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Elected Members

Annual Audit Letter 2009/10

We are pleased to present our Annual Audit Letter summarising the results of our 2009/10 audit. We
look forward to presenting it to Members of the Governance and Audit Committee.

Yours faithfully

PricewaterhouseCoopers LLP

Code of Audit Practice and Statement of Responsibilities of Auditors and of Audited Bodies

The ‘Statement of responsibilities of auditors and of audited bodies’ issued by the Audit Commission in
April 2008 applies to our 2009/10 audit of Knowsley Metropolitan Borough Council under the Code of
Audit Practice for Local Government Bodies issued by the Audit Commission in July 2008. A copy of
the statement is available from the Chief Executive of Knowsley Metropolitan Borough Council. The
purpose of the statement is to assist auditors and audited bodies by explaining where the
responsibilities of auditors begin and end and what is expected of the audited body in certain areas.
Our reports and management letters are prepared in the context of this Statement and the Code of
Audit Practice. Reports and letters prepared by appointed auditors and addressed to members or
officers are prepared for the sole use of the audited body and no responsibility is taken by auditors to
any Member or officer in their individual capacity or to any third party.
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The purpose of this letter

The purpose of this letter is to provide a high level summary of the results of the 2009/10 audit work
we have undertaken at Knowsley Metropolitan Borough Council that is accessible for Members and
other interested stakeholders. We have already reported the detailed findings from our audit work to
those charged with governance in the following reports:

 Audit opinion for 2009/10 financial statements, incorporating the conclusion on Value for
Money.

 Report to those charged with Governance (ISA (UK&I) 260).

 Audit Progress Report 2009/10.

 Interim Audit Report 2009/10.

 IT and System Assurance Report.

We provide an annual summary of recommendations to the Governance and Audit Committee and we
presented our 2009/10 findings on 21 September 2010. These were included in our 2009/10 Report
to those charged with Governance. There were nine recommendations and we received an
appropriate management response for each and do not consider it necessary to draw your attention to
the issues raised in this report.

Scope of work

Our audit work is conducted in accordance with the Audit Commission’s Code of Audit Practice,
International Standards on Auditing (UK and Ireland) and other guidance issued by the Audit
Commission.

The Authority is responsible for preparing and publishing its financial statements, including the Annual
Governance Statement. It is also responsible for putting in place proper arrangements to secure
economy, efficiency and effectiveness in its use of resources.

As auditors we are responsible for:

 forming an opinion on the financial statements;

 reviewing the Authority’s Annual Governance Statement;

 forming a conclusion on the arrangements that the Authority has in place to secure economy,
efficiency and effectiveness in its use of resources; and

 undertaking any other work specified by the Audit Commission.

Introduction
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Accounts

We audited the Authority’s accounts in line with International Standards on Auditing (UK & Ireland)
and issued an unqualified audit report on 24 September 2010.

We identified the following key issues from our audit of accounts:

Under International Financial Reporting Standards, the Council’s schools that were procured under the
Building Schools for the Future PFI scheme came on Balance Sheet. Our review of this area
identified the following:

 a prior year adjustment was required in respect of Halewood Community Learning Centre which
opened in March 2009. The adjustment involved bringing the value of the school (£25.9m) and
accumulated depreciation (£1.04m) on balance sheet in the 2008/09 comparatives and removing
the school as an addition in 2009/10.

Several misstatements and correction of estimates were identified during the audit which officers
decided not to amend due to the time and resources that this would have involved and this decision
was endorsed by the Governance and Audit Committee on 21 September 2010. The unadjusted
items are not material to the financial statements.

A number of control points were also raised with officers. Satisfactory management comments,
including proposed actions have been received in respect of our related recommendations.

With regard to financial standing, the Council continues to demonstrate strong treasury management
procedures including maintaining satisfactory general fund balances. However, both the economic
downturn and the cutbacks in funding for the public sector will continue to place increasing pressure
on the delivery of services and, inevitably Members will be required to make tough decisions on which
services can no longer be maintained.

Conclusion on Use of Resources

We were required to issue a conclusion on the adequacy of the Authority’s arrangements for ensuring
economy, efficiency and effectiveness in its use of resources.

We issued an unqualified conclusion on the Authority’s arrangements for its Use of Resources on 24
September 2010.

Comprehensive Area Assessment

Following the Government announcement to abolish Comprehensive Area Assessment (CAA), all
work on Use of Resources ceased at the end of May 2010. At the time of the announcement, we had
completed work on all KLOEs with the exception of 2.1: Does the organisation commission and
procure quality services and supplies, tailored to local needs, to deliver sustainable outcomes and
value for money? Additional evidence had been provided by the Authority for this KLOE and we were
in the process of finalising our review of this information.

Audit findings
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Overall, the Authority had progressed in a number of areas compared to the previous year and no
significant areas of weakness were identified from the work that we carried out.

Annual Governance Statement

Local authorities are required to produce an Annual Governance Statement (AGS) which is consistent
with guidance issued by CIPFA / SOLACE. The AGS was included in the financial statements. CIPFA
recently issued a statement on The Role of the Chief Financial Officer in Local Government 2010

1
,

which makes recommendations about:

 the Chief Finance Officer’s position in an authority’s leadership;

 their involvement in and ability to influence key business decisions;

 their responsibility for promotion of good financial management;

 their role in leading and directing a finance function which is resourced to be fit for purpose;
and

 the qualifications and experience required of a Chief Finance Officer.

The recommendations of the statement are expected to be consolidated into the CIPFA/Solace
Framework "Delivering Good Governance in Local Government" over the next year. In the meantime,
CIPFA recommended a voluntary "comply or explain" approach in the 2009/10 AGS. This means the
AGS was expected to include either:

 a confirmation that the authority’s financial management arrangements conform to the CIPFA
Statement; or

 an explanation of why they do not and how the authority delivers the same impact.

The Authority advised in its AGS that the Borough Treasurer is not a permanent member of the
Corporate Management Team and, in terms of line management, reports to the Executive Director of
Corporate Resources. Details are also provided of how the Borough Treasurer remains able to
operate effectively and perform the core responsibilities of the chief financial officer as described by
CIPFA's Statement. As auditors, we were not required to report on this aspect of the AGS for
2009/10.

We reviewed the AGS to consider whether it complied with the CIPFA / SOLACE guidance and
whether it was misleading or inconsistent with other information known to us from our audit work. We
found no areas of concern to report in this context.

1
http://www.cipfa.org.uk/pt/download/role_of_CFO_in_LG_2010_WR.pdf
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Transition to International Financial Reporting Standards (IFRS)

The Code of Practice on Local Authority Accounting in the United Kingdom 2010 will apply to next
year’s financial statements. The new Code is the first to be prepared under IFRS.

The Authority needs to ensure that it has a good grasp of the changes to accounting requirements
under the new Code. The Authority should now have systems in place to collect and process the
information needed to prepare IFRS based accounts and should at this stage be well progressed with
preparation of comparative information as at 1 April 2010 for next year’s financial statements.

Our early work on the 2010/11 indicates that the Council is making progress and plan to restate the
2009/10 financial statements by 31 December 2010. The drafting of a 2010/11 model set of skeleton
IFRS compliant financial statements, including accounting policies and notes, will follow this. Officers
should not underestimate the extent of work required to carry out this restatement and should ensure
that adequate resources are provided to meet the statutory requirements. We will liaise with relevant
officers regarding progress and can, at the request of officers, arrange an early review of the 2010/11
draft accounts.

In our experience the key features of a successful IFRS conversion project have proven to be:

 Completed impact analysis and comprehensive conversion plans.

 The commitment of key stakeholders in the organisation.

 Operational steering and technical groups.

 Cabinet/audit committee oversight.

 Regular progress reporting against the plan.

 The necessary project management resources.

 Appropriate and timely training for all members and officers with IFRS involvement.

Clarity International Standards on Auditing (UK & Ireland)

We will be required to apply Clarity International Standards on Auditing (ISAs) for UK and Ireland to
next year’s accounts audit for the first time.

The Clarity ISAs overhaul existing auditing standards, both improving clarity of existing standards and
introducing new requirements designed to improve audit quality and financial reporting.

A number of standards have been completely revised. There will be approximately one-third more
explicit requirements in the standards applying to our next audit. The actual impact on cost of the
audit will depend on a variety of factors, including how effectively we can work with you to obtain
additional information needed to enable us to perform the required procedures.

Matters for future accounting periods
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CIPFA/SOLACE review of Delivering Good Governance in Local Governance Framework

CIPFA has issued an Application Note to Delivering Good Governance in Local Government as an
addendum to the CIPFA /SOLACE Governance Framework Delivering Good Governance in Local
Government. The guidance builds on the Statement on the role of the Chief Financial Officer in Local
Government published by CIPFA. The Statement recommends that the CFO should be a member of
the leadership team, with a status at least equivalent to other members. It sets out the key features of
the role that CIPFA expects the CFO to play as well as outlining the skills and personal attributes
required for successful performance.

The Application Note is intended to be a temporary measure that will operate for the financial years
2009/10 and 2010/11 during which time CIPFA aims to carry out a full review of the CIPFA/SOLACE
Framework including consultation.

CIPFA consultation: Statement on the role of the Head of Internal Audit in public service
organisations

CIPFA’s consultation on the draft Statement on the role of the Head of Internal Audit in public service
organisations closed on 10 September. The statement is intended to raise the profile and clarify the
role of the Head of Internal Audit (HIA). It sets out best practice for HIAs to aspire to and for Audit
Committees and others to measure internal audit against. The proposed principles-based framework is
intended to apply to all HIAs in the UK, irrespective of the particular part of the public services in which
they work. The Statement draws on the best practice and regulatory requirements in public services,
as well as the requirements of CIPFA, other professional accountancy bodies’ and the Institute of
Internal Auditors’ codes of ethics and professional standards.

Capital finance regulation changes

Amendments made in 2010 to the Local Authorities (Capital Finance and Accounting) (England)
Regulations 2003 have effect for 2010/11 as follows:

 The regulation allowing authorities to defer the revenue impact of Equal Pay back payments until
cash is paid has been extended from 31 March 2011 to 31 March 2013.

 Purchase of shares in the Local Authorities' Property Fund (LAPF) can no longer be regarded as
capital expenditure.

 Capital receipts may now be used to:

– finance costs of disposals for non-housing disposals, up to a maximum of 4% of the capital
receipts generated, and

– to settle obligations arising on the disposal of an asset in relation to agreements made at the
time the asset was acquired.

Local Government Pension Scheme valuations

A full actuarial valuation for the scheme as at 31 March 2010 is underway. Current indications are that
an increased level of employer contributions may be needed across the sector to make up scheme
shortfalls. The extent of any contributions increase will depend on the magnitude of the shortfall and
the period over which it is recovered. Decisions concerning the recovery period should take into
account prudence and the likelihood that longer recovery periods will increase the real cost to the
scheme and employer.
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UK Bribery Bill

The UK Bribery Act received Royal Assent in April 2010 and will come into force in April 2011. The Act
seeks to enhance the UK’s anti-bribery legislation, which is widely perceived as out of date and has
been subject to serious criticism internationally.

The Act replaces previous offences with a general bribery offence and a specific offence relating to
bribery of foreign public officials (both of which are applicable to individuals and UK-registered
companies). It also introduces the specific corporate offence of failing to prevent bribery, which is
designed to make companies and other corporate bodies responsible for bribery committed on their
behalf. The key potential liability relates to failure to prevent active bribery for and on behalf of the
corporate body by its employees, agents or subsidiaries. Corporate bodies found to have committed
any bribery offence could face unlimited fines, while individuals could face a maximum 10 year prison
sentence and/or an unlimited fine.

Approach to local value for money audit work from 2010/11

Given the scale of the pressures facing public bodies in the current economic climate, the Audit
Commission has reviewed its work programme for 2010/11 onwards. As part of this exercise, the
Commission has been discussing possible options for a new approach to local value for money (VFM)
audit work with key national stakeholders. From 2010/11 we will therefore apply a new, more targeted
and better value approach to our local VFM audit work. This will be based on a reduced number of
reporting criteria specified by the Commission, concentrating on:

 securing financial resilience; and

 prioritising resources within tighter budgets.

We will determine a local programme of VFM audit work based on our audit risk assessment,
informed by these criteria and our statutory responsibilities. We will no longer make annual
scored judgements relating to our local VFM audit work. Instead we will report the results of all
the local VFM audit work and the key messages for the audited body in our annual report to
those charged with governance and in a clear and accessible annual audit letter.
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