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Introduction

The purpose of this letter
This letter is a public document which summarises the results of our 2011/12 audit for members of the Authority
and other stakeholders.

We have already reported the detailed findings from our audit work to those charged with governance in the
following reports:

 Annual Audit Plan 2011/12

 External Audit Progress Report 2011/12

 Audit report for the 2011/12 Statement of Accounts, incorporating the value for money conclusion

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

The matters reported here are the most significant for the Authority. Appendix A summarises our
recommendations for the year.

Scope of work
The Authority is responsible for preparing and publishing its Statement of Accounts, accompanied by 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.

Our 2011/12 audit work has been undertaken in accordance with the Audit Plan that we issued on 9 January 2012
and 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.

We met our responsibilities as follows:

Audit responsibility Result

Perform an audit of the accounts in accordance with
the Auditing Practice Board’s International Standards
on Auditing (ISAs (UK&I)).

We reported our findings to the Governance and Audit
Committee on 25 September 2012 in our 2011/12 Report
to those charged with governance (ISA (UK&I) 260).
On 29 September 2012 we issued an unqualified audit
opinion.

Report to the National Audit Office on the accuracy of
the consolidation pack the Authority is required to
prepare for the Whole of Government Accounts.

We reported our findings to the National Audit Office on
5 October 2012.

Form a conclusion on the arrangements the Authority
has made for securing economy, efficiency and
effectiveness in its use of resources.

On 29 September 2012 we issued an unqualified value
for money conclusion.

Consider the completeness of disclosures in the
Authority’s annual governance statement, identify any
inconsistencies with the other information of which we
are aware from our work and consider whether it
complies with CIPFA / SOLACE guidance.

There were no issues to report in this regard.
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Audit responsibility Result

Consider whether, in the public interest, we should
make a report on any matter coming to our notice in
the course of the audit.

There were no issues to report in this regard.

Determine whether any other action should be taken in
relation to our responsibilities under the Audit
Commission Act.

There were no issues to report in this regard.

Issue a certificate that we have completed the audit in
accordance with the requirements of the Audit
Commission Act 1998 and the Code of Practice issued
by the Audit Commission.

We have not been able to issue our audit certificate
because of outstanding work in relation to an objection
raised in respect of the 2011/12 financial statements.
Work is ongoing with management to resolve this
objection.
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Audit Findings

Accounts
We audited the Authority’s Statement of Accounts in line with approved Auditing Standards and issued an
unqualified audit report on 29 September 2012.

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

Equal pay provision
The equal pay provision is one of the most significant estimates in the financial statements. The provision in the
financial statements presented to us for audit stood at £32.1 million, representing the estimated maximum
potential payout to the 1,653 individuals who had submitted claims at the end of the year. During the audit we had
a number of discussions with officers as to whether this figure was the best estimate of the likely payout given
previous experience of buy-out events, and emerging legal advice. As a result of these discussions we were
presented with a number of revised calculations, the final one of which was a provision of £33.8 million, which is
the figure which appears in the final version of the financial statements.

It should be noted that the provision that is included in the Balance Sheet at 31 March 2012 is not a cash balance
that is available to the Council. The accounting treatment of the provision allows the Council to reverse the entry
(also shown in the Balance Sheet) so that it has a net nil impact on the Council’s overall costs; the costs only have to
be paid for as and when any compensation payments are actually made.

The Accounts also note that the Council’s comprehensive job evaluation and harmonisation review is ongoing and
is aimed at resolving this issue. The Council emphasises that the figure included in the accounts does not indicate
an expected settlement figure and it does not prejudice the Council's ongoing negotiations on this matter.

Valuation of property, plant and equipment
As part of our audit work we have reviewed the methodologies and assumptions used in valuations of the
Authority’s estate. We made a number of recommendations for improvements in this area, including the need:

 for more evidence to be prepared to demonstrate that officers have considered the value of the whole estate,

rather than just the 20% of assets being valued in detail in any particular year;

 to exclude notional financing costs from the calculation of the value of buildings valued using the depreciated

replacement cost method;

 to keep the Authority’s approach to component accounting under review on an annual basis.

Housing benefit subsidy income and expenditure
Expenditure which the authority incurs in respect of housing benefit payments is reflected in the Housing Benefit
and Council Tax Benefit Subsidy Claim. Through this claim eligible expenditure is recovered from the Department
of Work and Pensions (DWP).In respect of housing benefit we noted discrepancies totalling £0.8m between the
income and expenditure recorded in the claim, and that recoded in the financial statements. These were explained
by management as timing differences between the housing benefit system and the general ledger, and are under
ongoing investigation. As a result an element of income and expenditure has not been recorded in the correct
period.
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Economy, efficiency and effectiveness
Our Use of Resources Code responsibility required us to carry out sufficient and relevant work in order to conclude
on whether the Authority had put in place proper arrangements to secure economy, efficiency and effectiveness in
the use of resources.

Audit Commission guidance specifies the criteria for our value for money conclusion:

 the organisation has proper arrangements in place for securing financial resilience; and

 the organisation has proper arrangements for challenging how it secures economy, efficiency and effectiveness.

We determined a local programme of audit work based on our audit risk assessment, informed by these criteria and
our statutory responsibilities.

We issued an unqualified value for money conclusion. However, we made a recommendation in one area, namely
the need to reflect on any lessons which can be learnt from recent significant procurement projects, including the
Centres for Learning (CfL) and street lighting PFI projects.

The Council has experienced a number of challenges with pupil numbers since the Centres opened, including
particular challenges at Christ the King CfL. It is clear from our discussions with officers that the Council is actively
managing its response to these challenges; however it is important that the Council reflects on the processes it went
through to plan and procure the project.

In view of this we have recommended that the Council now undertakes a piece of work to reflect on the processes it
uses for planning and procuring projects under PFI arrangements, and whether there are any general lessons which
can be learned which may be of benefit to future projects.

Whole of Government Accounts
We undertook our work on the Whole of Government Accounts consolidation pack as prescribed by the Audit
Commission. The audited pack was submitted on 5 October 2012. We found no areas of concern to report as part
of this work.

Grant Claims and Certification
We presented our most recent Annual Certification Report for 2010/11 to the Governance and Audit Committee on
17 April 2012. During the period 01/04/2011 to 31/12/2011, in two cases a qualification letter was required to set
out issues arising from the certification of the claim / return. One of the claims was amended following the
certification work undertaken. All deadlines for submission of certified claims / returns were met. We will issue the
Annual Certification Report for 2011/12 in February 2013.

Annual Governance Statement
Local authorities are required to produce an Annual Governance Statement (AGS) that is consistent with guidance
issued by CIPFA/SOLACE. The AGS accompanies the Statement of Accounts.

We reviewed the AGS to consider whether it complied with the CIPFA/SOLACE guidance and whether it might be
misleading or inconsistent with other information known to us from our audit work. We found no areas of concern
to report in this context.
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Summary of recommendations
A summary of the significant recommendations we have made to the Authority during 2011/12 is included below. Other lower priority and best practice
recommendations have been reported to those charged with governance and management during the course of the audit.

General control weaknesses

Finding Risk Recommendation Management Response

Payroll – Segregation of duties

Whilst it is recognised that the Authority is
in the process of procuring an integrated
Payroll and HR system, the current absence
of any integration between the Payroll
system (Midland) and the HR system
(SharePoint) raises the following issues:

- changes to bank details: an employee can
write to payroll and the payroll clerk process
the change with no authorisation required
from senior payroll or HR; in addition there
is no confirmation of the change back to the
employee prior to processing.

- starter and leaver amendments: starter and
leaver amendments come through HR, but
there is no system based matching of the
employee lists per SharePoint (HR) and the
employee lists per Midland (Payroll), so
these controls could be bypassed and the
amendment made without prior HR
approval.

Amendments are
processed without
adequate authorisation
and / or without valid
reason, enhancing the
potential for fraud to
occur.

Given the current absence
of integrated systems, all
amendments to the payroll
system should continue to
be administratively
authorised by both the
processor and HR to ensure
segregation of duties.

It is recognised that the
procurement of a new
system, which merges the
HR and Payroll systems,
will enable the Authority to
tighten the overall payroll
control environment.

The Council will ensure there is a segregation
of duties for all payroll documentation. For
variations, new starters and terminations
this will involve HR and Payroll input, for
additional hours/overtime, the segregation
of duties will involve the payroll control team
and the payroll processing team. Adequate
system controls will be built into the new
HR/Payroll system, with such controls
‘endorsed’ by internal Audit.

In terms of bank and other personal
employee changes, the new HR/Payroll
system will allow employees to notify these
changes directly, using a personal log-on,
which will be password protected.

Responsible Officer:
Head of HR

Action By: 31st March 2013
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IT General Control Weaknesses

Finding Risk Recommendation Management Response

Oracle - Segregation of duties

There are two "roles" that allow a user to
both create/amend a supplier and initiate a
payment run. This represents a possible
fraud risk.

Having the ability to
create a supplier and
initiate a payment
increases the risk of
unauthorised and
potentially fraudulent
activity as a user may be
able to create a fictitious
supplier and subsequent
payments for personal
gain.

User roles should be
segregated so that separate
authorisation is required
during the process, thus
reducing the risk of
unregulated activity.

Within the accounts payable (AP) team
segregation of duties is limited as there are only
5.5 FTE staff. All payments over £50k are
signed off by a senior exchequer officer having
sight of the original invoice. AP staff only
undertake creation / amendments of suppliers
following formal requests from directorates or
suppliers. The creation/amendment of suppliers
is verified by another member of the team and
filed.

A report has now been produced identifying all
manually created suppliers within a given date
range. The report is available to AP staff to run.

This will enable a periodic check to be
undertaken to ensure all entries are authorised.

The number of non AP staff with access will be
kept under review by the FIS team and a new
responsibility for reconciliation-only will be
introduced to minimise the number of staff with
amendment/creation access.

Action by:

Payments Team Leader

By when:

ongoing
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ode of Audit Practice and Statement of Responsibilities of Auditors and of Audited Bodies

n March 2010 the Audit Commission issued a revised version of the ‘Statement of Responsibilities of Auditors
nd of Audited Bodies’. It is available from the Chief Executive of each audited body. The purpose of the
tatement is to assist auditors and audited bodies by explaining where the responsibilities of auditors begin
nd end and what is to be expected of the audited body in certain areas. Our reports and management letters
re prepared in the context of this Statement. Reports and letters prepared by appointed auditors and
ddressed to members or officers are prepared for the sole use of the audited body and no responsibility is
aken by auditors to any member or officer in their individual capacity or to any third party.

ther Matters

n the event that, pursuant to a request which you have received under the Freedom of Information Act 2000
as the same may be amended or re-enacted from time to time) or any subordinate legislation made
hereunder (collectively, the “Legislation”), you are required to disclose any information contained in this
eport, we ask that you notify us promptly and consult with us prior to disclosing such information. You agree
o pay due regard to any representations which we may make in connection with such disclosure and to apply
ny relevant exemptions which may exist under the Legislation to such information. If, following consultation
ith us, you disclose any such information, please ensure that any disclaimer which we have included or may

ubsequently wish to include in the information is reproduced in full in any copies disclosed.

his document has been prepared for the intended recipients only. To the extent permitted by law,
ricewaterhouseCoopers LLP does not accept or assume any liability, responsibility or duty of care for any use
f or reliance on this document by anyone, other than the intended recipient to the extent agreed in the relevant
ontract for the matter to which this document relates (if any), or (ii) as expressly agreed by
ricewaterhouseCoopers LLP at its sole discretion in writing in advance.

2012 PricewaterhouseCoopers LLP. All rights reserved. 'PricewaterhouseCoopers' refers to
ricewaterhouseCoopers LLP (a limited liability partnership in the United Kingdom) or, as the context
equires, other member firms of PricewaterhouseCoopers International Limited, each of which is a separate
nd independent legal entity.


