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Status of our reports

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:

. any director/member or officer in their individual capacity; or
J any third party.




This report provides the Audit Committee with a summary of progress made on the
2009/10 audit. It also provides information on the planning for the 2010/11 audit year.

Our fee for 2009/10 was based on the assumption that:

the internal controls within the Council's financial systems would continue to
operate effectively;

Internal Audit arrangements would remain effective; and
final accounts working papers would be produced to a high standard.

At this point in the audit, we are not aware of any issues which warrant a change to
these assumptions. Therefore no amendment to the fee is anticipated at this stage.

The audit of the 2009/10 financial statements is underway. We have:

commenced our review of internal audit files on the key financial systems of the
Council, including those of the Pension Fund;

commenced our review of the consolidated opening balances of the Council as at
1 April 2009;

requested information in respect of the accounting for the restatement of the
Council's PFI schemes; and

held our regular meetings with the Director of Resources to discuss audit issues
and the Council's progress in readiness for the implementation of International
Financial Reporting Standards (IFRS).

Following the new government’s recent announcement, all work on updating the area
assessment and organisational assessment will cease with immediate effect. These
assessments on the Oneplace website will not now be updated. We will not be
reporting new red or green flags in the area assessment nor updating the text around
existing flags.

We will not be issuing new scored judgements for the use of resources assessments
(UOR), the managing performance assessments or the overall organisational
assessments.

However, the work which we had conducted on the Council's UOR assessment will
support our work on the Value For Money (VFM) conclusion.



Further details are contained in Appendix 1.

We have conducted our initial planning of our 2010/11 audit .The fee has been agreed
by the Chief Executive and the fee letter is to be discussed separately at this meeting.

The Audit Commission has already announced that there will be a review of the
approach that auditors will take in future to the value for money conclusion from
2010/11.

We draw your attention to Appendix 2 which provides information on the Code of Audit
Practice and Statement of Responsibilities of auditors and audited bodies. These are
important framework documents which provide guidance on how the audit is
conducted and clarifies the respective roles of auditors and audited bodies.
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Appendix 1 — Audit work against the agreed plan

Audit work

Comments

Position at date of report

Use of Resources (UOR) and
Comprehensive Area
Assessment (CAA)

We were programmed to assess the
Authority's performance in the areas of:

* managing finances: sound and strategic
financial management;

» governing the business: strategic
commissioning and good governance; and

* managing resources: effective
management of assets and people.

We had completed our on site assessment of the
Council's UOR in 2009/10. Discussions had been
held with the Council's Management Team on the
outcomes of our work and we were in the process of
updating this following the additional information
provided to us by the Council. However, following the
change in government, all work on this area in
respected of scored judgments and also on CAA has
ceased. This was communicated to all Councils on
28th May 2010. Therefore, we will not be issuing new
score judgements for the following assessments:

e UOR;
e managing performance; or the
« overall organisational assessment.

However, our work on UOR will inform our opinion on
the Council's 2009/10 VFM conclusion.
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Audit work

Review of Internal Audit work

Review of opening balances

Review of compliance with
International Financial
Reporting Interpretations
Committee (IFRIC) 12 on
Service Concession
Arrangements

Comments

Key to our work on the financial statements
is the knowledge that the key financial
systems are free from weakness and
produce financial statements which are free
from material mis-statement. We are
currently undertaking our review of the key
systems. We have agreed a programme of
work with Internal Audit (IA) which we aim to
place reliance on to support our work.

The Council has had to consolidate the
balances from the demised district councils.
As part of our work, we assess the accuracy
of the consolidation to gain assurance that
the opening position of Shropshire Council is
correctly stated.

The Statement of Recommended Practice
(SORP) 2009 requires that PFI and similar
contracts are accounted for in a manner that
is consistent with the adaption of IFRIC12.
We will assess the Council's treatment to
confirm that this is the case.

Position at date of report

We are currently reviewing the IA files to determine if
we are able to gain assurance on the operation of
key controls in each of the key financial systems. We
are conducting top up testing where IA work did not
cover the whole of the financial year. We understand
that there are issues around their completion of work
on the housing rents system at the Bridgnorth site.

We have agreed the values to be included within the
financial statements as at 1 April 2009. However, we
have yet to confirm that the balances have been
properly recorded in the general ledger.

We are aiming to commence the review in June /
July 2010.



Audit work

Financial statement audits

Whole of Government
Accounts (WGA)

Review of partnership working

Comments

The audit of the:

Pension Fund is due to start on 21 June;
and

the Council's financial statements is
planned to start on 12 July.

We are required to audit the consolidation
pack required by the government in order to
produce consolidated accounts for the whole
public service. This work is programmed to
be undertaken in September 2010.

The County Council had previously
established good partnership working with
Shropshire County PCT. As part of the need
for Shropshire Council to maintain sound
arrangements, we will assess the
effectiveness and governance of partnership
working with Shropshire County PCT. This
work will be ‘cross cutting’, paid for by (and
reported to) both bodies. Continued effective
partnership and commissioning is important
to the continued delivery of good quality
services.

Position at date of report

The outcome of the audit of the financial statements
of the Pension Fund and the Council will be reported
in September.

The WGA Consolidated Pack will be audited
following completion of the financial statements
audit.

We have issued feedback to the Council and
Shropshire PCT. We are currently awaiting feedback
from both audited bodies. We will report back once
we have finalised the findings.
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and audited bodies

Appendix 2 — Code of Audit
Practice and Statement of
Responsibilities of auditors and
audited bodies

Code of Audit Practice

The Commission has a statutory duty to prepare, and keep under review, a code of
audit practice prescribing the way in which auditors must carry out their functions
under the Audit Commission Act 1998 (the Act). The code must embody what appears
to the Commission to be the best professional practice with respect to the standards,
procedures and techniques to be adopted by auditors. The Act allows for separate
codes to be produced for the audit of local government and NHS bodies.

In developing the current Codes, the Commission's principal aims were to bring about
a more streamlined, risk based approach to audit, targeted to areas where auditors
have the most to contribute to improvement, together with a stronger emphasis on
value for money and clearer reporting of audit results. Specifically, it requires auditors
(for the first time) to give a positive conclusion on audited bodies' arrangements to
secure value for money, by reference to criteria specified by the Commission. This
work focuses on the audited body's corporate performance and financial management
arrangements.

The Codes are high level documents, which focus on the Audit Commission's core
requirements and aspects of audit specific to its regime.

Each Code:

e sets out the general principles to be followed by auditors in delivering their
objectives;

e outlines their responsibilities regarding the audit of financial statements and use of
resources; and

e sets out the range of outputs through which the results of audit are reported.

The local government Code also outlines how auditors should fulfil statutory functions
outlined in the Act. These functions are:

e to give electors the opportunity to raise questions about the accounts and consider
and decide upon objections received in relation to the accounts;

e to apply to the court for a declaration that an item of account is contrary to law; and

Shropshire Council | 8



to consider whether to issue and, if appropriate, to issue an advisory notice or to
make an application for judicial review.

The Codes are supported by another key document that is issued by the Commission,
the Statement of responsibilities of auditors and of audited bodies. This clarifies the
respective responsibilities of audited bodies and auditors. In particular, it makes clear
that auditors' reports are addressed to the audited body and that auditors owe no duty
of care to individual members of the body or its officers.

The Statement of responsibilities of auditors and of audited bodies has been updated.
The new statement is effective from 1 April 2008 and will apply to 2008/09 audits. It
reflects changes in our regime and clarifies the responsibilities of auditors and audited
bodies in certain areas, including pension funds, charitable funds, data quality and the
electronic publication of the financial statements.

The Code of Audit Practice and the Statement of Responsibilities of auditors and of
audited bodies is available through the Audit Commission's website. The following link
provides access to these documents:

www.audit-
Commission.gov.uk/localgov/audit/auditmethodology/Pages/codeofauditpractice.aspx




The Audit Commission

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.

Copies of this report

If you require further copies of this report, or a copy in large print, in Braille, audio, or in a
language other than English, please call 0844 798 7070.
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For further information on the work of the Commission please contact:

Audit Commission, 1st Floor, Millbank Tower, Millbank, London SW1P 4HQ
Tel: 0844 798 1212 Fax: 0844 798 2945 Textphone (minicom): 0844 798 2946

www.audit-commission.gov.uk




