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AUDIT COMMITTEE A

Minutes of a meeting of the Audit Committee held on
Tuesday, 19 September 2017 at 6.00pm in Meeting Room G3-G4,
Addenbrooke House, Ironmasters Way, Telford

Present: Councillors R J Sloan (Chair), C F Smith (Vice Chair), | T W Fletcher, K
S Sahota, W L Tomlinson and D G Wright

In Attendance: K Clarke (Assistant Director: Finance & Human Resources), S
Dodd (Service Delivery Manager: Governance & Legal Services), J Dunn (Service
Delivery Manager: Estates & Investments) (For item AUC-26), T Drummond
(Principal Auditor), C Hall-Salter (Service Deliver Manager: Service Improvement &
Efficiency) (Until 7:20pm), P Harris (Finance Manager: Corporate & Capital) (until
7.01pm), R Montgomery (Audit & Governance Team Leader), B Morris (Finance
Team Leader) (until 7.01pm), M Breese (KPMG), | Pennington (KPMG), S
Worthington (Democratic & Scrutiny Services Officer)

AUC 14 Apologies for Absence

None.

AUC 15 Declarations of Interest

None.
AUC 16 Minutes

Resolved — that the minutes of the meeting of the Audit Committee held on 27
June 2017 be confirmed and signed by the Chairman.

AUC 17 TREASURY MANAGEMENT = UPDATE FROM ARLINGCLOSE

A presentation was delivered by P Katrak, Client Director Arlingclose, which provided
the Committee with an update from the Treasury Advisors on the economy and
outlook. The political situation had considerably changed since the previous year,
following the US Presidential Election and the situation in North Korea. In the UK, the
election in June 2017 had weakened the government and Article 50 had been
triggered.

The Bank of England were likely to raise the base rate, but likely only to 0.5%. Even
if the rate was to increase to 0.5%, this was still at a very low level historically.
Average earnings had not kept up with inflation. It was the view of the Council’s
treasury advisors the rates were likely to remain at low levels for a considerable
period of time.

Changes had been made to the MIFID regulations, from January 2018, there would
be a change in the classification of Local Authorities, where they would be ‘retail’



clients, unless they opted up to ‘professional’. Retail clients would pay higher fees
and reduced access to products.

CIPFA were in consultation for changes to the treasury management code. There
were changes to the definition of ‘investments’, it was proposed to expand this to
include non-treasury investments. Failing banks would be ‘bailed in’ rather than
‘bailed out’, where the investors would participate in the restructure of a failing bank.

In respect of the Local Authority’s debt portfolio, the advisors confirmed this was an
efficient portfolio, the Council borrowed when required. A discussion was held
regarding commercialisation and managing risks associated with this.

AUC 18 REPORT TO THOSE CHARGED WITH GOVERNANCE 2016 /17

The Committee received the External Audit Report presented by KPMG which
summarised the key findings arising from the Council’s audit work, in relation to the
2016/17 financial statement and the work to support KPMG’s 2016/17 conclusion on
the Council’s arrangements to secure economy, efficiency and effectiveness in its
use of resources (VFM conclusion).

KPMG informed members that this had been a good audit and it was anticipated an
unqualified audit opinion on the Authority’s financial statements would be issued by 30
September 2015.

Three recommendations had been raised in respect to:

e Related party declarations
e 2017/18 Early Closedown
e Completeness of valuation information

One audit adjustment with a total value of £0.5 million had been identified, however,
this was to be included in the 2017/18 accounts.

AUC 19 IMPLEMENTATION OF AMBER REPORT ACTIONS (ADULTS &
CHILDREN) & SYSTEM REVIEW IMPLEMENTATION UPDATE

The Service Delivery Manager: Service Improvement & Efficiency provided a verbal
update. A Quality and Complaints Officer had been recruited to work alongside the
Audit team to ensure audit recommendations were acted on in a timely manner.

In response to a question, the Service Delivery Manager: Service Improvement &
Efficiency confirmed that each level of management was accountable for their
service’s delivery and areas of failing were highlighted. The Managing Director was
keen to ensure increased accountability across the Senior Management Team in
respect of audit findings.

In respect of the systems review, the Service Delivery Manager: Service
Improvement & Efficiency confirmed this was due for renewal in March 2018. This
had been an ideal opportunity to review processes. Work had taken place to obtain a
new supplier and contracts were due to be signed. Telford & Wrekin had worked with
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Shropshire Council to obtain a discounted service rate. The same system would be
used across adults and children’s services, and the case recording and financial
systems would be linked.

AUC 20 AUDITED ANNUAL STATEMENT OF ACCOUNTS 2016 /17

The Committee received the report on the outcome of the audit of the Council’s
accounts for 2016/17 and the final Statement of Accounts for approval.

In accordance with the Accounts and Audit (England) Regulations 2015 the
Committee noted that the draft statement of accounts had been:

e certified by the Chief Financial Officer prior to the 30 June,

e presented to Audit Committee on the 27 June

e made available for public inspection

e provided to the external auditors to undertake the audit of accounts.

The Committee used its delegated authority to approve the council’s final audited
Statement of Accounts; no financial adjustments had been made as a result of the
audit and the outturn position remained as reported to Cabinet on 29 June 2017.

Presentational changes identified had been agreed and included in the final version.

Resolved that —

a) The 2016/ 17 Statement of Accounts be approved

b) authority be delegated to the Assistant Director: Finance & HR to make
any presentational changes required to the Statement of Accounts prior
to publication.

AUC 21 PUBLICATION OF INFORMATION ON COUNCILLORS WHO
TRADED WITH THE COUNCIL DURING 2016 /17

The Committee received the report on information that was due to be published on
Councillors who traded with the Council during 2016/17. The information had been
collected as part of the final accounts process to provide better transparency, and
was in addition to the declarations of interest.

The information provided details of the 2016/17 year’s value and a description of any
payments made by the Council to any businesses/companies where that Member
had an interest. This information would be readily accessible by the public and
demonstrated the Council’s co-operative commitment to openness.

Members noted their concern regarding incomplete information in the report for
Councillors who were voluntary directors. Members considered that a consistent
definition of who was considered to have traded with the council was necessary.



Members considered that the names of Councillors who were voluntary directors of
trusts should be removed before publication.

Resolved that the contents of the report be noted together with the information
that will be published on the Council’s website.

AUC 22 AUDIT COMMITTEE ANNUAL REPORT 2016 /17

The Committee received the report of the 2016/17 operations of the Audit
Committee. It was noted that as this was the key assurance Committee of the
Council, best practice was to present an Annual Report to the Council on the
operations of the Committee during the municipal year (May 2016 — April 2017). The
structure of the report was based on the terms of reference and included a summary
of the business conducted by the Committee during the period.

The Committee noted the conclusions on the work of the Committee during 2016/17,
which had included comprehensive agendas providing assurance for Members and
the community on the audit, governance (including information governance), risk
management, financial statements, treasury management, complaints and anti-fraud
and corruption arrangements of the Council. Many challenging questions had been
asked by Members who had required senior officers to attend and give account for
decisions taken and progress in implementing both internal and external audit
recommendations.

Resolved that the contents of the annual report 2016/17 be noted.

AUC 23 2017 /18 INTERNAL AUDIT QUARTER 1 UPDATE REPORT &
INFORMATION GOVERNANCE UPDATE REPORT TO END OF

The Internal Audit Quarter 1 report was received by the Committee. It provided an
update on the progress against the Internal Audit Plan, which included an update on
the progress of the previous audit reports issued from end of April to July 2017. The
key focus of the team during the quarter had been the commencement of the 2017 /
18 audit plan. The Audit & Governance team restructure had been in place from 12
June 2017.

5 Amber reports had been issued in the quarter, which were detailed in appendix 4
to the report. Members raised their concerns regarding the audit findings in respect
of ICT Disaster Recovery and requested that the Assistant Director: Commercial
Services and the ICT Service Delivery Manager be invited to the next Audit
Committee to discuss the Audit findings.

In respect to Information Governance, the Audit & Governance Team Leader
advised that 371 FOI requests had been received in the period, of which 88% had
been responded to within the 20 working day statutory period.

Resolved that the information contained in the report be noted in respect of
the work of Internal Audit and Information Governance for quarter one 2017 /
18 against the PSIAS.



AUC 24 EXTERNAL AUDITOR PROCUREMENT UPDATE

The Service Delivery Manager: Governance & Legal Services advised that under
Regulation 3 of the Local Audit (Appointing Person) Regulations 2015, the Local
Authority must appoint an external auditor and the authority must be consulted
regarding the appointment. The appointment would be for a period of 5 years, with a
2 year option.

The proposed auditors were Grant Thornton (UK) LLP. If the committee accepted the
appointment, then there was no need to do anything further, however, any opposition
must be notified to the PSAA.

Resolved that no action should be taken in respect of procurement of new
external auditors.

AUC 25 Exclusion of Press and Public

The Chair announced the exclusion of the Press and Public from the meeting
for the next item of business on the grounds that it may involve the likely
disclosure of exempt information as defined in paragraph 3 of Part 1 of
Schedule 12A of the Local Government Act 1972

AUC 26 CAPITAL RECEIPTS UPDATE

The Committee received a verbal update on capital receipts; including progress on
the programme of disposals and projected disposals. It was noted that every effort
had been made and continued to be made to ensure the timing was right for each
disposal.

The meeting ended at 8.05pm
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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. Public Sector Audit Appointments issued a document entitled Statement of
Responsibilities of Auditors and Audited Bodies summarising where the responsibilities of
auditors begin and end and what is expected from audited bodies. We draw your attention to this
document which is available on Public Sector Audit Appointment’s website (www.psaa.co.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.

We are committed to providing you with a high quality service. If you have any concerns or are
dissatisfied with any part of KPMG's work, in the first instance you should contact lan
Pennington, the engagement lead to the Authority, who will try to resolve your complaint. If you
are dissatisfied with your response please contact the national lead partner for all of KPMG's
work under our contract with Public Sector Audit Appointments Limited, Andrew Sayers
(andrew.sayers@kpmg.co.uk). After this, if you are still dissatisfied with how your complaint has
been handled you can access PSAA's complaints procedure by emailing
generalenquiries@psaa.co.uk, by telephoning 020 7072 7445 or by writing to Public Sector Audit
Appointments Limited, 3rd Floor, Local Government House, Smith Square, London, SW1P 3HZ.

The contacts at KPMG in
connection with this report are:

lan Pennington

Director

KPMG LLP

T: +44 (0)292 046 8087

E: ian.pennington@kpmg.co.uk

Mark Breese

Manager

KPMG LLP

T: +44 (0)121 232 3250

E: mark.breese@kpmg.co.uk

James Keen

Assistant Manager

KPMG LLP

T: +44 (0)121 232 3268

E: james.keen@kpmg.co.uk




Summary of the 2016/17 audit

Headines

This Annual Audit Letter summarises our audit work atTelford and Wrekin
Council in relation to the 2016/17 audit year. Although it is addressed to
Members of the Authority, it is also intended to communicate these key
messages to key external stakeholders, including members of the public,
and will be placed on the Authority’s website.

AUdIT opinion

We issued an unqualified opinion on the Authority’s financial statements on 26 September 2017.
Our unqualified opinion means that we believe the financial statements give a true and fair view
of the financial position of the Authority and of its expenditure and income for the year.

We have made three recommendations to strengthen the Authority’s control environment. This
includes one high priority recommendation. Further detail can be found at Appendix 1.

VEM conclusion

We issued an unqualified conclusion on the Authority’s arrangements to secure value for money
(VFM conclusion) for 2016/17 on 26 September 2017. This means we are satisfied that during the
year the Authority had appropriate arrangements for securing economy, efficiency and
effectiveness in the use of its resources.

To arrive at our conclusion we looked at the Authority’s arrangements to make informed decision
making, sustainable resource deployment and working with partners and third parties.

We undertook a risk assessment as part of our VFM audit work to identify the key areas
impacting on our VFM conclusion and considered the arrangements the Authority has in place to
mitigate these risks.

Our assessment identified that financial resilience is a significant VFM risk to the Authority. The
need for savings will continue to have a significant impact on the Authority’s financial resilience.
As part of its response to reductions in central government funding, the Authority has
demonstrated a commitment to identifying new income streams.

Our work assessed the controls the Authority has in place to ensure a sound financial standing.
We also reviewed the way in which the Authority monitors the delivery of income from
commercial projects.

We have concluded that in 2016/17, the Authority has made proper arrangements to ensure it
took properly-informed decisions and deployed resources to achieve planned and sustainable
outcomes for taxpayers and local people.
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Summary of the 2016/17 audit

Headines (continued

Financial
statements audit

Other
information
accompanying
the financial
statements

Whole of
Government
Accounts

Certificate

Response to
elector question

Audit fee

We are pleased to report that we did not identify any material misstatements as a result of
our audit work. We identified one non-material audit difference, which was not adjusted by
management.

We agreed a number of minor presentational and disclosure changes to the supporting
notes to the accounts to ensure that the accounts were compliant with the Code of Practice
on Local Authority Accounting in the United Kingdom 2016/17.

We identified one high priority recommendation, in relation to related party declarations
obtained from councillors and management. Further detail can be found at Appendix 1.

As part of our audit work we followed up on the Authority’s progress against the audit
recommendation raised during 2015/16. We are pleased to report that the Authority has
taken appropriate action to address the issue that we have previously highlighted.

Whilst not explicitly covered by our audit opinion, we review other information that
accompanies the financial statements to consider its material consistency with the audited
accounts. This year we reviewed the Annual Governance Statement and Narrative Report.

We concluded that they were consistent with our understanding and did not identify any
issues in respect of the Annual Governance Statement being inconsistent with the guidance
set out in Delivering Good Governance in Local Government: A Framework published by
CIPFA/SOLACE.

We reviewed the consolidation pack which the Authority prepared to support the production
of Whole of Government Accounts by HM Treasury. We reported that the Authority's pack
was consistent with the audited financial statements.

We issued our certificate on 5 October 2017. The certificate confirms that we have
concluded the audit for 2016/17 in accordance with the requirements of the Local Audit &
Accountability Act 2014 and the Code of Audit Practice.

We also issued on 5 October 2017 our certificate for 2015/16, which had been delayed
whilst we completed our work in response to questions raised by an elector. Further detail
is provided below.

As reported in our 2016/17 audit report, our audit certificate for the 2016/17 accounts was
delayed for a short period due to an outstanding elector question in relation to a loan
provided by the Authority to AFC Telford. This also delayed the issuance of the certificate for
2015/16.

We have concluded our work in respect of the elector question and identified no significant
findings. We have made recommendations to management. As a result of the additional
work required to conclude on this question, we have incurred additional costs for which a
fee of £4,570 was agreed with the Authority and which is being reviewed by Public Sector
Audit Appointments.

Our scale fee for 2016/17 was £117,119 excluding VAT. This is the same as in the prior
year.

We have also carried out work on the Nuplace Limited financial statements, consolidation of
these into the Group financial statements, and taxation compliance for Nuplace Limited, as
well as housing benefits certification and Teachers’ Pension Agency return certification
work. Further detail is contained in Appendix 3.
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Appendix one

KBy ISSUes and recommenaations

Following the completion of our audit work we have raised three recommendations.

High priority - Issues that Medium priority - Issues Low priority - Issues that
° are fundamental and material that have an important effect would, if corrected, improve
to your system of internal on internal controls but do internal control in general but
control. We believe that not need immediate action. are not vital to the overall
these issues might mean that You may still meet a system system. These are generally
you do not meet a system objective in full or in part or issues of good practice that
objective or reduce (mitigate) reduce (mitigate) a risk we feel would benefit if
a risk. adequately but the weakness introduced.

remains in the system.

1. Related Party Declarations

At the time of concluding our on-site audit visit, the Authority was still awaiting 29 out of 66 related party
declarations. We understand from management that, following an exercise by the Authority to request
outstanding declarations, 4 declarations remain outstanding at the time of issuing our report. Related Party
Declarations need to be completed and returned on a timely basis so that the Authority is aware where
such relationships may exist. |dentification of related parties is important, not just to enable disclosure in the
accounts, but to ensure that the Authority can demonstrate that it is making decisions free from influence
and demonstrate value for money.

Recommendation

The Authority should ensure that related party declarations are completed and returned on a timely basis,
and that these declarations are used to inform the register of interests and accounts disclosures.

Management response

Councillors will be reminded that it is their duty to declare any interests and that we are required by
Regulation to include this information in the Statement of Accounts. Additional reminders will also be issued
earlier in the process.

Owner
Ken Clarke, AD: Finance & HR; Bernie Morris, Finance Team Leader
Deadline

March 2018

5
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Appendix one

KBy ISSUes and recommenaations

2.2017/18 Early Closedown

Over recent years the Finance team has demonstrated a strong track record of achieving closure of the
accounts.

2017/18 represents the first year of the earlier deadline of 31 May for the first Draft accounts to be made
available, and 31 July for approval and publishing of the accounts, brought forward from 30 September.

Recommendation

The Authority should plan to bring forward its Audit Committee meeting to receive the accounts, further
evaluate where the year end timetable could be streamlined and ensure audit requirements are met to
facilitate an earlier audit in 2017/18. Ideally the Authority should move to more rigorous closedowns of all
account areas (such as capital) on a monthly basis.

Management response

The provisional meeting timetable for 2018/19 includes an Audit Committee meeting before the end of May
to receive the draft accounts. Considerable work has already been undertaken to accelerate the SOA
timetable and the 2016/17 draft accounts were complete on the 7 June. Although challenging, some further
adjustments will be made to meet 31 May deadline for the 2017/18 draft accounts. Discussions have
already taken place about taking a different approach to the audit next year with more work being
undertaken at the interim audit stage, or earlier. Finance staff will assist as far as possible in ensuring a
smooth audit with the aim of publication of the final accounts by the 31 July deadline.

Owner
Pauline Harris — Finance Manager; Bernie Morris — Finance Team Leader
Deadline

Now to 31 May 2018

3. Completeness of valuation information

We identified one instance where incomplete information was provided to the valuer, resulting in an
incorrect valuation and audit difference.

Recommendation

The Authority should ensure that there is a robust process in place to ensure that all relevant information is
provided to the valuer in advance of the valuation being made.

Management response

The error occurred due to a missing completion certificate which resulted in the capital spend relating to the
asset being incorrect on the valuers’ spreadsheet. Going forward the new Fixed Assets Module will produce
a list of assets to be valued, this will include the capital expenditure to date and should ensure that an error
of this nature does not occur again. Valuers will also be able to access the module to check capital spend.

Owner
Bernie Morris, Finance Team Leader; James Dunn, SDM Estates & Investments
Deadline

30 September 2017
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Appendix two

mrmary Of reports 1ssued
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External Audit Plan 16/17

The External Audit Plan set out our approach to
the 2016/17 audit of the Authority and Pension
Fund financial statements. We also set out
work to be undertaken to support the VFM
conclusion.

Annual report on grants and returns 15/16

This report summarised the results of work we
carried out on the Council's 2015/16 grant
claims and returns.

Audit Fee Letter 17/18

The Audit Fee Letter set out the proposed audit
work and draft fee for the 2017/18 financial
year.

Audit progress letter 16/17

The audit progress letter summarised the
results from the preliminary stages of our audit,
including testing of financial and other controls.

External Audit Report 16/17

The External Audit Report summarised the
results of our audit work for 2016/17 including
key issues and recommendations raised as a
result of our observations. We also provided
the mandatory declarations required under
auditing standards as part of this report.

Auditor’s Report 16/17

The Auditor’s Report included our audit opinion
on the financial statements along with our VFM
conclusion.

Audit Closure Letter and Certificate 16/17

This reported that we had formally concluded
our audit for 2016/17.

Annual Audit Letter 16/17

This Annual Audit Letter provides a summary of
our audit findings for 2016/17.

This appendix summarises the
reports we issued to the Authority’s
Audit Committee since our Annual
Audit Letter, issued in October 2016.

These reports can be accessed via the
Audit Committee pages on the
Authority’s website at:

apps.telford.gov.uk/CouncilAndDemoc
racy/Meetings/Calendar

Do Classification: KPMG C




Appendix three

AuditTees

This appendix provides information on our final
fees for the 2016/17 audit.

To ensure transparency about the extent of our fee relationship with the

Authority, we have summarised below and in the chart opposite our fees

for the Authority’s 2016/17 financial year.

External audit

Our fee for the 2016/17 audit of Telford and Wrekin Council is £117,119
plus VAT (2015/16: £117,119). This is in line with the PSAA scale fee.

We have been required to perform additional work as a result of an
elector question raised during the 2015/16 audit year. We have now
concluded this work. We have agreed a fee of £4,570 plus VAT with the
Authority in respect of this. This is subject to PSAA approval.

In addition, we have agreed an additional fee of £808 plus VAT (2015/16:
£808) with the Authority and PSAA for the additional work required
around the consolidation of Nuplace into the Authority’s accounts.

Certification of grants and returns

Our final fee for our 2016/17 housing benefits certification work (BENO1)
was £7,155 plus VAT (2015/16: £9,239). This is in line with the PSAA
scale fee.

Other services (non-PSAA services)
Nuplace Limited

Our fees for the separate audit of the Nuplace Limited financial
statements were £9,850 plus VAT (2015/16: £9,850).

We were separately engaged by Nuplace to perform tax compliance work
on the 2016 tax returns amounting to £2,500, and iXBRL tagging of £850,

plus VAT.

Teachers’ Pension Agency return

Our proposed fee for the certification of the Authority’s Teachers’
Pension Agency return is £3,500 plus VAT (2015/16: £3,000). This has
increased due to additional work required as a result of changes to the
certification procedures.

Document Classification: KPMG Confidential
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LONIeNts

The contacts at KPMG
in connection with this
report are:

lan Pennington
Director

KPMG LLP (UK)

Tel: 0292 046 8067
ian.pennington@kpmg.co.uk

Mark Breese
Manager

KPMG LLP (UK)

Tel: 0121 232 3250
mark.breese@kpmg.co.uk

James Keen

Assistant Manager

KPMG LLP (UK)

Tel: 0121 232 3268
james.keen@kpmg.co.uk
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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.
Public Sector Audit Appointments issued a document entitled Statement of Responsibilities of Auditors and Audited Bodies summarising where the responsibilities of auditors begin and end and what
is expected from audited bodies. We draw your attention to this document which is available on Public Sector Audit Appointment’s website (www.psaa.co.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.

We are committed to providing you with a high quality service. If you have any concerns or are dissatisfied with any part of KPMG's work, in the first instance you should contact lan Pennington, the
engagement lead to the Authority, who will try to resolve your complaint. If you are dissatisfied with your response please contact the national lead partner for all of KPMG's work under our contract
with Public Sector Audit Appointments Limited, Andrew Sayers (andrew.sayers@kpmg.co.uk). After this, in relation to the certification of the Housing Benefit Subsidy grant claim, if you are still
dissatisfied with how your complaint has been handled you can access PSAA’s complaints procedure by emailing generalenquiries@psaa.co.uk, by telephoning 020 7072 7445 or by writing to Public
Sector Audit Appointments Limited, 3rd Floor, Local Government House, Smith Square, London, SW1P 3HZ.

m © 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”)
a Swiss entity. All rights reserved
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Annual report on grants and returns 2016/17

Headlines

Introduction and background

This report summarises the results of work we have carried out on the Council’s
2016/17 grant claims and returns.

This includes the work we have completed under the Public Sector Audit Appointment
(PSAA) certification arrangements, as well as the work we have completed on other
grants/returns under separate engagement terms. The work completed in 2016/17 is:

— Under the Public Sector Audit Appointments arrangements we certified one claim,
the Council’'s 2016/17 Housing Benefit Subsidy return. This had a value of £69.5m
total subsidy claimed.

— Under a separate engagement we completed ‘Agreed Upon Procedures’ (AUP) for
the Teachers’ Pensions Return. Total teachers’ pension contributions (employees
and employers) collected by the Council were £10.1m contributions paid.

Certification and assurance results (Page 4)
Our certification work on Housing Subsidy Benefit claim included:

— agreeing standard rates, such as for allowances and benefit incomes, to the DWP
Circular communicating the value of each rate for the year;

— sample testing of benefit claims to confirm that the entitlement had been
correctly calculated and was supported by appropriate evidence;

— undertaking an analytical review of the claim form considering year-on-year
variances and key ratios;

— confirming that the subsidy claim had been prepared using the correct benefits
system version; and

— completing testing in relation to modified schemes payments, uncashed cheques
and verifying the accurate completion of the claim form.

Following the completion of our work, the claim was unqualified (last year's claim was
also unqualified).

KPMG

Our work on the Teachers’ Pensions Return AUP engagement followed the
instructions issued by the Teachers’ Pensions agency (TP) and included:

— completing a comparison of the actual employees’ and employer’s contributions
included in the return with the expected value using the contributory salary
reported in the return for each tier (ie the teachers’ pensions scheme has six tiers
related to salary with a different contribution rate for each);

— sample testing confirming that contributory salaries have been extracted correctly
from payroll records, teachers’ contributions have been deducted at the
appropriate rate, employer’s contributions have been calculated correctly and
where relevant that ‘other’ contributions had been dealt with correctly; and

— completing testing in relation to any refunds of contributions made to teachers.

Our work on the Teachers' Pension Contributions return resulted in no issues being
reported.

Recommendations

We have not made any recommendations to the Council from our work this year or
last year.

Fees (Page 5)

Our fee for certifying the Council’s 2016/17 Housing Benefit Subsidy grant was £7,155
plus VAT, which is in line with the indicative fee set by PSAA.

Our fee for the Teachers’ Pensions Return was subject to agreement directly with the
Council and was £3,000 plus VAT.
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Annual report on grants and returns 2016/17

SUMMary of reporting oulcomes

. Detailed below is a summary of the reporting outcomes from our work on the Council’s 2016/17 grants and returns. A qualification would
Overall, we carried out work

on two grants and returns,
both were unqualified.

mean that issues were identified concerning the Council’s compliance with a scheme's requirements that could not be resolved through
adjustment. We are pleased to report that both returns were unqualified.

Cog::;s:ts Qualified Issue reported aditn;?;;nt Unqualified
PSAA regime
— Housing Benefit Subsidy 0
Other grant/return engagements
— Teachers’ Pensions Return 9

0 0 0 2

Ref Summary observations Amendment
o Housing Benefit Subsidy No

— No issues identified as a result of our certification work

9 Teachers’ Pensions Return

No
No issues identified as a result of out certification work

m © 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”)
a Swiss entity. All rights reserved
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Annual report on grants and returns 2016/17

663

G (s e i e Public Sector Audit Appointments certification arrangements

Benefit Subsidy claim are set Public Sector Audit Appointments set an indicative fee for our work on the Council’s Housing Benefit Subsidy claim in 2016/17 of £7,155.
by Public Sector Audit Our actual fee was the same as the indicative fee, and this compares with the 2015/16 fee for this claim of £9,239.

Appointments.

Our fees for other assurance Grants subject to other engagements

engagements on The fees for our assurance work on the Teachers’ Pensions Return is agreed directly with the Council. Our fee for 2016/17 was in line
with 2015/16.

grants/returns are agreed
directly with the Council.

The overall fees we charged Breakdown of fees for grants and returns work

for carrying out all our work
on grants/returns in 2016/17
was £10,155.

Breakdown of fee by grant/return

2016/17 (£) 2015/16 (£)
Housing Benefit Subsidy claim 7,155 9,239
Teachers’ Pensions Return 3,000 3,000
Total fee 10,155 12,239
m © 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (‘KPMG International”) 5
a Swiss entity. All rights reserved
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summary for Audit GCommites

Financial statements

There are no significant changes to the Code of Practice on Local Authority
Accounting (“the Code”) in 2017/18, which provides a stable set of accounting
standards that the Council needs to comply with.

The deadline for the production and signing of the financial statements has been
significantly advanced in comparison to the year ended 31 March 2017. This
represents a significant change for the Authority and will need to be carefully
managed in order to ensure the new deadlines are met. As a result we have
recognised a significant risk in relation to this matter.

Significant risks

Those risks requiring specific audit attention and procedures to address the
likelihood of a material financial statement error have been identified as:

— Valuation of PPE — \Whilst the Authority operates a cyclical revaluation
approach, the Code requires that all land and buildings be held at fair value. We
will consider the way in which the Authority ensures that assets not subject to
in-year revaluation are not materially misstated;

— Pension Liabilities — The valuation of the Authority’s pension liability, as
calculated by the Actuary, is dependent upon both the accuracy and
completeness of the data provided and the assumptions adopted. We will
review the processes in place to ensure accuracy of data provided to the
Actuary and consider the assumptions used in determining the valuation.

— Faster Close — The timetable for the production of the financial statements has
been significantly advanced with draft accounts having to be prepared by 31
May (2017: 30 June) and the final accounts signed by 31 July (2017: 30
September). We will work with the Authority in advance of our audit to
understand the steps being taken to meet these deadlines and the impact on
our work.

See pages 3 to 7 for more details.

Materiality
Materiality for planning purposes has been set at £4.5 million.

We are obliged to report uncorrected omissions or misstatements (other than
those which are ‘clearly trivial’) to those charged with governance and this has
been set at £225 thousand.

See pages 8 to 9 for more details.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 1
KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved.
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Summary for Audit Committee
Cont)

Value for Money
Arrangements work

Our risk assessment regarding your arrangements to secure value for money has
identified the following VFM significant risk to date:

— Delivery of Budgets — As a result of reductions in central government funding,
and other pressures, the Authority is having to make additional savings beyond
those from prior years. The Authority is also pursuing income generation
strategies. We will consider the way in which the Authority identifies,
approves, and monitors both savings plans and income generation projects and
how budgets are monitored throughout the year.

See pages 10 to 14 for more details.

Logistics

Our team is:

— lan Pennington — Director

— Mark Breese — Manager

— James Keen — Assistant Manager

More details are in Appendix 2 on page 18.

Our work will be completed in four phases from October to July and our key
deliverables are this Audit Plan and subsequent reporting to Those Charged With
Governance as outlined on page 17.

Our fee for the 2017/18 audit of Telford and Wrekin Council is £117,119 (E117,119
2016/2017), which is in line with the scale fees published by PSAA. Our fee for the
audit of the Authority’s wholly owned subsidiary (NuPlace Ltd) and additional
consolidation work is £10,658 (£10,658 2016/17). See page 16 for more details.

KPMG

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (‘KPMG International”), a Swiss entity. All rights reserved.
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ntroduction

Background and Statutory responsibilities

This document supplements our Audit Fee Letter 2017/18 presented to you in April 2017, which also sets
out details of our appointment by Public Sector Audit Appointments Ltd (PSAA).

Our statutory responsibilities and powers are set out in the Local Audit and Accountability Act 2014, the
National Audit Office’s Code of Audit Practice and the PSAA Statement of Responsibilities.

Our audit has two key objectives, requiring us to audit/review and report on your:
01 Financial statements :

Providing an opinion on your accounts. We also review the Annual Governance Statement and
Narrative Report and report by exception on these; and

Use of resources:
Concluding on the arrangements in place for securing economy, efficiency and effectiveness in
your use of resources (the value for money conclusion).

The audit planning process and risk assessment is an on-going process and the assessment and fees in this
plan will be kept under review and updated if necessary. Any change to our identified risks will be reporting
to the Audit Committee.

Financial Statements Audit

Our financial statements audit work follows a four stage audit process which is identified below. Appendix 1
provides more detail on the activities that this includes. This report concentrates on the Financial Statements
Audit Planning stage of the Financial Statements Audit.

Financial
Statements Substantive
Audit Procedures

Planning
Control

Evaluation Completion

Value for Money Arrangements Work

Our Value for Money (VFM) Arrangements Work follows a five stage process which is identified below. Page
10 provides more detail on the activities that this includes. This report concentrates on explaining the VFM
approach for 2017/18 and the findings of our VFM risk assessment.

. Identification

Risk

= of significant Conclude
VFM risks VFM review

Linkages work
with other (by ourselves Reporting
audit work or other
bodies)

Assessment
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-nancial Statements audit planning

Financial Statements Audit Planning

Our planning work takes place during October 2017 to January 2018. This involves the following key aspects:

— Determining our materiality level;

— Risk assessment;

— lIdentification of significant risks;

— Consideration of potential fraud risks;

— lIdentification of key account balances in the financial statements and related assertions, estimates and
disclosures;

— Consideration of management’s use or experts; and

— Issuing this audit plan to communicate our audit strategy.

Risk assessment

Auditing standards require us to consider two standard risks for all organisations. We are not elaborating on
these standard risks in this plan but consider them as a matter of course in our audit and will include any
findings arising from our work in our ISA 260 Report.

KPMG

Management override of controls

Management is typically in a powerful position to perpetrate fraud owing to its ability to
manipulate accounting records and prepare fraudulent financial statements by overriding
controls that otherwise appear to be operating effectively. Our audit methodology incorporates
the risk of management override as a default significant risk. In line with our methodology, we
carry out appropriate controls testing and substantive procedures, including over journal entries,
accounting estimates and significant transactions that are outside the normal course of
business, or are otherwise unusual.

Fraudulent revenue recognition

We do not consider this to be a significant risk for local authorities as there are limited incentives and
opportunities to manipulate the way income is recognised. \We therefore rebut this risk and do not
incorporate specific work into our audit plan in this area over and above our standard fraud
procedures.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 4
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Hnancial Statements audit planning (cont)

Significant Audit Risks

Those risks requiring specific audit attention and procedures to address the likelihood of a material financial
statement error.

Risk:

Approach:

Valuation of PPE

The Code requires that where assets are subject to revaluation, their year end carrying value
should reflect the appropriate fair value at that date. The Authority has adopted a rolling
revaluation model which sees all land and buildings revalued over a five year cycle. As a
result of this, however, individual assets may not be revalued for four years.

This creates a risk that the carrying value of those assets not revalued in the year differs
materially from the year end fair value.

We will review the approach that the Authority has adopted to assess the risk that assets not
subject to valuation are materially misstated and consider the robustness of that approach.
We will also assess the risk of the valuation changing materially during the year.

In addition, we will consider movement in market indices between revaluation dates and the
year end in order to determine whether these indicate that fair values have moved materially
over that time.

In relation to those assets which have been revalued during the year we will assess the
valuer’s qualifications, objectivity and independence to carry out such valuations and review
the methodology used (including testing the underlying data and assumptions).
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Hnancial Statements audit planning (cont)

Significant Audit Risks (cont.)

Risk:

Approach:

Pension Liabilities

The net pension liability represents a material element of the Authority’s balance sheet. The
Authority is an admitted body of Shropshire County Pension Fund, which had its last triennial
valuation completed as at 31 March 2016. The triennial valuation forms an integral basis of the
accounting valuation as at 31 March 2018.

The valuation of the Local Government Pension Scheme relies on a number of assumptions,
most notably around the actuarial assumptions and actuarial methodology that results in the
Authority’s overall valuation.

There are financial assumptions and demographic assumptions used in the calculation of the
Authority’s valuation, such as the discount rate, inflation rates, mortality rates etc. The
assumptions should also reflect the profile of the Authority’s employees, and should be based
on appropriate data. The assumptions should be derived on a consistent basis year to year, or
updated to reflect any changes.

There is a risk that the assumptions and methodology used in the valuation of the Authority’s
pension obligation are not reasonable. This could have a material impact on the net pension
liability accounted for in the financial statements.

We will review the controls that the Authority has in place over the information sent directly
to the scheme actuary. We will also liaise with the auditors of the Pension Fund in order to
gain an understanding of the effectiveness of those controls operated by the Pension Fund.
This will include consideration of the process and controls over the assumptions used in the
valuation. We wiill also evaluate the competency, objectivity and independence of the scheme
actuary.

We will review the appropriateness of the key assumptions included within the valuation,
compare them to our expected ranges, and consider the need to check the assumptions with
a KPMG Actuary. We will review the methodology applied in the valuation by the scheme
actuary.

In addition, we will review the overall Actuarial valuation and consider the disclosures in the
financial statements.
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Hnancial Statements audit planning (cont)

Significant Audit Risks (cont.)

Risk:

Approach:

Faster Close

In prior years, the Authority has been required to prepare draft financial statements by 30
June and then final signed accounts by 30 September. For years ending on and after 31
March 2018 however, the revised deadlines require draft accounts by 31 May and final signed
accounts by 31 July.

These changes represent a significant change to the timetable that the Authority has
previously worked to. The time available to produce draft accounts has been reduced by one
month and the overall time available for completion of both accounts production and audit is
two months shorter than in prior years.

In order to meet the revised deadlines, the Authority may need to make greater use of
accounting estimates. In doing so, consideration will need to be given to ensuring that these
estimates remain valid at the point of finalising the financial statements. In addition, there are
a number of logistical challenges that will need to be managed. These include:

— Ensuring that any third parties involved in the production of the accounts (e.g. valuers,
actuaries) are aware of the revised deadlines and have made arrangements to provide the
output of their work on time;

— Revising the closedown and accounts production timetable in order to ensure that all
working papers and other supporting documentation are available at the start of the audit
process;

— Ensuring that the Audit Committee meeting schedules have been updated to permit
signing in July; and

— Potentially applying a shorter paper deadline to the July meeting of the Audit Committee
meeting in order to accommodate the production of the final version of the accounts and
our ISA 260 report.

In the event that the above areas are not effectively managed there is a risk that the audit will
not be completed by the 31 July deadline.

We will continue to liaise with officers in preparation for our audit in order to understand the
steps that the Authority is taking in order to ensure it meets the revised deadlines. We will
also look to advance audit work into our interim visit in March in order to streamline the year
end audit work.

Where there is greater reliance upon accounting estimates we will consider the assumptions
used and challenge the robustness of those estimates.
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Hnancial Statements audit planning (cont)

Materiality

We are required to plan our audit to determine with reasonable confidence whether or not the financial
statements are free from material misstatement. An omission or misstatement is regarded as material if it
would reasonably influence the user of financial statements. This therefore involves an assessment of the
qualitative and quantitative nature of omissions and misstatements.

Generally, we would not consider differences in opinion in respect of areas of judgement to represent
‘misstatements’ unless the application of that judgement results in a financial amount falling outside of a
range which we consider to be acceptable.

For the Council, materiality for planning purposes has been set at £4.5 million, which equates to
approximately 1% percent of gross expenditure.

We design our procedures to detect errors in specific accounts at a lower level of precision.

Prior Year Gross Expenditure: £462.64m

| | |
£0.225m £3.375m £4.5m

Misstatements Procedures designed Materiality for the
reported to the Audit to detect individual financial statements
and Risk Assurance errors as a whole
committee (2016/17: (2016/17: £3.375m) (2016/17: £4.5m)

£0.225m)
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-nancial Statements audit planning (cont.

Reporting to the Audit Committee

Whilst our audit procedures are designed to identify misstatements which are material to our opinion on the
financial statements as a whole, we nevertheless report to the Audit Committee any unadjusted
misstatements of lesser amounts to the extent that these are identified by our audit work.

Under ISA 260(UK&l) ‘“Communication with those charged with governance’, we are obliged to report
uncorrected omissions or misstatements other than those which are ‘clearly trivial’. ISA 260 (UK&l) defines
‘clearly trivial” as matters that are clearly inconsequential, whether taken individually or in aggregate and
whether judged by any quantitative or qualitative criteria.

In the context of the Authority, we propose that an individual difference could normally be considered to be
clearly trivial if it is less than £225 thousand.

If management has corrected material misstatements identified during the course of the audit, we will
consider whether those corrections should be communicated to the Audit Committee to assist it in fulfilling
its governance responsibilities.

We will report:

Non-Trivial Non-trivial _ Errors and omissions in disclosure
corrected audit uncorrected audit
misstatements misstatements (Corrected and uncorrected)

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with 9
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\Vialue 10r money arrandements Work

VFM audit approach

The Local Audit and Accountability Act 2014 requires auditors of local government bodies to be satisfied that
the authority "has made proper arrangements for securing economy, efficiency and effectiveness in its use
of resources’.

This is supported by the Code of Audit Practice, published by the NAO in April 2015, which requires auditors
to ‘take into account their knowledge of the relevant local sector as a whole, and the audited body
specifically, to identify any risks that, in the auditor’'s judgement, have the potential to cause the auditor to
reach an inappropriate conclusion on the audited body’s arrangements.’

Overall criterion

In all significant respects, the audited body had proper arrangements to ensure it took properly informed

decisions and deployed resources to achieve planned and sustainable outcomes for taxpayers and
local people.

The VFM approach is fundamentally unchanged from that adopted in 2016/17 and the process is shown in
the diagram below. The diagram overleaf shows the details of the sub-criteria for our VFM work.

Identification of 2 Continually re-assess 8 VFM

significant VFM risks ), potential VFM risks ), conclusion
(if any)

VEM audit risk Reassess risks throughout

assessment the audit.

Assessment of work by

. . Conclude on
other review agencies

arrangements
to secure VFM

Specific local risk-based
Financial work
statements and
other audit work

repa 1
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\Viale for money arrangements work (cont)

Value for Money sub-criterion

Sustainable
resource deployment

Informed decision making Working with partners and

third parties

Proper arrangements: Proper arrangements:

— Acting in the public interest,
through demonstrating and
applying the principles and
values of sound governance.

Understanding and using
appropriate and reliable
financial and performance
information to support
informed decision making
and performance
management.

Reliable and timely financial
reporting that supports the
delivery of strategic
priorities.

Managing risks effectively
and maintaining a sound
system of internal control.

KPMG

Planning finances effectively
to support the sustainable
delivery of strategic
priorities and maintain
statutory functions.

Managing and utilising
assets to support the
delivery of strategic
priorities.

Planning, organising and
developing the workforce
effectively to deliver
strategic priorities.

Document Classification: KPMG Confidential

Proper arrangements:

— Working with third parties
effectively to deliver
strategic priorities.

Commissioning services
effectively to support the
delivery of strategic
priorities.

Procuring supplies and
services effectively to
support the delivery of
strategic priorities.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“‘KPMG International”), a Swiss entity. All rights reserved
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\Viale for money arrangements work (cont)

VFM audit stage

VFM audit
risk assessment

Audit approach

We consider the relevance and
significance of the potential
business risks faced by all local
authorities, and other risks that
apply specifically to the Authority.
These are the significant
operational and financial risks in
achieving statutory functions and
objectives, which are relevant to
auditors’ responsibilities under
the Code of Audit Practice.

In doing so we consider:

— The Authority’s own
assessment of the risks it
faces, and its arrangements to
manage and address its risks;

— Information from the Public
Sector Auditor Appointments
Limited VFM profile tool;

— Evidence gained from previous
audit work, including the
response to that work; and

— The work of other
inspectorates and review
agencies.

O

Linkages with financial
statements and other
audit work

Audit approach

There is a degree of overlap
between the work we do as part
of the VFM audit and our financial
statements audit. For example,
our financial statements audit
includes an assessment and
testing of the Authority's
organisational control
environment, including the
Authority’s financial management
and governance arrangements,
many aspects of which are
relevant to our VFM audit
responsibilities.

We have always sought to avoid
duplication of audit effort by
integrating our financial
statements and VFM work, and
this will continue. We will
therefore draw upon relevant
aspects of our financial
statements audit work to inform
the VFM audit.

Document Classification: KPMG Confidential

Identification of
significant risks

Audit approach

The Code identifies a matter as
significant ‘if, in the auditor’s
professional view, it is reasonable
to conclude that the matter would
be of interest to the audited body
or the wider public. Significance
has both qualitative and
quantitative aspects.’

If we identify significant VFM
risks, then we will highlight the
risk to the Authority and consider
the most appropriate audit
response in each case, including:

— Considering the results of
work by the Authority,
inspectorates and other review
agencies; and

— Carrying out local risk-based
work to form a view on the
adequacy of the Authority's
arrangements for securing
economy, efficiency and
effectiveness in its use of
resources.

12



\Viale for money arrangements work (cont)

VFM audit stage

Assessment of work by other
review agencies, and
Delivery of local risk based
work

Audit approach

Depending on the nature of the
significant VFM risk identified, we
may be able to draw on the work
of other inspectorates, review
agencies and other relevant
bodies to provide us with the
necessary evidence to reach our
conclusion on the risk.

We will also consider the
evidence obtained by way of our
financial statements audit work
and other work already
undertaken.

If evidence from other
inspectorates, agencies and
bodies is not available and our
other audit work is not sufficient,
we will need to consider what
additional work we will be
required to undertake to satisfy
ourselves that we have
reasonable evidence to support
the conclusion that we will draw.
Such work may include:

— Additional meetings with
senior managers across the
Authority;

— Review of specific related
minutes and internal reports;

— Examination of financial
models for reasonableness,
using our own experience and
benchmarking data from
within and without the sector.

KPMG

©

Concluding on VFM
arrangements

Audit approach

At the conclusion of the VFM
audit we will consider the results
of the work undertaken and
assess the assurance obtained
against each of the VFM themes
regarding the adequacy of the
Authority’s arrangements for
securing economy, efficiency and
effectiveness in the use of
resources.

If any issues are identified that
may be significant to this
assessment, and in particular if
there are issues that indicate we
may need to consider qualifying
our VFM conclusion, we will
discuss these with management
as soon as possible. Such issues
will also be considered more
widely as part of KPMG's quality
control processes, to help ensure
the consistency of auditors’
decisions.
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Reporting

Audit approach

On the following page, we report
the results of our initial risk
assessment.

We will report on the results of
the VFM audit through our ISA
260 Report. This will summarise
any specific matters arising, and
the basis for our overall
conclusion.

The key output from the work will
be the VFM conclusion (i.e. our
opinion on the Authority’s
arrangements for securing VFM),
which forms part of our audit report.
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\Viale for money arrangements work (cont)

Significant VFM Risks

Those risks requiring specific audit attention and procedures to address the likelihood that proper
arrangements are not in place to deliver value for money.

Risk:

Approach:

VFM Sub-
criterion:

Delivery of budgets

The Authority’s proposed budget for 2018/19 will be presented to the Council in March 2018,
to include individual proposals for the delivery of the overall savings requirement. In addition,

we anticipate the budget papers will identify further savings required over the period 2019/20
and 2020/21 to address future reductions to local authority funding alongside service cost and
demand pressures. As a result, the need for savings will continue to have a significant impact
on the Authority’s financial resilience.

As part of its response to reductions in central government funding, the Authority has
demonstrated a commitment to identifying new income streams. This has included the
establishment of commercial projects such as the construction and operation of a solar farm
and the delivery of housing for private rental.

As part of our additional risk based work, we will review the controls the Authority has in
place to ensure financial resilience, specifically that the Medium Term Financial Plan has duly
taken into consideration factors such as funding reductions, salary and general inflation,
demand pressures, restructuring costs and sensitivity analysis given the degree of variability
in the above factors.

This risk is related to the following Value For Money sub-criterion

— Informed decision making;

— Sustainable resource deployment; and

— Working with partners and third parties

14
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Other matters

-

Whole of government accounts (WGA)

We are required to review your WGA consolidation and
undertake the work specified under the approach that is
agreed with HM Treasury and the National Audit Office.
Deadlines for production of the pack and the specified
approach for 2017/18 have not yet been confirmed.

Elector challenge

The Local Audit and Accountability Act 2014 gives electors
certain rights. These are:

— The right to inspect the accounts;

— The right to ask the auditor questions about the
accounts; and

— The right to object to the accounts.

As a result of these rights, in particular the right to object to
the accounts, we may need to undertake additional work to
form our decision on the elector's objection. The additional
work could range from a small piece of work where we
interview an officer and review evidence to form our
decision, to a more detailed piece of work, where we have
to interview a range of officers, review significant amounts
of evidence and seek legal representations on the issues
raised.

The costs incurred in responding to specific questions or
objections raised by electors is not part of the fee. This
work will be charged in accordance with the PSAA's fee
scales.
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Jther matlers

Reporting and communication

Reporting is a key part of the audit process, both in communicating the audit findings for the year, and in
ensuring the audit team are accountable to you in addressing the issues identified as part of the audit
strategy. Throughout the year we will communicate with you through meetings with the finance team and
the Audit Committee. Our communication outputs are included in Appendix 1.

Independence and Objectivity

Auditors are also required to be independent and objective. Appendix 3 provides more details of our
confirmation of independence and objectivity.

Audit fee

Our Audit Fee Letter 2017/2018 presented to you in April 2017 first set out our fees for the 2017/2018 audit.
This letter also set out our assumptions. \We have not considered it necessary to seek approval for any
changes to the agreed fees at this stage.

Should there be a need to charge additional audit fees then this will be agreed with the s.151 Officer and
PSAA. If such a variation is agreed, we will report that to you in due course.

The planned audit fee for 2017/18 is £117,119, consistent with the 2016/2017 fee of £117,119.

There will be a small additional fee charged as a result of the preparation of consolidated financial statements
and the additional audit work required in relation to this. In 2016/17 this was £808. The fee communicated
also did not include the audit of the Authority’s wholly owned subsidiary (NuPlace Ltd). In 2016/17 this was
£9,850. We expect the 2016/17 fee for both the additional consolidation work, and audit of NuPlace Ltd to be
consistent with the prior year. We will agree any additional fee in relation to costs associated with this extra
work with management, and with the PSAA. Any changes in fee will be communicated to the Audit
Committee. This results in a total planned fee for the audit of £127,777 (2015/16 actual fee £127,777).

The planned certification fee for the Housing Benefit Grant Claim in 2017/18, as confirmed by the PSAA, is
£9,239 (2015/16 £7,155).

prope X
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Appendix 1:

KEy elements of our financlal Statements audt
approach

Audit workflow Communication

Planning Continuous communication involving regular
— Determining our materiality level: meetings between Audit and Risk Assurance
ning ou ity 1evel Committee, Senior Management and audit team.

— Risk assessment;

®
— lIdentification of significant risks;
) _ _ _ Oct
— Consideration of potential fraud risks;
— lIdentification of key account balances in the Initial olannin
financial statements and related assertions, Nov arp 9
. : ) meetings and risk
estimates and disclosures; 1
assessment
— Consideration of management’s use of experts;
and Dec
— Issuing this audit plan to communicate our 1
audit strategy.
Jan Audit strategy
Control evaluation 4 and plan
— Understand accounting and reporting activities; Feb
— Evaluate design and implementation of selected
controls; ]
— Test operating effectiveness of selected controls; and Mar Interim audit
— Assess control risk and risk of the accounts being 1
misstated.
Apr Interim report
Substantive testing 1 (if g uriiee!
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Appendix 2:

AUCIT team

Your audit team has been drawn from our specialist public sector assurance department. Our audit
team were all part of the Telford & Wrekin Council Audit last year.

lan Pennington
Director

T: 029 2046 8087
E: ian.pennington@kpmg.co.uk

lan’s role is to lead our team
and ensure the delivery of a
high quality, valued added
external audit opinion.

lan will be the main point of
contact for the Audit
Committee and Corporate
Directors.

Mark Breese
Manager

T: 0121 232 3250
E: mark.breese@kpmg.co.uk

Mark will provide quality
assurance for the audit work
and lead on any technical
accounting and risk areas.

Mark will work closely with
lan to ensure we add value
and will liaise with the
Assistant Director: Finance,
Audit and Information
Governance, and other
Directors.

Document Classification: KPMG Confidential

James Keen
Assistant Manager

T: 0121 232 3268
E: james.keen@kpmg.co.uk

James will be responsible
for the on-site delivery of
our work and will supervise
the work of our audit
assistants.
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ndependence and oDjectiviy requirements

ASSESSMENT OF OUR OBJECTIVITY AND INDEPENDENCE AS AUDITOR OF TELFORD AND WREKIN
COUNCIL

Professional ethical standards require us to provide to you at the planning stage of the audit a written
disclosure of relationships (including the provision of non-audit services) that bear on KPMG LLP’s objectivity
and independence, the threats to KPMG LLP’s independence that these create, any safeguards that have
been put in place and why they address such threats, together with any other information necessary to
enable KPMG LLP's objectivity and independence to be assessed.

In considering issues of independence and objectivity we consider relevant professional, regulatory and legal
requirements and guidance, including the provisions of the Code of Audit Practice, the provisions of Public
Sector Audit Appointments Ltd's (‘PSAA’s’) Terms of Appointment relating to independence and the
requirements of the FRC Ethical Standard and General Guidance Supporting Local Audit (Auditor General
Guidance 1 — AGNO1) issued by the National Audit Office (‘'NAQO’).

This Appendix is intended to comply with this requirement and facilitate a subsequent discussion with you
on audit independence and addresses:

— General procedures to safeguard independence and objectivity;
— Independence and objectivity considerations relating to the provision of non-audit services; and

— Independence and objectivity considerations relating to other matters.

General procedures to safeguard independence and objectivity

KPMG LLP is committed to being and being seen to be independent. As part of our ethics and
independence policies, all KPMG LLP partners, Audit Directors and staff annually confirm their compliance
with our ethics and independence policies and procedures. Our ethics and independence policies and
procedures are fully consistent with the requirements of the FRC Ethical Standard. As a result we have
underlying safeguards in place to maintain independence through:

— Instilling professional values
— Communications

— Internal accountability

— Risk management

— Independent reviews.

We are satisfied that our general procedures support our independence and objectivity.

prope 1
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Independence and objectivity considerations relating to the provision of non-audit services
Summary of fees

We have considered the fees charged by us to the authority and its affiliates for professional services
provided by us during the reporting period.

Facts and matters related to the provision of non-audit services and the safeguards put in place that bear
upon our independence and objectivity, are set out in the following table

Analysis of Non-audit services for the year ended 31 March 2018

Description of Potential threat to auditor independence and associated safeguards in place Fee
scope of services

We carry out Self-interest: These engagements are performed under externally specified work £12,239
certification work | programs. The work has no perceived or actual impact on the audit team and the audit

on the Housing team resources that will be deployed to perform a robust and thorough audit.

Benefits Subsidy
and Teachers
Pension returns.

Self-review: The financial information included in the grant claim submissions is not
extracted from the financial statements, but is compiled separately. The work is
undertaken at various points throughout the year and is not linked to the financial
statements reporting process. Therefore, it does not impact on our opinion and we do
not consider that the outcome of this work will be a threat to our role as external
auditors.

Management threat: All decisions are made Council.
Familiarity: This threat is limited given the scale, nature and timing of the work.
Advocacy: We will not act as advocates for the Council in any aspect of this work.

Intimidation: Not applicable

Appropriate approvals have been obtained from PSAA for all non-audit services above the relevant thresholds
provided by us during the reporting period. In addition, we monitor our fees to ensure that we comply with
the 70% non-audit fee cap set by the NAO.

Independence and objectivity considerations relating to other matters

There are no other matters that, in our professional judgment, bear on our independence which need to be
disclosed to the Audit Committee.

Confirmation of audit independence

We confirm that as of the date of this report, in our professional judgment, KPMG LLP is independent within
the meaning of regulatory and professional requirements and the objectivity of the Audit Director and audit
staff is not impaired.

This report is intended solely for the information of the Audit Committee of the authority and should not be
used for any other purposes.

We would be very happy to discuss the matters identified above (or any other matters relating to our
objectivity and independence) should you wish to do so.

KPMG LLP

prope 2
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TELFORD & WREKIN COUNCIL

AUDIT COMMITTEE - 30 JANUARY 2018
CABINET - 15 FEBRUARY 2018

COUNCIL - 1 MARCH 2018

2018/19 TREASURY STRATEGY AND TREASURY UPDATE REPORT

REPORT OF THE CHIEF FINANCE OFFICER (ASSISTANT DIRECTOR: FINANCE &
HUMAN RESOURCEYS)

LEAD CABINET MEMBER - CLLR LEE CARTER

PART A - SUMMARY REPORT

1.
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SUMMARY OF MAIN PROPOSALS

The report updates members on Treasury Management activities during 2017/18 and
details the Treasury Strategy recommended to be adopted for 2018/19. The
approach that the Council has been pursuing in recent years to treasury management
of limiting investments in third parties is beneficial in the current interest rate climate
and very importantly reduces the Council’s exposure to counterparty risk at a time
when there is still uncertainty about the financial robustness of some financial
institutions. Maintaining high levels of very cheap temporary financing has generated
surplus treasury management returns of more than £11m in recent years which has
reduced the impact of Government cuts to the Council’s grants and therefore helped
to protect front line services. At some point the Council will need to lock in to fixed-
term interest rates to reduce the exposure to future interest rate increases. However,
the Council’s budget proposals issued for consultation in January 2018 include
allowance for locking in all anticipated financing requirement at fixed interest rates
that are higher than current PWLB rates for any duration (from 1 year to 50 years)
and therefore the Council is very well placed to start to lock in to longer term fixed
rates and will do so as soon as our external treasury management advisors indicate
that the Council should start this process. The Council receives regular advice from
Arlingclose who are a firm of expert advisors specialising in all aspects of local
government treasury management and we act in accordance with the advice
received.

The report also sets out expected external financing requirements. We have an
excellent track record of complying with all the prudential indicators and limits agreed
by Council and are operating well within the overall approved credit ceiling. The
proportion of the Council’s net revenue budget used to service loan repayment is
6.4% in the current financial year. This compares to 9.6% for the average unitary
authority (half as much again compared to the position at Telford and Wrekin). The
Council has increased its external financing requirements in recent years as it follows
a more commercial approach. This has included investment in NuPlace which
provides high quality homes for rent from a reliable landlord, mainly at market rent
levels and an expansion of the Property Investment Portfolio. These investments are
expected to bring long term capital growth which will strengthen the Council’s balance
sheet as well as generating revenue returns well in excess of the associated loan
repayment charges. They will also bring other direct and indirect financial and other
benefits to the residents of the Borough including additional income from council tax,
business rates and new homes bonus, as well as protecting and creating jobs for
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local people. The Council’s solar farm generates an index linked surplus of around
£200k pa the surplus is used to help support front line services.

This report and the Prudential Indicators report, which will be considered by Cabinet
on 15 February and Council on 1 March, set out our overall approach to treasury
management and the controls that are put in place to ensure that council taxpayers
interests are protected and risks are managed as effectively as possible.

2017/18 Treasury Management Update

The treasury portfolio at the end of December 2017 showed overall net indebtedness
of £216.6m (borrowing: £240.1m less investments: £23.5m). Base rates were
increased to 0.5% in November 2017 with the next move being dependent on how the
economy responds to the uncertainties of Brexit and the extent to which the Bank of
England will be tolerant of higher levels of inflation.

The borrowing strategy for 2017/18 is to take new borrowing within shorter maturities
before gradually lengthening maturities. Also to take advantage of longer term loans
when the opportunity presents itself. To date, part of our EIP PWLB loans have
matured and 4 new loans totalling £40m have been taken. Short term borrowing has
been used to fund short term cash flow requirements and take advantage of low
interest rates.

As referred to above, a large part of the Council’s total existing borrowing and
planned further borrowings relates to the funding of income earning investments
which are budgeted to generate returns in excess of the annual loan repayment
charges and other operating costs.

The overall investment strategy for 2017/18 is to gain maximum benefit with security
of principal sum invested being the primary consideration. The weighted average
return on internal investments at the end of December 2017 was 0.19% compared to
a benchmark return for the period of 0.19%. A schedule of short-term investments is
shown at Appendix F.

The Markets in Financial Instruments Directive Il (MIFID Il) came into place on 3
January 2018 and the Council has opted to be categorised as a professional client
which allows access to financial services and advice it may otherwise be unable to
obtain (such as advice from Arlingclose, our treasury advisors). As part of the
regulations, the authority must hold an investment balance of at least £10m.

TREASURY STRATEGY

The Council’s Treasury Management Strategy is set within the parameters of the
relevant statute, guidance and accounting standards which include the Chartered
Institute of Public Finance and Accountancy’s Code of Practice for Treasury
Management in Public Services and the Prudential Code.

The Council is currently expected to be required to borrow up to £43.3m in 2018/19
based on the current capital programme plans and will adopt a flexible approach to
borrowing. In consultation with its treasury management advisors consideration will
be given to affordability, maturity profile of existing external financing, interest rate
and refinancing risk as well as borrowing source, which is primarily expected to be the
Public Works Loan Board, but may also include the LGA Municipal Bonds Agency,
European Investment Bank or commercial sources.

The strategy for any investments will generally be to reduce investments in order to
reduce counter-party risk and to reduce net interest costs as longer-term borrowing

2
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rates will tend to be greater than we are able to earn on new investments, but we will
look to lengthen investment periods, where cash flow permits, to achieve higher
interest rates within acceptable risk parameters. We would generally anticipate
holding investments of at least £10m to meet cash flow requirements (and would
therefore be compliant with MIFID Il requirements for professional investor status).
Maximum investment levels with counterparties will be set to ensure prudent
diversification is achieved whilst recognising that strict investment criteria that the
Council applies severely reduces the number of suitable available counterparties and
therefore sums with individual counterparties may be up to £15m at any one time.

The report also includes the Council’s Minimum Revenue Provision Statement Overall
the policy is in line with that previously agreed. It should be noted however that the
Department for Communities and Local Government (DCLG) issued a consultation
paper which closed on 22 December on proposed changes to the Prudential
Framework of Capital Finance, which includes proposals which would impact on MRP
and is intended to be effective from 1 April 2018. On 11 January 2018, the Municipal
Journal reported that the Local Government Association “has called for any changes
to be deferred to 2019/20, as implementation from April, as proposed would cause
significant problems for councils”. Clearly, until the changes are finalised it is not
possible to assess any financial implications for the Council. This report therefore
seeks a delegation to the Council’s Section 151 Officer to make any changes to
reflect the final DCLG proposals after consultation with the Chair of the Audit
Committee and the Cabinet Member for Finance, Commercial Services & Economic
Development.

The report also sets the Prudential Indicators associated with Treasury Management
for 2018/19.

It should be noted that there may be some changes to the Treasury Strategy before it
is presented to Cabinet on 15 February as further information becomes available. If
this is necessary, the final strategy will be circulated to Audit Committee Members for
information with any significant changes highlighted.

RECOMMENDATIONS

Audit Committee Members are asked to agree the following recommendations which
will be presented to Full Council as part of the suite of Service & Financial Planning
reports on 1 March 2018:

Members are asked to

1. Note the treasury management activities for the first half year,
2. Note the Treasury Management Policy Statement (Appendix A) and
3. Approve the Treasury Strategy, including the Annual Investment Strategy for

2018/19 together with the associated treasury Prudential Indicators and the
Minimum Revenue Provision Statement, which will apply from 2018/19
onwards.

4. Grant delegated authority to the Council’s Section 151 Officer, after
consultation with the Chair of Audit Committee and the Cabinet Member for
Finance, Commercial Services & Economic Development to make any
amendments required arising from the proposed changes to the Prudential
Framework of Capital Finance.



3. SUMMARY IMPACT ASSESSMENT

COMMUNITY
IMPACT

TARGET
COMPLETION /
DELIVERY DATE

FINANCIAL/VALUE
FOR MONEY
IMPACT

LEGAL ISSUES

OTHER IMPACTS,
RISKS AND
OPPORTUNITIES

IMPACT ON
SPECIFIC WARDS

Do these proposals contribute to specific priority plan
objectives?

Yes/  Maximisation of investment income whilst managing

No risks and minimising borrowing costs helps to support
the council’s overall financial position and therefore the
delivery of all policy objectives.

Will the proposals impact on specific groups of people?

Yes/
No

Part of ongoing Treasury Management Activities within the
Treasury Management Strategy and Policy approved by
Council.

Yes/  Where appropriate these are detailed in the body of the
Ne report.

Yes/  The Council’s Treasury Strategy has to comply with the

No relevant statue, codes and guidance which are set out
both in the main body of this report and Appendices A
and C of the strategy itself Attached).

The Assistant Director: Finance & Human Resources
(Section 151 Officer) has responsibility for the
administration of the financial affairs of the Council. In
providing this report the Assistant Director: Finance &
Human Resources is meeting one of the
responsibilities of the post contained within the
Council’'s Constitution at Part 2, Article 12, paragraph
12.04(f) which states “The Chief financial Officer will
contribute to the promotion and maintenance of high
standards of governance, audit, probity and propriety,
risk management and the approval of the statement of
accounts through provision of support to the Audit
Committee.”

Yes/  The key opportunities and risks associated with

No treasury management activities are set out in the body
of the report and in the Treasury Management Strategy
and Policy approved by Council and will be regularly
monitored throughout the year.

¥Yes/
No



PART B — ADDITIONAL INFORMATION

4.

4.1

4.2

4.3

2017/18 TREASURY MANAGEMENT UPDATE

CURRENT PORTFOLIO POSITION

31 March 2017 31 Dec 2017
Principal Principal
£m £m

Fixed Rate Borrowing — PWLB 42.970 80.535
Fixed Rate Borrowing — LOBO 60.000 45.000
Fixed Rate Borrowing — Market 0.000 15.000
Variable Rate Borrowing - market 117.078 99.578
Total External Financing 220,048 240.113
Investments - in-house 26.393 23.532
Total Investments 26.393 23.532
Net Indebtedness 193.655 216.581

INTEREST RATES

Base rates were increased to 0.5% in November 2017. The Bank of England
Quantitative Easing programme remains at £435bn. The next move in the base rate
will be largely dependent on how the economy responds to the uncertainties of
‘Brexit’ and the extent to which the Bank of England will tolerate higher levels of
inflation following the fall in the value of sterling after the referendum vote and the
continuing weakness of the currency.

BORROWING & RESCHEDULING

The borrowing strategy for the current year has been to borrow temporarily to take
advantage of low interest rates where possible and to undertake new longer term
borrowing initially in shorter maturities before gradually extending maturities.

Rescheduling

During 2017/18 no rescheduling has taken place as market conditions have not
been favourable, however the scope for opportunities is regularly monitored.

New Borrowing

Between the period 1 June 2017 (previous Member update) and 31 December
2017, £156.0m of temporary loans have been raised in order to fund short-term
cash flow requirements at various points. Interest rates have ranged from 0.20%
to 0.45% - interest rates have remained fairly low during this time. £99.578m of this
temporary borrowing was outstanding at 31 December 2017. The following longer
term borrowing has been undertaken since June 2017 with a view to slowly locking
in to some longer-term fixed interest rates.

Date Loan Period Amount Interest Rate
1/06/17 PWLB EIP 10 years | £10,000,000 1.20%
8/09/17 PWLB EIP 20 years | £10,000,000 1.87%
21/12/17 | PWLB EIP 20 years | £10,000,000 2.03%
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4.4.2

4.5

INVESTMENTS

The strategy for the current year is: The Authority’s objective when investing
money is to strike an appropriate balance between risk and return.

In-House Investments

The majority of the Council’s investments are internally managed — currently just
temporary investments for cash flow purposes.

Temporary Investments

The majority of funds are invested by the Council’s own officers in order to
maximise returns from day to day cash flows. During the year the Council has
invested £3m in Money Market Funds which provide an alternative to call-
accounts providing broader diversification and slightly higher yields.

In total £1,426m of investments were placed between 1 June and 31 December.
Interest rates have ranged from 0.0% to 0.40% and periods ranged from overnight
deposits to 10 days. £23.532m in house temporary investments were held at 31
December 2017.

Longer Term Investments

A number of internally managed deposits have been made previously. We
currently hold no longer term investments.

It should be noted that under the current guidance from our Treasury Advisors our
investment policy would mean that new deposits with financial institutions should not
be placed for longer than 13 months.

Overall the weighted average return on all internal investments for the year to date
was 0.19% compared to a benchmark return for the period of 0.19%.

Overall Position and Exposure

A full analysis of all Council investments at the end of December is shown in
Appendix F.

Our current counterparty limit and maximum exposure is £15.0m for the current
year with any one counterparty. At the end of December the greatest exposure
with a single counterparty was £6.9m with Lloyds Bank (29% of the total
portfolio).

The Council is guided by its Treasury advisers, Arlingclose, in assessing
investments.

LEASING

Each year the Council arranges operating and finance leases for assets such
as vehicles, computers and equipment. This helps to spread the cost over a
number of years.

There have been two drawdowns in 2017/18 which were undertaken in
September. The drawdowns consisted of a finance leases from JCB Finance
totalling £0.025m and funded the purchas