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

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

If you have any concerns or are dissatisfied with any part of KPMG’s work, in the first instance you should contact lan Pennington, the appointed engagement lead to the
Council, who will try to resolve your complaint. If you are dissatisfied with your response please contact Trevor Rees on 0161 246 4000, or by email to
trevor.rees@kpmg.co.uk, who is the national contact partner for all of KPMG’s work with the Audit Commission. After this, if you are still dissatisfied with how your
complaint has been handled you can access the Audit Commission’s complaints procedure. Put your complaint in writing to the Complaints Unit Manager, Audit
Commission, Westward House, Lime Kiln Close, Stoke Gifford, Bristol, BS34 8SR or by email to complaints@audit-commission.gov.uk. Their telephone number is 0844
798 3131, textphone (minicom) 020 7630 0421.
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This document summarises

the key findings arising from
our work to date in relation
to both the audit of the
Council’s 2011/12 financial
statements and the 2011/12
VFM conclusion.

Section one
Introduction

Scope of this report
This report summarises the key findings arising from:

= our interim audit work at Cheltenham Borough Council (the
Council) in relation to the 2011/12 financial statements; and

= our work to support our 2011/12 value for money (VFM) conclusion
up to March 2012.

Financial statements

Our External Audit Plan 2011/12, presented to you in January 2012,
set out the four stages of our financial statements audit process.

Substantive
Procedures

Control
Evaluation

Planning Completion

During March 2012 we completed our planning and control evaluation
work. This covered our:

= review of the Council’'s general control environment, including the
Council’s IT systems;

= testing of certain controls over the Council’s key financial systems
with the help of internal audit;

m assessment of the internal audit function; and

= review of the Council’'s accounts production process, including
work to address prior year audit recommendations and the specific
risk areas we have identified for this year.

VFM conclusion

Our External Audit Plan 2011/12 explained our risk-based approach to
VFM work, which follows guidance provided by the Audit Commission.
We have completed some early work to support our 2011/12 VFM
conclusion. This included:

m assessing the potential VFM risks and identifying the residual audit
risks for our VFM conclusion;

= considering the results of any relevant work by the Council, the
Audit Commission, other inspectorates and review agencies in
relation to these risk areas; and

= identifying what additional risk-based work we will need to
complete.

Structure of this report
This report is structured as follows:
= Section 2 summarises the headline messages.

= Section 3 sets out our key findings from our interim audit work in
relation to the 2011/12 financial statements and VFM

Our recommendations are included in Appendix 1. We have also
reviewed your progress in implementing prior recommendations and
this is detailed in Appendix 2.
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This table summarises the

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

Section two
Headlines

Your organisational control environment and IT control environment is effective overall.
There is one area has been identified for improvement within the IT control environment.

The controls over the key financial system are generally sound. However, further work is required to assess the
controls at the start of the final audit visit in July, before we finally conclude. The additional control areas will be
reported in the ISA 260 report to be issued in September 2012

Internal audit fully complies with the Code of Practice for Internal Audit in Local Government.

The Council’s overall process for the preparation of the financial statements is strong, however there will be
additional resource and time constraints on the finance team as they close down the annual accounts, prepare for the
audit and also manage the transition and data migration to GO and Agresso.

We will follow up the recommendations in both our Interim audit report 2010/11 and ISA 260 Report 2010/11 in our
ISA 260 report in September 2012 as several of recommendations were dependent on the transition to GO.

Our VFM audit risk assessment and work to date has provided good assurance on the Council's arrangements to
secure value for money on its use of resources. We have completed this initial risk assessment and consider that the
‘Bridging the Gap’/Savings plan and the successful transition to GO are the key risks for the Council at present.

We still have to complete our programme of audit work to inform our value for money conclusion, to be issued in
September alongside our opinion on the Council’s accounts.
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Your organisational control

environment is effective
overall.

Section three — financial statements
Organisational control environment

Work completed

Controls operated at an organisational level often have an impact on
controls at an operational level and if there were weaknesses this
would have implications for our audit.

In previous years we used our work on the Use of Resources
assessment to inform our findings in these areas. Due to the reduced
scope of the VFM assessment we have to complete more specific
work to support our financial statements opinion.

We obtain an understanding of the Council’s overall control
environment and determine if appropriate controls have been
implemented. We do not complete detailed testing of these controls.

Key findings
We consider that your organisational controls are effective overall.

All aspects are positive with the exception of risk assessment
processes. We have graded this at level two, due to the number of
recommendations raised by Internal Audit in their review of the area.

Aspect Assessment

Organisational structure

Integrity and ethical values

Philosophy and operating style

Participation of those charged with
governance

Human resource policies and practices

® ® ®oo0

Risk assessment process

Information systems relevant to financial
reporting

®

Communication

Monitoring

®®

Key: © Ssignificant gaps in the control environment.
Deficiencies in respect of individual controls.

© Generally sound control environment.
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m Section three — financial statements
IT control environment

Your IT control environment Work completed Aspect Assessment

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

and computer operations. Development of new systems and applications

System changes and maintenance

This work has been complemented by our own testing of relevant

controls in Aptos, Civica Open Revenues and Civica ICON carried out Computer operations, incl. processing and

® ® ® 0o

by our IT specialists. backup

We have not completed detailed system testing on Agresso at this End-user computing

stage as Cheltenham Borough Council had not yet migrated until after

the year end. We will complete detailed testing on the data migration Key: @ Significant gaps in the control environment.

to Agresso and assess the strength of the control environment of
Agresso during the 2012/13 audit.

Deficiencies in respect of individual controls.
© Generally sound control environment.

Key findings
Your IT control environment remains effective overall.

This year has seen significant level of change in IT at the Council, as it
is now the IT host for the GO project. This has meant that the IT team
has been focussed on the this project and managing the transitions of
the four Councils to Agresso.

We noted one main area for further improvement which is formalising
the review of access rights to Aptos, Civica Open Revenues and
Civica Icon systems. The reviews are necessary to make sure that
only valid individuals have access to specific systems. The reviews are
currently completed but not in a formalised manner and the results of
the reviews are not recorded.

The full recommendation is included in Appendix 1.
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The controls over the key

financial system that were
selected for testing were

found to be generally sound.

However, there are some
known weaknesses in
payroll controls that should
be rectified with the
transition to GO.

We will need to complete a
further review of internal

Section three — financial statements
Controls over key financial systems

Work completed

We work with your internal auditors to update our understanding of the
Council’s key financial processes where these are relevant to our final
accounts audit. We confirm our understanding by completing
walkthrough tests for these systems.

We then test selected controls that address key risks within these
systems. The strength of the control framework helps us to plan the
amount and depth of the substantive testing we complete during our
final accounts visit.

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

System Assessment

Financial reporting (3]

Housing rents income

Council tax income

©
Business rates income (3]
o

Payroll expenditure

Benefits expenditure TBC

Cash

Treasury management

®

audit working papers and Key findings ) .
| . h ¢ ] ) Capital expenditure TBC
control testing at the start o The controls over the key financial systems are generally sound but
the final audit visit before we have agreed with the weaknesses identified by Internal Audit and Asset disposals TBC
q will do more substantive testing at our year end audit visit.
assessing the level of g y Asset valuations TBC
substantive work required at The main weakness identified was in respect of payroll, where internal
audit has issued a ‘Limited assurance’ audit opinion. i
year-end. p IAS 19 pension (3]
We have not yet assessed the controls over benefits expenditure and Reserves TBC
grant income where we are waiting for the internal audit reports. We
have also not yet assessed the controls over capital expenditure, asset o, @ significant gaps in the control environment.
disposals, asset valuations and reserves as many of the key controls o o
. . Deficiencies in respect of individual controls.
in these areas are operated during the closedown process and our _
testing will be supplemented by further work during our final accounts ©  Generally sound control environment.
iaj TBC To be confirmed at final audit visit
visit.
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m Section three — financial statements
Review of internal audit

Work completed

Internal audit fully complies We work with your internal auditors to assess the control framework Aspect Assessment

with the Code of Practice for for key financial systems and seek to rely on any relevant work they . .
h leted S duplicati f work Scope of internal audit
el AueT i [Leea] ave completed to minimise unnecessary duplication of work. Our
audit fee is set on the assumption that we can place full reliance on Independence
Government. their work.

. . . . Ethics for internal auditors
Where we intend to rely on internal audit’s work in respect of the

Council’s key financial systems, auditing standards require us to Audit Committee

complete an overall assessment of the internal audit function and to

evaluate and test aspects of their work. Relationships with management, other auditors
The Code of Practice for Internal Audit in Local Government (the and other review bodies

Code) defines the way in which the internal audit service should Staffing, training and development

undertake its functions. We assessed internal audit against the eleven

standards set out in the Code. Audit strategy and planning

We reviewed internal audit’s work on the key financial systems and re-

performed a sample of tests completed by them. Undertaking audit work

Internal Audit have been under resource pressures as a result of the Audit strategy and planning
GO transitions and increased work loads. Internal Audit have
completed the work agreed through our External & Internal audit Joint
Working Protocol, but we have delayed the completion of some audit
tests to enable internal audit to finalise their reports.

Due professional care

OO ® ®B OO

Reporting

Key findings Key: @ Non-compliance with the standard.

Internal Audit completed a self-assessment against the Code in June Areas for improvement.

2011. We reviewed their self-assessment and evidence to support it. ©  Full compliance with the standard.
We have updated our assessment based on that review and our
knowledge through our work during 2011/12.

Based on our assessment, internal audit fully complies with the Code.

We did not identify any significant issues with internal audit’s work and
are pleased to report that we are again able to place full reliance on
internal audit’s work on the key financial systems.
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The Council’s overall

process for the preparation
of the financial statements is
adequate.

The Council will have the
additional resource
challenges of managing the
GO transition whilst
preparing for the audit.

Section three — financial statements
Accounts production process

Work completed

We managed our interim audit taking account of the demands of the
GO project on both the finance team and the IT department. In some
cases this involved delaying testing until the Final audit in July, to
ensure that the audit did not interrupt the user acceptance testing.

We continued to meet with senior officers on a regular basis to support
them during the financial year.

As part of our interim work we specifically reviewed the Council’s
progress in addressing the recommendations in our ISA 260 Report
2010/11.

Key findings

The Council has a good history of managing the year end close down
process and we do not anticipate any change to it this year. However,
this year there will be an additional challenge for the finance team
which will be to manage the transition to Agresso at the same time as
closing down the annual accounts and preparing for the audit.

We issued only one recommendation in our ISA 260 Report 2010/11
relating to the financial statements, which was in respect of lack of
evidence of review of journals. It was agreed that as the current
Council’s finance team are strong and have a proven track record,
then this recommendation would be implemented once GO had
become fully operational.

There were no high level recommendations issued during the 2010/11
audit.

Progress

Issue — Lack of evidence of review of journals

In 2011/12 it is agreed that all Journals exceeding £100,000 should be
countersigned by the Head of Financial Services or the Director of
Resources but this will be completed after 1 April 2012 following the
transition to GO.
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The Council has taken the

key risk areas we identified
seriously and made good
progress in addressing
them.

However, these still present
significant challenges that
require careful management
and focus. We will revisit
these areas during our final
accounts audit.

Specific risk areas and VFM audit approach

Work completed

In our External Audit Plan 2011/12, presented to you in December
2011, we identified the key risks affecting the Council’s 2011/12
financial statements.

Our audit strategy and plan remain flexible as risks and issues change
throughout the year. To date there have been no changes to the risks

previously communicated to you.

We have been discussing these risks with the finance team as part of

our meetings. In addition, we sought to review relevant workings and
evidence and agree the accounting treatment as part of our interim
work.

Key findings
The key risks identified in the plan included:
¢ the Council’'s Saving Plans

¢ Code change which includes the requirement to account for
Heritage Assets,

e The GO project and potential risks to the control environment and

pressures of the Finance and IT teams, together with the risks of
asset valuation

« Property sales
» Icelandic Banks update
» Costs relating to the former managing director

These risks were considered during the interim audit visit and will be
the focus of work during the year end audit visit in July to ensure that
the risks are monitored and addressed throughout the audit process.
Our findings will be reported to you in September.

VFM audit approach

Our External Audit Plan 2011/12 explained our risk-based
approach to VFM work, which follows guidance provided by the
Audit Commission. We have completed some early work to support
our 2011/12 VFM conclusion. This included:

assessing the potential VFM risks and identifying the residual
audit risks for our VFM conclusion;

considering the results of any relevant work by the Council, the
Audit Commission, other inspectorates and review agencies in
relation to these risk areas; and

identifying what additional risk-based work we will need to
complete.

During the interim audit visit we completed the audit risk
assessment for the VFM audit approach. The key risks for the
Council is the achievement of the Savings Plan and going live on
GO.

We have begun to collect audit evidence but will complete the VFM
audit work during the final audit visit and will be reported to you in
September.
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We have given each

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

The Council should closely
monitor progress in
addressing specific risks
and implementing our

Appendix 1
Key issues and recommendations

Priority rating for recommendations

o

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

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

©

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

remains in the system.

them.

Issue and recommendation

Management response/ responsible officer/ due date

recommendations. . .
1 No formal review of access has been performed on User roles and access control are an instrumental element
We will formally follow up Aptos, Civica ICON and Civica Open Revenues of the Agresso system. They are currently being
: systems maintained by the GO Programme Office although this will
th dat t
ese recommendations nex .
The control and review of access to computer systems is tErans:‘Ier to the ICT”Support ar_ld HOSt';‘.g C’:entrﬁ of
year. important to ensure that the access remains appropriate to xce en;e once a fpartner sites are ':ﬁ onthe new
job description of the member of staff and that segregation s?/stem. rocesses for new starters and leavers are in
of duties is maintained. place.
Although reviews are being completed, the reviews appear No formal_"riwew of ac‘ces(j to f‘?tos IS pl?nnedsas theb
to be on an adhoc basis and the results of review are not system_W| ecome a read-only s_ys_tem rom September
formally documented. 2012 with access limited to staff within GO Shared
) ) Services.
We acknowledge that since the recommendation was R ible officer: Paul J
raised, the Council has transitioned to GO and the Agresso esponsible officer: Faul Jones
system, but we consider that it is important that this control Due date: October 2012
should also be in place within this new environment.
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Follow-up of prior year recommendations

As aresult of change in the Number of recommendations that were:

accounting system and ) L .

. ; Included in original Interim report 2010/11 5
transition to GO on 1 April
2012, all recommendations Included in ISA 260 report 2010/11 3
for 2010/11 will be followed Total - to be followed up by audit in final audit visit in July 2012 8

up during our July audit visit
and reported in September
in the ISA 260 report. As
several of the
recommendations were
waiting for the transition to
Agresso and GO to be
implemented
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