Wiltshire Council

~————_ Where everybody matters

AGENDA

Meeting: Audit

Place: Kennet Committee Room
Date: Tuesday 26 April 2016
Time: 10.30 am

Please direct any enquiries on this Agenda to Shirley Agyeman of Democratic Services,
County Hall, Trowbridge, direct line (01225) 718089 or email
shirley.agyeman@wiltshire.gov.uk.

All public reports referred to on this agenda are available on the Council’s website at
www.wiltshire.gov.uk

Press enquiries to Communications on direct lines (01225) 713114 / 713115

Membership:
Clir Richard Britton (Vice Clir Linda Packard
Chairman) Clir Sheila Parker
Clir Rosemary Brown Clir David Pollitt
Clir Tony Deane (Chairman) Clir James Sheppard

Clir Stewart Dobson
Clir Julian Johnson

Non-Voting Members

Clir Baroness Scott of Bybrook Clir Dick Tonge
OBE

Substitutes

Clir Terry Chivers Clir David Jenkins
Clir Peter Evans Cllr Jacqui Lay
CliIr Nick Fogg MBE Clir Helen Osborn
CliIr Atiqul Hoque Cllr Mark Packard
Clir George Jeans CliIr lan West
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RECORDING AND BROADCASTING NOTIFICATION

Wiltshire Council may record this meeting for live and/or subsequent broadcast on the
Council’s website at http://www.wiltshire.public-i.tv At the start of the meeting, the
Chairman will confirm if all or part of the meeting is being recorded. The images and
sound recordings may also be used for training purposes within the Council.

By entering the meeting room you are consenting to being recorded and to the use of
those images and recordings for broadcasting and/or training purposes.

The meeting may also be recorded by the press or members of the public.

Any person or organisation choosing to film, record or broadcast any meeting of the
Council, its Cabinet or committees is responsible for any claims or other liability resulting
from them so doing and by choosing to film, record or broadcast proceedings they
accept that they are required to indemnify the Council, its members and officers in
relation to any such claims or liabilities.

Details of the Council’s Guidance on the Recording and Webcasting of Meetings is
available on the Council’'s website along with this agenda and available on request.

If you have any queries please contact Democratic Services using the contact details
above.
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Part |

Items to be considered while the meeting is open to the public

Apologies and Membership Changes
Chairman's Announcements

Minutes of the Previous Meeting (Pages 5 - 10)

To confirm and sign the minutes of the Audit Committee meeting held on
26 January 2016.

Members' Interests

To receive any declarations of disclosable interests or dispensations granted by
the Standards Committee.

Public Participation and Committee Members' Questions

The Council welcomes contributions from members of the public.
Statements

If you would like to make a statement at this meeting on any item on this agenda,
please register to do so at least 10 minutes prior to the meeting. Up to 3 speakers
are permitted to speak for up to 3 minutes each on any agenda item. Please
contact the officer named on the front of the agenda for any further clarification.

Questions

To receive any questions from members of the public or members of the Council
received in accordance with the constitution. Those wishing to ask questions are
required to give notice of any such questions in writing to the officer named on
the front of the agenda (acting on behalf of the Corporate Director) no later than
5pm on Wednesday 20 April 2016. Please contact the officer named on the front
of this agenda for further advice. Questions may be asked without notice if the
Chairman decides that the matter is urgent.

Details of any questions received will be circulated to Committee members prior
to the meeting and made available at the meeting and on the Council’s website.

Housing Benefit Subsidy Audit 2014-15 (Pages 11 - 14)
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KPMG - Audit Fee Letter 2016/17 (Pages 15 - 22)

KPMG - External Audit Plan (Pages 23 - 40)

SWAP - Internal Audit Activity - Q4 Update 2015/16 (Pages 41 - 122)

Urgent Iltems

Any other items of business, which the Chairman agrees to consider as a matter
of urgency.

Date of next meeting

To note that the next regular meeting of the Committee will be held on 27 July
2016 at 10.30 a.m.

Part I
Items during whose consideration it is recommended that the public

should be excluded because of the likelihood that exempt
information would be disclosed
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Wiltsrire Council

~————_ Where everybody matters

AUDIT

DRAFT MINUTES OF THE AUDIT MEETING HELD ON 26 JANUARY 2016 AT
COUNCIL CHAMBER - COUNTY HALL, TROWBRIDGE BA14 8JN.

Present:

Clir Tony Deane (Chairman), Clir Richard Britton (Vice Chairman), Clir Rosemary Brown,
Clir Tony Deane (Chairman), Clir Stewart Dobson, Clir Mike Hewitt (Substitute),

CliIr Julian Johnson, CliIr Stephen Oldrieve, Clir Jeff Osborn, Clir David Pollitt,

Clir James Sheppard and Clir Dick Tonge

1 Apologies and Membership Changes

Apologies were received from Clir Jane Scott, (replaced by Clir Dick Tongie),
Dr Carlton Brand and Michael Hudson.

2 Chairman's Announcements

Clir Helen Osborn, Audit Committee substitute to the Constitution Focus Group
has stepped down from her role. An Audit representative on the Focus Group is
therefore required.

3 Minutes of the Previous Meeting

The minutes of the meeting held on 27 October 2015 were presented.

Resolved:

To approve as a correct record and sign the minutes of the meeting held
on 27 October 2015.

4 Members' Interests

There were no declarations of interest made.
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Public Participation and Committee Members' Questions

There were no questions from the public or members of the Committee under
this item.

KPMG - Annual Audit Letter 2014/15

Darren Gilbert, Director of KPMG, presented the detail of the Annual Audit
Letter 2014/15.

In the course of the presentation and the discussion, the issues discussed
included: that an unqualified opinion had been issued on the Authority’s
financial statements and the external auditors believed that the financial
statements gave a true and fair view of the financial position of the Authority
and of its expenditure and income for the year. This unqualified opinion also
covered the pension fund financial statements considered as part of the
certification process.

In response to a question from the Chairman, lan Gibbons assured the meeting
that all legal requirements in relation to the Annual Audit letter 2014/15 had
been met.

Resolved

That the Audit Committee notes the contents of the Annual Audit
Letter 2014/15

KPMG - Anhnual Report on grants and returns work 2014/15

Darren Gilbert, Director of KPMG, presented the detail of this report.

In the course of the presentation and the discussion, the issues discussed
included: that the Council’'s Housing Benefit Subsidy claim was subject to a
qualification letter mainly due to the identification of a number of errors and
inaccuracies in relation to classification of overpayments and the recoding of
income. The Teacher’s Pension Contributions and Pooling of Housing Capital
Receipts received minor adjustments and an unqualified audit certification.

Members expressed concern at the level of errors reported and Darren Gilbert
sought to reassure the meeting that it was common to find this level of error rate
with the sample under analysis and plans to get a further analysis of the
qualified item were underway. It was emphasised that there was a need to find
out what had triggered these errors and to establish whether these were training
issues or system related.

In response to a question on whether the Internal Auditors picked on these
errors, Jenny Strahan, Assistant Director — SWAP, informed the meeting that
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the housing benefits claims were a part of the key control work area and SWAP
was at the stage of scheduling field work and would be reporting on this at the
next meeting. Given the level of errors discovered a question was posed on
whether the sample base used for the analysis needed to be widened and
Darren Gilbert explained that the sample was subject to a host of tests and
analysis adhering to a strict methodology. If further work was required due to
the opinion issued, that could be commissioned separately.

Resolved

1. That the Audit Committee notes the contents of the report with
concern about the errors discovered.

2. That the Finance department and Internal Auditors comment on the

level of error findings in the Council’s Housing Benefit Subsidy
claims.

KPMG - External Audit Progress Report and Technical Update

Darren Gilbert, Director of KPMG, presented the detail of this report

In the course of the presentation and the discussion, the issues discussed
included: that KPMG was adding value to their service by producing yearly
updates on any new financial regulations, and giving guidance on the practical
level of impact of such regulations and how assets could be protected .
Concerns were expressed about the level of expenditure in the portfolio of
assets and whether there was really any need for this. An example cited was
the revaluation of roads on the balance sheet and the perceived minimal impact
on the Authority’s borrowing capacity in real terms. It was explained that the
accounting principle of fair value required this.

Members sought reassurance that the Finance department was up to speed
with all required changes in processes and procedures arising from
recommendations made by the financial regulator, CIPFA. Mathew Tiller, Chief
Accountant, affirmed that the Finance department was on track to implementing
these recommendations.

Resolved
1) That the Audit Committee notes the contents of the report and
queries whether the Authority has the resources to undertake the

exercise of revaluing assets.

2) That no work should be done on the revaluation of the Highways
until a Report has been submitted to the Audit Committee
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explaining the need for the audit and the resources (including cost)
of the revaluation.

Internal Audit 2015/16 Third Quarter Update Report

Jenny Strahan, Assistant Director — SWAP presented the detailed findings of
this report.

In the course of the presentation and the discussion, the issues discussed
included: that the reported performance of schools was of particular concern.
There was comment about the specific role of the Council and the value it adds
to schools not being clearly defined. David Hill, Director of Planning - SWAP,
explained that more schools had been earmarked for financial health visits with
a view to taking a more themed approach for better engagement. It was noted
that the low performance of schools appeared to be a rising trend and Members
requested for an interim report on what was being done about this.

Clir Richard Britton commented on apparent errors with dates and the tracking
of the traffic lighting system used to categorise control assurance issues. In
response to questions raised on the required variance for changing the status of
an issue, David Hill responded that the standard period was 4 weeks_noting that
the errors in the report were not due to software problems but were typo errors
which still needed to be taken seriously.

SWAP undertook to clarify dates shown in their reports as the Chairman could
not understand how if an intermediate date slipped the final date remained the
same.

In order to assure themselves as a Committee on the detail behind the findings
on the various issues identified, a request was made about the possibility of
Committee members having access to the SWAP web portal to enable
members to drill further down into accounts to ascertain underlying records and
transactions. Michael Tiller confirmed that this was possible and would arrange
for the facility to be in place.

Members noted that there appeared to be a disconnect between signing reports
and noting how recommendations had been implemented. There was concern
over the risk of wasting resources with recommendations being accepted and
not implemented and the role of management in ensuring this was emphasised.

The Chairman requested that a member of the Corporate Leadership Team is
invited to the next Audit meeting to explain how audit recommendations are
dealt with & tracked.

Michael Tiller informed the meeting that a report on how recommendations were
being implemented would be circulated at the next scheduled meeting.
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Resolved

1. That the Audit Committee notes the contents of the report and
requests an interim report from the internal auditors on measures
being taken to improve school audit performance.

2. That Members would be given access to the SWAP web portal in
order to drill down into records for more detail behind reports
presented.

3. That the Finance department produces regular reports showing the
progress on how recommendations made are being implemented.

Information Governance

lan Gibbons, Associate Director for Legal & Governance Services, presented
the report.

In the course of the presentation and the discussion, the issues discussed
included: that practical training needs relevant to specific areas had been
identified for action. That in rationalising documents the importance of having an
overarching management strategy could not be overemphasised in ensuring
that documents that were discarded were done in an orderly manner.

In response to a question from the Chairman regarding security in place for
scanning devices being used for information storage, Mr. Gibbons assured the
meeting that there was careful review of security with daily checks and
supervision by Facilities Management and no security breach had been
reported so far.

He also informed the meeting that he had been in touch with the Information
Commission Office regarding the findings identified by the ICO audit report and
would report at the next meeting.

Resolved

1. That the Audit Committee notes the contents of the report and that
it was satisfied with the progress of the improvement programme.

Date of next meeting

The meeting noted that the next regular meeting of the Committee would
be held on 8 March 2016. (Members should note that the March date has been
cancelled and we apologise for the error).

The next meeting will be at 10:30 on Tuesday 26" April in the Kennett Room
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12 Urgent ltems

There were no urgent items.

(Duration of meeting: 14.00 — 15:00 p.m.)

The Officer who has produced these minutes is Shirley Agyeman of Democratic
Services, direct line (01225) 718089, e-mail shirley.agyeman@wiltshire.gov.uk

Press enquiries to Communications, direct line (01225) 713114/713115

Page 10



Agenda Iltem 6

Housing Benefit Subsidy Audit 2014-15

This report is in response to the findings prepared by KPMG who are responsible for
undertaking the annual housing benefit subsidy audit. The audit looked at decisions and
assessments carried out in 2014-15.

1. Background

During 2014-15 the council’s housing benefit team were managing and maintaining in the
region of 25,250 live claims and awarded housing benefit of £117 million to those claimants.
The processing of claims must also be set in terms of the complex changes arising from
welfare reform and the introduction of separate housing benefit schemes for working aged
claimants and those of pensionable age. At the time the caseload could be split into two
almost equal parts, half being pensioners the other half working age. As well as the
separate housing benefit schemes the council also had to introduce a local council tax
reduction scheme for working aged claimants and continue to manage the national scheme
for pensioners.

2014-15 was only the second year of operating a number of welfare reforms which further
complicated the assessment process for working aged claimants; these included the benefit
cap affecting around 100 claims and the spare room supplement, or bedroom tax, affecting
around 2,000 claimants.

In addition to the normal case load and to compensate for the significant numbers affected
by the ‘bedroom tax’, the council were given over £500,000 to award in discretionary housing
payments (DHP) and over 1,600 claims were received and 1150 awards made, (In
comparison to 157 awards in 2012-13). Each of these claims has to be reviewed annually.
Whilst this was going on the Housing Benefit Team were working in conjunction with the
Department for Work and Pensions to usher in Universal Credit which went live in Wiltshire
at the beginning of March 2015, the end of the period in question.

During 2014-15 the service received 20,000 appointments across the four offices it staffs
and 75,000 telephone calls. These resulted in 5,000 new claims and 13,000 changes to
claims as a result of a reported change in circumstance. A further 24,000 change of
circumstance were notified via electronic data exchanges with the DWP, and we
automatically managed annual changes in rents and the up-ratings of income and pensions.

Despite the reduction in Administration Grants the overall caseload was generally unaffected
by the introduction of Universal Credit. Caseloads at their peak amounted to 25,371
gradually falling to 25,089 by the end of the year.

2. Caseload to Staffing Ratios

The cost of administering the housing benefit scheme is generally met by the housing benefit
administration grant which in 2012-13 stood at £2,058,000 to cover staffing costs and
administration of the scheme. By 2014-15 this had fallen to £1,813,000 (and has fallen
further since). The service remains under significant pressure to reduce its costs. The
service had already lost 8 staff, during the previous year, to redundancy, and lost a further 5
experienced staff during 2014-15. (4 assessors left in 2015-16 and only one has been
replaced)

The uncertainty for staff and the replacement of housing benefit with universal credit
continues to put at risk the service as experienced staff leave.
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In terms of the Audit KPMG have highlighted areas of concern and efforts to remedy these
issues are set out below, highlighting some of the issues regarding the complexity of the
assessment process.

3. Audit Comment and Housing Benefits Subsidy Issues found by KPMG

We identified 39 errors (from a sample of 260 claims) in relation to the recording of income
and rental figures as well as rent free periods. These resulting in both under and
overpayments of benefits; and

We also identified 50 inaccuracies (from a sample of 180 claims) in relation to the
identification and classification of overpayments resulting in errors in the level of subsidy
being claimed.

Whilst the number of errors identified may appear relatively high, representing 20% of the
overall sample, the average value of the errors was only £22 per claim compared to average
claim values of £1,535. No adjustments were made to the claim in relation to these errors.

Adjustments were required for two properties which had been disclosed in the wrong
tenancy type and to remove an isolated claim were no evidence could be found to support
the entitlement calculation.

External audit of the Benefit claim across the country does identify similar issues at other
authorities, often to a greater extent. This is almost inevitable given the scale, complexity
and changing nature of these claims. The action taken by the council and comments on
each of KPMG’s recommendations is set out below:

i Rent Free Weeks.

In preparation for the introduction of Universal Credit (Which pays people monthly rather
than on a fortnightly basis) 2014-15 was the year in which a number of large social landlords
began switching from 50 week rental charges to 52 weekly rental charges. Often contact
with the tenant identified they were unaware if they were paying rent over 50 or 52 weeks.
Issues were also identified with temporary accommodation and council owned caravans.
They were all also subject to rent free weeks until the approach changed so that this no
longer applied to new tenants.

This change caused a number of issues and challenges for benefits staff during the
assessment process in securing the correct information. KPMG’s sample equates to 1% of
the total claimant population and the errors found equate to only 0.15% of the total claims.
Of the thirty nine errors, seven related to rent free weeks. From April 2016 the majority of
tenancies are based on 52 week rental other than Aster Housing who still operates a mixture
of 48, 50 and 52 week rental charges.

Whilst the overall impact will lessen this issue will continue to affect the minority of new

claims and is likely to create subsidy issues.

ii. Notification of a Change

Of the thirty nine errors, thirteen errors were identified where the notification of change was
received before the payment was made and therefore the overpayment could have been
prevented. This issue concerns the speed of processing and the fact that the service is
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subject to a variable workload. There are peak times for processing where it is inevitable this
may occur and the team continue to monitor this, and will seek to identify what, if any,
lessons can be learnt from the small number of errors identified by KPMG to redress this
matter.

iii. Income Calculations

Of the thirty nine errors ten were related to the incorrect calculation of an individuals’ income.
(Typically an earnings disregard was included within the claim but as the claimant was
working less than 30 hours the disregard should not have been applied).

iv. Changes from the wrong date

Of the thirty nine errors, nine errors were found when changes to the claim were applied
from the incorrect date and did not go back far enough.

V. Overpayments

Once an overpayment of housing benefit is identified it must be correctly coded to determine
the reason (Claimant error, Local authority error, Fraud, administrative delay or DWP error).
How the overpayment is coded determines whether it qualifies for subsidy or not. Analysis
revealed there was reluctance amongst some staff to code errors to the Local Authority.
Subsequently a great deal of training has been put in place not only to explain the
importance of correctly coding overpayments but the whole process of managing and
recovering benefit overpayments.

In response quality checks are being introduced to all cases where an overpayment has
been identified. In fact the concerns over overpayments have resulted in us working with
Consultants from the DWP to guide us on best practice.

vi. Subsidy preparation

The subsidy claim divides the total caseload into various types of claim and the results of the
checking are entered into cells on the claim form. Within our claim one cell accounts for
£105 million in housing benefit expenditure. Any error found in this cell is extrapolated in
relation to the content and value of the cell. In claims where there was an income the
percentage error rate in calculating that income was deemed to be 0.5%, of the cases
checked but this still equates to a theoretical adjustment in subsidy of £538,000. The
extrapolation methods used by KPMG are cause for concern when half the content of the
cell equates to claims where there are no income figures because the claimant is either a
pensioner or the claimant does not work. We will continue to challenge their assumptions.
Correspondence with central government subsequent to the submission of previous year
claims where the same issue has been raised has always resulted in a common sense
approach being recognised by civil servants in reducing this amount to figures less than
£50,000.

vii. Insufficient Evidence and tenancy issues

Finally the adjustment to the three remaining cases mentioned in the report had no monetary
value. A highly unusual issue arose with one of the claims, where it was found that historic
supporting evidence failed to convert from the old to the new system. These findings are
exceptions and a review has not identified any other cases, or further action.
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4. Training and Development of staff

A variety of processes have been introduced to support the team to assess claims more
accurately. The emphasis has moved from the speed of claim processing to the accuracy.
However the service and its officers also remain under a great deal of pressure to perform
quickly. In recognition of the pressures on staff and the complexity of the caseload it was
agreed in late 2015 to close offices to visiting claimants on a Wednesday. This has enabled
the teams to meet and undertake regular training from both internal and external specialists
in order to discuss and develop best practice. It was also recognised that further claims
checking had to be undertaken by team leaders and senior officers which was re-introduced
in 2015.

5. Conclusion

Despite the impressions that Universal Credit would greatly reduce our caseload, this has
not proved to be the case. Welfare reforms continue to add complexity to the calculations
used to assess claims. Consequently more has been done in the last 12 months to ensure
staff are equipped to deal with the expectations placed on them by a variety of stakeholders,
including t the DWP. The DWP will determine the amount of subsidy they are willing to pay
which we challenge where it is appropriate to do so. This may mean further claims checking
but there remains a determination and willingness on our part to challenge the methods used
to extrapolate data and to minimise any possible losses resulting from the subsidy audit.

lan P Brown

Head of Revenues and Benefits
March 2016
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KPMG LLP Tel +44 (0) 29 2046 8205
Audit Fax +44 (0) 29 2046 8119

3 Assembly Square darren.gilbert@kpmg.co.uk
Britannia Quay

Cardiff CF10 4AX

United Kingdom

M Hudson Esq
Finance Director
Wiltshire Council

County Hall ourref  WIiltC/1617/Fee Letter
Bythesea Road

Trowbridge Contact Adam Bunting
Wiltshire BA14 8JN +44 (0)117 905 4470
5 April 2016

Dear Michael

Annual audit fee 2016/17

I am writing to confirm the audit work and fee that we propose for the 2016/17 financial year at
Wiltshire Council. Our proposals are based on the risk-based approach to audit planning as set
out in the Code of Audit Practice and Public Sector Audit Appointments Ltd’s (PSAA’S)
published work programme and fee scales.

Planned audit fee

The planned audit and certification fees for 2016/17 are shown below, along with a comparison
to the prior year’s fee. All fees are exclusive of VAT.

Audit area Planned fee 2016/17 Planned fee 2015/16
Code of Audit Practice audit fee 167,420 167,420
Audit of Pension Fund 24,246 24,246
Certification of housing benefit grant claims 21,165 16,916

PSAA has set the 2016/17 scale fees for both the audit of Council’s financial statements and the
Pension Fund audit at the same level as for 2015/16, thereby preserving the 25 per cent reductions
that were applied that year which in turn was in addition to the savings of up to 40 per cent in
scale audit fees and certification fees in 2012/13. The planned fees are in line with the scale fee.

P Vlﬁ Registered in England No OC301540
KPMG LLP, a UK limited liaBility sHib a mber firm of the Registered office: 15 Canada Square, London, E14 5GL

KPMG network of independent member firms affiliated with KPMG For full details of our professional regulation please refer to ‘Regulatory
International Cooperative (“KPMG International”), a Swiss entity. Information” at www.kpmg.com/uk



KPMG LLP
Annual audit fee 2016/17
5 April 2016

As we have not yet completed our audit for 2015/16 the audit planning process for 2016/17,
including the risk assessment, will continue as the year progresses and fees will be reviewed and
updated as necessary. We will naturally keep you informed.

Redistribution of Audit Commission surplus

Following completion of the Audit Commission’s 2014/15 accounts, PSAA received a payment
in respect of the Audit Commission’s retained earnings. PSAA will distribute this and any other
surpluses from audit fees to audited bodies, on a timetable to be established by the PSAA
Board.

This distribution will be made directly by PSAA and not via KPMG. Based on current
information, PSAA anticipates that the amount of the redistribution is likely to be in the order of
15% of the scale fee.

Factors affecting audit work for 2016/17

We plan and deliver our work to fulfil our responsibilities under the Code of Audit Practice (the
Code) issued by the National Audit Office (NAO). Under the Code, we tailor our work to reflect
local circumstances and our assessment of audit risk. We do this by assessing the significant
financial and operational risks facing an audited body, and the arrangements it has put in place
to manage those risks, as well as considering any changes affecting our audit responsibilities or
financial reporting standards.

CIPFA/LASAAC has confirmed that the 2016/17 Code of Practice on Local Authority
Accounting in the United Kingdom will adopt the measurement requirements of the CIPFA
Code of Practice on Transport Infrastructure Assets for highways network assets. This change
will require additional work in 2016/17 but PSAA has indicated that it is not appropriate to
increase the scale fees to cover the costs of this work because the amount of work required at
individual authorities will vary based on local circumstances. The fees for this additional work
will therefore be discussed and agreed with you in due course and will be subject to PSAA’s
normal fee variation process. PSAA expects that the additional fees for a highways authority
will be in the range £5,000 to £10,000, where authorities are able to provide the information
required and the auditor is able to rely on central assurance of the valuation models in use.
These amounts are indicative and therefore costs outside of this range may be necessary.

Under the Code, we have a responsibility to consider an audited body’s arrangements to secure
economy, efficiency and effectiveness in its use of resources and to do this we will undertake
appropriate value for money (VFM) audit work. The 2016/17 fees have been set on the basis
that the NAQO’s Code and supporting guidance does not change the level of work required on the
VFM audit. Should this not be the case, or if new or increased significant VFM audit risks arise
that require further audit work, additional fees will be necessary over and above the scale fee.
Any such additional fees will be subject to approval through PSAA’s fee variation process.
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KPMG LLP
Annual audit fee 2016/17
5 April 2016

Certification work

As well as our work under the Code, we will certify the 2016/17 claim for housing benefit
subsidy to the Department for Work & Pensions. The PSAA indicative scale fee for this work
has increased for 2016/17, reflecting the outcome of previous certification of the Council’s
housing benefit subsidy claim.

There are no longer any other claims or returns that we are required to certify under the PSAA
audit contract. Assurance arrangements for other schemes are a matter for the relevant grant-
paying body, and may be the subject of separate fees and tri-partite arrangements between the
grant-paying body, the audited body, and the auditor. We would be happy to discuss any such
certification needs with you.

Assumptions

The indicative fees are based on a number of assumptions, including that you will provide us
with complete and materially accurate financial statements with good quality supporting
working papers, within agreed timeframes. It is imperative that you achieve this. If this is not
the case and we have to complete more work than was envisaged, we will need to charge
additional fees for this work. Our assumptions are set out in more detail in Appendix 1 to this
letter.

In setting the fee at this level, we have assumed that the general level of risk in relation to the
audit of the financial statements and certification work is not significantly different from that
identified for the current year’s audit. A more detailed audit plan will be issued early next year.
This will detail the risks identified, planned audit procedures and (if required) any changes in
fee. If we need to make any significant amendments to the audit fee during the course of the
audit, I will first discuss this with you and then prepare a report for the Audit Committee,
outlining the reasons why the fee needs to change.

We expect to issue a number of reports relating to our work over the course of the audit. These
are listed at Appendix 2. A statement of our independence is included at Appendix 3.

The proposed fee excludes any additional work we may agree to undertake at the request of
Wiltshire Council. Any such piece of work will be separately discussed and a detailed project
specification agreed with you.
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KPMG LLP
Annual audit fee 2016/17
5 April 2016

Our team

The key members of our audit team for the 2016/17 audit are:

Name Role Contact details

Darren Gilbert Engagement Leader | darren.gilbert@kpmg.co.uk
0292 046 8205

Adam Bunting Manager adam.bunting@kpmg.co.uk
0117 905 4470

Rob Andrews Assistant Manager | rob.andrews@kpmg.co.uk
0117904 4773

Quiality of service

We are committed to providing you with a high quality service. If you have any concerns or are
dissatisfied with any part of KPMG’s work, in the first instance you should contact me and |
will try to resolve your complaint. If you are dissatisfied with your response please contact the
national contact partner for all of KPMG’s work under our contract with PSAA, Andy Sayers
(andrew.sayers@kpmg.co.uk). After this, if you are still dissatisfied with how your complaint
has been handled you can access PSAA’s complaints procedure by emailing
generalenquiries@psaa.co.uk, by telephoning 020 7072 7445 or by writing to:

Public Sector Audit Appointments Limited
3rd Floor

Local Government House

Smith Square

London

SW1P 3HZ

Yours sincerely

Darren Gilbert
Director, KPMG LLP
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KPMG LLP
Annual audit fee 2016/17
5 April 2016

Appendix 1 — Audit fee assumptions

In setting the fee, we have assumed that:

the level of risk in relation to the audit of the financial statements is not significantly
different from that identified for 2015/16;

you will inform us of significant developments impacting on our audit work;
internal audit meets the appropriate professional standards;

internal audit undertakes appropriate work on all systems that provide material figures in the
financial statements sufficient that we can place reliance for the purposes of our audit;

you will identify and implement any changes required under the CIPFA IFRS-based Code
of Practice on local Authority Accounting within your 2016/17 financial statements;

your financial statements will be made available for audit in line with the timetable we
agree with you;

good quality working papers and records will be provided to support the financial
statements in line with our prepared by client request and by the date we agree with you;

requested information will be provided within agreed timescales;
prompt responses will be provided to draft reports;

complete and accurate claims and returns are provided for certification, with supporting
working papers, within agreed timeframes; and

additional work will not be required to address questions or objections raised by local
government electors or for special investigations such as those arising from disclosures
under the Public Interest Disclosure Act 1998.

Where these assumptions are not met, we will be required to undertake additional work and
charge an increased audit fee. The fee for the audit of the financial statements will be re-visited
when we issue the detailed audit plan.

Any changes to our audit plan and fee will be agreed with you. Changes may be required if:

new residual audit risks emerge;
additional work is required by KPMG, PSAA, the NAO or other regulators; or

additional work is required as a result of changes in legislation, professional standards or as
a result of changes in financial reporting.
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Appendix 2: Planned outputs

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

Planned output Indicative date

External audit plan February 2017

Interim audit report April 2017

Report to those charged with governance (ISA260 July 2017

report)

Pension Fund Audit Highlights memorandum July 2017

Auditor's report giving the opinion on the financial July 2017

statements, value for money conclusion and audit

certificate

Opinion on Whole of Government Accounts return July 2017

Annual audit letter October 2017

Certification of grant claims and returns December 2017
Page 20
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Appendix 3 — Independence & objectivity requirements

Professional standards require auditors to communicate to those charged with governance, at
least annually, all relationships that may bear on the firm’s independence and the objectivity of
the audit engagement partner and audit staff. The standards also place requirements on auditors
in relation to integrity, objectivity and independence.

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

KPMG LLP is committed to being and being seen to be independent. APB Ethical Standard 1
Integrity, Objectivity and Independence requires us to communicate to you in writing all
significant facts and matters, including those related to the provision of non-audit services and
the safeguards put in place, in our professional judgement, may reasonably be thought to bear
on KPMG LLP’s independence and the objectivity of the Engagement Lead and the audit team.

Further to this auditors are required by the NAO’s Code of Audit Practice to:

e Carry out their work with integrity, independence and objectivity;

e Be transparent and report publicly as required;

e Be professional and proportional in conducting work;

¢ Be mindful of the activities of inspectorates to prevent duplication;

e Take a constructive and positive approach to their work;

e Comply with data statutory and other relevant requirements relating to the security, transfer,
holding, disclosure and disposal of information.

PSAA’s Terms of Appointment includes several references to arrangements designed to support
and reinforce the requirements relating to independence, which auditors must comply with.
These are as follows:

e Auditors and senior members of their staff who are directly involved in the management,
supervision or delivery of PSAA audit work should not take part in political activity.

¢ No member or employee of the firm should accept or hold an appointment as a member of
an audited body whose auditor is, or is proposed to be, from the same firm. In addition, no
member or employee of the firm should accept or hold such appointments at related bodies,
such as those linked to the audited body through a strategic partnership.

o Audit staff are expected not to accept appointments as Governors at certain types of schools
within the local authority.
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e Auditors and their staff should not be employed in any capacity (whether paid or unpaid) by
an audited body or other organisation providing services to an audited body whilst being
employed by the firm.

e Auditors appointed by the PSAA should not accept engagements which involve
commenting on the performance of other PSAA auditors on PSAA work without first
consulting PSAA.

e Auditors are expected to comply with the Terms of Appointment policy for the Engagement
Lead to be changed on a periodic basis.

o Certain other staff changes or appointments require positive action to be taken by Firms as
set out in the Terms of Appointment.

Confirmation statement

We confirm that as of April 2016 in our professional judgement, KPMG LLP is independent
within the meaning of regulatory and professional requirements and the objectivity of the
Engagement Lead and audit team is not impaired.
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Financial statement audit

7 abp4d

Headlines

There are no significant changes to the Code of Practice on Local Authority
Accounting in 2015/16, which provides stability in terms of the accounting
standards the Authority need to comply with.

Materiality

Materiality for planning purposes has set at £12.0 million for the Authority and
£25 million for the Pension Fund.

We are obliged to report uncorrected omissions or misstatements other than
those which are ‘clearly trivial’ to those charged with governance and this has

J

been set at £0.6 million for the Authority and £1.25 million for the Pension Fund.

JSignificant risks

™One risk requiring specific audit attention and procedures to address the
likelihood of a material financial statement error has been identified as:

— Better Care Fund Accounting.

Other areas of audit focus

Those risks with less likelihood of giving rise to a material error but which are
nevertheless worthy of audit understanding have been identified as:

— Non-Domestic Rates Deficit;
— Valuation of PPE; and

— Provisions.

See pages 3 to 6 for more details.

Value for Money Arrangements work

The National Audit Office has issued new guidance for the VFM audit which applies
from the 2015/16 audit year. The approach is broadly similar in concept to the
previous VFM audit regime, but there are some notable changes:

— There is a new overall criterion on which the auditor’s VFM conclusion is based;
and

— This overall criterion is supported by three new sub-criteria.

Our risk assessment regarding your arrangements to secure value for money has
identified the following VFM significant risks:

— Better Care Fund Governance; and

— Savings Plans.

See pages 8to 11 for more details.

Our team is:

— Darren Gilbert — Director;

— Adam Bunting — Manager; and

— Rob Andrews — Assistant Manager.
More details are on page 14.

Our work will be completed in four phases from December to July and our key
deliverables are this Audit Plan and a Report to those charged with Governance as
outlined on page 13.

Our fee for the audit is £167,420 for the Authority (a reduction of £55,806 compare
to 2014/15) and £24,246 for the Pension Fund see page 12.

KPMG

N
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Background and Statutory responsibilities

This document supplements our Audit Fee Letter 2015/16 presented to you in April
2015, which also sets out details of our appointment by Public Sector Audit
Appointments Ltd (PSAA).

Our statutory responsibilities and powers are set out in the Local Audit and
Accountability Act 2014 and the National Audit Office’s Code of Audit Practice.

Our audit has two key objectives, requiring us to audit/review and report on your:

— Financial statements (including the Annual Governance Statement): Providing an
opinion on your accounts; and

— Use of resources: Concluding on the arrangements in place for securing
economy, efficiency and effectiveness in your use of resources (the value for

money conclusion).
Q MY )

fRe audit planning process and risk assessment is an on-going process and the
f3essment and fees in this plan will be kept under review and updated if necessary.

O]
Acknowledgements

We would like to take this opportunity to thank officers and Members for their
continuing help and co-operation throughout our audit work.

Financial Statements Audit

Our financial statements audit work follows a four stage audit process which is
identified below. Appendix 1 provides more detail on the activities that this
includes. This report concentrates on the Financial Statements Audit Planning
stage of the Financial

Statements Audit.

Financial
Statements Audit
Planning

Substantive
Procedures

Control

Evaluation Completion

Value for Money Arrangements Work

Our Value for Money (VFM) Arrangements Work follows a five stage process
which is identified below. Page 8 provides more detail on the activities that this
includes. This report concentrates on explaining the VFM approach for the
2015/16 and the findings of our VFM risk assessment.

Identification
of significant
VFM risks

Risk
Assessment

Reporting
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Fnancial Statements audit planning

Financial Statements Audit Planning

Our planning work takes place during December to March 2016. This involves the
following key aspects:

— Risk assessment;

— Determining our materiality level; and

— Issuing this audit plan to communicate our audit strategy.
Risk assessment

Professional standards require us to consider two standard risks for all organisations.
are not elaborating on these standard risks in this plan but consider them as a
tter of course in our audit and will include any findings arising from our work in our
260 Report.

PO Management override of controls — Management is typically in a powerful position

O 1o perpetrate fraud owing to its ability to manipulate accounting records and
prepare fraudulent financial statements by overriding controls that otherwise
appear to be operating effectively. Our audit methodology incorporates the risk of
management override as a default significant risk. In line with our methodology,
we carry out appropriate controls testing and substantive procedures, including
over journal entries, accounting estimates and significant transactions that are
outside the normal course of business, or are otherwise unusual. This risk also
applies to the pension fund audit.

— Fraudulent revenue recognition — We do not consider this to be a significant risk
for local authorities as there are limited incentives and opportunities to manipulate
the way income is recognised. We therefore rebut this risk and do not incorporate
specific work into our audit plan in this area over and above our standard fraud
procedures.

The diagram opposite identifies, significant risks and other areas of audit focus, which
we expand on overleaf. The diagram also identifies a range of other areas considered
by our audit approach.

Keys:

Compliance to the
Code’s disclosure

Financial
Instruments
disclosures

requirements

Bad debt

provision

® Significant risk

Pension
liability
assumptions

Management
override of
controls

Non-Domestic

Rates Deficit
Accounting
for leases

©® Other area of audit focus

Remuneration
disclosures Impairment of
PPE

recognition

Revenue

Pension
assets

Fair Value of
PPE

Key financial
systems

Better Care
Fund
Accounting

©® Example other areas considered by our approach

m © 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”), a 4

Swiss entity. All rights reserved
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Financial Statements audit planning (cont)

Significant audit risks

Those risks requiring specific audit attention and procedures to address the likelihood of a material financial statement error.

Risk

Approach

]2 abed

Better Care
Fund
Accounting

The introduction of the Better Care Fund, which results in pooling of budgets
between local authorities and clinical commissioning groups, represents a
significant change in relation to the way in which care is delivered throughout
the country. Wiltshire Council formed part of the pilot group in relation to the
establishment of the Better Care Fund and, as a result, has more extensive
experience of administering the Fund. Despite this, the Fund continues to
represent a significant accounting risk for the Authority. This is, in part, due to
the need to ensure that any under or overspends are appropriately shared
between the Authority and Wiltshire CCG and that such sharing is agreed
between the parties and founded upon an appropriate basis.

In addition, the Code of Practice on Local Authority Accounting in 2015/16 sets
out disclosure requirements in relation to the Better Care Fund which much be
complied with in the preparation of the Council’s financial statements for the
year ended 31 March 2016. The Authority will need to ensure that appropriate
records and documents are in place to facilitate and support the preparation of
these disclosures.

We will review the processes which the Authority has implanted to identify
the appropriate costs and contribution to be recognised in its financial
statements to ensure that they are effective and appropriate. We will
subsequently:

— agree the value of costs and contributions allocated to the Authority to
supporting records and documents;

— confirm that the wider values disclosed in relation to the overall Better
Care Fund agree to supporting records; and

— check that the disclosures related to the Better Care Fund are in line
with the requirements of the CIPFA Code of Practice on Local
Authority Accounting in 2015/16.
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Financial Statements audit planning (cont)

Other areas of audit focus

Those risks with less likelihood of giving rise to a material error but which are nevertheless worthy of audit understanding.

Issue

Approach

Non-Domestic
rates deficit

In 2013/14 additional responsibilities in relation to the management of non-
domestic rates were transferred to local authorities. In return, authorities were
permitted to retain 49% of the revenue raised from non-domestic rates. During
that year, a change in the guidance issued in relation to the completion of non-
domestic rates returns (NDR1 and NDR3) resulted in the Authority recognising
a deficit in the non-domestic rates element of the Collection Fund. The Council
is seeking to recover this deficit through in-year surpluses going forward, but
the position requires careful monitoring in order to ensure that this is achieved.

We will review the progress that the Council has made in relation to
recovering the historic deficit and the plans for further recovery in future
years in order to ensure that they are reasonable and based upon
appropriate assumptions in relation to collection rates and growth in the
total rateable value of properties in the areas.

o
QD
(=]
(Paluation of

NOPE
o

The regional discount rates approved for valuing council housing are currently
in the process of being revised. It is likely that this change will have a
significant impact upon the valuation of the Council’s housing stock. Whilst the
revised values are currently awaiting Ministerial approval, if finalised and
released they will need to be incorporated into the Authority’s financial
statements should this occur prior to the publication of final audited accounts.

We will monitor the progress made in relation to the approval of the
revised discount rates throughout the process of our audit. In conjunction
with this, we will review the valuation methodology adopted by the
Authority’s valuers and ensure that the discount rate is appropriate and
reflects the most recent guidance. Where a change in valuation approach
is required, we will work with the Council and its valuers to agree the
revised value of the affected properties.

Provisions

As part of its ongoing response to the reductions in central government
funding, the Authority is making ongoing changes to its structure and delivery
models. As a result of this, the Authority has frozen recruitment and has made
some staff redundant. There is a need to ensure that redundancy costs to be
paid after the year end are appropriately considered when determining the
costs to be recognised in the financial statements for year ended 31 March
2016 and it may be necessary to recognise a provision in relation to these
costs.

In addition the Council is required to establish a provision arising from its
responsibilities in relation to non-domestic ratings appeals. These appeals
have the potential to be backdated to the most recent valuation date and, as a
result, can have a material impact on the Authority’s financial statements.

We will consider the methodology that the Authority has developed for
estimating the value of provisions (specifically in relation to redundancy
costs and non-domestic rates appeals) in order to ensure that:

— they are based upon sound assumptions;
— the most recent information is utilised in developing the provision; and

— they have been accurately calculated based upon these assumptions
and the available information.

We will also review the historic accuracy of these provisions by comparing
the value provided for to the actual costs incurred.
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Financial Statements audit planning (cont)

Materiality

We are required to plan our audit to determine with reasonable confidence whether or
not the financial statements are free from material misstatement. An omission or
misstatement is regarded as material if it would reasonably influence the user of
financial statements. This therefore involves an assessment of the qualitative and
guantitative nature of omissions and misstatements.

Generally, we would not consider differences in opinion in respect of areas of
judgement

to represent ‘misstatements’ unless the application of that judgement results in a
financial amount falling outside of a range which we consider to be acceptable.

For the Authority, materiality for planning purposes has been set at £12.0 million,
wWhich equates to approximately 1.25% percent of gross expenditure.

r the Pension Fund, materiality for planning purposes has been set at £18.5 million.

% design our procedures to detect errors in specific accounts at a lower level of
cision.

Materiality based on forecasted
gross expenditure

1,250
1,000 —+—
0 1 Procedures
8 750 £9.0 designed to
=3 detect individual
o errors
< 500
w
Individual errors,
250 -+ where identified,
reported to
£0.6 Audit Committee
0

2015/16

Reporting to the Audit Committee

Whilst our audit procedures are designed to identify misstatements which are
material to our opinion on the financial statements as a whole, we nevertheless
report to the Audit Committee any unadjusted misstatements of lesser amounts
to the extent that these are identified by our audit work.

Under ISA 260(UK&I) ‘Communication with those charged with governance’, we
are obliged to report uncorrected omissions or misstatements other than those
which are ‘clearly trivial’ to those charged with governance. ISA 260 (UK&I)
defines ‘clearly trivial' as matters that are clearly inconsequential, whether taken
individually or in aggregate and whether judged by any quantitative or
qualitative criteria.

In the context of the Authority, we propose that an individual difference could
normally be considered to be clearly trivial if it is less than £0.6 million.

In the context of the Pension Fund, we propose that an individual difference
could normally be considered to be clearly trivial it is less than £1.25 million.

If management have corrected material misstatements identified during the
course of the audit, we will consider whether those corrections should be
communicated to the Audit Committee to assist it in fulfilling its governance
responsibilities.
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\Vialue Tor money arrangements Work

Background to approach to VFM work

The Local Audit and Accountability Act 2014 requires auditors of local government
bodies to be satisfied that the authority ‘has made proper arrangements for securing
economy, efficiency and effectiveness in its use of resources’.

This is supported by the Code of Audit Practice, published by the NAO in April 2015,
which requires auditors to ‘take into account their knowledge of the relevant local
sector as a whole, and the audited body specifically, to identify any risks that, in the
auditor’s judgement, have the potential to cause the auditor to reach an inappropriate
conclusion on the audited body’s arrangements.’

VFM approach is fundamentally unchanged from that adopted in 2014/2015 and
process is shown in the diagram below. However, the previous two specified
(@orting criteria (financial resilience and economy, efficiency and effectiveness) have
BBen replaced with a single criteria supported by three sub-criteria. These sub-criteria
pxovide a focus to our VFM work at the Authority. The diagram to the right shows the

@@ails of this criteria.

VFM audit risk assessment

Identification of
significant VFM
risks (if any)

Financial statements and
other audit work

KPMG

Swiss entity. All rights reserved

Assessment of work by
other review agencies

Specific local risk based

Continually re-assess potential VFM risks

Overall criterion

In all significant respects, the audited body had proper arrangements to ensure it

took properly informed decisions and deployed resources to achieve planned and
sustainable outcomes for taxpayers and local people.

Sustainable
resource
deployment

Informed
decision
making

Working with
partners and
third parties

No further work required

Conclude on
arrangements to
secure VFM

work

uoISN|ouU0d WA

© 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”), a 8
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\Viallue for money arrangements work (Cont)

VFM audit stage

VFM audit risk assessment

.inkages with financial statements

2and other
audit work

Identification of
significant risks

Audit approach

We consider the relevance and significance of the potential business risks faced by all local authorities, and other risks that
apply specifically to the Authority. These are the significant operational and financial risks in achieving statutory functions and
objectives, which are relevant to auditors’ responsibilities under the Code of Audit Practice.

In doing so we consider:

— The Authority’s own assessment of the risks it faces, and its arrangements to manage and address its risks;
— Information from the Public Sector Auditor Appointments Limited VFM profile tool;

— Evidence gained from previous audit work, including the response to that work; and

— The work of other inspectorates and review agencies.

There is a degree of overlap between the work we do as part of the VFM audit and our financial statements audit. For example,
our financial statements audit includes an assessment and testing of the Authority’s organisational control environment,
including the Authority’s financial management and governance arrangements, many aspects of which are relevant to our VFM
audit responsibilities.

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

The Code identifies a matter as significant ‘if, in the auditor’s professional view, it is reasonable to conclude that the matter
would be of interest to the audited body or the wider public. Significance has both qualitative and quantitative aspects.’

If we identify significant VFM risks, then we will highlight the risk to the Authority and consider the most appropriate audit
response in each case, including:

— Considering the results of work by the Authority, inspectorates and other review agencies; and

— Carrying out local risk-based work to form a view on the adequacy of the Authority’s arrangements for securing economy,
efficiency and effectiveness in its use of resources.
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\Viallue for money arrangements work (Cont)

Audit approach

VFM audit stage

Assessment of work by other review Depending on the nature of the significant VFM risk identified, we may be able to draw on the work of other inspectorates,
agencies review agencies and other relevant bodies to provide us with the necessary evidence to reach our conclusion on the risk.
and

Delivery of local risk based work

If such evidence is not available, we will instead need to consider what additional work we will be required to undertake to satisfy
ourselves that we have reasonable evidence to support the conclusion that we will draw. Such work may include:

— Meeting with senior managers across the Authority;
— Review of minutes and internal reports;

— Examination of financial models for reasonableness, using our own experience and benchmarking data from within and
without the sector.

~;oncluding on VFM arrangements At the conclusion of the VFM audit we will consider the results of the work undertaken and assess the assurance obtained
against each of the VFM themes regarding the adequacy of the Authority’s arrangements for securing economy, efficiency and
effectiveness in the use of resources.

If any issues are identified that may be significant to this assessment, and in particular if there are issues that indicate we may
need to consider qualifying our VFM conclusion, we will discuss these with management as soon as possible. Such issues will
also be considered more widely as part of KPMG'’s quality control processes, to help ensure the consistency of auditors’
decisions.

Reporting On the following page, we report the results of our initial risk assessment.

We will report on the results of the VFM audit through our ISA 260 Report. This will summarise any specific matters arising, and
the basis for our overall conclusion.

The key output from the work will be the VFM conclusion (i.e. our opinion on the Authority’s arrangements for securing VFM),
which forms part of our audit report.

m © 2016 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”), a 10
Swiss entity. All rights reserved
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Value Tor money arrangements work Planning

Significant VFM Risks

Those risks requiring specific audit attention and procedures to address the possibility that proper arrangements are not in place to deliver value for money.

Risk

Approach

Better Care

As set out on page 4, the Better Care Fund represents a significant

We will review the governance structure and processes which the

sought to offset this and the resulting forecast for 2015/16 is a breakeven
position.

The Authority’s budget for 2016/17 was approved at the Council meeting on 23
February 2016 and recognised a need for £26m in savings. The approved
budget includes individual proposals to support the delivery of the overall
savings requirement. Further savings of £126m will be required over the
period 2017/18 and 2020/21 to principally address future reductions to local
authority funding alongside service cost and demand pressures. As a result,
the need for savings will continue to have a significant impact on the
Authority’s financial resilience.

Fund development for local authorities and their NHS partners. Whilst Wiltshire Authority has put in place in relation to the management of the Better Care
Governance Council was part of the pilot scheme for the Fund, the need to ensure that Fund and the way in which this is designed to ensure that the objectives of
appropriate governance structures are in place remains essential. Without the fund are met. This will include interviews with key members of staff
such, there is a significant risk that funds contributed by the Authority will fail to | from both the Authority and Wiltshire CCG.
deliver the desired outcomes and benefits (both for the public and for the
Authority). One of the key challenges in establishing effective governance
arrangements is the need to balance the demands of the Authority and
Q-? partnering Clinical Commissioning Group.
%avings Plans | The Authority has identified the need to make savings of £30m in 2015/16. The | As part of our additional risk based work, we will review the controls the
period 9 forecast showed that the Authority would deliver a £3m overspend Authority has in place to identify the need for financial savings and to
ccg against its budget before management actions. Additional savings were deliver these. This will include considering whether the Medium Term

Financial Plan has duly taken into consideration factors such as funding

reductions, salary and general inflation, demand pressures, restructuring
costs and sensitivity analysis given the degree of variability in the above

factors.

11
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Whole of government accounts (WGA)

We are required to review your WGA consolidation and undertake the work specified
under the approach that is agreed with HM Treasury and the National Audit Office.
Deadlines for production of the pack and the specified approach for 2015/16 have not
yet been confirmed.

Elector challenge

The Local Audit and Accountability Act 2014 gives electors certain rights. These are:
— The right to inspect the accounts;

=p The right to ask the auditor questions about the accounts; and

% The right to object to the accounts.

R a result of these rights, in particular the right to object to the accounts, we may
Gexd to undertake additional work to form our decision on the elector's objection. The

itional work could range from a small piece of work where we interview an officer
and review evidence to form our decision, to a more detailed piece of work, where we
have to interview a range of officers, review significant amounts of evidence and seek
legal representations on the issues raised.

The costs incurred in responding to specific questions or objections raised by electors
is not part of the fee. This work will be charged in accordance with the PSAA's fee
scales.

Our audit team

Our audit team will be led by Darren Gilbert, supported by Adam Bunting and Rob
Andrews which will deliver continuity with prior years. Appendix 2 provides more
details on specific roles and contact details of the team.

Reporting and communication

Reporting is a key part of the audit process, not only in communicating the audit
findings for the year, but also in ensuring the audit team are accountable to you
in addressing the issues identified as part of the audit strategy. Throughout the
year we will communicate with you through meetings with the finance team and
the Audit Committee. Our communication outputs are included in Appendix 1.

Independence and Objectivity

Auditors are also required to be independent and objective. Appendix 3
provides more details of our confirmation of independence and objectivity.

Audit fee

Our Audit Fee Letter 2015/2016 presented to you in April 2015 first set out our
fees for the 2015/2016 audit. This letter also sets out our assumptions. We
have not considered it necessary to make any changes to the agreed fees at
this stage.

The planned audit fee for 2015/16 is £167,420 for the Authority. This is a
reduction in audit fee compared to 2014/2015 of £55,806 (25%). The planned
audit fee for 2015/16 is £24,246 for the Pension Fund (2014/15 £24,246).
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Communication

Audit workflow

Appendix 1

KEY BIBMENts Of our financial Statements audit approach

Continuous communication involving regular meetings between Audit Committee, Senior Management and audit team

Audit strategy Interim report  |SA 260 (UK&I) Annual Audit
and plan (if required) Report Letter

|

| |

Initial planning
meetings and risk
assessment

Planning

Perform risk
assessment
procedures
and identify
risks

Determine
audit strategy

Determine
planned audit
approach

Control evaluation

Understand accounting
and reporting activities

Evaluate design and
implementation of
selected controls

Test operating
effectiveness of selected
controls

Assess control risk and
risk of the accounts
being misstated
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