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Executive Summary

Purpose

This Annual Audit Letter (the letter) summarises the key issues arising from our 2008/09 audit at Rugby Borough
Council (the Council). Although this letter is addressed to the Members of the Council, it is also intended to
communicate these issues to key external stakeholders, including members of the public. The letter will be
published on the Audit Commission website at . It is the responsibility of the
Council to publish the letter on its website at

Throughout our audit we have highlighted areas of good performance and also provided recommendations to help
you improve performance. A summary of our key recommendations is included in Appendix 1. We have reported
all the conclusions in this letter to you throughout the year and a list of all reports we have issued is provided in
Appendix 2.

Scope of our audit

The statutory responsibilities and powers of appointed auditors are set out in the Audit Commission Act 1998. Our
main responsibility is to carry out an audit that meets the requirements of the Audit Commission’s Code of Audit
Practice (the Code) which requires us to review and report on your:

® use of resources - whether you have made proper arrangements for securing economy, efficiency and
effectiveness ('value for money’) in your use of resources (UoR). Our work in this area is summarised in
section 2; and

® accounts — the Financial Statements and the Annual Governance Statement, summarised in section 3.
Key Messages
The key messages from our work which we draw to your attention to are:

® \We assessed the Council against a new use of resources assessment process for 2008-09 which is a harder
test than the previous process. It was assessed as performing adequately (level 2) for the three themes of
managing finances, governing the business and managing resources. Moving forward, the Council will need to
focus on:

> Ensuring that it understands the cost and performance of all its services and back-office functions and has
benchmarked them against similar organisations;

> Determining its future strategy for how it will deliver its services to the public and back office functions. This
will need to consider the best ways of delivering services to ensure that they are high quality and deliver
value for money;

> Developing a plan for future workforce requirements and ensuring that the initiatives it is taking are
improving the productivity and working lives of the workforce; and

> Strengthen arrangements over data quality ensuring that adequate processes are in place to collect and
monitor some performance indicators.

® \We issued an unqualified opinion on the 2008-09 financial statements and on the value for money conclusion.
There were no significant issues which we need to bring to your attention.

® The Council had invested £3m in Icelandic banks when the Icelandic banking system collapsed. It has included
an estimate in its 2008-09 accounts of the amount that it expects to recover which has resulted in an
impairment charge of £364k, calculated based on guidance provided by CIPFA. The final cost will not be known
with certainty for some time and the Council, like all authorities affected, is working to the repayment plan set
out by the bank’s administrators which will see the Council recovering its funds over a number of years. It has
taken advantage of the Capital Finance Regulations to defer the impact of the impairment on the General Fund
and council tax. Our work on treasury management has confirmed that the Council has good treasury
management arrangements in place and there are no recommendations which we wish to raise.

Future Issues

® From 2010/11 local government bodies are required to prepare their financial statements under International
Financial Reporting Standards (IFRS). This will require the Council to restate its opening balance sheet at 1 April
2009 and the 2009-10 accounts under IFRS to form the comparatives in the 2010/11 accounts. We are aware
that the Council has produced a project plan and is keeping the Audit Committee informed of progress.

® Public expenditure forecasts indicate that there will be significant pressure on local authorities’ funding in the
medium term increasing the need for local authorities to have comprehensive efficiency programmes supported
by sound financial management arrangements. The Council has already started to review a number of key areas
to identify potential efficiencies which it will need to explore further and factor into its medium term financial
planning. This will build on the recent end to end service reviews which have already identified and, in some
cases, delivered, efficiencies.
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Executive Summary (continued)

® The Carbon Reduction Commitment scheme requires Local Authorities who spend around £500,000 on
electricity to report their carbon usage from 1 April 2010 and to record these transactions within their financial
statements with effect from 1 April 2011. The Council will need to determine if it falls within the criteria for the
application of the scheme and consider the implications for data quality, cash flow, and reporting.

® Sustainability performance - The Treasury is developing guidance for 2010/2011 which will require all public
sector bodies to report publicly on sustainability performance in their annual reports. CIPFA is in discussion with
the Treasury about when and in what form this requirement will be formalised for local authorities and the
audit requirements. Sustainability reporting will be difficult to implement and the Council will need to ensure

that it has adequate information processes to collect and report the data.

Fees

Our fee for the audit is £122,000. We are still completing our certification of the Council’s 2008-09 grant claims
and will advise the Council of the final fees on completion of this work.

Acknowledgement

2008/09 was KPMG's final year as the Council's external auditor. We would like to thank the Council’'s
management and staff for the help, support and co-operation they have provided throughout the period of our
appointment.




Use of resources

The main elements of our use of resources work are:

® (se of Resources — we assess how well the Council is managing and using its resources to deliver value for
money and better and sustainable outcomes for local people; and

® \Value for money conclusion — we issue a conclusion on whether we are satisfied that you have put in place
proper arrangements for securing economy, efficiency and effectiveness in your use of resources. This is
based on the Use of Resources assessment.

The findings from this work are summarised below.

Element of work Key findings

From 2008/09, the Audit Commission introduced a new use of resources (UoR) assessment
framework which forms part of the Comprehensive Area Assessment. The assessment considers
how well organisations are managing and using their resources to deliver value for money and
better and sustainable outcomes for local people. The assessment focuses on three themes:

® sound and strategic financial management;
® strategic commissioning and good governance; and
® the management of natural resources, assets and people.

The Council’s performance is assessed against a number of key lines of enquiry which are
supported by detailed guidance. The Council’s performance is summarised below.

G
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We have assessed the Council as an overall score of level 2 which means the Council is performing
adequately. This represents an improvement on the previous year, given that this assessment is a

Use of Resources  harder test.

The Council has some good arrangements in place at a sub KLOE level such as training and
development for councillors and employee performance management. However to move to level 3
the Council will need to demonstrate that it has an increased focus on demonstrating delivery of
outcomes for local people and staff. In particular, the Council should consider:

® Ensuring that it understands the cost and performance of all its services and back-office
functions and has benchmarked them against similar organisations;

® Determining its future strategy for how it will deliver its services to the public and back office
functions. This will need to consider the best ways of delivering services to ensure that they are
high quality and deliver value for money;

® Developing a plan for future workforce requirements and ensuring that the initiatives it is taking
are improving the productivity and working lives of the workforce; and

® Strengthen arrangements over data quality as our spot check reviews of a number of
performance indicators highlighted that the Council needs to ensure adequate processes are in
place to collect and monitor some performance indicators.

We have recommended that the Council improves its internal assessment process for use of
resources and focuses on providing case studies to demonstrate outcomes. We have also
recommended that it produces an action plan setting out how it will improve its processes and
scores which should be monitored by the Audit Committee.

Our detailed report, issued in September 2009, highlights the areas on which the Council should
focus its efforts.

We issued an unqualified value for money conclusion for 2008/09. This means that we are
satisfied that you put in place proper arrangements for securing economy, efficiency and
effectiveness in your use of resources. -
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Financial statements

Audit opinion

We issued an unqualified opinion on your accounts on 29 September 2009. This means that we believe the
accounts gave a true and fair view of the financial affairs of the Council and of the income and expenditure
recorded during the year.

Before we gave our opinion on the accounts, we were required to report to ‘those charged with governance’ any
significant matters identified. We did this in our ISA 260 report to the Audit Committee on 22nd September 2009
and the key issues are summarised here.

Accounts production and adjustments to the accounts

e \We received a complete set of draft accounts by the 30t June deadline which were supported by good quality
working papers.

o \We did not identify any material errors in the accounts. However, we identified three issues that have been not
been adjusted by management as they did not have a material effect on the financial statements. These related
to a VAT claim under Fleming and updated guidance on the likely recovery of deposits and interest on Icelandic
banks investment, both of which were uncertain at the time of preparation of the draft accounts. The Council
also adjusted the accounts for a number of presentational matters.

® \We raised three recommendations to strengthen the Council’s closedown process, none of which were
considered significant.

Whole of Government accounts

We issued our opinion on the Whole of Government Accounts on 1 October 2009 confirming that they were
consistent with the statutory accounts of the Council.

Treasury Management

As we reported in last year’s Annual Audit Letter, the Council had invested £3m in Icelandic banks. The Council had
invested £3m in Icelandic banks when the Icelandic banking system collapsed. It has included an estimate in its
2008-09 accounts of the amount that it expects to recover which has resulted in an impairment charge of £364Kk,
calculated based on guidance provided by CIPFA. The final cost will not be known with certainty for some time
and the Council, like all authorities affected, is working to the repayment plan set out by the bank’s administrators
which will see the Council recovering its funds over a number of years. It has taken advantage of the Capital
Finance Regulations to defer the impact of the impairment on the General Fund and council tax. Our work on
treasury management has confirmed that the Council has good treasury management arrangements in place and
there are no recommendations which we wish to raise.

Grants Certification

We have certified five of the six grant claims for 2008-09. Of these, two have required amendments, and none
have been qualified. We will certify the remaining claim ( Housing Revenue Account subsidy) by the due date of 31
December 2009.




Appendix 1: Key recommendations

This appendix summarises the high priority recommendations that we have identified during 2008/09, along with
your response to them.

. Management Response /
Recommendation . . .
Timescale for implementation

The Authority should build on the 2008-09 self assessment process and

develop a more focused assessment which: Leadership Team and councillors will need to
consider the merits and opportunity cost of
submitting a self-assessment for 2009/10 against
the value gained.

e contains an executive summary setting out a balanced assessment of
the Authority’s progress against the KLOEs over the last year;

® is supported by evidence and is clearly signposted to the assessment;
PR y y sianp Head of Resources

March 2010
e is approved by the Leadership and Operations Team and has been

subject to challenge by the Audit Committee.

¢ is accompanied by case studies to demonstrate outcomes; and

The Authority should develop an action plan in response to the finings of Leadership Team and councillors will need to
this report. The action plan should have named responsible officers and consider the merits and opportunity cost of
a timescale for implementation. submitting a self-assessment for 2009/10 against

The action plan should be discussed and challenged by the Audit the value gained.

Committee and progress reports should be submitted to the Audit Head of Resources
Committee during the year March 2010

We also raised three recommendations which were medium or low priority. These related to strengthening the
accounts process around month end adjustments to bank reconciliations, reviewing the process for establishing
the bad debt provision and complying with year end procedures over posting of invoices.




Appendix 2: Audit reports issued

A summary of the reports issued in the year to date by KPMG is set out below.

Audit and Inspection plan 2008-09 May 2008
ISA260 report to those charged with governance September 2009
Annual Audit Letter November 2009
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