairment/revaluation losses under the Code differs to past
practice under the SORP. We will check compliance with the Code in this respect, including any
restatement of prior period amounts.
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2. Key audit risks (continued)

Presumed risk of fraud in revenue recognition

A presumed
risk in our
work

Deloitte
response

Clarified International Standards on Auditing establish a presumption of a risk of fraud in
revenue recognition.

Accounting for grant income can be complex as the timing for recognising income in the
accounts will depend on the scheme rules for each grant.

The new IFRS Code sets out changes to the accounting for grants and contributions related to
capital expenditure. Under the Code, the Council will need to restate its opening balance sheet
as at 1 April 2009 and 2009/10 comparative information, for the change in accounting policy.
Activities which the officers will need to perform include a review of grants and contributions
unapplied at 1 April 2009, together with grants received but not applied subsequently, to
ascertain whether there are any conditions attached to the grant or contribution.

We will test the design and implementation of controls in place at the Council for detection of
benefit fraud. We will perform additional detailed substantive testing of benefit claims.

We will also test that recognition of income properly reflects the grant scheme rules, that
entitlement is in agreement with the draft or final grant claim and that the grant control account
balance has been properly reconciled.

All areas of revenue will be tested in the course of our audit, should we have any concerns
around the recognition we will perform additional testing where necessary.

Presumed risk of management override of controls

A presumed
risk in our
work

Deloitte
response

New International Standards on Auditing (ISAs) have been issued which apply to accounting
periods ending on or after 15 December 2010. These ‘clarified’ ISAs presume management
override of control to be a risk in all of the audits we undertake. Recognising that management
may be able override controls that are in place to prevent inaccurate or even fraudulent financial
reporting.

The Council has segregation of duties in place — for example review of journals before posting
and regular review of management accounts and budgets, with challenge made on variances
and unusual movements. In light of the capital mis-coding noted in the prior year audit,
management have also strengthened and reviewed their controls around capital spend against
budget and the review procedures that operate.

We will perform tests of journal entries and review the controls in place around the posting and
authorisation of journal entries. We will review all material provisions at year end to ensure they
meet the requirements of IAS 37 and are supported by appropriate audit evidence.

Financial reporting disclosures will be reviewed. In all our work we will engage professional
scepticism with regards to management bias which might be noted during audit testing.
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2. Key audit risks (continued)

First time adoption of International Financial Reporting Standards and the new CIPFA IFRS Code of

Practice

The first time The 2011 audit is the first year for which IFRS and the new code of practice will be adopted by

adoption of the Council. The date of transition has been determined to be 1 April 2009.

IFRS and th? The key challenges to management are:

new code will

bring a new set e Setting the IFRS accounting policies which will be applied prospectively from the date of
of challenges transition;

o management e Posting of the adjustments where retrospective accounting is required; and

e Construction of an IFRS set of financial statements, including full disclosures.

The key areas where there are expected to be significant change as a result of the transition to
IFRS from UK GAAP and the 2009 SORP are:

Property, plant and equipment — change in valuation basis (see page 9),
Leases and contracts and componentisation —discussed below;

Related party disclosures;

Employee benefits — discussed on page 12;

Segmental disclosures — discussed on page 12; and

Grants and contributions for capital purposes are to be recognised as income in the
Comprehensive Income and Expenditure Statement when they are received (subject to
any outstanding conditions) — discussed on page 13.

In the first year of adoption, IAS 1 ‘Presentation of financial statements’ and IFRS 1 'First time
adoption of IFRS' will also be relevant.

Deloitte We will review the accounting policies documented by management to ensure they are
response consistent with IFRS and ensure that they have been consistently applied in the preparation of
the financial statements. We will review the adjustments posted by management to each of the
3 years under IFRS from 1 April 2009, including the adjustments required to align the opening
reserves to IFRS. Finally we will review the financial statement disclosures, once prepared, to
review for compliance with IFRS. Further detail around the areas listed above is found on the
following pages.

Lease accounting

This is a key The 2009 SORP amended the previous accounting requirements for the Private Finance

area of Initiative (PF1) and similar contracts to come into line with International Financial Reporting
difference Standards (IFRS) in 2009/10. Where contracts were in place before the 2009/10 financial year,
between the prior year restatements were necessary. This year, with full IFRS implementation, the scope of
SORP and the  the exercise performed last year is widened to include lease arrangements embedded in

new IFRS contracts other than PFI and similar contracts.

based The Council will also need to evaluate its standalone leases.

Deloitte We will review documentation prepared by officers which shows how they have reviewed
response contracts which may contain an embedded lease. We will review accounting analysis papers on

the accounting treatment for leases identified.

We will review the current year journals posted to the financial statements in relation to the ‘on’
balance sheet PFI contracts to ensure they have been accounted for correctly, and in line with
the transaction models that management use, that our own specialist reviewed in the prior year.
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2. Key audit risks (continued)

Segment reporting

A number of
judgements
need to be
made in
identifying
reportable
segments. The
Council will
also need to
present
information in
different
formats and
disclose
reconciliations
between these

Deloitte
response

Under the Code, the Council will need to disclose an analysis of income and expenditure for
each reportable segment (a subjective analysis), with segments drawn up to reflect the structure
of financial information reported internally to the “chief operating decision maker”.

The Council will also need to disclose:

e a reconciliation between the internal segmental reporting analysis {the subjective
analysis) and the net cost of services in the Comprehensive Income and Expenditure
Statement, analysed under BVACOP;

e A reconciliation between the internal segmental reporting analysis and total income and
expenditure; and

» An analysis of assets and liabilities by reportable segment, where this information is
reported regularly to the “chief operating decision maker”.

Under the SORP 2009, the Council was not required to prepare a subjective analysis within the
statutory accounts, but was required to do so in its reporting to the Treasury for Whole of
Government Accounts purposes. There were issues in preparing that analysis and in
reconciling it to the analysis within the accounts.

We will focus our work on reviewing the Council’s rationale for the reportable segments it has
identified and the reconciliation between the different analyses of its income and expenditure
which it is required to prepare and disclose.

Holiday pay and other compensated, short-term absences

The Council did not Under the Code, the Council will need to make provision for the first time for
previously make compensated, short-term absences such as annual leave and flexitime.

provision for such This will require the Council to determine the amount and value of individuals’
absences under the entitlement accrued up to the 31 March each year which has not been used by that

previous SORP.

Deloitte control
recommendation

Deloitte response

date. A number of authorities have experienced difficulties in capturing data needed to
estimate the accrual.

We have commenced our audit of the restated balance sheets. In doing this we have
reviewed the methodology for obtaining details about entitlement to compensated
leave across the council and we make a recommendation from this work which has
been discussed with management.

Neither the human resources department nor individual department heads monitor the
days being accrued and built up by individuals in relation to un-used leave. To
estimate the level of the accrual under the requirements of the IFRS code, the finance
team have needed to circularise all staff (excluding teaching staff for which there is a
simple CIPFA calculation to create the accrual) requesting them to confirm the level of
carry-forward holiday retrospectively. This method is time-consuming and may lead to
inaccuracies in recording, given that only 963 of the 2,506 payrolled staff responded.

More critically, of those responses, 20 staff were noted as having accrued more than
the 30 days allowable (largest was 58 days) and many of these staff were senior
management.

We recommend that HR hold a central spreadsheet which is circulated to individuals
regularly. This will ensure adequate central monitoring and ensure staff are not rolling
forward more leave than is allowed.

We will consider the systems used to collect data to support the calculation. We will
also test other assumptions used in the calculation. We will review new procedures
introduced as a result of our recommendation above.
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2. Key audit risks (continued)

Accounting for capital grants

The transition to IFRS The Code sets out changes to the accounting for grants and contributions related to
will require changes to  capital expenditure. Under the Code, the Council will need to restate its opening
the accounting for balance sheet as at 1 April 2009 and 2009/10 comparative information for the change

capital grants

Deloitte response

in accounting policy. Activities which the officers will need to perform include a review

of grants and contributions unapplied at 1 April 2009, together with grants received but
not applied subsequently, to ascertain whether there are any conditions attached to the
grant or contribution.

We will review documentation relating to the process carried out by the Council to
review grant offer letters and related records and arrangements over the preparation
and review of journals needed to restate the opening balance sheet and comparative
information. We will test an extended sample of grants and contributions to check they
have been accounted for in accordance with the Code.

Capital mis-coding

As a result of
the issues
highlighted in
the course of
last years audit

Deloitte
response

In our 2010 audit of the financial statements we, along with management, noted a weakness in
relation to the management, control and monitoring of certain capital projects within Children’s’
Services — this led to us issuing a qualified VFM opinion with the 2009/10 financial statements
and a delay in their issuance whilst the matter was investigated by management, with
assistance from third parties.

At the time of the findings, a risk arose as a result of the control weakness that led to a
significant over-spend against budget. When our audit and VFM opinions were issued in the
previous year, sufficient work had been completed by internal and external teams to assure us
there were no material misstatements in the financial statements. However work has continued
during the 2010/11 financial year, with formal reporting to the GARM on a regular basis.

In planning our audit we must make an assessment as to whether the control weakness has
been addressed and that additional controls and procedures have been put in place across the
Council to ensure that a similar issue does not arise again. Or indeed whether a risk was
present during the financial year that we are auditing.

Internal audit are preparing a review of the implementation plan that has been constructed as a
result of recommendations received from the third party investigators. We will review the
findings from this before making our conclusions. In the course of our audit procedures we will
also:

— Perform detailed testing of cost allocations in the current year, ensuring approvals are
sought for any business cases and purchase orders;

— Consider the sufficiency and operation of controls introduced; and
— Review the documentation around the ongoing reviews and follow up work.
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3. Consideration of fraud

4.1 Characteristics

Misstatements in the financial statements can arise from either fraud or error. The distinguishing factor between
fraud and error is whether the underlying action that results in the misstatement of the financial statements is
intentional or unintentional. Two types of intentional misstatements are relevant us as auditors — misstatements
resulting from fraudulent financial reporting and misstatements resulting from misappropriation of assets.

We are aware that management has the following processes in place in relation to the prevention and detection of
fraud.

4.2 Responsibilities

The primary responsibility for the prevention and detection of fraud rests with management and those charged with
governance, including establishing and maintaining internal controls over the reliability of financial reporting,
effectiveness and efficiency of operations and compliance with applicable laws and regulations. As auditors, we
obtain reasonable, but not absolute, assurance that the financial statements as a whole are free from material
misstatement, whether caused by fraud or error.

4.3 Fraud inquiries

We will make the following inquiries regarding fraud:

Management Internal Audit GARM Committee

Management's assessment of the Whether internal audit has How the GARM committee exercise
risk that the financial statements may  knowledge of any actual, oversight of management's processes
be materially misstated due to fraud | suspected or alleged fraud for identifying and responding to the
including the nature, extent and affecting the entity, and to obtain | risks of fraud in the entity and the
frequency of such assessments its views about the risks of fraud ‘ internal control that management has
Management's process for established to mitigate these risks
identifying and responding to the Whether the GARM committee have
risks of fraud in the entity knowledge of any actual, suspected or
Management's communication, if . alleged fraud affecting the entity

any, to the GARM committee
regarding its processes for
identifying and responding to the
risks of fraud in the entity

Management's communication, if
any, to employees regarding its
views on business practices and
ethical behaviour

Whether management has
knowledge of any actual, suspected
or alleged fraud affecting the entity

We will make inquiries of others within the Council as appropriate. We will also inquire into matters arising from
your whistling blowing procedures.
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3. Consideration of fraud (continued)

44 Concerns

As set out in Section 2 above we have identified the risk of fraud in revenue recognition and management override
of controls as a key audit risk for your organisation.

4.5 Representations

We will ask for you and management to make the following representations towards the end of the audit process:

¢ \We acknowledge our responsibilities for the design, implementation and maintenance of internal control to
prevent and detect fraud and error.
¢ \We have disclosed to you the results of our assessment of the risk that the financial statements may be
materially misstated as a result of fraud.
¢ \We are not aware of any fraud or suspected fraud / We have disclosed to you all information in relation to
fraud or suspected fraud that we are aware of and that affects the entity or group and involves:
i. management;
ii. employees who have significant roles in internal control; or
iii. others where the fraud could have a material effect on the financial statements.
* \We have disclosed to you all information in relation to allegations of fraud, or suspected fraud, affecting the
entity’s financial statements communicated by employees, former employees, analysts, regulators or
others.

Management override of controls
In addition to the procedures above we are required to design and perform audit procedures to respond to the risk
of management's override of controls which will include:

s having understood and evaluated the financial reporting process and the controls over journal entries and
other adjustments made in the preparation of the financial statements, test the appropriateness of a sample
of such entries and adjustments. We will utilise our computer audit specialists to extract a report of journals
posted in 2010/11 and to analyse this information using computer audit technigues to identify journals with
features which may be indicative of fraud.

e areview of accounting estimates for biases that could resuit in material misstatement due to fraud, including
whether any differences between estimates best supported by evidence and those in the financial
statements, even if individually reasonable, indicate a possible bias on the part of management. We will also
perform a retrospective review of management’s judgements and assumptions relating to significant
estimates reflected in last year’s financial statements.

We will focus on impairment allowances against balances with customers and outstanding statutory charges; and
obtain an understanding of the business rationale of significant transactions that we become aware of that are
outside the normal course of business or that otherwise appear to be unusual given our understanding of the
Group and its environment.

We are also required to presume that there are risks of fraud in revenue recognition and conduct our audit testing
accordingly (unless the presumption is rebutted). (See Key audit risks in section 2).
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4. Internal control

Cyhtasinminm am 110 retandi
Obtaining an unaerstandi

)

R — el s L e S e ra e
na or Iinterna ontrol reievant 1o the auadit

(4]

LI

(

As set out in the "Briefing on audit matters” circulated to you previously, our risk assessment procedures will
include obtaining an understanding of controls considered to be 'relevant to the audit’. This involves evaluating the
design of the controls and determining whether they have been implemented (‘D & I"). Our audit approach
consists of the following:

Obtain and refresh our understanding of the entity and its environment including the identification of relevant
controls;

Identify risks and any controls that address those risks;

Carry out ‘design and implementation’ work on relevant controls;

If considered necessary, test the operating effectiveness of selected controls; and

Design and perform a combination of substantive analytical procedures and tests of details that are most
responsive to the assessed risks.

The results of our work in obtaining an understanding of controls and any subsequent testing of the operational
effectiveness of controls will be collated and the impact on the extent of substantive audit testing required will be
considered.

Our audit is not designed to provide assurance as to the overall effectiveness of the controls operating within the
Group, although we will report to management any recommendations on controls that we may have identified
during the course of our audit work.

Liaison with internal audit

We will liaise with the Council’s internal audit function on a constructive and complementary basis to maximise our
combined effectiveness and eliminate duplication of effort. This co-ordination will enable us to derive full benefit
from the Council's internal audit functions, their systems documentation and risk identification during the planning
of the external audit.

The audit team, following an assessment of the organisational status, scope of function, objectivity, technical
competence and due professional care of the internal audit function, review the findings of internal audit and adjust
the audit approach as is deemed appropriate. This normally takes a number of forms:

» assessment of the control environment;

s discussion of the work plan for internal audit;

¢  specific reliance is placed in certain areas (as we expect our approach to be largely or fully substantive (see
above), we expect this aspect of reliance to be limited),

o where internal audit identifies specific material deficiencies in the control environment, we consider adjusting
our testing so that the audit risk is covered by our work; and

e review of any fraud investigations to determine their potential effect on our work.
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5. Communications timetable

Set out below is the approximate expected timing of our reporting and communication with management and the
GARM committee.

f annual audit letter
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6. Client service team

Paul Schofield will continue to lead the audit. He and the other key members of the team are shown below:

Paul Schofield
Engagement
Partner

Matthew Hall
Engagement
Director

Nighat Khan Neil Yeomans ~ Anna Parker
Grants audit Computer audit | ‘Accounts audit |
manager Partner Senior Manager

Helen Perkins

Pension audit
Director
Morre i
 Pensionaudit

Charlotte
Gribben Mark Wood
Computeraudit UoR manager
Manager

Audit team
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7. Responsibility statement

The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission explains the
respective responsibilities of auditors and of the audited body and this report is prepared on the basis of, and our
audit work is carried out, in accordance with that statement.

This report should be read in conjunction with the “Briefing on audit matters” circulated to you with this report and
sets out those audit matters of governance interest which came to our attention during the audit. Our audit was not
designed to identify all matters that may be relevant to the members and this report is not necessarily a
comprehensive statement of all weaknesses which may exist in internal control or of all improvements which may
be made.

This report has been prepared for the members, as a body, and we therefore accept responsibility to you alone for
its contents. We accept no duty, responsibility or liability to any other parties, since this report has not been
prepared, and is not intended, for any other purpose.

Yelorte (L

Deloitte LLP

Chartered Accountants
St Albans

17 March 2011
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Appendix 1: Prior year uncorrected
misstatements and disclosure deficiencies

Uncorrected misstatements

We are required to communicate to you the effect of uncorrected misstatements related to prior periods on the
relevant classes of transactions, account balances or disclosures, and the financial statements as a whole. The
following uncorrected misstatements were identified during the course of our prior year audit:

Credit/ (charge) Increase/ (decrease)
to prior year income in prior year

statement net assets
£'000 £'000

Factual misstatements

Proposal costs 1] (219) (219)

PFI capitalisation of costs [2] - -

Judgemental misstatements

Overstatement of insurance provision [3] 400 400

Overstatement of council tax bad debt provision [4] - C
| Overstatement of housing benefit provision [5] 748 748
| Capital mis-coding in Children’s Services [6] (466) (466)

Total 463 483

[1] Through our testing of fixed asset additions, we identified £47k of proposal costs that had been
capitalised. This is not line with the SORP which requires proposal costs to be recognised in the I&E. A
review of additions by management identified £219k of proposal costs had been capitalised during the
year. We have proposed an adjustment for this to be expensed.

[2] £3.1m of capitalisable costs have not been treated as fixed assets. The effect is on a cumulative basis
since the inception of the contracts and accordingly the I&E impact is the current year is immaterial and
has not been calculated.

[3]  The actuary who performed the valuation of the insurance provision has recommended a surplus
provision of £400k to be prudent. The council has included this in the insurance provision, which is an
overprovision, thus we have proposed for this to be reversed.

[4]  Through our testing of council tax bad debt provision, we have estimated a likely overprovision of £1,291k
based on projected cash recovery. This adjustment will be credited to the Collection Fund rather than the
main I&E of the council. Thus, this will impact the carried forward surplus on the Collection Fund. This will
then be credited to the main I&E as part of the Income from Council Tax movement. Under the new
SORP accounting for local taxes guidelines, the Collection Fund surplus for the year that it recognised in
the main I&E is then taken out in the Statement of Movement of the General Fund balance. Thus, there is
a nil impact on the general fund balance for this adjustment.

[8]  Through our testing of housing benefit debt provision, we have estimated a likely overprovision of £748k
based on projected cash recovery.

[6] Errors arising in relation to capital mis-coding, discussed in more detail in the executive summary. Net
reduction to the balance sheet of £466k as a result of capitalising deferred charges in error.

We obtained written representations from the Council confirming that after considering all these uncorrected items,
both individually and in aggregate, in the context of the consolidated financial statements taken as a whole, no
adjustments were required.
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Appendix 1: Prior year uncorrected
misstatements and disclosure deficiencies
(continued)

Disclosure deficiencies

Auditing standards require us to highlight significant disclosure deficiencies to enable audit committees tc evaluate
the impact of those matters on the financial statements. The table below highlights those areas of disclosure that
we considered required consideration by the committee in the prior year:

Source of disclosure Quantitative or qualitative

Disclosure requirement consideration

The foreword (3.2.2) to the - Quantitative
accounts refers to £96m of

capital spend compared to the

fixed asset note (7.15) referring

to £99m of additions. The

difference arises from ‘additions’

| of assets previously owned, but

not held on the balance sheet.

| This has been discussed in the

ISA260 report.

In the prior period, Coroners - Quantitative
Court amounts were treated as

levies, however in the current

year, in line with BVACORP, the

current and prior year amounts

have been classified within net

cost of services, as disclosed in

appendix 10.2 rather than in

note 7.2, levies.

We obtained written representations from the Council confirming that after considering all these disclosure
deficiencies, both individually and in aggregate, in the context of the consolidated financial statements taken as a
whole, no adjustments were required.
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Appendix 2: AIU public report on
Deloitte

AlU public reporting

In July 2010 the AIU issued its Annual Report which provides an overview of the findings from its 2009/10
inspections. In September it issued individual reports on each of the four largest firms, including Deloitte. The
Audit Inspection Unit (AlU) is part of the Financial Reporting Council, the UK's independent regulator
responsible for promoting confidence in corporate reporting and governance. The AIU is responsible for
monitoring the audits of all listed and other public interest entities. The AlU currently inspects the four largest
audit firms, including Deloitte, annually and this is the third year the AlU has reported publicly on individual
firms.

“The AlU’s inspections in 2009/10 confirm that major firms have policies and procedures in
place to support audit quality that are generally appropriate to the size of the firms and the
nature of their client base. Nevertheless, improvements to these policies and procedures have
been recommended at all firms.

Notwithstanding the quality of firms’ policies and procedures, the number of audits assessed as
requiring significant improvement at major firms (eight audits or 11 % of audits reviewed at
major firms excluding follow-up reviews) is too high. Firms are therefore not always
consistently applying their policies and procedures on all aspects of individual audits.”

All the AlIU public reports on individual firms are available on its website: nhip:.//www.fre.org uk/pob/audit/firmreports.cfm
as is their Annual Report: http://www frc org uk/pob/audit/reports. cfm

AlU comments on Deloitte

Deloitte's policies and processes supporting audit quality were reviewed as were 14 individual audits. The
AlU’s conclusion on Deloitte was as follows:

“The firm places considerable emphasis on its overall systems of quality control and, in our view, has
appropriate policies and procedures in place for its size and the nature of its client base in the relevant
areas which are subject to our review. Nevertheless, we have identified certain areas where
improvements are required to those procedures, which we set out in this report. Our principal findings,
largely relate to the application of the firm's procedures by audit personnel, whose work and judgments
ultimately determine the quality of individual audits.”

The AlU identified areas where they believe we should pay particular attention in order to enhance audit quality

and safeguard auditor independence:

+ Ensuring that the appropriateness of the basis for clients’ identification of cash-generating units is properly

assessed, given its importance in the audit of goodwill and other intangibles.

+ Ensuring sufficient evidence is obtained relating to the reasonableness of growth rates, sensitivity testing
and other assumptions and the adequacy of related disclosures in relation to the audit of goodwill and other
intangibles.

+ Ensuring that appropriate and sufficient evidence is obtained relating to the firm’s evaluation of going
concern, including the available headroom and how specific concerns identified are addressed.

* Ensuring the completion on a timely basis of partner and staff appraisals in accordance with the firm's
requirements.

« Ensuring non-audit services provided to audit clients do not in substance stray over the boundary of what
Ethical Standards permit. Assessing whether the actions taken to address those issues which have
continued to occur from year to year are effective and whether there are alternative solutions that could be
implemented to address them.
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Appendix 2: AIU public report on
Deloitte (continued)

Review of individual audits

The graph below compares the AlU’s assessment of audit files by audit firm. The AlU categorises audits as:
e Good with minor improvements required (green)
¢ Acceptable but with improvements required (amber)
e Significant improvements required (red)

The percentage of Deloitte engagements assessed as good with minor improvements required was 71%,
compared to 52% for the other three largest firms.

The overall analysis of the AlU file reviews by grade for the last two years evidences that among the largest
firms Deloitte routinely produces the highest quality audits.
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Deloitte response

The AlU's recognition of the emphasis we place on our overall systems of quality control is welcome. We are
committed to retaining our focus on audit quality and recognise that we are on a journey of continuous
improvement. The external inspection process provides further impetus to our quality agenda and we confirm
that we have implemented a number of actions to respond to the AlU findings.

Deloitte’s Audit Transparency Report for 2010 provides further comprehensive information regarding our
approach to delivering quality and is available on our website:

http://annualreport.deloitte.co.uk/interface2010/pdfs/deloitte-audit-transparency-report-2010. pdf

We will inform you if the AlU selects your audit as part of the sample of files reviewed and will share its final
report with you when it is complete.
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Appendix 3: New accounting
pronouncements

Leases — discussion paper
On 19 March 2009, the IASB published a discussion paper on leases. This proposes a pessible new model for

| lease accounting. The model is based on the principle that all leases give rise to liabilities for future rental payments

and assets (the right to use the leased asset) that should be recognised in an entity’s statement of financial position.
Operating leases, such as property leases, are likely to be included on the balance sheet and may therefore
materially impact the banking covenants.

This is currently a discussion paper; the exposure draft is expected later this year, with the final IFRS by mid 2011,

Revenue recognition — exposure draft

The IASB issued and exposure draft on 24 June 2010 with a view to develop a single standard for revenue
recognition. The new standard will replace the existing standards on revenue recognition: IAS 11 Construction
Contracts and IAS 18 Revenue.

A new revenue recognition model based on a contract with a customer is proposed, with revenue being recognised
when goods and/or services are transferred to the customer. Under the proposed model, an entity should:

» |dentify the contract(s) with a customer,

Identify the separate ‘performance obligations’ in the contract;

Determine the transaction price;

¢ Allocate the transaction price to the separate performance obligations; and

¢ Recognise the allocated revenue when the entity satisfies each performance obligation.

In addition, under the proposals, the customer’s credit risk affects how much revenue is recognised rather than
whether revenue is recognised. An entity would adjust the transaction price to reflect the customer's credit risk
using a probability-weighted approach.

As this is currently an exposure draft, there is no date finalised for application.
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Executive summary

We have pleasure in setting out in this document details of our proposed audit scope
for the London Borough of Harrow Pension Fund for the year ending 31 March 2011.

Audit scope Based on guidance issued by the Audit Commission, auditors
are again asked, for audit purposes, to treat the Local
Government Pension Fund {LGPS) as a stand-alone body, with
separate audit plan and reports to those charged with
governance.

Our audit of the pension fund is planned in accordance with the
Code of Audit Practice issued by the Audit Commission and in
accordance with additional guidance issued by the Commission
in relation to the audit of pension funds. However, this only
extends to the audit of the accounts and there is no requiremeant
for a value for money conclusion on the pension fund accounts
specifically. Aspects of the use of resources framework will
infarm the value for money conclusion for the Authority and
cover issues relating fo the pension fund.

The pension fund accounts remain part of the accounts of the
Authority as a whole. The LGPS Requlations reguire
administering authorities to prepare an annual repert for the
pension fund, which should incorporate the annual accounts.
Qur audit report on the Authority accounts will continue to cover
the pension fund section of that document. In addition, we are
asked by the Commission to issue an audit report for inclusion
in the annual pension fund report.

Materiality We calculate materiality on the basis of the net assets of the
fund, but have restricted this to the materiality established for
the audit of the Authorty's financial statements as a whole. We
estimate materiality for the year to be £4.6 million (2010: £5.5
millign). We will report to the Governance, Audit and Risk
Management ("GARM) Committee on all unadjusted
misstaternents greater than £0.23 million {2010: £0.27 million)
unless they are qualitatively material. Further details on the
basis used for the calculation of materiality are given in our audit
plan for the audit of the Authority's financial statements.
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Executive summary (continued)

Key audit risks The key audit risks which we have identified as part of our overall
audit strategy are detailed below:

1. In view of the complexity arising from the participation of
different admitted bodies within the fund, together with the
fact that members may pay diffzrent rates depending an their
pensionable pay, we have included the calculation and
payment of contributions as areas of specific risk.

2. As there are a number of complexities to the calculation of
both benefits in retirement and benefits paid on ill health and
death, we have identified benefits payable as an area of
specific risk.

3. The pension fund in the past has made some use of
investments in private equity and derivatives. Such
investments can give rise to complexities in accounting,
disclosure and measurement, accordingly we will treat the
appropriateness of the accounting for these investments as a
risk.

4. The Code of Practice on Local Authority Accounting sets out
the new reparting framework for Local Government Pension
Schemes. this framewaork is based on International Financial
Reporiing Standards. As this accounting treatment is new
this year we will treat this as a risk area for the audit.

Prior year There were no significant unadjusted misstatements or
uncorrected uncorrected disclosure deficiencies reported to you in respect of
misstatements the 2009/10 accounts.

and disclosure

deficiencies

Timetable The timetable is set out in Section 5. The fieldwork will be carried
out at the same time as our wark on the Autharity's financial
statements in order for us to have completed the audit of the
financial statements in time for inclusion in the Authority’s annual
report.
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Executive summary (continued)

Independence Deloitte have developed important safeguards and procedures in
order to ensure our independence and objactivity.

These are set out in the “independence policies and proceduras”
section included at Appendix 1.

We will reconfirm our independence and objectivity for the year
ending 31 March 2011 in our final report to the GARM Committee.
We have discussed our relationships with the Authority in our
separate audit plan for the audit of the Authority's financial
statements.

Fees We propose a fee of £35,000 (PY: £38,500) which is in line with
the fee scale advised by the Audit Commission.

Engagement Paul Schofield with continue to be Engagement Lead and will be
Team supported by Helen Perkins, a director, and David Hobson, as
Senior Manager for this work.

LR GTE TR We have attached at Appendix 1 our "Briefing on audit matters”
charged with which includes those additional items which we are required to
governance report upon in accordance with International Standards on
Auditing (UK & lreland). We will report to you at the final audit
stage any matters arising in relation to those requirements.
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|. Scope of work and approach

Overall scope and approach

Based on guidance ssued by the Audit Commission, auditors are again asked, for
audit purposes, to treat the Local Government Pension Fund {"LGPS") as a stand-
alone body, with separate audit plan and reports to those charged with governance.

Local LGPS schemes administered by administering authorities are not statutory
bodies in their own right. Therefora, it is not possible for separate audit
appointments to be made for LGPS audits. We are therefore appointed to the audit
of the LGPS through the existing Audil Commission appointment arrangements.

Our audit of the pension fund is planned in accordance with the Code of Audit
Practice issued by the Audit Commission and in accordance with additional guidance
issued by the Commission in relation to the audit of pension schemes. However, this
only extends to the audit of the accounts and there is no requirement for a value for
money conclusion an the pension fund accounts specifically. Aspects of the use of
resources framework will inform the value for money conclusion for the Authority and
cover issues relating to the pension scheme.

The audit opinion we intend to issue as part of our audit report on the Authority's
financial statements will reflect the financial reporting framewcrk adopted by the
pension fund. This is the Code of Audit Practice on Local Authority Accounting

2010/2011,

For pension fund statements, we have initially considered the net assets of the fund
as the benchmark for our materiality assessment as this benchmark is deemed to be
a key driver of fund value, is a critical component of the financial statements and is a
focus for users of those statements, However, we have restricted our estimate of
matenality to the amount set for the Authority's financial statements as a whaole,
which is £4.6 million. Qur separate audit plan for the audit of the Authority’s financial
statements includes further information on how we derived this estimate. The
concept of materiality and its application to the audit approach are set out in our
“Briefing on audit matters” document attached at appendix 1.

The extent of our procedures is not based on materiality alone but also on the quality
of systems and controls in preventing material misstatement in the financial
statements, and the level at which known and likely misstatements are tolerated by
you in the preparation of the financial statements.
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|. Scope of work and approach
(continued)

The Audit Commissian has alsa determined that auditors should give an opinion in
accordance with auditing standards on the financial statements included in the
pension fund annual report. This entails the following additional work over and
above giving an opinion on the pension fund accounts included in the statement of
accounts:

comparing the accounts to be included in the pension fund annual report with
those included in the statement of accounts;

reading the other information published within the pension fund annual report
for consistency with the pension fund aceounts;

where the pension fund annual report is not available until after the auditor
reports on the financial statements, undertaking appropriate procedures to
confirm that there are no material post-balance sheet events arising after
giving the opinion on the pension fund accounts included in the Authority's
Statement of Accounts;

the financial statements included in the Fund's annual report are prepared on
the basis of the same proper practices- the Code of Practice on Local
Authority Accounting 2010/2011- as the financial statements included in the
Authority's Staterment of Accounts; and

the annual report has been prepared in accordance with Regulation 34 of the
Local Government Pension Scheme (Administration) Regulation 2008,

Qur audit objectives are set out and explained in mere detail in our “Briefing on audi:
matters” document (Appendix 1).
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2. Key audit risks

Based upon our initial assessment for the 2010/2011 audit we will concentrate
specific audit effart on the following areas:;

Contributions

Audit Risk Unlike the position in the private sector, we are not required to
issue a statement about contributions in respect of the LGPS.
However, this remains a material income stream for the pension
fund and in view of the complexity introduced by the participation
of more than one employer in the fund, together with the
introduction of the new benefit structure with its tiered contribution
rates, we have identified this as a specific nsk.

HOIONIS TNEPONRS. . vyl perform procedures to ascertain whether employer and

employee contributions have been calculated, scheduled and
paid in accordance with the schedule of contributions.
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2. Key audit risks (continued)

Audit Risk

Deloitte response

Changes were made to the local government pension fund from
April 2008 which introduced complexities into the calculation of
both benefits in retirement and benefits paid on ill health and
death.

In respect of benefits in retirement, benefits are accumulated on
two different bases for service pre and post 1 April 2008. The
calculation of the pensionable pay on which benefits will depend
may be varied by the individual opting to take account of pay
earned in any of the 10 years prior to retirement. Also individuals
now enjoy greater flexibility in their choice of the mix of pensian
and lump sum.

In respect of ill health and death benefits, the calculation of the
pensionable pay on which benefits will depend may be varied by
the individual opting to take account of pay earned in any of the
10 years prior to retirement. Some employers may not have
retained all the necessary records

We will perform procedures to ascertain whether benefits payable
have been calculated correctly in accordance with the fund rules.
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2. Key audit risks (continued)

Financial instruments

Audit Risk

Deloitte response

The pension fund makes some use of investments in private
equity and derivative financial instruments.

Private equity funds are complex to value and include an element
of judgement on the part of the investment manager. Given that
these funds form a material balance within the pension fund
accounts, we have identified the valuation of these funds as a
specific risk.

The fund also makes use of derivatives which can be complex in
terms of accounting, measurement and disclosure requirements.

For the private equity investments we will seek to understand the
approach adopted in the valuation of such investments and
inspect supporting documentation such as cash flow reports,
quarterly investment advisor reports and audited financial
statements. We will tailor further procedures depending on the
outcome of that work and our assessment of the risk of material
error taking into account the fund's investment holding at the year
end.

We will update our understanding of the rationale for the use of
the derivatives and then test compliance with the accounting,
measurement and disclosura requirermnents of the Code of Audit
Practice on Local Authority Accounting. The use of expert advice
may be required for testing these balances.
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2. Key audit risks (continued)

Financial instruments

Audit Risk The Code of Practice on Local Authonty Accounting sets out the
new reporting framework for Local Government Pension
Schemes, this framework is based on International Financial
Reporting Standards. The main implications for the Harrow
Pension Fund are as follows:

« requirement for actuarial present value of promised retirement
benefits to be disclosed — with three options for disclosure:

= Opticn A —in the Net Asset Statement disclosing the
resulting deficit or surplus;

« Option B - in the notes to the Financial Statements; or

s Option C - by referring to the actuarial information in an
accompanying actuarial report.

If an actuarial valuation has not been prepared at the date of
the financial statements, |1AS 26 requires the most recent
valuation {which should be prepared on IAS 18, not the
pension fund's funding assumptions) to be used as a base
and the date and valuation disclosed.

» additional note disclosures required around the actuarial
position of the fund and the significant actuanal assumptions
made; and

« additional note disclosure requirements in IFRS 7 to report on
the risks to which financial instruments expose the entity.

Deloitte response We will review the additional disclosures in the pension fund
accounts for compliance with the Code of Practice on Local
Authority Accounting.
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3. Consideration of fraud

The primary responsibility for the prevention and detection of fraud rests with
management and those charged with governance. These responsibilties include
establishing and maintaining internal controls over the reliability of financial reporting,
effectiveness and efficiency of operations and compliance with applicable laws and
regulations. As auditors, we obtain reasonable, but not absolute, assurance that the
financial statements as a whole are free from material misstatement, whether caused
by fraud or error,

ISA (UK and Ireland) 240 — 'The auditor's responsibility to consider fraud in an audit
of financial statements' requires us to document an understanding of how those
charged with governance exercise oversight of management's processes for
identifying and responding to the risks of fraud in Harrow Council and its local
gavernment pension fund and the internal control that management has established
to mitigate these risks.

We will make inquiries of management, internal audit and others within the Authority
as appropriate, regarding their knowledge of any actual, suspected or alleged fraud
affecting the Authority and the Fund. In addition we are required to discuss the
following with the GARM:

s Whether the GARM has knowledge of any fraud, alleged or suspected fraud?
»  The role that the GARM exercises in oversight of:

. Harrow Council's assessment of the risks of fraud in respect of the
pension fund; and

s the design and implementation of internal control to prevent and detect
such fraud?

. The GARM's assessment of the risk that the pension fund financial statements
and annual report may be materially misstated as a result of fraud.

We will be seeking representations in this area from the Corporate Director of
Finance, in due course.
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3. Consideration of fraud
(continued)

Management override of controls

In addition to the procedures above we are required to design and perform audit
procedures to respond to the risk of management's override of controls which will
include:

s Understanding and evaluating the financial reporting process, including the
controls over journal entries and other adjustments made in the preparation of the
financial statements. Testing the appropriateness of a sample of such entries
and adjustments.

+ Reviewing accounting estimates for bias that could resuit in material
misstaternent. We will also perform a retrospective raview of management's
judgements and assumptions relating to significant estimates reflected in last
year's financial statements.

« Obtaining an understanding of the business rationale of significant transactions
that we become aware of that are outside the normal course of business or that
otherwise appear to be unusual given our understanding of the Authority and its
environment,
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4. Internal control

Obtaining an understanding of internal control relevant to the audit

As set out in "Briefing on audit matters" attached at Appendix 1, for controls
considered to be ‘relevant to the audit’ we are required to evaluate the design of the
controls and determine whether they have been implemented ("D & 1"}  The results
of our work in obtaining an understanding of controls and any subsequent testing of
the operational effectiveness of controls will be collated and the impact on the extent
of substantive audit testing required will be considered. Our audit is not designed to
provide assurance as to the overall effectiveness of the controls operating within the
Authority or its pension fund administration, although we will report to management
any recommendations on controls that we may have identified during the course of
our audit waork.

Liaison with internal audit

We will ligise with the Authority's internal audit function on a constructive and
complementary basis to maximise our combined effectiveness and eliminate
duplication of effort. This co-ordination will allow us to denve full benefit from the
Authority's  internal  audit functions, their systems documentation and risk
identification during the planning of the external audit.

Following an assessment of the organisational status, scope of function, objectivity,
technical competence and due professional care of the internal audit function we will
review any findings relevant to the pension fund and adjust the audit approach as is
deemead appropriate
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5. Timetable

G [

Pregare plan besed on discussions
with managernen

Early discussion of Autharily's
approach to nsks graas

Perdorance of delailed audit
planning fiekiwors

Bugd fealghworkiaudil issues
meslings

Rewew af pension furd annual
fapost

Preparation of our repart ¢n the
207041 audit

Audit plan

FReport o ke GARM Committes an
1ha #1101 accounts audt,

Our work during these visits will be closely co-ordinated with the work carried out on
other parts of main audit of the Harrow Council,

AL 57 or tha audit of the 2010/ 1 Pension Fund Auwdit 13



6. Responsibility statement

The Statement of Responsibilities of Auditors and Audited Bodies issued by the
Audit Commission explains the respective responsibilities of auditors and of the
audited body and this report is prepared on the basis of, and our audit work is carried
aut, in accordance with that statement.

This report should be read in conjunction with the “Briefing on audit matters”
attached at Appendix 1 and sets out those audit matters of governance interest
which came to our attention during the audit to date. Our audit was not designed tc
identify all matters that may be relevant to members and this report is not necessarily
a comprehensive statement of all weaknesses which may exist in internal control or
of all improvements which may be made.

This report has been prepared for the Members of Harrow Council, as a body, and
we therefore accept responsibility to you alone for its contents. We accept no duty,
responsibility or liability to any other parties, since this report has not been prepared,
and is not intended, for any other purpose.

Yottt il

Deloitte LLFP
Chartered Accountants

St Albans
16 March 2011
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Appendix 1: Briefing on audit matters

Published for those charged with governance

This document is intended to assist those charged with governance to understand
the major aspects of our audit approach, including explaining the key concepts
bahind the Deloitte Audit methedalegy including audit objectives and matariality.
Further, it descnbes the safeguards developed by Deloitte to counter threats to our
independence and objectvity.

This document will only be reissued if significant changes to any of those matters
highlighted above acour

We will usually communicate our audit planning infarmation and the findings from
tha awdit separately. Where we issue separate reports these should be read in
conjunction with this "Briafing on audit matters”.

Primary audit objectives  We conduct our audit in accordance with International Standards on Auditing (UK &
Ireland) a5 adoptad by the UK Auditing Practices Board ("APB"). Our statutory awdit
abjectives are:

a toexpress an opinion in true and fair view terms to the trustees on the financial
statements,;

« o express an opinian as to whether the accounts have been properly prepared
in accordance with the relevant financial reporting framework. and

a toform an apinion as to whether the financial statements contain the
information specified in regulation 3 and the schedule to the Dcoupatianal
Pension Schemes (Reguirament to obtain Audited Accounts and a Statement
from the Auditor) Regulations 1988,

Other reporting Cur reparting chjectivas are la.

objectives = present significant reporting findings to those charged with governance. This
will highlight key judgements, imporiant accounting policies and estimates and
the application of naw reporting reguirements, as well as significant control
observations, and

« pravide tmely and constructive letters of recommendation to managerment.

This will melude key business process impravements and significant controls
weaknesses identified during aur audit.
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Appendix 1: Briefing on audit
matters (continued)

Materiality

Uncorrected
miiEstatements

The concept of materiality is fundamental to the preparation of the financial
statemeanis and the audit process and applies not only 1o monetary misstatements
but atso to disclogure requirements and adherence to appropnale accounting
principles and statutory requirements.

“Materality” is defined in the International Accounting Standards Board's
"Framewark for the Preparation and Presentabon of Financial Statements” in the
following terms:

“Information is material if its cmission or misstatemnent could influence the economic
decisions of users taken on the basis of the financial statements. Mateniality
depends on the size of the item ar erraer judged in the particular circumstances of its
omission or misstatement. Thus, materiglity provides a threshold or cut-off point
rather than baing a primary qualitative characteristic which infarmation must have i
it is 1o be useful ”

We determine matenality based on professienal judgment in the context of our
knowledge of the audited entity, including consideration of faclors such as
stakeholder expeciations, sector developments, financial stability and rzporting
requirements for the financial statements. We usa a different matenality for the
examiraticn of the summary contributions to that used far the financial statements
85 a3 whole

We determine matenality 1o
« determing the nature timing and extent of audit procedures. and
«  evaluate the effect of misstatements

The extent of our procedures is nat based on material ty alome bul the quality of
systams and controlg in preventing material misstaterment in the financal
staternents, and the leval at which known and likely misstatements are folerated by
you in the preparation of the financial statements

The materizlity in relation fo the audit of the pension scheme's financial statements
will net necessarnly coincide with the expectations of materiality of an individual
member of the scheme in relation to his or her expected benefits. Our judgments
about materialty are made in the context of the financial statements as a whole and
the account balances and classes of transacions reported in those statements,
rather than in the context of an individual member's designated assels,
contributions or nenefits

In accardance with International Standards on Auditing {UK and Ireland) (1585 (LK
and Ireland)} we will communicate to you all uncorrected misstatements (including
disclosure deficiencies) identified during our audit, other than those which we
balieve are claarly trivial,

ISAs (LIK and Irsland) do nat place numenc kmits on the meaning of ‘clearly trivial
The Audit Engagement Partner, management and those charged with governance
will agree an appropriate limit for ‘clearly trival. In our report we will report all
indrvidual identified uncorrected misstatements in excess of this lirmit and other
identified errors in aggregale.

Wa will conzider identified misstatements in qualitative as well as quantitative larms.
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Appendix 1: Briefing on audit
matters (continued)

Audit methodology

Other requirements of
International Standards
on Auditing (UK and
ireland}

Cur audit methodology takes into account the changing reguirements of avditing
standards and adopts a risk based approach. We utilise technology in an efficient
way to provide maximum value to trustees and create value for management and
those charged with governance whilst minimising a “bax ticking” approach.

Qur audit methodology 15 designed o give trustees the confidence that they

deserse,

For contrals considered fo be ‘relevant to the audit’ we evaluate the design af the
conirols and detarmine whether they have been implemented ("D & ). The
conirols that are determined o be ralevant 1o the audit will include thase

« whera we plan to obtain assurance through the testing of operating
effectiveness

+  relating to identified risks (incleding the risk of fraud in revenue racogmibion,
unless rebutted and the nsk of management override of controls),

« where we consider we are unable to obtain sufficient audt assurance tirough
substantive procedures aicne, and

« foenable us todentfy and assess the nsks of material misstatemant of the
firancial staterments and design and perform furthar audil procedures.

ISAs (UK and Ireland) require we communicate the following additional matters:

15 (L &
lreland)

152 1

Malter
Quality contral for firns that perform audits and review al financial stalemants
and ather asgurance and ralaled parvICES angagemenls

The audior's responsibiftes reiaing 10 fraud in an gudi of ingncial siatemants
Conasdaration of laws and ragubabions in an audit of financial stdements
Commumicaling deficiencias in inlemal cential 1o ihose charpad wih govamance
and managamaent

Ewsluglion of migsistemants idantifed dunng the awdit

Extemal canfirmaticns

Imflial sudit angagements — apaning balznoes

Related parties

Subseguan evenrta

{ining concam

Special contideraticas — gudis of group inenciai sistements (Including the wore
of componend auditors)

Madicabors i ihe ooinien N the ndependent audéor's mpors

Emphases of matier paragraphs and other maller paragranhs # the independent
BUGR0N S negpar

Comparative infomaban — carresponding figuras and camparaties financial
statempnts

Secton A: The auddsd's responaibililas migting 1o olher mfarmation

documents containeng awdited frnancial slatements
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Appendix 1: Briefing on audit
matters (continued)

Important safeguards and procedures have been developad by Deloitte to counter threats or parceived threals 1o
our objectivity, which include the items set out below.

Safeguards and « Every opinion {not just statutory audit opinians) issued by Delgitte 's subject to
procedures technical review by a mamber of our independent Professional Standards
Feview unit

« Where appropriate, raview and challenge takes place of key decisiens by the
Second Partner and by the Independant Review Partner, which goes beyond
I5As (UK and Irelard), and ensures the chjectivity of our judgement is
maintained

= We report annually to those charged with governance our assessment of
objectivity and independence, This report includes a summary of non-audit
services provided tagether with fees receivable

« There is lormal consideration and review of the appropriatenass of continuing
the audit engagement before accepting reappointment

s« Perodic ratation takes place of the audil engagement partner and, whera
approprate, the independent review pariner and key partners invo ved in the
audit in accordance with our policies and professional and regulatory
requirements

« Inaccordance with the Revised Ethical Standards issued by the APB, there is
an assessment of the leval of threat to objectivity and potential safeguards to
combat these threats prior to acceptance of any non-audit engagement. This
would include particular focus an threats arising from seff-intarest, self-review.
management, advocacy, over-familiarity and intirmedaton.

= Inthe UK, statutory oversight and regulation of auditors is carried oul by the
Prafessional Oversight Board (POB) which s an operating body of the Financial
Reporting Council, The Firm's policies and procedures are subject 1o external
monitaring by both the Audit Inspection Unit (AIU}, which is a division of POB,
and the ICAEW's Quality Assurance Directorate (QAD) The AlU is charged
with manitaring the gquality of audits of econormically significant entities and the
QAD with manitoring etatutory compliance of audits for all other enlities. Both
report to the ICAEW s Audit Reqistration Committee. The AlU alsa reparts Lo
POB and can infarm the Financial Reporting Review Panel of concerns it has
with the accounts of individual entities.
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Appendix 1: Briefing on audit
matters (continued)

Independence policies Cur detailed ethical policies’ standards and indepandence policies are issued to all
partners and employees who are required to confirm their compliance arnually. We
are alsc required to comply with the policies of other relevant professional and
reguiatary bodies
Amongst other things, these policies:
+« state that no Deloitte partner (or any immediate family member} is allowed to

hatd a financial interest in any of our UK audited entitizs,

« reguire that professional staff may nat work on assignments if they (ar any
immediate family membar) have a financial interest in the audited enbity ar a
party to the transaction or if they have a beneficial interest in a trust helding a
financial positon it the audited entity;

«  state that no persan in & position to influance the conduct and outcome of the
audit {or any immeadiate family member} should enter into business relationships
with UK audited entities or their affiliates.

« prohibit any professional employee from obtaining gifts from audited entities
unless the value is clearly insignificant; and

+« provide safeguards against potential conflicts of interest.

Remuneration and Partners ara evaluated on roles and responsibilities they take within the firm
evaluation policies inzluding their technical ability and their ablity to manage risk

APE Revised Ethical The Auditing Practices Board (APB) has issued five ethical standards for auditors
Standards that apply a ‘threats’ and 'safzguards’ approach,

Tha five standards cover.

=  maintaining intagrity, objectwity and independence,

« financial, business, emaloyment and persanal relstionships between auditors
and their audited entities;

¢ long association of audit partners and other audit team members with audit
engagemenis;

«  audit fees, remuneration and evaluation of the audit team. itigation between
auditors and their audited enfities, and gifts and hospitality received from
audited entities, and

«  nor-audit services provided to audited entities

Cur palicies and procedures camply with these standards
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Disdailbe melars to one of more of Delotte Touche Tohmalsu {GTT), & Swisg Weres, and its reoenrk of member irms, gach ¢f which s a
lagafy separate and independent enlity. Please sea waw peloitte oo ukifabout for a detaded description of the l6gal struciure of OTT and
ila. amber finrs

Detaitta LLF is the Unied Kingdom mamber fire of OTT

This publication has been written in general ferns and tharefora cannst be refed on jo caver specific silugtions; apeicaban of she
principies sat out will depend upon the parficular circumstances invalved and we recommeard that yau obiam professional advice betore
gcling or reframing from acting an any of (ke contenls of this sublcation. Deloitte LLP would be pleased bo advise readars 90 how ta apply
1he principles sef out in this publication to their specific circumstances. Deletle LLP accepls ne duty of cane or liabdity for any loss
gocasioned o BNy parson acting ar refraining from aclon &5 & resull of any matenal in this pubicatan,

= 2011 Daloste LLP Al nghts mesensed

Digfaitte LLP is @ imited liabilay parrarship registered in Englang and Wales with ragisterad number QC303675 and its registerad office at
Z New Stieel Square, London EG4A 3B2, Uniteg Kingzom. Tel +44 (0] 20 7928 3000 Fax. +44 (0; 20 7563 1196

Member of Deioitte Touche Tohmatsu
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Agenda ltem 9
Pages 77 to 126

GOVERNANCE, AUDIT &
RISK MANAGEMENT
COMMITTEE

Date of Meeting: 20 March 2011
arc

subject: Draft Internal Audit Plan 2011/12

Responsible Officer: Tom Whiting — Assistant Chief Executive

Exempt: No

Enclosures: Appendix1: Draft Internal Audit Plan 2011/12
Appendix 2: Corporate Strategic
Risk/Opportunities Register
Appendix 3: Corporate Operational Risk
Register

Section 1 - Summary and Recommendations

This report outlines the draft Internal Audit plan for 2011/12

Recommendations:
The Committee is requested to:
(a) Note the process employed to develop the plan.

(b) Consider and comment on the draft plan.

( %/'/WMDUNC“L )
LONDON
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Section 2 - Report

Background

1.1 The CIPFA Code of Practice for Internal Audit requires the Audit
Committee (GARM) to approve (but not direct) the Internal Audit Plan.

Current situation

2.1This report sets out the draft Internal Audit annual plan of work for 2011/12
(Appendix 1). The projects set out in the plan are split between
reliance/assurance reviews and risk based reviews. The risk reviews have
been derived and prioritised from the review of the Corporate Strategic
Risk/Opportunities Register (Appendix 2), the Corporate Operational Risk
Register (Appendix 3), the governance framework, taking into account
cumulative audit knowledge and input from managers including the
Service Manager, Corporate Anti-fraud.

2.2 Consultation with Corporate Directors and their management teams has
begun and the remaining Corporate Directors, Directorate Management
Teams, the Chief Executive, the new Director of Finance, the Service
Manager, Scrutiny and the External Auditors will be consulted in due
course.

2.30nce all consultation has been completed and any changes made to the
draft plan as a result of this consultation, including any changes requested
by this Committee, a final plan will be produced reflecting a work plan

achievable with available audit resources. The final plan will be presented
to GARMC for approval at the next meeting (June).

Financial Implications

3.1The functions of the Internal Audit service are delivered within the budget
available.

Risk Management Implications

4.1 The work of internal audit supports the management of risks across the
council and the Internal Plan is derived from the review of the Corporate
Strategic Risk/Opportunities Register, the Corporate Operational Risk
Register and risks identified by management.

Corporate Priorities

5.1 The work of internal audit supports the corporate priorities.
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Section 3 - Statutory Officer Clearance

Name: Julie Alderson N, Chief Financial Officer

Date: 16/03/11

on behalf of the
Name: Jessica Farmer v | Monitoring Officer

Date: 17/03/11

Section 4 - Contact Details and Background
Papers

Contact: Susan Dixson — Service Manager, Internal Audit
Background Papers: None

If appropriate, does the report include the following
considerations?

—_—

Consultation YES

2. | Corporate Priorities YES
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Appendix 1

DRAFT INTERNAL AUDIT PLAN 2011/12
RELIANCE/ASSURANCE REVIEWS

Key Control Reviews

These reviews are designed to confirm the presence, or otherwise, of critical high level controls
within each of the council’s core financial systems. They are undertaken as part of a 3 year
cycle in which each system will be reviewed at least once to satisfy the requirements of the
External Auditors and to enable them to place reliance on the work of Internal Audit. Coverage
of each system is assessed annually having regard to a range of risk factors including changes
to systems and key personnel. For 2010/11 the following systems will be reviewed, managers
will be asked to update systems notes and walkthrough tests will be undertaken to confirm
systems in operation:

¢ Housing Benefits
e Business Rates

In addition for the following systems managers will be asked to update systems notes,
undertake a controls self assessment and walkthrough tests will be undertaken to confirm
systems in operation:

Housing Rents

Corporate Accounts Payable
Corporate Accounts Receivable
Payroll

Council Tax

Treasury Management

Capital Programme

With the exception of the systems notes for the Capital Programme these reviews will be
undertaken in the early part of the financial year to enable the External Auditor to utilise them to
inform their risk assessment that guides the external audit approach for work on the 2010/11
accounts. At the conclusion of this work an assurance statement will be produced for the Chief
Finance Officer and inclusion in the Annual Governance Statement.

Capital Programme
Continuation of the follow-up of the implementation of the recommendations arising from the
Capital Investigation including audit input into the new processes and the use of the project
management toolkit.

Assurance Mapping

Working with Risk Management and the Corporate Governance Group to complete the
assurance mapping exercise. To include a review of officer, member and partner groups
providing assurance on controls in place to mitigate corporate strategic and operational risks.

Management Assurance

Revision of the management assurance exercise in light of the outcomes of the assurance
mapping exercise; co-ordination of the 10/11 annual management assurance exercise; input to
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the 10/11 Annual Governance Statement; follow - up of action planned and the development
and instigation of the 11/12 exercise.

Corporate Governance

Organisation of the Corporate Governance Working Group, development of governance
assurance processes, collection of governance evidence to support the Annual Governance
Statement and support for the Corporate Governance Group and the Governance, Audit and
Risk Committee.

Corporate Strategic Risk Group (CSRG)
Attendance and contribution to Strategic Risk Group

Information Governance Board
Attendance and contribution to the Information Governance Board

Schools, Sports Partnership Grant (SSC5)
Reconciliation of grant claim to SAP and audit sign-off.

CORPORATE RISK BASED REVIEWS

Application of Contract Procedure Rules
Currently consulting with Procurement on how best to approach this review with the aim of
assessing compliance and the robustness of the rules and processes.

Purchase Cards
A review of the adequacy, application and effectiveness of controls in place over the use of
purchase cards.

Members and Officers Declarations of Interests and Gifts & Hospitality (SR 9 & OR 2)
A Council wide review to ensure that declarations of interests, gifts & hospitality are being
appropriately managed.

Complaints
Covering both corporate and Adults & Childrens teams. Assessing the implementation of the
corporate complaints system across the Council.

Information Management
A review covering adequacy of and compliance with policies, mitigation of risk, communication
and engagement with staff and effectiveness of controls in place.

Petty Cash
A review of a sample of petty cash imprests/floats held across the Council to ensure robust
financial controls in place.

Management of HR Policies

A review of how HR policies are disseminated and communicated to managers and staff and
action taken to ensure that they are understood and implemented.
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Organisational Learning

A review of how lessons learnt from good and bad experiences e.g. a tribunal case, a court
case, an emergency, are cascaded throughout the Council.

Agency Staff

A review of the Council’s longest serving/highest paid temporary staff to ensure their
employment is being actively managed and that VFM is being obtained.

IT REVIEWS
The following IT reviews are planned:

e Bank Automated Credit System (BACS)

¢ Electronic Criminal Records Bureaux (ECRB) — adequacy, application and effectiveness
of new processes to be introduced from May 2011

¢ Internet/telephone credit card payments (including refunds) (CAFT)

DIRECTORATE RISK BASED REVIEWS

Children’s Centres
Review to assess controls in place for collection of income and banking at the Children’s
Centers.

Re-Enablement (SR 2)

A review of the Resource Allocation System for Personal Budgets to assess the adequacy,
application and effectiveness of the controls in place to ensure clients are paid the correct
amount and mitigate the risk of overpayment/loss to the authority.

Pensions
A review of the pensions process.

Transformation Programme — Implementation of Savings (SR 7, 10),
A review looking at the success of the implementation of savings identified from transformation
projects.

Communications (SR 6, 7, 8, 9)
A review of the effectiveness of communication across the council.

Carbon Reduction Commitment (SR 3)
A review of the governance processes for the Councils carbon reduction commitment.

Green Travel Plans (SR 11)
A review of the development and application of the Council’s green travel plans.

Social Care Petty Cash/Client Finances
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A specific review of petty cash and client finances to determine whether robust financial controls
are in place.

Housing use of Temporary Accommodation
A review of the use of temporary accommodation by Housing to ensure approapriate controls in
place over allocation and VFM is obtained.

Contract Monitoring
A review of contract monitoring processes across Community and Environment.

Energy Procurement
A review of the process for procuring energy.

Equalities Framework
A review of the accuracy and robustness of data collected for assessment against the Equality
Framework for Local Government and an assessment of Council’s likely success in achieving
an ‘excellent’ external assessment.

SCHOOLS
As the Financial Management Standard in Schools (FMSiS) has been discontinued Audit focus
at schools has been changed to reflect the high risk areas identified by the FMSIS
assessments, the review of Risk Registers and risks identified by management.

¢ Income and Expenditure Reviews

Review of a sample of schools to assess the adequacy, application and effectiveness of
controls in place relating to income and expenditure.

e Petty Cash

Review a sample of schools to assess the adequacy, application and effectiveness of controls
in place relating to petty cash and petty cash cheque expenditure.

e Schools Financial Services Health Checks

Review to assess the adequacy, application and effectiveness of procedures in place relating to
the health checks carried out at schools to mitigate the risk of poor financial practices.

e Schools Interface with Council

A review of the interface between the schools’ SIMS system with the Council’'s SAP system with
particular emphasis on information security.

SUPPORT, ADVICE & FOLLOW-UP

An allowance will be made in the plan for support and advice to managers across the Council
and for the development of the Internal Audit service:
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Suspected Financial Irregularities + Control Reviews

Guidance will be provided, in liaison with CAFT, to managers undertaking investigations and
specific investigations will be undertaken on behalf of managers. Plus system control reviews
will be undertaken where weakness have been identified as a result of fraud.

Professional Advice

Professional advice will be provided to managers, as required, on risk and control
management/issues with particular emphasis being given to providing control advice for Lean
Review outcomes.

Follow-up

Follow-up of Red and Amber reports to ensure implementation of agreed audit
recommendations
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Agenda Item 10
Pages 127 to 134

GOVERNANCE, AUDIT AND
RISK MANAGEMENT

COMMITTEE

Date of Meeting: 29 March 2011

Subject: Audit Fee Letter 2011-12

Responsible Officer: Julie Alderson Interim Director of
Finance

Exempt: No

Enclosures: Appendix 1 - Audit Fees — Trend over
4 years

Appendix 2 - Audit Fee Letter 2011-12

Section 1 - Summary and Recommendations

This report gives the Committee an opportunity to comment on the proposed
work plan and fees of the External Auditor for 2011-12.

Recommendations:

The Committee comment on and note the proposed work plan and fees

( %/‘/'WLCDUNCIL )
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Section 2: Report

Introduction

1.

3.

The Audit Fee Letter has been provided by Deloitte LLP, the Council’s
appointed external auditor. It is attached at Appendix 2.

The planned work includes the audit of the financial statements for 2011-12 for
the Council, the Pension Fund and grant claims.

The outputs from the work will be summarised in the Annual Audit Letter.

Options considered

4.

The External Auditor has assessed the time required to carry out the work and
the risk level to arrive at the fee of £330,608 (2010-11: £367,342) which
represents a reduction of £36,734 or 10%. This reduction mainly reflects:-

a. No inflationary increase from 2010/11;

b. Lower ongoing costs of International Financial Reporting Standard; and

c. The new approach to Value for Money work.

Appendix 1 shows the fees over a four year period.

The Audit Commission has defined the scale audit fee as the fee required by
auditors to carry out the work necessary to meet their statutory responsibilities
under the Audit Commission Act, in accordance with the Code. It represents
the Commission’s best estimate of the fee required to complete an audit
where the audited body has no significant audit risks and it has in place a
sound control environment that ensures the auditor is provided with complete
and materially accurate financial statements with supporting working papers
within agreed timeframes.

The fee proposed for 2011-12 is 3% below the scale fee (2010-11: 10% above
the scale fee). This variance in scale fee is within the acceptable level of
variation set by the Audit Commission, which is 25%. The variance to the
scale fee reflects the External Auditor’'s assessment of the level of audit risk. In
the External Auditor's 2010-11 Accounts Opinion Audit Plan they identify ten
significant audit risk areas (8 significant risk areas were identified in 2009-10).

. In respect of the 2011-12 fees, the External Auditor is required to submit the

letter to the Audit Commission at the end of April 2011. Therefore the Auditor
will be able to reflect on any comments from the Committee in advance of
submitting the fee letter.

During the year additional costs can arise if there are complications with the
accounts or public enquiries to the auditor. The Auditor discusses such issues
with the Interim Director of Finance before raising any additional bills. Any
significant changes to the fee will be reported to the Governance, Audit and
Risk Management Committee.
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Consultation

10. The Committee is being consulted on the work plan and the fee.

Financial Implications

11.The Planned fee for 2011-12 is within budget.

Section 3 - Statutory clearance

Name: Julie Alderson [ V| Chief Financial Officer

Date: 15 March 2011

Name: Sarah Wilson v | On behalf of Monitoring
Officer

Date: 17 March 2011

Section 4: Contact details and background papers

Contact: Jennifer Hydari (Divisional Director Finance and Procurement)
tel: 020-8424-1573

Background Papers:
None
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Audit Fees - Trend over 4 Years

Appendix 1

2008-09 2009-10 2010-11 201112
£000 £000 £000 £000
Financial Statements 282 259 283 272
Use of Resources/ VFM Conclusion 67 111 80 54
included included included
Data Quality 43 above above above
Whole of Government Accounts 5 5 5 5
Total Audit Fee 397 375 368 331
% change +13% -5% -2% -10%
National Fraud Inititative 1 2 2 2
Objections 8 7
Capital miscoding and PFI work 45
Grant Claims* 106 110 110 110
Pension Fund 38 38 35 35
Grand Total 546 533 567 478
% change +8% -2% 6% -16%
Note

* |s an estimated figure based on 2009/10 audit.
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Appendix 2

Deloitte

17 March 2011

Mr Michael Lockwood
Chief Executive
Harrow Council

Civic Centre

PO Box 57

Station Road

Harrow

HA1 2XF

Dear Michael,

Annual audit fee 2011/12

Further to our discussions, we are writing to confirm the audit work that we propose to undertake for the
2011/12 financial year at Harrow Council. The fee has been set by the Audit Commission to reflect the
work programme auditors are required to deliver and our assessment of audit risk.

The total indicative fee for the audit for 2011/12 is for £330,608 (exclusive of VAT) which compares to
the planned fee of £367,342 for 2010/11 (10% reduction) and reflects:

e no inflationary increase from 2010/11;

* lower ongoing costs following the first year adoption of International Financial Reporting Standards
(IFRS) in 2010/11; and

» the new approach to value for money (VFM) work following the abolition of the Comprehensive Area
Assessment.

The fee is summarised in the table below.

Audit area - Planned fee 2011/12  Planned fee 2010/11 |
Financial statements 271,452 282,472
VFM Conclusion / Use of resources 54,286 80,000
WGA B 4,870 4,870
Total planned audit fee | | 330,608 367,342

Certification of claims and returns (note 1) - -
Audit of Local Government Pension Scheme 35,000 35,000

2> 1®
21

officinl professione! services provider
1 3 1 to the Olympic and Peralymaic Games



Appendix 2
Deloitte 2

Note 1: our fees for certification of claims and returns are billed on the basis of time spent by different
grades of staff using scale fees advised by the Audit Commission. The level of fees charged in a given
year is dependent on the grant schemes falling within the audit requirement, the scope of procedures
agreed between the Audit Commission and the grant paying body and the quality of working papers
provided to us and timeliness with which audit queries are resolved. The hourly rates set by the
Commission are unchanged from those applicable to 2010/11, as is the de minimis threshold of
£125,000 below which individual claims will not require certification. The 2011/12 fee for grant
certification work will be estimated based on the requirements of audit certification. The 2009/10 billed
fee for grant certification work was £110,625.

The fee excludes:

» any additional work required to address questions and objections raised by local government electors
which, due to uncertainty of timing and resource required, will be agreed separately;

e any work in relation to providing any specific accounting opinions, for example on PFI projects.
Given the uncertainty of timing and input required, we will agree the scope of work and associated
fee with you when you request the opinion;

e the cost of the National Fraud Initiative which is determined and billed by the Audit Commission;

e any work requested by you that we may agree to undertake. Each piece of work will be separately
negotiated and a detailed project specification agreed with you.

Work programme and risk assessment

The work programme has been published and copies sent directly to you by the Audit Commission. The
programme includes:

e audit of the Authority’s financial statements;

» work to support the value for money conclusion. This will be based on two criteria specified by the
Commission covering the Authority’s arrangements for:

o securing financial resilience; and
o prioritising resources within tighter budgets.
At this stage we have not identified any specific local risk-based value for money work; and
e work specified by the Commission on Whole of Government Accounts.

Our audit 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. As the fee is based on the 2010/11 planned fee, it
reflects our current assessment of audit risk but as we have not yet completed our audit for 2010/11 and
we have not started our detailed audit planning process for 2011/12, this assessment could change.
This process will continue as the year progresses and fees will be reviewed as necessary. Any
significant variation in the assessment of risk may impact on the fee.

If we need to make any significant amendments to the audit fee during the course of the audit, we will
first discuss this with Julie Alderson. We will prepare a report outlining the reasons why the fee needs to
change for discussion with the Governance, Audit and Risk Management Committee. Any variation in
fee would then need to be approved by the Audit Commission as they are responsible for setting audit
fees.

We have also assumed that:

e Internal Audit undertakes appropriate work on all systems, and good quality working papers and
records will be provided in accordance with our audit timetable;

¢ good quality working papers and records will be provided to support the financial statements by 2
July 2012.
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Deloitte 2

Appendix 2

A separate plan detailing our assessment of audit risk and proposed response to those risks will be
issued following completion of our detailed audit planning in April 2012. Within this, we will set out a
timetable of deliverables required from you which will ensure a timely and efficient audit process, and
therefore minimise the fees charged to you. As part of our detailed planning discussions we will seek to
identify with you any further areas where efficiency can be achieved in the year end reporting and audit

process.

We will issue a number of reports relating to our work over the course of the audit:

Planned output
Audit plan

Auditor's report giving the opinion on the financial
statements and value for money conclusion

- Annual audit letter

| Annual certification letter

Audit Team

The key members of the audit team for the 2011/12 are:

Team member Role.
Paul Schofield Engagement Partner
Matthew Hall Audit Director

Anna Parker Audit Senior Manager

Indicative date
30 April 2012
30 September 2012

November 2012

January 2013

We are 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 Paul Schofield in the first instance.

Yours sincerely

Dl e 10
Deloitte LLP

cc Director of Finance
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GOVERNANCE, AUDIT &
RISK MANAGEMENT
COMMITTEE

Date of Meeting:

Subject:

Responsible Officer:

Exempt:

Enclosures:

Summary

29 March 2011

INFORMATION REPORT -
Capital Investigation
Implementation Plan

Tom Whiting — Assistant Chief
Executive

No

Appendix 1- Capital Investigation
Implementation Plan

Appendix 2 — High Level Project Plan
Appendix 3 — Draft Project Initiation
Document (Capital Strategy and
Governance Arrangements)

This report sets out the progress against the Capital Investigation

Implementation Plan.

FOR INFORMATION

( %ﬁfﬂMDUNCIL )
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Section 2 - Report

Background

Following the investigation into the overspend in the Children’s Services
capital programme Cabinet received a report in December 2010 setting out
issues and the outcomes of two investigations, one focussing on project
management, one on financial management.

The investigations made a series of recommendations, to avoid any
recurrence of the issues which had affected the programme.

Cabinet requested that the GARM Committee monitor and report on
implementation of the recommendations, supported by Internal Audit, who
have been instructed to independently verify the process.

An initial report was made to GARMC in January 2011 outlining the
recommendations and suggested action against each recommendation.

Current Situation

Since January Internal Audit has been working with officers in Children’s
Services, Community and Environment and Finance to establish a robust and
realistic implementation plan (Appendix 1) and to establish the current status
of each agreed action. During the course of this work the recommendations
have been reconciled back to the investigation reports to ensure all
recommendations are covered and some have been combined to prevent
duplication.

Senior interim managers, with extensive experience, have been appointed to
key posts in Children’s, Community & Environment and Finance and are
working on the develop of robust process for the future whilst actively
managing the ongoing projects.

In addition to the detailed implementation plan a high level project plan
(Appendix 2) has been developed to address the issues on a comprehensive
basis across the Council. The plan covers the development of a Capital
Strategy, an Asset Management Plan, and a Corporate Allocation Model for
capital; a review of governance at a corporate and a project level; a review of
the process for the agreement of the capital programme; a review of reporting
arrangements and training and communication requirements. The project
plan also covers ongoing oversight by Internal Audit, formal review by Internal
Audit (in 2012/13) as well as reporting to GARMC.

A draft project initiation document has also been developed covering the
implementation of a capital strategy and governance arrangements (Appendix
3). This recognises that 2011/12 will be a transitional year during which the
new arrangements are devised and agreed by the Council. In essence this will
provide: -
a) The framework for agreement being reached on a 5 year capital
programme as part of the budget preparation arrangements for

2012/13 and the MTFS.
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b) The introduction of robust corporate arrangements for the governance
and regular monitoring and reporting of the capital programme.

With the main objectives of the project as being to devise and put into place
for 2012/13 onwards a high quality capital strategy to provide an objective
framework for decision making and robust arrangements for managing the
overall delivery of the Council’s capital programme.

A project team has been established and three main sub groups set up to
manage the project:

e Capital Strategy & Model (workstream 1)

e Corporate Governance (workstream 2)

e Project Governance (workstream 3)

Where relevant the detailed implementation plan (Appendix 1) indicates which
working group will deal with the planned action.

Finance have produced a Capital Project Approval 2011/12 document
(currently in draft) which includes a flow chart to ensure that controls are in
place to manage the approval of capital projects for the transitional year. This
has been reviewed by Internal Audit.

The Chair and Vice Chair of GARMC have been updated on the progress at
two meetings since the January meeting.

Conclusion

The updated implementation plan is more robust and reflects realistic timings
for planned actions and the high level project plan puts the detailed actions
into context and addresses the council wide issues.

Internal audit will continue to monitor the progress of the implementation of
the planned actions, seeking evidence of action taken and reviewing
proposed processes as they are developed.

Progress of the planned actions, with particular emphasis on those that may
impact on the Value for Money (VFM) assessment, and evidence obtained will
be shared with the External Auditors to support their work.

Financial Implications
The processes set out in this report can be supported within existing
resources.

Risk Management Implications

Given that the recommendations arise from issues which were material in the
problems identified in the December Cabinet report, the Council is exposed to
some risk so long as they remain outstanding. Accordingly the Corporate
Strategy Board is closely monitoring the situation, in addition to the steps
outlined above.

Overall this is considered sufficient to manage the current risks.
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Corporate Priorities

The work of Internal Audit contributes towards all the corporate priorities.

Section 3 - Statutory Officer Clearance

Name: Julie Alderson N, Chief Financial Officer

Date: 16/03/11

Section 4 - Contact Details and Background
Papers

Contact: Susan Dixson, Service Manager Internal Audit, 020
8424 1420

Background Papers: None
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APPENDIX 3

DRAFT PROJECT INITIATION DOCUMENT

IMPLEMENTATION OF A CAPITAL STRATEGY AND GOVERNANCE
ARRANGEMENTS

Project Sponsor: Brendon Hills Corporate Director on behalf of CSB.
Project Manger: David Lewis Interim Head of Property

CSB are asked to consider and agree the proposals set out in this report.

Background

The recent Capital Investigation highlighted serious shortcomings and a lack of
robustness in the current arrangements for managing the capital programme with
serious financial and reputational risks for the Council. At a meeting on 5" January
CSB endorsed the recommendations in an initial report and agreed the overall
strategy for responding to the findings involving the introduction of a corporate policy
framework for capital investment and robust arrangements for delivery of the capital
programme. This is an integral part of the wider review of governance across the
Council being overseen by the Director of Legal & Governance Services.

Although the particular problems emerged in the delivery of projects in the Children’s
Service area there is a need to address the issues on a comprehensive basis across
the Council. This Project Initiation Document therefore proposes a corporate
solution involving all capital expenditure in both the General Fund and Housing
Revenue Account. Rather than address the various findings on an individual basis a
fundamental overhaul of existing arrangements is proposed in order to ensure that
the serious risks identified are addressed comprehensively.

The strategy involves 2011/12 being a transitional year during which the new
arrangements are devised and agreed by the Council. In essence this will provide: -

a) The framework for agreement being reached on a 5 year capital programme
as part of the budget preparation arrangements for 2012/13 and the MTFS.

b) The introduction of robust corporate arrangements for the governance and
regular monitoring and reporting of the capital programme.
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Such action will put in place a clear and transparent framework for how the capital
programme is compiled. Actions being taken now progressively mitigate the risks
identified during 2010/11 (see attached high level project plan) so that there are
robust processes in place which will prevent both lack of governance, i.e. proper
approval processes, and financial mis-reporting. This means there will be a low level
of risk in respect of the financial management of the capital programme and its
delivery. An ongoing review of the arrangements by Internal Audit has been
requested by GARM and there will be regular monitoring of the implementation of the
plan and reports back to GARM during 2011/12 in order to verify that the risk
mitigation measures have been successful it is proposed that a specific review of the
arrangements is undertaken in the first quarter of 2012/13 and the outcome reported
to GARM.

Project Definition

Objectives

The objective of this project is to devise and put into place for 2012/13 onwards a
high quality capital strategy to provide an objective framework for decision making
and robust arrangements for managing the overall delivery of the Council’s capital
programme. This will involve both development of new arrangements and their
implementation in a timely manner during 2011/12 to facilitate budget preparation
and monitoring and reporting of the capital programme.

Project Links

By introducing an overall policy framework for capital investment and robust
arrangements for delivery of the capital programme the project will underpin delivery
of all of the Council’s corporate priorities

Scope

This is a corporate project encompassing all capital investment by the Council both
General Fund and HRA. It includes funding from all sources including specific grant
allocations and disposal receipts.

Outcomes

Removal of the current risks with improved value for money from capital investment
in support of the Council’s policy objectives.

Deliverables

A 5 year strategy to provide a corporate policy framework for decision making on
capital investment to support the delivery of services.

Robust governance arrangements at programme and project level including
appropriate levels of stakeholder engagement in relation to grant allocations.
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A corporate allocation model for capital resources to ensure objective prioritisation of
projects in line with corporate strategy.

A 5 year capital programme (possibly rising to 10 years) with the introduction of
robust monthly monitoring and reporting arrangements to CSB, Capital Forum and
DMT’s etc with quarterly monitoring reported to Cabinet. It is also intended that
monitoring will be regularly reported to appropriate forums within directorate areas
e.g. the Schools Forum.

Regular reporting to GARM on progress of the project.

Key Milestones
Please see the attached high level project plan the headlines are: -

Introduction of robust quarterly programme monitoring reports to Cabinet by April
2011.

Cabinet agreement of a draft Capital Strategy by June 2011.

Cabinet agreement of a corporate allocation model for capital resources by June
2011

Cabinet agreement on a corporate capital programme by February 2012.

Review of arrangements and risk mitigation verification in 2011/12 and first quarter
2012/13 by Internal Audit.

Benefits

The project will mitigate the current high level of risk around the capital programme
and secure improved value for money through more accurate capital investment to
support the Council’s policy objectives.

Roles and Responsibilities

Project Board CSB

Project Sponsor Brendon Hills, Corporate Director on behalf of CSB

Project Manager David Lewis, Interim Head of Property

Project Team Amanda Henton, Jennifer Hydari, Shirley Jenkins, A N Other

covering the HRA, David Lewis with others co-opted as needed to ensure the right
expertise e.g. project management advice.
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Risk management

The project itself is a risk mitigation strategy designed to comprehensively address
the findings of the recent Capital Investigation. It will have its own risk register which
will be maintained and reviewed/updated on a regular basis by the Project Team.
The Project Board will review the key risks every time they consider a progress
report on the project. The Governance, Audit and Risk Committee will receive
regular updates on progress including a review of key risks.

Equalities Impact

Assessment to be undertaken but project is expected to have a positive impact on
equalities.

Dependencies/Interdependencies

This is a project of paramount importance which feeds into the overall governance
review and needs to be undertaken as a matter of priority to comprehensively
address the findings of the Capital Investigation thereby reducing the risks to the
Council. Whilst there will be a range of interdependencies across the Council this
project will provide the critical path for putting in place structured and robust
arrangements for the management of capital investment in the delivery of services.

Stakeholder Engagement and Communications

Cabinet, Governance, Audit and Risk Management Committee, CSB and appropriate
Directorate Forums through regular reporting — see key milestones above.
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