E%a Nottinghamshire

=¥ 71 County Council

Audit Committee
Wednesday, 11 September 2013 at 10:30

County Hall, County Hall, West Bridgford, Nottingham NG2 7QP

AGENDA

1

Minutes 12 June 13

Apologies for Absence

Declarations of Interests by Members and Officers:- (see note
below)

(a) Disclosable Pecuniary Interests

(b) Private Interests (pecuniary and non-pecuniary)

External Audit - Annual Governance Reports

Work Programme
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6 NOTES:-

(1)  Councillors are advised to contact their Research Officer for
details of any Group Meetings which are planned for this meeting.

(2) Members of the public wishing to inspect "Background Papers"
referred to in the reports on the agenda or Schedule 12A of the Local
Government Act should contact:-

Customer Services Centre 0300 500 80 80

(3) Persons making a declaration of interest should have regard to
the Code of Conduct and the Council’'s Procedure Rules. Those
declaring must indicate the nature of their interest and the reasons
for the declaration.

Members or Officers requiring clarification on whether to make a
declaration of interest are invited to contact Ruth Rimmington (Tel.
0115 9773825) or a colleague in Democratic Services prior to the
meeting.

(4) Members are reminded that Committee and Sub-Committee
papers, with the exception of those which contain Exempt or
Confidential Information, may be recycled.

Notes

(1) Councillors are advised to contact their Research Officer for details of any
Group Meetings which are planned for this meeting.

(2) Members of the public wishing to inspect "Background Papers" referred to in

the reports on the agenda or Schedule 12A of the Local Government Act
should contact:-
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Customer Services Centre 0300 500 80 80

Persons making a declaration of interest should have regard to the Code of
Conduct and the Council’'s Procedure Rules. Those declaring must indicate
the nature of their interest and the reasons for the declaration.

Councillors or Officers requiring clarification on whether to make a
declaration of interest are invited to contact Ruth Rimmington (Tel. 0115 977
3825) or a colleague in Democratic Services prior to the meeting.

Councillors are reminded that Committee and Sub-Committee papers, with the

exception of those which contain Exempt or Confidential Information, may be
recycled.
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E%a Nottinghamshire
¥ 71 County Council

minutes

Meeting AUDIT COMMITTEE

Date 12 June 2013 (commencing at 10.30am)

membership
Persons absent are marked with "A’

COUNCILLORS

Keith Walker (Chairman)
Sheila Place (Vice-Chairman)

Reg Adair Darrell Pulk
Joyce Bosnjak Alan Rhodes
John Clarke Ken Rigby

John Handley
ALSO IN ATTENDANCE
Councillor Steve Carroll
Neil Bellamy - KPMG Ltd
OFFICERS IN ATTENDANCE

Sarah Ashton ) Policy, Planning and Corporate Services
Chris Holmes )

John Bailey )
Nigel Stevenson ) Environment and Resources Department

APPOINTMENT OF CHAIRMAN AND VICE-CHAIRMAN

RESOLVED 2013/09

That the appointment of Councillor Keith Walker as Chairman and Councillor
Sheila Place as Vice-Chairman by Full Council on 16 May 2013 for the ensuing
year be noted.

MEMBERSHIP OF THE AUDIT COMMITTEE

RESOLVED 2013/10

That the membership of the Committee as set out on the agenda be noted
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APOLOGIES FOR ABSENCE

None

DECLARATIONS OF INTEREST BY MEMBERS AND OFFICERS

None
MINUTES

The minutes of the last meeting of the Committee held on 27 March 2013, having
been circulated, were confirmed and signed by the Chair.

TERMS OF REFERENCE

RESOLVED 2013/11

That the terms of reference that explained the powers and functions of the Audit
Committee be noted.

PRESENTATION ON THE ROLE OF THE AUDIT COMMITTEE

Nigel Stevenson and John Bailey from the Environment and Resources Department
gave a presentation outlining what the Audit Committee’s role and responsibilities
were.

INTERNAL AUDIT ANNUAL REPORT —2012/13

John Bailey introduced the report and indicated that his conclusion was that the
overall system of internal control was adequate during 2012/13.

Comments were made by Members on the increase of the number of unsatisfactory
audits and reduction in the number of audits. John Bailey indicated that the increase
in unsatisfactory audits was a cause for concern and he hoped there would be an
improvement in the next year. He commented that because of a reduction in audit
resources they were focusing on larger, more complex, projects than previously
which resulted in a reduction in the number of audit reports produced. In addition,
they focused on audits where the risk was considered high. He confirmed that
managers were required to respond to audits and set out what action they were
taking. A follow up audit was then undertaken and if no improvement was shown a
report would be brought to the Audit Committee.

RESOLVED 2013/12
That the Internal Audit Annual Report for 2012/13 be noted.

DRAFT ANNUAL GOVERNANCE STATEMENT FOR 2012/13

RESOLVED 2013/13
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That the annual governance statement 2012/13 be endorsed.
INTERNAL AUDIT PLAN 2013/14

Members suggested that a report on the risk assessment procedures be brought to a
future meeting.

RESOLVED 2013/14
1. That the Internal Audit Plan 2013/14 be noted.
2. That a report on risk assessments be brought to a future meeting.

KPMG LTD ANNUAL AUDIT FEES 2013/14

RESOLVED: 2013/15
That the indicative annual audit fees 2013/14 proposed by KPMG Ltd be noted.

WORK PROGRAMME

RESOLVED: 2013/16

That the Committee’s work programme be noted.

The meeting closed at 11.10 am

CHAIRMAN
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I%a Nottinghamshire Report to AUDIT COMMITTEE

1 County Council 11 September 2013

Agenda Item: 4

REPORT OF SERVICE DIRECTOR - FINANCE AND PROCUREMENT

EXTERNAL AUDIT — ANNUAL GOVERNANCE REPORTS

Purpose of the Report

1.

To receive for information, and comment upon, the External Auditor's Annual Governance
Reports on the County Council and Pension Fund, prior to these being forwarded to Full
Council for approval on 26 September 2013.

Information and Advice

2.

The External Auditors, KPMG, have now substantially completed their audit work on the
Authority’s financial statements for 2012/13 and propose to issue unqualified audit opinions
on the County Council and Pension Funds’ accounts, subject to satisfactory clearance of the
remaining issues. In the course of their work the External Auditors have identified a number
of matters, detailed in the attached reports, which they wish to bring to the Audit Committee
and Full Council’s attention. The Audit Director (KPMG), Neil Bellamy will be in attendance
at the meeting to present the report and to respond to Members’ queries.

As part of the Audit of Financial Statements process, | am required to prepare a Letter of
Representation to the External Auditor and my proposed Letter is attached for Members’
agreement.

Statutory and Policy Implications

4.

This report has been compiled after consideration of implications in respect of finance, equal
opportunities, human resources, crime and disorder, human rights, the safeguarding of
children, sustainability and the environment and those using the service and where such
implications are material they are described below. Appropriate consultation has been
undertaken and advice sought on these issues as required.

RECOMMENDATION/S

5.

That Members of the Audit Committee note the External Auditor's Annual Governance
Reports on the County Council and Pension Fund accounts:

a) note the matters raised in the report before the financial statements are resigned by the
Section 151 Officer
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b) note the Letter of Representation attached to this report

Paul Simpson
Service Director (Finance and Procurement)

For any enquiries about this report please contact:
Nigel Stevenson
Constitutional Comments

6. Audit Committee is responsible for overseeing the external auditor's annual audit of the
accounts and is the appropriate body to consider the content of this report.

Financial Comments

7. The anticipated proposed total fees, excluding the indicative fee for grant claim certification,
are £130,950 for Nottinghamshire County Council and £29,927 for the Nottinghamshire
Pension Fund.

Background Papers

Except for previously published documents, which will be available elsewhere, the documents

listed here will be available for inspection in accordance with Section 100D of the Local

Government Act 1972.

Electoral Division(s) and Member(s) Affected

All
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KPMG)

cutting through complexity ™

Report to those
charged with
governance

(ISA 260) 2012/13

Nottinghamshire County Council

11 September 2013




The contacts at KPMG
in connection with this

report are:

Neil Bellamy
Director
KPMG LLP (UK)

Tel: +44 (0)116 256 6082
neil.bellamy@kpmg.co.uk

Richard Walton
Manager
KPMG LLP (UK)

Tel: +44 (0)115 945 4471
richard.walton@kpmg.co.uk

Sayeed Haris
Assistant Manager
KPMG LLP (UK)

Tel: +44 (0)116 256 6061
sayeed.haris@kpmg.co.uk

Contents

Page
Report sections
= Introduction 2
= Headlines 3
m Financial statements 4
= VFM conclusion 9
Appendices
1. Key issues and recommendations 10
2. Declaration of independence and objectivity 11
3. Draft management representation letter 14

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

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

If you have any concerns or are dissatisfied with any part of KPMG’s work, in the first instance you should contact Neil Bellamy, the appointed engagement lead to the
Authority, who will try to resolve your complaint. If you are dissatisfied with your response please contact Trevor Rees on 0161 246 4000, or by email to
trevor.rees@kpmag.co.uk, who is the national contact partner for all of KPMG’s work with the Audit Commission. After this, if you are still dissatisfied with how your
complaint has been handled you can access the Audit Commission’s complaints procedure. Put your complaint in writing to the Complaints Unit Manager, Audit
Commission, 3" Floor, Fry Building, 2 Marsham Street, London, SW1P 4DF or by email to complaints@audit-commission.gsi.gov.uk. Their telephone number is
03034448330.

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.
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m Section one
Introduction

Financial statements VFM conclusion
This report summarises: Our External Audit Plan 2012/13 presented to you in February 2013.  Our External Audit Plan 2012/13 explained our risk-based approach to
set out the four stages of our financial statements audit process. VFM work, which follows guidance provided by the Audit Commission.

m the key issues identified
during our audit of Blannin Control Substantive
Nottinghamshire County 9 Evaluation Procedures
Council’s (the
Authority‘s) financial
statements for the year

We have completed our work to support our 2012/13 VFM conclusion.

Completion This included:

m assessing the potential VFM risks and identifying the residual audit

This report focuses on the second and third stages of the process: risks for our VFM conclusion;

cr?ntrol e\l/(allljation and subs:]anti\ée _prO(':v?dur;]esz.oi);r' on site V‘(’j(_)rk fodr = considering the results of any relevant work by the Authority, the
these took place in two tranches during Marc (interim audit) an Audit Commission, other inspectorates and review agencies in

ended 31 March 2013; July 2013 (year end audit). We carried out the following work: ) ) _
and relation to these risk areas;
B our assessment of the ; [ E)\/I;I:r?g and test selected controls over key financial Structure of this report
Authority’s arrangements = This report is structured as follows:
& = Review the work of internal audit
to secure value for = = Section two summarises the headline messages.
money (VFM) in its use of i = Review accounts production process . o ) ]
m Section three sets out the key findings from our audit work in
resources. = Review progress on critical accounting matters relation to the 2012/13 financial statements.
: ) ] ] = Section four outlines the key findings from our work on the VFM
29 = Planning and performing substantive audit procedures conclusion.
g Efl | = Concluding on critical accounting matters Our recommendations are included in Appendix 1..
= O a2 g q .
29 = Identifying audit adjustments Acknowledgements
= ) )
RS | = Reviewing the Annual Governance Statement We would like to take this opportunity to thank Officers and Members
for their continuing help and co-operation throughout our audit work.
We are now in the final phase of the audit. Some aspects are also
discharged through this report:
< m Declaring our independence and objectivity
E = Obtaining management representations
E = Reporting matters of governance interest
o
o = Forming our audit opinion
© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 2
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m Section two
Headlines

This table summarises the

We anticipate issuing an unqualified audit opinion by 30 September 2013. We will also report that the wording of your
headline messages. The Annual Governance Statement accords with our understanding of the Council.

remainder of this report We are pleased to report we identified no material audit adjustments within the financial statements.

EUEEES i rTEr CEEE B We have identified a number of audit differences below the reporting threshold for which we have raised a

each area. recommendation in relation to quality assurance procedures around the period end
This recommendation in included in Appendix 1.

The Authority’s organisational and IT control environment is effective overall, and controls over the key financial
systems are sound.

We are satisfied that internal audit are compliant with the Code of Practice for Internal Audit in Local Government and
have again been able to place reliance on their work where this was relevant to our work.

We have noted an overall improvement in the quality of the accounts and the supporting working papers however
there is room for improvement relating to the link between financial statements and the supporting, however Officers
dealt efficiently with our audit queries.

At the date of writing this report our audit of the financial statements is substantially complete subject to final checks
including Director review as part our completion procedures.

Before we can issue our opinion we require a signed management representation letter.

We confirm that we have complied with requirements on objectivity and independence in relation to this year’s audit
of the Authority’s financial statements.

We have concluded that the Authority has made proper arrangements to secure economy, efficiency and
effectiveness in its use of resources.

We therefore anticipate issuing an unqualified VFM conclusion by 30 September 2013.

Acknowledgements

We would like to take this opportunity to thank Paul Simpson (Director of Finance & Procurement), Nigel Stevenson (Group Manager) and all
other staff who have assisted us during our audit.

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 3
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.




KPMG

We have identified no issues
in the course of the audit
that are considered to be
material.

The wording of your Annual
Governance Statement
accords with our
understanding.

Section three — financial statements

Proposed opinion and audit differences

Proposed audit opinion

Subject to all outstanding queries being resolved to our satisfaction,
we anticipate issuing an unqualified audit opinion by 30 September
2013.

Audit differences

In accordance with ISA 260 we are required to report uncorrected non-
trivial audit differences to you. We also report any material
misstatements which have been corrected and which we believe
should be communicated to you to help you meet your governance
responsibilities.

We did not identify any material misstatements or non-trivial
misstatements. We did identify a number of misstatements below our
reporting threshold which we have natified to officers.

In addition, we identified a small number of presentational adjustments
required to ensure that the accounts are compliant with the Code of
Practice on Local Authority Accounting the United Kingdom 2012/13
(‘the Code’). We understand that the Authority will be addressing these
where significant.

Annual Governance Statement

We have reviewed the Annual Governance Statement and confirmed
that:

= it complies with Delivering Good Governance in Local Government:
A Framework published by CIPFA/SOLACE; and

= it is not misleading or inconsistent with other information we are
aware of from our audit of the financial statements.

Movements on the General Fund 2012/13

Pre- Post-
£m audit audit
Deficit on the provision of
services 218 218
Adjustments between
accounting basis & funding
basis under Regulations (243) (243)
Transfers from earmarked
reserves 12 12
Increase in General Fund 13 13

Balance Sheet as at 31 March 2013

Pre- Post-
£m audit audit
Property, plant and equipment 1,190 1,190
Other long term assets 33 33
Current assets 112 112
Current liabilities (141) (141)
Long term liabilities (1,329) (1,329)
Total net assets (135) (135)
General Fund 42 42
Other usable reserves 189 189
Unusable reserves (366) (366)
Total reserves (135) (135)

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.



m Section three — financial statements
Accounts production and audit process

Accounts production and audit process

We have noted an

improvement in the quality ISA 260 requires us to communicate to you our views about the significant qualitative aspects of the Authority’s accounting practices and

financial reporting. We also assessed the Authority’s process for preparing the accounts and its support for an efficient audit.
of the accounts and the P 9 y'sp preparing pp

supporting working papers. We considered the following criteria:

Officers dealt efficiently with
Element Commentary
audit queries and the audit

process could be completed Accounting practices and The Authority has strengthened its financial reporting process through additional quality checks and

o financial reporting early discussions with us over complex areas. There is scope to improve this further by completing final
within the planned quality assurance over procedures and review. This has been raised as a recommendation in Appendix
timescales. 1

We consider that accounting practices are appropriate.

Completeness of draft We received a complete set of draft accounts on 26 June 2013 in line with the agreed timetable. The
accounts Authority made a small number of amendments of a presentational nature after this date but prior to the
start of the audit.

Quality of supporting working | Our ‘Prepared by Client’ list, which we issued earlier in the year and discussed with Nigel Stevenson
papers (Group Manager), set out our working paper requirements for the audit.

The quality of working papers provided met the standards specified in our ‘Prepared by Client’ list,
however, we have highlighted to management areas best practice for further improvement regarding
how working papers support the balances disclosed in the financial statements.

Response to audit queries Officers resolved the majority of audit queries in a reasonable time. In some cases, however, we
experienced some delays, specifically where the balances comprise of multiple transactions such as
debtors and creditors. However, we worked with the Authority to plan our work around this.

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.



Section three — financial statements
Organisational and IT control environment

Your organisational and IT Work completed

control environment is Controls operated at an organisational level often have an impact on
effective overall controls at an operational level and if there were weaknesses this —aSlaak Assessment

would have implications for our audit. .
IT controls:

We obtain an understanding of the Authority’s overall control
environment and determine if appropriate controls have been Access to systems and data

implemented. We do not complete detailed testing of these controls ]
System changes and maintenance 9

IT controls

The Authority relies on information technology (IT) to support both
financial reporting and internal control processes. In order to satisfy
ourselves that we can rely on the use of IT, we test controls over
access to systems and data, system changes, system development ©  Generally sound control environment.
and computer operations.

Key: © Ssignificant gaps in the control environment.

Deficiencies in respect of individual controls.

There have been no significant system developments or changes in
computer operations during the period, and therefore this has been
completed by testing of:

m Access to systems and data

= System changes and maintenance

Key findings

We consider that your organisational and IT controls are effective
overall.

This did not result in any adjusted to our audit strategy.

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 6
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KPMG

Based on the review of

internal audit findings, the
areas identified as
‘Unsatisfactory’ is not
considered to have a
material impact on the
accounts.

Section three — financial statements
Controls over key financial systems

Work completed

We review the outcome of internal audit's work on the financial
systems to influence our assessment of the overall control
environment, which is a key factor when determining the external audit
strategy.

We also work with your internal auditors to update our understanding
of some of the Authority’s key financial processes where these are
relevant to our final accounts audit.

Where we have determined that this is the most efficient audit
approach to take, we test selected controls that address key risks
within these systems. The strength of the control framework informs
the substantive testing we complete during our final accounts visit.

Our assessment of a system will not always be in line with the internal
auditors’ opinion on that system. This is because we are solely
interested in whether our audit risks are mitigated through effective
controls, i.e. whether the system is likely to produce materially reliable
figures for inclusion in the financial statements.

Key findings

Based on the work of your internal auditors, we have considered the
opinions submitted to management, and conclude that the areas
identified as ‘Unsatisfactory’ are not considered to have a material
impact on the statement of accounts.

Department and Audit Area

Internal audit rating

Adult Social Care, Health and Public Protection

Direct Payments Monitoring Unsatisfactory
Children, Families and Cultural Services

Youth Club Funds Satisfactory
Redundancies in Schools Satisfactory
PFI Monitoring Satisfactory

5 Unsatisfactory

Schools Audits 36 Satisfactory
24 Sound
Environment and Resources
Purchasing and Credit Cards Unsatisfactory
Waste Management Satisfactory
ICT Service Level Management Sound
ICT Environmental Controls Sound
Car Loans Unsatisfactory
Policy, Planning and Corporate Services
Improvement Programme Satisfactory
Strategic Plan Performance Indicators Unsatisfactory
Employees Satisfactory

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.




KPMG

We confirm that we have

complied with requirements
on objectivity and
independence in relation to
this year’s audit of the
Authority’s financial
statements.

Before we can issue our
opinion we require a signed
management representation
letter.

Once we have finalised our
opinions and conclusions

we will prepare our Annual
Audit Letter and close our

audit.

Section three — financial statements
Completion

Declaration of independence and objectivity

As part of the finalisation process we are required to provide you with
representations concerning our independence.

In relation to the audit of the financial statements of Nottinghamshire
County Council and Nottinghamshire Pension Fund for the year ending
31 March 2013, we confirm that there were no relationships between
KPMG LLP and Nottinghamshire County Council and Nottinghamshire
Pension Fund , its councillors and senior management and its affiliates
that we consider may reasonably be thought to bear on the objectivity
and independence of the audit engagement lead and audit staff. We
also confirm that we have complied with Ethical Standards and the
Audit Commission’s requirements in relation to independence and
objectivity.

We have provided a detailed declaration in Appendix 2 in accordance
with ISA 260.

Management representations

You are required to provide us with representations on specific matters
such as your financial standing and whether the transactions within the
accounts are legal and unaffected by fraud. We have provided a
template to the Group Manager, a draft of which is reproduced in
Appendix 3. We require a signed copy of your management
representations before we issue our audit opinion.

Other matters

ISA 260 requires us to communicate to you by exception ‘audit matters
of governance interest that arise from the audit of the financial
statements’ which include:

significant difficulties encountered during the audit;

significant matters arising from the audit that were discussed, or
subject to correspondence with management;

other matters, if arising from the audit that, in the auditor's
professional judgment, are significant to the oversight of the
financial reporting process; and

matters specifically required by other auditing standards to be
communicated to those charged with governance (e.g. significant
deficiencies in internal control; issues relating to fraud, compliance
with laws and regulations, subsequent events, non disclosure,
related party, public interest reporting, questions/objections,
opening balances etc)

There are no others matters which we wish to draw to your attention in
addition to those highlighted in this report or our previous reports
relating to the audit of the Authority’s 2012/13 financial statements.

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 8
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m Section four — VFM conclusion
VFM conclusion

Our VFM conclusion Background Conclusion
considers how the Authority Auditors are required to give their statutory VFM conclusion based on We have concluded that the Authority has made proper arrangements
secures financial resilience two criteria specified by the Audit Commission. These consider to secure economy, efficiency and effectiveness in its use of

. whether the Authority has proper arrangements in place for: resources.
and challenges how it

secures economy, efficiency = securing financial resilience: looking at the Authority’s financial

governance, financial planning and financial control processes; and VEM criterion Met
and effectiveness. ) ) . )
= challenging how it secures economy, efficiency and effectiveness: Securing financial resilience v
looking at how the Authority is prioritising resources and improving
efficiency and productivity. Securing economy, efficiency and effectiveness v

e e el LelEdl TEl e We follow a risk based approach to target audit effort on the areas of

Authority has made proper greatest audit risk. We consider the arrangements put in place by the

arrangements to secure Authority to mitigate these risks and plan our work accordingly.

economy, efficiency and The key elements of the VFM audit approach are summarised in the

effectiveness in its use of diagram below.

resources.

VFM audit risk No further work required

assessment

Assessment of
residual audit
risk

Assessment of work by Conclude on
Audit Commission & other arrangements

review agencies to secure
VFM

Identification of
specific VFM
audit work (if

Financial any)
statements and
other audit work

uoISN|aU0d NHA

Specific local risk based
work

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a
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KPMG

We have given each

recommendation a risk
rating and agreed what
action management will
need to take.

The Authority should closely
monitor progress in
addressing specific risks
and implementing our
recommendations.

We will formally follow up
this recommendations next
year.

Appendices
Appendix 1: Key issues and recommendations

Our testing identified a small number of differences, but these were below our reporting threshold. However, we have raised the following
recommendation to improve the overall internal control environment.

Priority rating for recommendations

o

Priority one: issues that are
fundamental and material to your
system of internal control. We believe
that these issues might mean that you
do not meet a system objective or
reduce (mitigate) a risk.

issues that have an
important effect on internal controls
but do not need immediate action.
You may still meet a system objective
in full or in part or reduce (mitigate) a
risk adequately but the weakness

©

Priority three: issues that would, if
corrected, improve the internal control
in general but are not vital to the
overall system. These are generally
issues of best practice that we feel
would benefit you if you introduced

remains in the system.

them.

Issue and recommendation

Quality assurance procedures

Working papers were of a good standard, however there
were a couple of areas where quality assurance
procedures could be strengthened:

= testing of the school bank reconciliations identified
amounts relating to reclaimed VAT included within the
cash balance, although the amounts were not received
until late into the following month.

= we identified some 2013/14 ICT related expenditure
included within 2012/13.

The financial impact of both these items were not material,
however, could have been prevented through quality
assurance checks on these aspects at the year end

Management response / Responsible officer / Due date

Response:

Responsible officer:

Due date:

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a
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KPMG

The Code of Audit Practice
requires us to exercise our
professional judgement and
act independently of both
the Commission and the
Authority.

Appendices

Appendix 2: Declaration of independence and objectivity

Requirements

Auditors appointed by the Audit Commission must comply with the
Code of Audit Practice (the Code) which states that:

“Auditors and their staff should exercise their professional judgement
and act independently of both the Commission and the audited body.
Auditors, or any firm with which an auditor is associated, should not
carry out work for an audited body that does not relate directly to the
discharge of auditors’ functions, if it would impair the auditors’
independence or might give rise to a reasonable perception that their
independence could be impaired.”

In considering issues of independence and objectivity we consider
relevant professional, regulatory and legal requirements and guidance,
including the provisions of the Code, the detailed provisions of the
Statement of Independence included within the Audit Commission’s
Standing guidance for local government auditors (Audit Commission
Guidance) and the requirements of APB Ethical Standard 1 Integrity,
Obijectivity and Independence (Ethical Standards).

The Code states that, in carrying out their audit of the financial
statements, auditors should comply with auditing standards currently in
force, and as may be amended from time to time. Audit Commission
Guidance requires appointed auditors to follow the provisions of ISA
(UK &l) 260 Communication of Audit Matters with Those Charged with
Governance’ that are applicable to the audit of listed companies. This
means that the appointed auditor must disclose in writing:

Details of all relationships between the auditor and the client, its
directors and senior management and its affiliates, including all
services provided by the audit firm and its network to the client, its
directors and senior management and its affiliates, that the auditor
considers may reasonably be thought to bear on the auditor's
objectivity and independence.

The related safeguards that are in place.

The total amount of fees that the auditor and the auditor’s network
firms have charged to the client and its affiliates for the provision of
services during the reporting period, analysed into appropriate
categories, for example, statutory audit services, further audit
services, tax advisory services and other non-audit services. For
each category, the amounts of any future services which have
been contracted or where a written proposal has been submitted
are separately disclosed. We do this in our Annual Audit Letter.

Appointed auditors are also required to confirm in writing that they
have complied with Ethical Standards and that, in the auditor’s
professional judgement, the auditor is independent and the auditor’s
objectivity is not compromised, or otherwise declare that the auditor
has concerns that the auditor’'s objectivity and independence may be
compromised and explaining the actions which necessarily follow from
his. These matters should be discussed with the Audit Committee.

Ethical Standards require us to communicate to those charged with
governance in writing at least annually all significant facts and matters,
including those related to the provision of non-audit services and the
safeguards put in place that, in our professional judgement, may
reasonably be thought to bear on our independence and the objectivity
of the Audit Partner and the audit team.

General procedures to safeguard independence and objectivity

KPMG's reputation is built, in great part, upon the conduct of our
professionals and their ability to deliver objective and independent
advice and opinions. That integrity and objectivity underpins the work
that KPMG performs and is important to the regulatory environments in
which we operate. All partners and staff have an obligation to maintain
the relevant level of required independence and to identify and
evaluate circumstances and relationships that may impair that
independence.
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KPMG

We confirm that we have

complied with requirements
on objectivity and
independence in relation to
this year’s audit of the
Authority’s financial
statements.

Appendices

Appendix 2: Declaration of independence and objectivity (continued)

Acting as an auditor places specific obligations on the firm, partners
and staff in order to demonstrate the firm's required independence.
KPMG's policies and procedures regarding independence matters are
detailed in the Ethics and Independence Manual (‘the Manual’). The
Manual sets out the overriding principles and summarises the policies
and regulations which all partners and staff must adhere to in the area
of professional conduct and in dealings with clients and others.

KPMG is committed to ensuring that all partners and staff are aware of
these principles. To facilitate this, a hard copy of the Manual is
provided to everyone annually. The Manual is divided into two parts.
Part 1 sets out KPMG's ethics and independence policies which
partners and staff must observe both in relation to their personal
dealings and in relation to the professional services they provide. Part
2 of the Manual summarises the key risk management policies which
partners and staff are required to follow when providing such services.

All partners and staff must understand the personal responsibilities
they have towards complying with the policies outlined in the Manual
and follow them at all times. To acknowledge understanding of and
adherence to the policies set out in the Manual, all partners and staff
are required to submit an annual Ethics and Independence
Confirmation. Failure to follow these policies can result in disciplinary
action.

For the non audit work provided we have established the following
safeguards to maintain the integrity of the audit team:

» Separate teams to conduct the audit and non audit work

* Internal risk assessment process prior to conducting any non audit
work

» External approval from the Audit Commission

Auditor declaration

In relation to the audit of the financial statements of Nottinghamshire
County Council for the financial year ending 31 March 2013, we
confirm that there were no relationships between KPMG LLP and
Nottinghamshire County Council, and Nottinghamshire Pension Fund,
its directors and senior management and its affiliates that we consider
may reasonably be thought to bear on the objectivity and
independence of the audit engagement lead and audit staff. We also
confirm that we have complied with Ethical Standards and the Audit
Commission’s requirements in relation to independence and
objectivity.

© 2013 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative, a 12
Swiss entity. All rights reserved. This document is confidential and its circulation and use are restricted. KPMG and the KPMG logo are registered trademarks of KPMG International Cooperative, a Swiss entity.



KPMG

We ask you to provide us

with representations on
specific matters such as
whether the transactions
within the accounts are legal
and unaffected by fraud.

The wording for these
representations is
prescribed by auditing
standards.

We require a sighed copy of
your management
representations before we
issue our audit opinion.

Appendices

Dear Sirs

This representation letter is provided in connection with your audit of
the financial statements of Nottinghamshire County Council and
Nottinghamshire Pension Fund (“the Authority”) for the year ended 31
March 2013, B for the purpose of expressing an opinion:

i. as to whether these financial statements give a true and fair view
of the financial position of the Authority as at 31 March 2013 and
of the Authority’s expenditure and income for the year then
ended;

i.  whether the Pension Fund financial statements of the give a true
and fair view of the financial transactions of the Pension Fund
during the year ended 31 March 2013 and the amount and
disposition of the Fund’'s assets and liabilities as at 31 March
2013, other than liabilities to pay pensions and other benefits
after the end of the scheme year; and

iii.  whether the financial statements have been prepared properly in
accordance with the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2012/13.

These financial statements comprise the Authority Movement in
Reserves Statement, the Authority Comprehensive Income and
Expenditure Statement, the Authority Balance Sheet, the Authority,
Cash Flow Statement and the related notes. The Pension Fund
financial statements comprise the Fund Account, the Net Assets
Statement and the related notes.

The Authority confirms that the representations it makes in this letter
are in accordance with the definitions set out in the Appendix to this
letter.

The Authority confirms that, to the best of its knowledge and belief,
having made such inquiries as it considered necessary for the purpose
of appropriately informing itself:

Appendix 3: Draft management representation letter

Financial statements

1. The Authority has fulfilled its responsibilities, as set out in regulation
8 of the Accounts and Audit (England) Regulations 2011, for the
preparation of financial statements that:

* give a true and fair view of the financial position of the Authority
as at 31 March 2013 and of the Authority’s expenditure and
income for the year then ended;

» give a true and fair view of the financial transactions of the
Pension Fund during the year ended 31 March 2013 and the
amount and disposition of the Fund’s assets and liabilities as at
31 March 2013, other than liabilities to pay pensions and other
benefits after the end of the scheme year; and

* have been prepared properly in accordance with the
CIPFA/LASAAC Code of Practice on Local Authority Accounting
in the United Kingdom 2012/13.

The financial statements have been prepared on a going concern
basis.

2. Measurement methods and significant assumptions used by the
Authority in  making accounting estimates, including those
measured at fair value, are reasonable.

3. All events subsequent to the date of the financial statements and for
which the CIPFA/LASAAC Code of Practice on Local Authority
Accounting in the United Kingdom 2012/13 requires adjustment or
disclosure have been adjusted or disclosed.

4. The effects of uncorrected misstatements are immaterial, both
individually and in the aggregate, to the financial statements as a
whole. A list of the uncorrected misstatements is attached to this
representation letter.
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We ask you to provide us

with representations on
specific matters such as
whether the transactions
within the accounts are legal
and unaffected by fraud.

The wording for these
representations is
prescribed by auditing
standards.

We require a sighed copy of
your management
representations before we
issue our audit opinion.

Appendices
Appendix 3: Draft management representation letter (continued)

Information provided

5. The Authority has provided you with:

« access to all information of which it is aware, that is relevant to the
preparation of the financial statements, such as records,
documentation and other matters;

« additional information that you have requested from the Authority
for the purpose of the audit; and

* unrestricted access to persons within the Authority from whom you
determined it necessary to obtain audit evidence.

. All transactions have been recorded in the accounting records and

are reflected in the financial statements.

The Authority acknowledges its responsibility for such internal
control as it determines necessary for the preparation of financial
statements that are free from material misstatement, whether due to
fraud or error. In particular, the Authority acknowledges its
responsibility for the design, implementation and maintenance of
internal control to prevent and detect fraud and error.

The Authority has disclosed to you the results of its assessment of
the risk that the financial statements may be materially misstated as
a result of fraud.

The Authority has disclosed to you all information in relation to:

a) Fraud or suspected fraud that it is aware of and that affects the
Authority and involves:

* Management;
» employees who have significant roles in internal control; or

« others where the fraud could have a material effect on the
financial statements; and

b) allegations of fraud, or suspected fraud, affecting the financial
statements communicated by employees, former employees,
analysts, regulators or others.

9.

10.

11.

12.

The Authority has disclosed to you all known instances of non-
compliance or suspected non-compliance with laws and regulations
whose effects should be considered when preparing the financial
statements.

The Authority has disclosed to you and has appropriately accounted
for and/or disclosed in the financial statements in accordance with
the CIPFA/LASAAC Code of Practice on Local Authority Accounting
in the United Kingdom 2012/13 all known actual or possible litigation
and claims whose effects should be considered when preparing the
financial statements.

The Authority has disclosed to you the identity of the Authority’s
related parties and all the related party relationships and
transactions of which it is aware and all related party relationships
and transactions have been appropriately accounted for and
disclosed in accordance with the CIPFA/LASAAC Code of Practice
on Local Authority Accounting in the United Kingdom 2012/13.

Included in the Appendix to this letter are the definitions of both a
related party and a related party transaction as the Authority
understands them and as defined in IAS 24, except where
interpretations or adaptations to fit the public sector are detailed in
the CIPFA/LASAAC Code of Practice on Local Authority Accounting
in the United Kingdom 2012/13.

On the basis of the process established by the Authority and having
made appropriate enquiries, the Authority is satisfied that the
actuarial assumptions underlying the valuation of pension scheme
liabilities are consistent with its knowledge of the business.

The Authority further confirms that:

a) all significant retirement benefits, including any arrangements
that:

are statutory, contractual or implicit in the employer's actions;

arise in the UK and the Republic of Ireland or overseas;

are funded or unfunded; and

are approved or unapproved,
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We ask you to provide us
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and unaffected by fraud.
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your management
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Appendices
Appendix 3: Draft management representation letter (continued)

have been identified and properly accounted for; and

b) all settlements and curtailments have been identified and
properly accounted for.

This letter was tabled and agreed at the meeting of the Audit Committee
on 11 September 2013.

Yours faithfully,

[Chief Financial Officer]

cc: Audit Committee
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This matter is being dealt with by: Paul Simpson
T 0115 977 3441

E paul.simpson@nottscc.gov.uk

W nottinghamshire.gov.uk

Neil Bellamy

Director, Infrastructure & Government & Healthcare
KPMG LLP UK

St Nicholas House

31 Park Row

Nottingham

NG1 6FQ

26 September 2013

Dear Mr Bellamy,

Nottinghamshire County Council and Nottinghamshire County Council Pension Fund -
Audit for the year ended 31 March 2013

This representation letter is provided in connection with your audit of the financial statements of
Nottinghamshire County Council and Nottinghamshire Pension Fund (“the Authority”) for the year
ended 31 March 2013, for the purpose of expressing an opinion:

i.  as to whether these financial statements give a true and fair view of the financial position of
the Authority as at 31 March 2013 and of the Authority’s expenditure and income for the
year then ended;

ii. whether the Pension Fund financial statements of the give a true and fair view of the
financial transactions of the Pension Fund during the year ended 31 March 2013 and the
amount and disposition of the Fund’s assets and liabilities as at 31 March 2013, other than
liabilities to pay pensions and other benefits after the end of the scheme year; and

iii. whether the financial statements have been prepared properly in accordance with the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom
2012/13.

These financial statements comprise the Authority Movement in Reserves Statement, the Authority
Comprehensive Income and Expenditure Statement, the Authority Balance Sheet, the Authority,
Cash Flow Statement and the related notes. The Pension Fund financial statements comprise the
Fund Account, the Net Assets Statement and the related notes.

The Authority confirms that the representations it makes in this letter are in accordance with the
definitions set out in the Appendix to this letter.

The Authority confirms that, to the best of its knowledge and belief, having made such inquiries as
it considered necessary for the purpose of appropriately informing itself:

Financial statements

1. The Authority has fulfilled its responsibilities, as set out in regulation 8 of the Accounts and
Audit (England) Regulations 2011, for the preparation of financial statements that:
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e give a true and fair view of the financial position of the Authority as at 31 March 2013 and
of the Authority’s expenditure and income for the year then ended;

e give a true and fair view of the financial transactions of the Pension Fund during the year
ended 31 March 2013 and the amount and disposition of the Fund’s assets and liabilities as
at 31 March 2013, other than liabilities to pay pensions and other benefits after the end of
the scheme year; and

» have been prepared properly in accordance with the CIPFA/LASAAC Code of Practice on
Local Authority Accounting in the United Kingdom 2012/13.

The financial statements have been prepared on a going concern basis.

2. Measurement methods and significant assumptions used by the Authority in making accounting
estimates, including those measured at fair value, are reasonable.

3. All events subsequent to the date of the financial statements and for which the CIPFA/LASAAC
Code of Practice on Local Authority Accounting in the United Kingdom 2012/13 requires
adjustment or disclosure have been adjusted or disclosed.

4. The effects of uncorrected misstatements are immaterial, both individually and in the
aggregate, to the financial statements as a whole.

Information provided
5. The Authority has provided you with:
e access to all information of which it is aware, that is relevant to the preparation of the

financial statements, such as records, documentation and other matters;

« additional information that you have requested from the Authority for the purpose of the
audit; and

e unrestricted access to persons within the Authority from whom you determined it necessary
to obtain audit evidence.

6. All transactions have been recorded in the accounting records and are reflected in the financial
statements.

7. The Authority acknowledges its responsibility for such internal control as it determines
necessary for the preparation of financial statements that are free from material misstatement,
whether due to fraud or error. In particular, the Authority acknowledges its responsibility for the
design, implementation and maintenance of internal control to prevent and detect fraud and
error.

The Authority has disclosed to you the results of its assessment of the risk that the financial
statements may be materially misstated as a result of fraud.

8. The Authority has disclosed to you all information in relation to:
(a) Fraud or suspected fraud that it is aware of and that affects the Authority and involves:

*  management;
» employees who have significant roles in internal control; or
« others where the fraud could have a material effect on the financial statements; and

(b) allegations of fraud, or suspected fraud, affecting the financial statements communicated by
employees, former employees, analysts, regulators or others.
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9.

10.

11.

12.

The Authority has disclosed to you all known instances of non-compliance or suspected non-
compliance with laws and regulations whose effects should be considered when preparing the
financial statements.

The Authority has disclosed to you and has appropriately accounted for and/or disclosed in the
financial statements in accordance with the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2012/13 all known actual or possible litigation and
claims whose effects should be considered when preparing the financial statements.

The Authority has disclosed to you the identity of the Authority’s related parties and all the
related party relationships and transactions of which it is aware and all related party
relationships and transactions have been appropriately accounted for and disclosed in
accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the
United Kingdom 2012/13.

Included in the Appendix to this letter are the definitions of both a related party and a related
party transaction as the Authority understands them and as defined in IAS 24, except where
interpretations or adaptations to fit the public sector are detailed in the CIPFA/LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom 2012/13.

On the basis of the process established by the Authority and having made appropriate
enquiries, the Authority is satisfied that the actuarial assumptions underlying the valuation of
pension scheme liabilities are consistent with its knowledge of the business.

The Authority further confirms that:

(a) all significant retirement benefits, including any arrangements that:

* are statutory, contractual or implicit in the employer's actions;
» arise in the UK and the Republic of Ireland or overseas;

» are funded or unfunded; and

* are approved or unapproved,

have been identified and properly accounted for; and
(b) all settlements and curtailments have been identified and properly accounted for.
This letter was tabled and agreed at the meeting of the Audit Committee on 11 September
2013 and approved by full Council on 26 September.

Yours faithfully,

Signed

Name: Paul Simpson

Position: Service Director (Finance and Procurement)
Date: 26 September 2013
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Appendix A

Representation Letter of Nottinghamshire County Council and Nottinghamshire Pension
Fund: Definitions

Financial Statements
A complete set of financial statements comprises:
» Comprehensive Income and Expenditure Statement for the period
* Balance Sheet as at the end of the period
* Movement in Reserves Statement for the period
» Cash Flow Statement for the period

* Notes, comprising a summary of significant accounting policies and other explanatory
information, and

» Balance Sheet as at the beginning of the earliest comparative period (i.e. a third Balance
Sheet) when an authority applies an accounting policy retrospectively or makes a
retrospective restatement of items in its financial statements, or when it reclassifies items in
its financial statements.

A local authority is required to present group accounts in addition to its single entity accounts
where required by chapter nine of the CIPFA/LASAAC Code of Practice on Local Authority
Accounting in the United Kingdom 2012/13.

A housing authority must present:

 aHRA Income and Expenditure Statement; and

* a Movement on the Housing Revenue Account Statement.

A billing authority must present a Collection Fund Statement for the period showing amounts
required by statute to be debited and credited to the Collection Fund

For pension funds participating in the following pension schemes, pension fund accounts must be
prepared by the local authority that administers the Pension Fund:

a) the Local Government Pension Scheme (in England and Wales)
b) the Local Government Pension Scheme (in Scotland).

For pension funds participating in the following pension schemes, pension fund accounts must be
prepared:

a) the Firefighters’ Pension Scheme for England
b) the Firefighters’ Pension Scheme for Wales

c) the Police Pension Scheme in England and Wales.

The financial statements of a defined benefit pension fund and of police authorities and fire and
rescue service authorities in England and Wales must contain:
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a) A fund account disclosing changes in net assets available for benefits.

b) A net assets statement showing the assets available for benefits at the year end.

c¢) Notes to the accounts.
Material Matters
Certain representations in this letter are described as being limited to matters that are material.
IAS 1.7 and IAS 8.5 state the following:
Material omissions or misstatements of items are material if they could, individually or collectively,
influence the economic decisions that users make on the basis of the financial statements.
Materiality depends on the size and nature of the omission or misstatement judged in the
surrounding circumstances. The size or nature of the item, or a combination of both, could be the
determining factor.

Fraud

Fraudulent financial reporting involves intentional misstatements including omissions of amounts or
disclosures in financial statements to deceive financial statement users.

Misappropriation of assets involves the theft of an entity’s assets. It is often accompanied by false
or misleading records or documents in order to conceal the fact that the assets are missing or have
been pledged without proper authorisation.

Error

An error is an unintentional misstatement in financial statements, including the omission of an
amount or a disclosure.

Prior period errors are omissions from, and misstatements in, the entity’s financial statements for
one or more prior periods arising from a failure to use, or misuse of, reliable information that:

a) was available when financial statements for those periods were authorised for issue, and

b) could reasonably be expected to have been obtained and taken into account in the
preparation and presentation of those financial statements.

Such errors include the effects of mathematical mistakes, mistakes in applying accounting policies,
oversights or misinterpretations of facts, and fraud.

Management

For the purposes of this letter, references to “management” should be read as “management and,
where appropriate, those charged with governance”.

Related parties

Parties are considered to be related if one party has the ability to control the other party or exercise
significant influence over the other party in making financial and operating decisions or if the
related party entity and another entity are subject to common control.

Related parties include:

a) entities that directly, or indirectly through one or more intermediaries, control, or are
controlled by the authority (i.e. subsidiaries);
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b) associates;
¢) joint ventures in which the authority is a venture;

d) an entity that has an interest in the authority that gives it significant influence over the
authority;

e) key management personnel, and close members of the family of key management
personnel; and

f) post-employment benefit plan (pension fund) for the benefit of employees of the authority,
or of any entity that is a related party of the authority.

Key management personnel are all chief officers (or equivalent), elected members, chief executive
of the authority and other persons having the authority and responsibility for planning, directing and
controlling the activities of the authority, including the oversight of these activities.

The following are deemed not to be related parties by the CIPFA/LASAAC Code of Practice on
Local Authority Accounting in the United Kingdom 2012/13:

a) providers of finance in the course of their business in that regard and trade unions in the
course of their normal dealings with an authority by virtue only of those dealings; and

b) an entity with which the relationship is solely that of an agency.
Related party transaction
Related party transaction is a transfer of resources or obligations between related parties,
regardless of whether a price is charged. Related party transactions exclude transactions with any

other entity that is a related party solely because of its economic dependence on the authority or
the government of which it forms part.
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This report is addressed to the Authority and has been prepared for the sole use of the Authority. We take no responsibility to any member of staff acting in their
individual capacities, or to third parties. The Audit Commission has issued a document entitled Statement of Responsibilities of Auditors and Audited Bodies. This
summarises where the responsibilities of auditors begin and end and what is expected from the audited body. We draw your attention to this document which is available
on the Audit Commission’s website at www.auditcommission.gov.uk.

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

If you have any concerns or are dissatisfied with any part of KPMG’s work, in the first instance you should contact Neil Bellamy, the appointed engagement lead to the
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KPMG

This report summarises the

key issues identified during
our audit of Nottinghamshire
Pension Fund’s (the Fund’s)
financial statements for the
year ended 31 March 2013.

Section one
Introduction

Scope of this report

The Audit Commission’'s Code of Audit Practice requires us to
summarise the work we have carried out to discharge our statutory
audit responsibilities together with any governance issues identified
and report to those charged with governance (in this case the Audit
Committee). We are also required to comply with International
Standard on Auditing (‘ISA’) 260 which sets out our responsibilities for
communicating with those charged with governance.

This report meets both these requirements. It summarises the key
issues identified during our audit of the Fund’s financial statements for
the year ended 31 March 2013.

Some of our responsibilities under ISA 260 relate to Nottinghamshire
County Council (‘the Authority’) as administering authority as a whole
and are discharged through our reporting to the Authority’'s Audit
Committee. This includes:

= Declaring our independence and objectivity;
= Obtaining management representations; and

= Reporting matters of governance interest, including our audit fees.

Audit of the pension fund

As with the main audit of the Authority, our audit of the Fund follows a
four stage audit process.

Substantive
Procedures

Control

Evaluation Completion

Planning

This report focuses on the second and third stages of the process:
control evaluation and substantive procedures. Our on site work for
these took place in two tranches during March 2013 (interim audit) and

July 2013 (year end audit). page 37 of 46

We carried out the following work:

= Evaluate and test selected controls over key financial
systems

= Review accounts production process

Evaluation

= Review progress on critical accounting matters

= Plan and perform substantive audit procedures
= Conclude on critical accounting matters

= Identify audit adjustments
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Structure of this report
This report is structured as follows:
m Section two summarises the headline messages.

m Section three sets out the findings from our audit work on the
Fund’s accounts in more detail.
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This table summarises the

headline messages. The
remainder of this report
provides further details on
each area.

Section two
Headlines

We anticipate issuing an unqualified audit opinion in relation to the Fund'’s financial statements, as contained both in
the Authority’s Statement of Accounts and the Pension Fund Annual Report by 30 September 2013.

At the date of this report our audit of the Fund's financial statements is substantially complete. Our remaining
completion procedures are carried out jointly with those for the main County Council audit. This includes obtaining a
signed management representation letter, which covers the financial statements of both the Authority and the Fund.

We are pleased to report that our audit of the Fund'’s financial statements did not identify any material adjustments.
The Authority made a small number of non trivial adjustments, most of which were of a presentational nature.

The Authority has good processes in place for the production of the Fund’s financial statements and good quality

supporting working papers. Officers dealt efficiently with audit queries and the audit process has been completed
within the planned timescales.

We have worked with Officers throughout the year to discuss the specific risk areas for this year's audit. The
Authority addressed the issues appropriately.

Controls over the Fund’'s key financial systems are sound. We did not identify any specific issues we wish to
highlight to you.
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We have identified no issues
in the course of the audit
that are considered to be
material.

We anticipate issuing an
unqualified audit opinion in
relation to the Fund’s
financial statements, as
contained both in the
Authority’s Statement of
Accounts and the Pension
Fund Annual Report by 30
September 2013.

Section three — pension fund audit

Proposed opinion and audit differences

Proposed audit opinion

Subject to our final checks and review, we anticipate issuing an
unqualified audit opinion following approval of the Statement of
Accounts by the Audit Committee on 11 September 2013.

Audit differences

In accordance with ISA 260 we are required to report uncorrected
audit differences to you which are not considered to be trivial in nature.
We also report any material misstatements which have been corrected
and which we believe should be communicated to you to help you
meet your governance responsibilities.

We did not identify any material misstatements

We identified a small number of presentational adjustments required to
ensure that the accounts are compliant with the Code of Practice on
Local Authority Accounting the United Kingdom 2012/13 (‘the Code’).
We understand that the Authority will be addressing these where
significant.

Completion

At the date of this report, our audit of the Fund'’s financial statements is
substantially complete.

Before we can issue our opinion we require a signed management
representation letter. The representations in relation to the Fund will be
included in the Authority’s representation letter a draft of which is
included in the Authority’s ISA 260 report.

We confirm that we have complied with requirements on objectivity
and independence in relation to this year’s audit of the Fund’s financial
statements. A full declaration of our independence is set out in the
main ISA 260 Report for the Authority.

Annual Report

The Pension Fund Annual Report has not been prepared yet and we
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are yet to confirm that:

= it complies with the requirements of the Local Government Pension
Scheme (Administration) Regulations 2008; and

m the financial and non-financial information it contains is not
inconsistent with the financial information contained in the audited
financial statements.

We anticipate being able to complete our required work on the
Pension Fund Annual Report before issuing our opinion on the
Pension Fund Statement of Accounts.
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m Section three — pension fund audit
Accounts production and audit process

Accounts production and audit process

The Authority has good

processes in place for the ISA 260 requires us to communicate to you our views about the significant qualitative aspects of the accounting practices and financial
production of the Fund’s reporting relating to the Fund. We have also assessed the Authority’s process for preparing the Fund's financial statements and its support for
A Al ST AT A an efficient audit, our findings are set out below.

good quality supporting We considered the following criteria:
working papers.

. . . Element Commentary
Officers dealt efficiently with

audit queries and the audit Accounting practices and The Authority has good financial reporting arrangements over the Fund's financial statements in

financial reportin lace.
process could be completed P 9 P

within the planned We consider that accounting practices are appropriate.

timescales. Completeness of draft accounts | We received a complete set of draft accounts on 26 June 2013.

Quality of supporting working Our ‘Prepared by Client’ list, which we issued at the planning stage of the audit and discussed with
papers Simon Cunnington, set out our working paper requirements for the audit.

The quality of working papers provided met the standards specified in our ‘Prepared by Client’ list.

Response to audit queries Officers resolved our audit queries in a reasonable time. We worked with the Authority to plan our
work around staff availability in order to effectively deliver the audit.
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Controls over the Fund’s key

financial systems are sound.

Section three — pension fund audit
Control Environment

During March 2013 we completed our control evaluation work. We did
not issue an interim report as there were no significant issues arising
from this work. For completeness we reflect on key findings from this
work.

Organisational and IT control environment

Controls operated at an organisational level often have an impact on
controls at an operational level and if there were weaknesses this
would have implications for our audit. We therefore obtain an
understanding of the Authority’s overall control environment and
determine if appropriate controls have been implemented.

The Authority also relies on information technology (IT) to support both
financial reporting and internal control processes. In order to satisfy
ourselves that we can rely on the use of IT, we test controls over
access to systems and data, system changes, system development
and computer operations.

Most of the controls we look at do not just relate to the Fund but the
Authority as a whole.

We found that your organisational and IT control environment is
effective overall.

Controls over key financial systems

Where we have determined that this is the most efficient audit
approach to take, we test selected controls that address key risks
within the financial systems. The strength of the control framework
informs the substantive testing we complete during our final accounts
visit.

Based on the work of your internal auditors, and our own work on
controls over the year end process, the controls over the financial
systems are sound.

Work on behalf of admitted body auditors
The auditors of admitted bodies requested us to,compl specific
a eFgage 48P °°

work on controls operated by the Fund on behalf of the admitted
bodies over certain data used by actuaries in order to determine the
pensions liabilities and related disclosures for the admitted bodies.

Our work did not identify any specific issues.
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I%a Nottinghamshire Report to Audit Committee

* 1 County Council 11 September 2013

Agenda Item: 5

REPORT OF CORPORATE DIRECTOR, POLICY, PLANNING AND
CORPORATE SERVICES

WORK PROGRAMME

Purpose of the Report

1.

To consider the Committee’s work programme for 2013/14.

Information and Advice

2.

The County Council requires each committee to maintain a work programme. The work
programme will assist the management of the committee’s agenda, the scheduling of the
committee’s business and forward planning. The work programme will be updated and
reviewed at each pre-agenda meeting and committee meeting. Any member of the
committee is able to suggest items for possible inclusion.

The attached work programme has been drafted in consultation with the Chairman and Vice-
Chairman, and includes items which can be anticipated at the present time. Other items will
be added to the programme as they are identified.

As part of the transparency introduced by the revised committee arrangements from 2012,
committees are expected to review day to day operational decisions made by officers using
their delegated powers. It is anticipated that the committee will wish to commission periodic
reports on such decisions. The committee is therefore requested to identify activities on
which it would like to receive reports for inclusion in the work programme.

Other Options Considered

5. None.

Reason/s for Recommendation/s

6. To assist the committee in preparing its work programme.

Statutory and Policy Implications

7. This report has been compiled after consideration of implications in respect of finance, equal

opportunities, human resources, crime and disorder, human rights, the safeguarding of
children, sustainability and the environment and those using the service and where such
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implications are material they are described below. Appropriate consultation has been
undertaken and advice sought on these issues as required.

RECOMMENDATION/S

1) That the committee’s work programme be noted, and consideration be given to any
changes which the committee wishes to make.

Jayne Francis-Ward
Corporate Director, Policy, Planning and Corporate Services

For any enquiries about this report please contact: Sarah Ashton x 73962
Constitutional Comments (HD)

1. The Committee has authority to consider the matters set out in this report by virtue of its
terms of reference.

Financial Comments (PS)

2. There are no direct financial implications arising from the contents of this report. Any future
reports to Committee on operational activities and officer working groups, will contain
relevant financial information and comments.

Background Papers

None.

Electoral Division(s) and Member(s) Affected

All
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AUDIT COMMITTEE - WORK PROGRAMME

Report Title Brief summary of agenda item For Decision or Lead Officer Report Author
Information

4 December 2013

Financial Regulation Waivers | To provide details of waivers made to Financial Information Steve Carter Steve Carter

Regulations during 2012/13

19 March 2014

Audit Plan

To inform Members of the External Auditors proposed | Decision

approach and External Audit Plan

Nigel Stevenson

Nigel Stevenson

Accounting Policies

To allow the Audit Committee to review and approve | Decision

the proposed accounting policies used in creating the

Authority’s Statement of Accounts

Nigel Stevenson

Nigel Stevenson

Certification of Claims and
Returns 2012/13

To inform Members of the External Auditors’ Annual Information

Report on the certification of Claims and Returns.

Nigel Stevenson

Nigel Stevenson
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