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Agenda Item 2

DECLARATIONS OF INTERESTS - NOTE FROM THE CHIEF EXECUTIVE

This note is guidance only. Members should consult the Council’'s Code of Conduct for further
details. Note: Only Members can decide if they have an interest therefore they must make their
own decision. If in doubt as to the nature of an interest it is advisable to seek advice prior to
attending at a meeting.

Declaration of interests for Members

Where Members have a personal interest in any business of the authority as described in
paragraph 4 of the Council’s Code of Conduct (contained in part 5 of the Council’s Constitution)
then s/he must disclose this personal interest as in accordance with paragraph 5 of the Code.
Members must disclose the existence and nature of the interest at the start of the meeting and
certainly no later than the commencement of the item or where the interest becomes apparent.

You have a personal interest in any business of your authority where it relates to or is likely to
affect:

(a) An interest that you must register

(b) An interest that is not on the register, but where the well-being or financial position of you,
members of your family, or people with whom you have a close association, is likely to be
affected by the business of your authority more than it would affect the majority of
inhabitants of the ward affected by the decision.

Where a personal interest is declared a Member may stay and take part in the debate and
decision on that item.

What constitutes a prejudicial interest? - Please refer to paragraph 6 of the adopted Code of
Conduct.

Your personal interest will also be a prejudicial interest in a matter if (a), (b) and either (c)
or (d) below apply:-

(@) A member of the public, who knows the relevant facts, would reasonably think that your
personal interests are so significant that it is likely to prejudice your judgment of the
public interests; AND

(b) The matter does not fall within one of the exempt categories of decision listed in
paragraph 6.2 of the Code; AND EITHER

(c) The matter affects your financial position or the financial interest of a body with which
you are associated; or

(d) The matter relates to the determination of a licensing or regulatory application

The key points to remember if you have a prejudicial interest in a matter being discussed at a
meeting:-

I. You must declare that you have a prejudicial interest, and the nature of that interest, as
soon as that interest becomes apparent to you; and

ii.  You must leave the room for the duration of consideration and decision on the item and
not seek to influence the debate or decision unless (iv) below applies; and
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iii. You must not seek to improperly influence a decision in which you have a prejudicial
interest.

iv. If Members of the public are allowed to speak or make representations at the meeting,
give evidence or answer questions about the matter, by statutory right or otherwise (e.g.
planning or licensing committees), you can declare your prejudicial interest but make
representations. However, you must immediately leave the room once you have
finished your representations and answered questions (if any). You cannot remain in
the meeting or in the public gallery during the debate or decision on the matter.

D:\moderngov\Data\AgendaItemDocs\O\8\9\AI00027980\NoteBmchiefexiutiveredeclarationofinterestsO?O1 0850.doc
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SECT%enda ltem 3

AUDIT COMMITTEE, 14/12/2010 N ONE (UNRESTRICTED)
LONDON BOROUGH OF TOWER HAMLETS
MINUTES OF THE AUDIT COMMITTEE
HELD AT 7.00 P.M. ON TUESDAY, 14 DECEMBER 2010

ROOM M71, TOWN HALL, MULBERRY PLACE, 5 CLOVE CRESCENT, LONDON,

E14 2BG
Members Present:
Councillor Carlo Gibbs (Chair)
Councillor Stephanie Eaton
Councillor David Edgar
Others Present:
Jon Hayes District Auditor, Audit Commission
Sally-Ann Eldridge Senior Audit Manager, Audit Commission
Steve Vinall Deloitte PSIA Ltd
Officers Present:
Alan Finch — (Service Head Corporate Finance, Resources)
Minesh Jani — (Service Head, Risk Management)
Tony Qayum — (Head of Audit Services, Internal Audit,
Resources)
Jill Bell — (Service Head, Legal Services — Environment)
Jackie Odunoye — (Service Head, Innovation & Sustainability)
David Tully — (Interim Head of Finance — Children, Schools &
Families)
Caroline Chalklin — (Committee Officer, Chief Executives')

1. APPOINTMENT OF VICE-CHAIR FOR THE REMAINDER OF THE
MUNICIPAL YEAR 2010/11

Councillor Eaton was nominated for the position of Vice-Chair of the
Committee and duly elected unanimously.

2. APOLOGIES FOR ABSENCE

Apologies were received from Councillors Asad and Chaudhury.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

3. DECLARATIONS OF INTEREST

No declarations of interest were made.

4, UNRESTRICTED MINUTES

RESOLVED: That the minutes of the ordinary meeting held on 21st
September 2010 be confirmed as a correct record of the
proceedings.

5. UNRESTRICTED AUDIT COMMISSION REPORTS FOR CONSIDERATION

5.1 Annual Audit Letter 2009 - 2010

Mr Hayes from the Audit Commission presented the report and also drew
Member’s attention to the Annual Governance report Addendum on page 245
of the Agenda.

Included in the ‘Overall Conclusion from the Audit’ in the report (page 16-17 of
the Agenda) were some issues over timeliness of responses to queries, and
meetings were in train to ensure deadlines would be met in future and to
make the audit process smoother.

The audit relating to Value for Money (VFM) went well, and the future focus
would be on planning and resilience.

The Government had announced the abolition of the Audit Commission; staff
would be setting up a mutual audit practice and would be offering their
services to Councils.

Mr Hayes said the Council needed to focus on the International Financial
Reporting Standards (IFRS) going forward, and he commented that the
Housing Benefit claim had been very well managed, and was the best one he
had audited this year.

In response to a request by Councillor Eaton, Mr Hayes said that weaknesses
included: some reconciliations were not completed, and this meant controls
could not be tested to his satisfaction. More work was created for auditors,
which meant more fees were payable; discussions were in train to fix these
controls and help the auditors.

There was a need for more Quality Assurance on the accounts, the draft
finished in June enabled auditors to do the more difficult testing but there
were errors that needed correcting. Mr Hayes said it can often be difficult to
get deeper questions answered quickly.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

In response to the Chair's question about the Certification of Claims, Mr
Hayes said that other matters have to take priority. Mr Finch said that there
was a knock on effect; the extra time needed to finalise the accounts had
delayed the Certification of Claims.

Councillor Edgar commented that the unqualified audit and VFM audit were
good, but there was a sorry story of adjustments, which could be worrying, but
he had been encouraged by the positive comments since then. Councillor
Edgar asked if the substantial cuts had informed the Audit Commission’s
work. Mr Hayes responded that resources were in place, and that future
plans struck a balance between savings and retaining financial controls. In
Appendix 3 was a good Action Plan, but the Council should not rest on its
laurels; there was still the challenge of IFRS. In previous assessments, the
team had been very pleased with forward planning, and the challenge was to
retain what was good in previous situations: Mr Hayes was confident that it
would remain robust. The Chief Executive and Corporate Director were fully
informed and in touch.

The Chair drew attention to the projected overspends listed on page 20 of the
agenda and asked how significant these were. Mr Finch said they were not
huge in the context of the Council’s overall budget (£1.1 million from the
General Fund and £500,000 from the Housing Revenue Account (HRA)), but
it was nevertheless important that they were dealt with. . The Corporate
Management Team (CMT) were receiving monthly reports on the projected
outturns. The main causes were Children’s Services and Adult Social Care,
both of which were demand led: both services were under review as part of
the Council’'s response to the Comprehensive Spending Review (CSR).
There were ongoing discussions with Tower Hamlets Housing (THH), who
had responded positively, and the projected overspend was shrinking. The
projected outturn figures were manageable with the current levels of reserves,
but need to be reduced.

Councillor Eaton commented that in the 3™ Quarter of the Internal Audit Plan,
self managed services could make a substantial saving, as the Council was
often paying twice for the same service.

RESOLVED: That the Annual Audit Letter 2009-2010 be received and
noted.
6. UNRESTRICTED TOWER HAMLETS REPORTS FOR CONSIDERATION
6.1  Quarterly Internal Audit Assurance Report
Mr Jani introduced the report, saying that the Council was on schedule to
deliver the audit plan. He drew Members’ attention to the Performance

Indicators (page 35 of the agenda), especially the percentage of Priority 1
Audit recommendations.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

Mr Jani gave examples of systems audits assigned ‘Limited Assurance’,
which included Climate Change (page 39). This involved control of the
greenhouse gas emissions produced by the Council during service delivery,
and the effectiveness of the Council in influencing the community to reduce its
emissions. Ms Odunoye’s team was working on mitigation and adaptations.
It was ‘limited’ as some programmes were in place, but there were delays in
implementing others; work was needed on the carbon impact assessment and
the penalties the Council could incur for generating carbon emissions. Ms
Odunoye said that it was hard to get a grip on the problem as it was not given
a high priority, and the team was aiming for Corporate ownership. Ms
Odunoye’s team was working on demonstrating the savings that could be
made by saving energy.

Ms Bell said that in the CSR the Government had changed the rules, and the
Council had no details on how the Treasury was going to make them work.
Ms Odunoye said that 2010-2011 would be the base year for all penalties.
This created problems with schools, as the Local Education Authority was
responsible for schools emissions.

Another systems audit assigned ‘limited assurance’ was the caretaking
service (page 41), which comprises cleaning and site management. It was
found that inspections were not being managed, and there was a weakness
around stock control in the stores.

The final example Mr Jani gave was Management of Value Added Tax (VAT)
(page 43): reconciliations had been done late, and it could be troublesome if
they were delayed. Local Authorities had exemption of input VAT if the rate
was 5% or below; it was important that the calculations be done regularly. In
response to the Chair, Mr Jani said that no money had been lost due to
delays.

Councillor Eaton asked about a large recent refund on VAT; Mr Finch
responded that this over 30 years, and was separate from the monthly
recovery of VAT described by Mr Jani, and was from a suspense account that
had a small balance. The work reclaiming the money was done by a ‘no win,
no fee’ firm and Her Majesty’s Customs & Revenue (HMRC) were willing to
entertain the claim which resulted in a £1 million refund due to a change in the
rules.

In response to Councillor Edgar, HMRC last did an inspection last year, but
the Council had not had a full inspection for 6 years; Mr Finch continued that
he would be in discussion with HMRC shortly. London Boroughs were
classified as ‘Not low risk’ by HMRC.

RESOLVED: That the content of the report be noted and the assurance
opinion assigned to the systems reviewed during the
period be taken account of.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

6.2 Revised Internal Audit Plan 2010/11

The report was introduced by Mr Jani; the Plan was designed to capture the
changes that may happen. Extra audit days had been spent on advising
managers on robust systems, and this was now an important activity for
internal audit.

In response to Councillor Eaton, Mr Jani explained that 15 days to investigate
the RIPA Compliance was not over generous, the timescales were based on
previous experience. If there was a high-risk exposure or it was important,
testing would take longer. If there were only 9 transactions in RIPA, and the
time required was small, the excess days would be used elsewhere.

Councillor Edgar commented that the Government was changing the
framework for National Performance Indicators, and asked what discussions
were taking place on how the Council was going to proceed.  Mr Jani said
that the indicators had been helpful for decision making, and the less extreme
indicators would be retained. Where systems are changing, Mr Jani’'s team
would be involved from the start and will be consulting on controls and
systems. Systems that have worked are changing, and there may be a need
for reprofiling; staff have a broad mix of skills available. Mr Vinall of Deloitte
commented that the Audit Plan will shrink as the Council shrinks.

Mr Jani gave the example of the area of contract management; his staff were
now engaged on improvements, and the work area and management will
evolve. There is a myriad of ways changes can happen.

In response to Councillor Eaton, Mr Jani said that Corporate Complaints were
fed into the audit. Mr Jani said that he did not know what effect the political
leadership would have on indicators.

RESOLVED: That the revised 2010/11 internal audit plan and the
supporting Audit Strategy and Terms of Reference be
endorsed.

6.3 Annual Governance Statement for the 2009/10 Accounts Update

Mr Jani introduced the report. He informed the Committee that the report
covered more than control issues, but included work on how to make Tower
Hamlets better. A further statement would be made in June 2011.

An example given by Mr Jani was Disaster Recovery: in the event of a serious
disaster, the Council’s ICT might not work. The ICT section was now working
on a plan to review this: 4 systems had been tested, 3 systems came back on,
but one failed. Work continues on the failed system.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

Another area was information governance: the Data Protection Commissioner
can fine organisations for failures. Full encryption was needed to protect data
on laptops and flash drives.

Councillor Eaton raised the example of confidential papers being faxed to the
wrong telephone number; email was also vulnerable. Mr Jani said that human
error cannot be entirely eliminated, but it can be minimised. There was
currently an emphasis on GCSX email between GCSX addresses; this had a
higher level of encryption. Councillor Eaton suggested staff scan documents
and email them. Ms Bell said there was a system of a virtual room where
documents could be deposited, and then accessed by those needing to see
them.

RESOLVED: That the action in dealing with the issues raised on the
annual governance contents of the report be noted.

6.4  Annual Internal Audit Report for Schools -2009/10
The report was introduced by Mr Vinall of Deloitte.

There had been 32 school visits, which comprised a probity audit and FMSIS.
A follow up audit was listed at 7a with 6 recommendations, and a full report
would come to the next meeting of this Committee.

In response to Councillor Eaton, Mr Vinall said that schools should indelibly
and permanently mark any items that might go missing, as these items would
have to be replaced out of school budgets. Staff identify weaknesses, so that
schools can remedy them, and staff also work with schools prior to audit.

The key points of FMSIS will be picked up, but the system will be reprofiled.
Mr Vinall said FMSIiS was over bureaucratic. Internal audit was just the
messenger, and schools needed more than 3 visits a year. Councillor Edgar
said that schools ought to have controls in place, this was part of the
underestimation of the support schools receive from the Council. Mr Minesh
said that the probity visit was prior to the FMSIiS, so that schools had
something to begin with. Governing bodies were supposed to receive an
‘Assurance Statement’ from the Headteacher, but Governors did not know
what this was.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

6.5

6.6

In response to Councillor Eaton, Mr Jani said that OFSTED may take
assurance into account during an inspection. In response to the Chair, Mr
Vinall said that the number of ‘Limited Assurances’ did not change much from
year to year, but he felt schools took the process seriously. Mr Jani said that
schools financial management needed to be raised to the next level.

RESOLVED: That the content of this report be noted and matters
raised by audit in each of the 12 areas examined be
taken account of.

Audited Statement of Accounts 2009-2010

Mr Finch introduced the report which provided the Committee with a final set
of accounts following the conclusion of the audit. All matters raised by the
auditor had been adjusted for except for the treatment of the Tower Hamlets
Homes pensions liability where officers remained fo the view that there was
no justification for treating the liability differently from the Council’'s main
pension liability.

RESOLVED: That the final Statement of Accounts for the
financial year ending 31% March 2010 and the
changes made from the draft accounts be noted.

Treasury Management Activity for Period Ending 31 October 2010

Mr Finch said that the report detailed the Council’s investments as at 31 October
2010, and officers were looking at ways of making the money work harder without
extreme risk: the limit of any one investment was to be increased to £30 million
from £25 million and overseas investment would be in highly credit rated
(sovereign rated) countries.

Councillor Eaton pointed out a different rate of interest was payable on two
investments made on consecutive days through the same institution. Mr Finch
said this was quite feasible given the volatility of the markets.

The Chair said that there were 2 different deposits made on 3 June 2010; Mr Finch
explained that there might be investment limits. The Chair also commented that
the length of the investments was increasing; Mr Finch explained that the
investment strategy was to find longer term investments when possible, but the
Council needed cash to meet its obligations, so some cash would be put ‘on call’
or ‘overnight’.
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AUDIT COMMITTEE, 14/12/2010 SECTION ONE (UNRESTRICTED)

RESOLVED: That the contents of this report be noted.
The meeting ended at 8.35 p.m.

Chair, Councillor Carlo Gibbs
Audit Committee
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Audit plan

London Borough of Tower Hamlets
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The Audit Commission is an independent watchdog,
driving economy, efficiency and effectiveness in local

public services to deliver better outcomes for everyone.

Our work across local government, health, housing,
community safety and fire and rescue services means
that we have a unique perspective. We promote value for
money for taxpayers, auditing the £200 billion spent by
11,000 local public bodies.

As a force for improvement, we work in partnership
to assess local public services and make practical
recommendations for promoting a better quality of life

for local people.
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Introduction

1 This plan sets out the audit work that | propose to undertake for the
2010/11 audit of financial statements and the value for money conclusion.

2 The plan is based on the Audit Commission’s risk-based approach to
audit planning. It reflects:

m audit work specified by the Audit Commission for 2010/11;

m current national risks relevant to your local circumstances; and

m your local risks.
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Responsibilities

3 The Audit Commission’s Statement of Responsibilities of Auditors and
of Audited Bodies sets out the respective responsibilities of the auditor and
the audited body. The Audit Commission has issued a copy of the
Statement to every audited body.

4 The Statement summarises where the different responsibilities of
auditors and of the audited body begin and end and | undertake my audit
work to meet these responsibilities.

5 | comply with the statutory requirements governing our audit work, in
particular:

m the Audit Commission Act 1998; and

m the Code of Audit Practice.

Pagp 15
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Fee for the audit

6 The fee for the audit is £513,500, as set out in my letter of 13 April
2010. Further detail is provided at appendix 1.

In setting the fee, | have assumed that:

m the level of risk in relation to the audit of accounts is consistent with that
for 2009/10;

m good quality, accurate working papers are available at the start of the
financial statements audit;

m the Council will supply good quality working papers to support the
restatement of 2009/10 balances to comply with International Financial
Reporting Standards (IFRS); and

m Internal Audit undertakes appropriate work on all material systems and
this is available for our review by 30 April 2011.

8 Where these assumptions are not met, | will be required to undertake
additional work which is likely to result in an increased audit fee. Where this
is the case, | will discuss this first with the Corporate Director of Resources
and | will issue supplements to the plan to record any revisions to the risk
and the impact on the fee.

Specific actions the Council could take to reduce its
audit fees

9 The Audit Commission requires its auditors to inform audited bodies of
specific actions it could take to reduce its audit fees. As in previous years, |
will work with staff to identify any specific actions that the Council could take
and to provide ongoing audit support.
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Auditors report on the financial statements

10 | will carry out the audit of the financial statements in accordance with
International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board (APB).

11 | am required to issue an audit report giving my opinion on whether the
accounts give a true and fair view of the financial position of the Council as
at 31 March 2011.

Materiality

12 | will apply the concept of materiality in both planning and performing
the audit, in evaluating the effect of any identified misstatements, and in
forming my opinion.

Identifying opinion audit risks

13 | need to understand fully the audited body to identify any risk of

material misstatement, whether due to fraud or error, in the financial

statements. | do this by:

m identifying the business risks facing the Council, including assessing
your own risk management arrangements;

m considering the financial performance of the Council;

m assessing internal control - including reviewing the control environment,
the IT control environment and Internal Audit; and

m  assessing the risk of material misstatement arising from the activities
and controls within the Council information systems.

Pagp 17

Audit Commission Audit plan



|dentification of specific opinion risks

14 | have considered the additional risks that are appropriate to the
2010/11 opinion audit and have set these out below.

Table 1:

R
The Council is now required to | will assess the Council's
prepare the 20010/11 accounts arrangements for implementing IFRS
under International Financial and confirm that the appropriate
Reporting Standards. standards have been followed, both

with regard to the opening balances
and to changes implemented in

2010/11.
Poor quality assurance review of | will undertake analytical and
the financial statements prior to substantive testing procedures to
submission for audit. gain assurance over the entries in

the accounts.

My 2009/10 audit identified errors | will undertake substantive

in the Councils accounting procedures on the leases disclosure

treatment of leases. to gain assurance over the entries in
the accounts.

My 2009/10 audit found double | will review the Council's processes

counting of income and for identifying and removing internal

expenditure resulted in errors in recharges from the income and

the accounts. expenditure to be reported in the
accounts.

My 2009/10 audit identified that | will test the accounting treatment of
the provision for the post-transfer  the post-transfer service element of
service element of the ALMO the ALMO pension liability.

pension liability was not

accounted for in accordance with

accounting standards.
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Testing strategy

15 On the basis of the risks identified above | will produce a testing
strategy which will consist of testing key controls and substantive tests of
transaction streams and material account balances at the year end.

16 | can carry out the testing both before and after the draft financial
statements have been produced (pre- and post-statement testing).

17 Wherever possible, | will complete some substantive testing earlier in
the year before the financial statements are available for audit. | have
identified the following areas where substantive testing could be carried out
early:

m review of accounting policies;

testing of income;

bank reconciliations;

year-end feeder system reconciliations; and

review of the accounting treatment of the Barkantine CHP scheme.

18 Where | identify other possible early testing, | will discuss it with officers.
Wherever possible, | will seek to rely on the work of Internal Audit to help
meet my responsibilities.

19 | will also seek to rely on the work of other auditors and experts, as
appropriate, to meet my responsibilities. For 2010/11, | plan to rely on the
work of other auditors in the following areas:

m auditors of the London Pension Fund Authority (Audit Commission); and
m auditors of Tower Hamlets Homes (KPMG).

20 | also plan to rely on the work of experts in the following areas:

m  Hymans, as the Council's actuary for FRS17 entries;

m Drivers Jonas, as the Council's valuers; and

m Sector as the Council's financial adviser on the valuation of financial
instruments.
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Value for money conclusion

21 | am required to give a statutory VFM conclusion on the Council's
arrangements to secure economy, efficiency and effectiveness.

22 The financial environment in which the Commission and its audited
bodies operate has changed significantly in the last two years. In particular,
the recession, the state of the UK's public finances, and the scale of funding
cuts have led to increased pressure on public spending.

23 In response to the changing financial environment, the Commission has
introduced a new approach to local value for money (VFM) work at those
bodies previously subject to a use of resources (UoR) assessment. The
new, more focused and less costly approach will reduce the work auditors
do to the minimum necessary to meet their statutory VFM responsibilities.

24 The approach focuses on two criteria, specified by the Commission,

related to your arrangements for:

m securing financial resilience — focusing on whether the Council is
managing its financial risks to secure a stable financial position for the
foreseeable future; and

m securing economy, efficiency and effectiveness — focusing on whether
the Council is prioritising its resources within tighter budgets and
improving productivity and efficiency.

25 | have considered the risks that are appropriate to the 2010/11
conclusion having regard to these criteria and have set these out below

Table 2:

Weaknesses have been reported | will review the Council's response to
in the Council's material financial = the recommendations | made in my
systems. 2009/10 annual governance report.

The Council has made significant | will review the robustness of the
changes to its medium term Council's updated medium term
financial plan in response to the financial plan.

recession, Comprehensive

Spending Review (CSR) and the

resulting increased financial

pressures.

In response to the move to a | will review the Council's revised
mayoral system, the Council has  governance arrangements.
updated its governance

arrangements.
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Key milestones and deadlines

26 The Council is required to prepare the financial statements by 30 June
2011. | am required to complete the audit and issue the opinion and value
for money conclusion by 30 September 2011.

27 The key stages in producing and auditing the financial statements are in
table 3.

28 | will agree with you a schedule of working papers required to support
the entries in the financial statements. The agreed fee is dependent on the
timely receipt of accurate working papers and adequate responses to my
audit queries.

29 Every week, during the audit, the audit team will meet with the

Chief Accountant and review the status of all queries. The meeting
frequency will be varied depending on the need and the number of issues
arising.

Table 3: Proposed timetable

Controls and early substantive testing January - April 2011

Receipt of accounts 30 June 2011

Audit working papers available 30 June 2011

Start of detailed testing 4 July 2011

Progress meetings Weekly

Present report to those charged with TBC

governance at the Audit Committee

Issue opinion and value for money conclusion By 30 September 2011
Page 21
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The audit team

30 Table 4 shows the key members of the audit team for the 2010/11 audit.

Table 4: Audit team

m Contact details Responsibilities

Jon Hayes j-hayes@audit- Responsible for the overall
District Auditor commission.gov.uk delivery of the audit including
0844 798 2877 the quality of outputs, signing

the opinion and conclusion, and
liaison with the Chief Executive.

Sally-Anne s-eldridge@audit- Manages and coordinates the
Eldridge, commission.gov.uk different elements of the audit
Senior Audit 07815 954026 work. Key point of contact for
Manager the Corporate Director of
Resources.
Shona Milton s-milton@audit- Manages and coordinates the
Audit Manager ~ComMmission.gov.uk day to day delivery of the audit.
07812 157709 Key point of contact for the

Service Head, Corporate
Finance and the finance team.

Independence and objectivity

31 | am not aware of any relationships that may affect the independence
and objectivity of the District Auditor and the audit staff, which | am required
by auditing and ethical standards to communicate to you.

32 | comply with the ethical standards issued by the APB and with the
Commission’s requirements in respect of independence and objectivity as
summarised in appendix 2.

Meetings

33 The audit team will ensure we have knowledge of your issues to inform
our risk-based audit through regular liaison with key officers. Our proposals
are set out in appendix 3.
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Quality of service

34 | aim to provide you with a fully satisfactory audit service. If, however,
you are unable to deal with any difficulty through me and my team please
contact Chris Westwood, Director of Professional Practice, Audit Practice,
Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ
(c-westwood@audit-commission.gov.uk) who will look into any complaint
promptly and do what he can to resolve the position.

35 If you are still not satisfied you may of course take up the matter with
the Audit Commission’s Complaints Investigation Officer

(The Audit Commission, Westward House, Lime Kiln Close, Stoke Gifford,
Bristol BS34 8SR).

Planned outputs

36 My team will discuss and agree reports with officers before issuing them
to the Audit Committee.

Table 5: Planned outputs

Planned output Indicative date

Annual governance report To be presented to the
September Audit Committee

Auditor’s report giving an opinion on the By 30 September 2011
financial statements

Annual audit letter November 2011
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Appendix 1 Basis for fee

The Audit Commission is committed to targeting its work where it will have
the greatest effect, based upon assessments of risk and performance. This
means planning work to address areas of risk relevant to our audit
responsibilities and reflecting this in the audit fees.

The risk assessment process starts with the identification of the significant
financial and operational risks applying to the Council with reference to the
following.
m My cumulative knowledge of the Council:

— planning guidance issued by the Audit Commission; and

— the specific results of previous and ongoing audit work.
m Interviews with Council officers.
m Liaison with Internal Audit.

Details of the 2010/11 audit fee as set out in my letter of 20 April 2010 are

as follows.
Financial statements 351,000 318,500
Value for money 162,500 161,500
conclusion
Total audit fee 513,500 * 480,000

* The Audit Commission gave a rebate of £33,712 in April 2010 towards the
'one off' costs of the transition to IFRS.

Assumptions

In setting the fee, | have assumed the following.
m The level of risk in relation to the audit of the financial statements is not
significantly different from that identified for 2009/10.
The fee for the value for money conclusion is the same as for 2009/10.
You will inform me of significant developments impacting on the audit;
Internal Audit meets the appropriate professional standards.
Internal Audit undertakes appropriate work on systems that provide
material figures in the financial statements sufficient that | can place
reliance for the purposes of our audit.
m  You provide:

— good quality working papers and records to support the financial

statements by 30 June 2011;
— information asked for within agreed timescales; and

Page 24
Audit Commission Audit plan 12




— prompt responses to draft reports.
m There is no allowance for extra work needed to address questions or
objections raised by local government electors.
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Appendix 2 Independence and objectivity

Auditors appointed by the Audit Commission are required to comply with the
Commission’s Code of Audit Practice and Standing Guidance for Auditors,
which defines the terms of the appointment. When auditing the financial
statements, auditors are also required to comply with auditing standards
and ethical standards issued by the Auditing Practices Board (APB).

The main requirements of the Code of Audit Practice, Standing Guidance
for Auditors and the standards are summarised below.

International Standard on Auditing (UK and Ireland) 260 (Communication of
audit matters with those charged with governance) requires that the
appointed auditor:

m discloses in writing all relationships that may bear on the auditor’s
objectivity and independence, the related safeguards put in place to
protect against these threats and the total amount of fee that the auditor
has charged the client; and

m confirms in writing that the APB’s ethical standards are complied with
and that, in the auditor’s professional judgement, they are independent
and their objectivity is not compromised.

The standard defines ‘those charged with governance’ as ‘those persons
entrusted with the supervision, control and direction of an entity’. In your
case, the appropriate addressee of communications from the auditor to
those charged with governance is the Audit Committee. The auditor
reserves the right, however, to communicate directly with the Council on
matters which are considered to be of sufficient importance.

The Commission’s Code of Audit Practice has an overriding general
requirement that appointed auditors carry out their work independently and
objectively, and ensure that they do not act in any way that might give rise
to, or could reasonably be perceived to give rise to, a conflict of interest. In
particular, appointed auditors and their staff should avoid entering into any
official, professional or personal relationships which may, or could
reasonably be perceived to, cause them inappropriately or unjustifiably to
limit the scope, extent or rigour of their work or impair the objectivity of their
judgement.

The Standing Guidance for Auditors includes a number of specific rules.

The key rules relevant to this audit appointment are as follows.

m  Appointed auditors should not perform additional work for an audited
body (ie work over and above the minimum required to meet their
statutory responsibilities) if it would compromise their independence or
might give rise to a reasonable perception that their independence
could be compromised. Where the audited body invites the auditor to
carry out risk-based work in a particular area that cannot otherwise be
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justified as necessary to support the auditor’s opinion and conclusions,
it should be clearly differentiated within the Audit and Inspection Plan as
being ‘additional work’ and charged for separately from the normal audit
fee.

m  Auditors should not accept engagements that involve commenting on
the performance of other auditors appointed by the Commission on
Commission work without first consulting the Commission.

m The District Auditor responsible for the audit should, in all but the most
exceptional circumstances, be changed at least once every seven
years, with additional safeguards in the last two years.

m The District Auditor and senior members of the audit team are
prevented from taking part in political activity on behalf of a political
party, or special interest group, whose activities relate directly to the
functions of local government or NHS bodies in general, or to a
particular local government or NHS body.

The District Auditor and members of the audit team must abide by the
Commission’s policy on gifts, hospitality and entertainment.
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Appendix 3 Working together

Meetings

My proposal for regular meetings is as follows.

Table 6: Proposed meetings with officers

Council officers Audit Commission staff

Audit Committee District Auditor and As determined by Formal reporting of:
Senior Audit Manager, the Committee = Audit plan;
with A“‘,"t Manager as m Annual governance
appropriate report; and
m otherissues as
appropriate.
Chief Executive and  District Auditor and Quarterly General update plus:
Corporate Director Senior Audit Manager a November - annual
of Resources audit letter.
Service Head Senior Audit Manager Monthly General update plus:
(Corporate Finance), and m March - audit plan;
Augllt, progress; and
Chief Accountant
m September - annual
governance report.
Chief Accountant Audit Manager and As required Update on audit issues.

Team Leader

Sustainability

The Audit Commission is committed to promoting sustainability in our

working practices and | will actively consider opportunities to reduce the

audit's impact on the environment. This will include:

m reducing paper flow by encouraging you to submit documentation and
working papers electronically;

m use of video and telephone conferencing for meetings as appropriate;
and

m reducing travel.
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Appendix 4 Glossary

Annual audit letter

Report issued by the auditor to an audited body that summarises the audit
work carried out in the period, auditors’ opinions or conclusions (where
appropriate) and significant issues arising from auditors’ work.

Audit of the accounts

The audit of the accounts of an audited body comprises all work carried out
by auditors in accordance with the Code to meet their statutory
responsibilities under the Audit Commission Act 1998.

Audited body

A body to which the Audit Commission is responsible for appointing the
external auditor, comprising both the Members of the body and its
management (the senior officers of the body). Those charged with
governance are the Members of the audited body. (See also ‘Members’ and
‘Those charged with governance’.)

Auditing Practices Board (APB)

The body responsible in the UK for issuing auditing standards, ethical
standards and other guidance to auditors. Its objectives are to establish high
standards of auditing that meet the developing needs of users of financial
information and to ensure public confidence in the auditing process.
Auditing standards

Pronouncements of the APB, which contain basic principles and essential
procedures with which auditors are required to comply, except where
otherwise stated in the auditing standard concerned.

Auditor(s)

Auditors appointed by the Audit Commission.

Code (the)
The Code of Audit Practice.

Commission (the)

The Audit Commission for Local Authorities and the National Health Service
in England.
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Ethical Standards

Pronouncements of the APB that contain basic principles that apply to the
conduct of audits and with which auditors are required to comply, except
where otherwise stated in the standard concerned.

Financial statements

The annual statement of accounts or accounting statements that audited
bodies are required to prepare, which summarise the accounts of the
audited body, in accordance with regulations and proper practices in relation
to accounts.

Internal control

The whole system of controls, financial and otherwise, that is established in
order to provide reasonable assurance of effective and efficient operations,
internal financial control and compliance with laws and regulations.

Materiality (and significance)

The APB defines this concept as ‘an expression of the relative significance
or importance of a particular matter in the context of the financial statements
as a whole. A matter is material if its omission would reasonably influence
the decisions of an addressee of the auditor’s report; likewise a
misstatement is material if it would have a similar influence. Materiality may
also be considered in the context of any individual primary statement within
the financial statements or of individual items included in them. Materiality is
not capable of general mathematical definition, as it has both qualitative and
quantitative aspects’.

The term ‘materiality’ applies only in relation to the financial statements.
Auditors appointed by the Commission have responsibilities and duties

under statute, in addition to their responsibility to give an opinion on the
financial statements, which do not necessarily affect their opinion on the
financial statements.

The concept of ‘significance’ applies to these wider responsibilities and
auditors adopt a level of significance that may differ from the materiality
level applied to their audit in relation to the financial statements.
Significance has both qualitative and quantitative aspects.

Members

The elected, or appointed, Members of local government bodies who are
responsible for the overall direction and control of the audited body. (See
also ‘Those charged with governance’ and ‘Audited body’.)

Remuneration report

Audited bodies are required to produce, and publish with the financial
statements, a remuneration report that discloses the salary and pension
entitlements of senior managers.
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Statement on internal control/Annual Governance Statement

Local government bodies are required to publish a statement on internal
control (SIC) with their financial statements (or with their accounting
statements in the case of small bodies). The disclosures in the SIC are
supported and evidenced by the body’s assurance framework. At local
authorities the SIC is known as the Annual Governance Statement and is
prepared in accordance with guidance issued by CIPFA.

Those charged with governance

Those charged with governance are defined in auditing standards as ‘those
persons entrusted with the supervision, control and direction of an entity’.

In local government bodies, those charged with governance, for the purpose
of complying with auditing standards, are the full council, audit committee
(where established) or any other committee with delegated responsibility for
approval of the financial statements;

Whole of Government Accounts

The Whole of Government Accounts initiative is to produce a set of
consolidated financial accounts for the entire UK public sector on
commercial accounting principles. Local government bodies, other than
probation boards and trusts, are required to submit a consolidation pack to
the department for Communities and Local Government which is based on,
but separate from, their statutory accounts.
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If you require a copy of this document in an alternative
format or in a language other than English, please call:
0844 798 7070

© Audit Commission 2011.
Design and production by the Audit Commission Publishing Team.
Image copyright © Audit Commission.

The Statement of Responsibilities of Auditors and Audited Bodies issued by
the Audit Commission explains the respective responsibilities of auditors
and of the audited body. Reports prepared by appointed auditors are
addressed to non-executive directors, members or officers. They are
prepared for the sole use of the audited body. Auditors accept no
responsibility to:

m any director/member or officer in their individual capacity; or

m any third party.

‘M audit.

commission

Audit Commission

1st Floor
Millbank Tower
Millbank
London

SW1P 4HQ

Telephone: 0844 798 3131
Fax: 0844 798 2945
Textphone (minicom): 0844 798 2946

www.audit-commission.gov.uk
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The Audit Commission is an independent watchdog,
driving economy, efficiency and effectiveness in local

public services to deliver better outcomes for everyone.

Our work across local government, health, housing,
community safety and fire and rescue services means
that we have a unique perspective. We promote value for
money for taxpayers, auditing the £200 billion spent by
11,000 local public bodies.

As a force for improvement, we work in partnership
to assess local public services and make practical
recommendations for promoting a better quality of life

for local people.
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Introduction

1 This plan sets out the audit work that | propose to undertake for my
audit of the London Borough of Tower Hamlets Pension Fund's 2010/11
financial statements.

2 The plan is based on the Audit Commission’s risk-based approach to

audit planning. It reflects:

m audit work specified by the Audit Commission for 2010/11;

m current national risks relevant to the Pension Fund's local
circumstances; and

m the Pension Fund's local risks.
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Responsibilities

3 The Audit Commission’s Statement of Responsibilities of Auditors and
of Audited Bodies sets out the respective responsibilities of the auditor and
the audited body. The Audit Commission has issued a copy of the
Statement to every audited body.

4 The Statement summarises where the different responsibilities of
auditors and of the audited body begin and end and | undertake my audit
work to meet these responsibilities.

5 | comply with the statutory requirements governing our audit work, in
particular:

m the Audit Commission Act 1998; and

m the Code of Audit Practice.

6 Specifically, the work of auditors on pension fund accounts is defined by
the Auditing Practices Board Practice Note 15 on the audit of pension fund
accounts.
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Fee for the audit

7 The fee for the financial statements audit is £35,000 as set out in my
letter of 11 May 2010. Further detail is provided at appendix 1.

8 In setting the fee, | have assumed that:

m the level of risk in relation to Pension Fund financial statements is
consistent with that for 2009/10; and

m good quality, accurate working papers are available at the start of the
audit of the Pension Fund financial statements.

9 Where these assumptions are not met, | will be required to undertake
additional work which is likely to result in an increased audit fee. Where this
is the case, | will discuss this first with the Corporate Director of Resources
and | will issue supplements to the plan to record any revisions to the risk
and the impact on the fee.

Specific actions the Council could take to reduce the
pension fund audit fees

10 The Audit Commission requires its auditors to inform audited bodies of
specific actions it could take to reduce its audit fees. As in previous years, |
will work with staff to identify any specific actions that the Council could take
and to provide ongoing audit support.
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Auditors report on the financial statements

11 | will carry out the audit of the financial statements in accordance with
International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board (APB).

12 | am required to issue an audit report giving my opinion on whether the
accounts give a true and fair view of the financial position of the Pension
Fund as at 31 March 2011.

13 | am also required to review the pension fund annual report, produced
under Regulation 34 of the Local Government Pension Scheme
(Administration) Regulations 2008.

Materiality

14 | will apply the concept of materiality in both planning and performing
the audit, in evaluating the effect of any identified misstatements, and in
forming my opinion.

Identifying opinion audit risks

15 | need to understand fully the audited body to identify any risk of
material misstatement, whether due to fraud or error, in the Pension Fund
financial statements. | do this by:

m identifying the business risks facing the Council and specifically the
Pension Fund, including assessing your own risk management
arrangements;

m considering the financial performance of the Fund;

m assessing internal control - including reviewing the control environment,
the IT control environment and Internal Audit; and

m assessing the risk of material misstatement arising from the activities
and controls within the Fund's information systems.
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|dentification of specific opinion risks

16 | have considered the additional risks that are appropriate to the
2010/11 opinion audit and have set these out below.

Table 1:

Poor quality assurance review of
the Pension Fund financial
statements prior to submission for
audit.

| will undertake analytical and
substantive testing procedures to
gain assurance over the entries in
the accounts.

My 2009/10 audit identified errors
in the Councils accounting
treatment of forward foreign
exchange contracts and the
classification of investments.

| will undertake substantive
procedures on derivatives and
investments to gain assurance over
the entries in the accounts.

The Pension Fund is required
under the LGPS Regulations 2009
to create a separate bank account
for the Pension Fund by

1 April 2011.

| will monitor progress on the
establishment of a separate bank
account in meetings with key
officers.
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Testing strategy

17 On the basis of the risks identified above | will produce a testing
strategy which will consist of testing key controls and substantive tests of
transaction streams and material account balances at the year end.

18 | can carry out the testing both before and after the draft financial
statements have been produced (pre- and post-statement testing).

19 Wherever possible, | will complete some substantive testing earlier in
the year before the financial statements are available for audit. | have
identified the following areas where substantive testing could be carried out
early:

m review of accounting policies;

m contributions;

m year-end feeder system reconciliations; and

m related party disclosures.

20 Where | identify other possible early testing, | will discuss it with officers.
Wherever possible, | will seek to rely on the work of Internal Audit to help
meet my responsibilities.
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Key milestones and deadlines

21 The Council