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Status of our reports to the Council

Our reports are prepared in the context of the Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission. Reports are
prepared by appointed auditors and relationship managers, and addressed to members or officers. They are prepared for the sole use of the audited body, and
no responsibility is taken by auditors to any member or officer in their individual capacity, or to any third party.
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1. Introduction

Background

This report summarises the conclusions and significant issues arising from the work that we have carried in relation to the 2005/06 audit. The audit
was conducted in accordance with the Audit Commission’s Code of Audit Practice ("the Code™) and the agreed audit plan. Our responsibilities and
those of the Council itself are described in more detail in Appendix A.

Purpose of this report

In this report we set out our findings from the 2005/06 audit, namely:

Our proposed audit opinion on the 2005/06 statement of accounts

Our views about the qualitative aspects of the Council’s accounting practices and financial reporting

The results of our interim audit of accounting and internal control systems, including details of any specific weaknesses
Details of any uncorrected items in the statement of accounts

Our proposed Value for Money conclusion for 2005/06.

Within this report we have also summarised the results of our audit work previously reported to the Council, specifically:

. The Council’s 2006 Use of Resources assessment
. The results of our audit on the 2005/06 Best VValue Performance Plan and 2004/05 Best VValue Performance Indicators.
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Scope of the work

The audit plan which we agreed with the Council described the following work which we would do to meet our audit responsibilities:

We are required to audit the financial statements and to give an opinion as to| e We assessed the adequacy of the Council’s key financial systems that
whether: support the transactions and balances in the financial statements. We took
into account the work of Internal Audit to ensure that duplication of effort

. . . . . . was avoided.
o they present fairly the financial position of the Council and its

income and expenditure for the year ended 31 March 2006; and o We have performed detailed analytical audit procedures on all material

e whether they have been prepared in accordance with relevant elements of income and expenditure within the accounts.
legislation and applicable accounting standards. e We have tested selected transactions and balances to source documents.

e The accounts have been reviewed to ensure compliance with the guidance
set out in CIPFA’s Statement of Recommended Practice (SORP) in
relation to statutory requirements, accounting standards, accounting
presentation and disclosure.

We are required to review whether the Statement on Internal Control (SIC) | o e reviewed the arrangements that the Council had put in place and the
has been presented in accordance with relevant requirements and we are evidence gathered to provide sufficient assurance for the Policy and
required to report if the statement: Resources Select Committee to approve the SIC and for the Chief
Executive to authorise the SIC.

does not meet these requirements . . .
e . . e We reviewed disclosures made in the 2005/06 Statement on Internal
e is misleading; and/or Control to assess whether they are consistent with the results of work
e isinconsistent with, or incomplete in the light of, other reported by Internal Audit and our knowledge of the Council

information of which we are aware. . .
e We ensured that the SIC has been presented in accordance with relevant

requirements

e We reviewed Council Minutes to identify any inconsistencies
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Code responsibility: Work undertaken:

We are required to review whether the Council has made proper e We undertook a review of the Council’s arrangements in the areas of
arrangements for securing economy, efficiency and effectiveness in its use financial reporting, financial management, financial standing, internal
of resources control and value for money using key lines of enquiry (KLOE) developed

by the Audit Commission.

o  We reviewed the Council’s 2005/06 Best Value Performance Plan for
compliance with governing legislation in terms of its preparation and
publication.

e We carried out detailed testing of the systems underpinning the production
of the 2004/05 outturn Pls and future years’ targets

e We undertook work beyond the use of resources phase to inform our
conclusion (the VFM conclusion) as to whether the Council has made
proper arrangements for securing economy, efficiency and effectiveness in
its use of resources. Again this work was informed by specified key lines
of enquiry and criteria established by the Audit Commission.

A list of the audit reports issued during the year is shown at Appendix D to this report. Our planned audit fee for 2005/06 was £81,000, which was
identical to our actual fee for that period; more detail is provided in Section 4 of this document.
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2. Audit of the financial statements

Introduction

The International Standard on Auditing 260 (ISA 260 ‘Communication of audit matters to those charged with governance’) provides standards and
guidance governing the communication of audit matters between the auditor and those charged with governance of an entity.

Under this standard we are required to consider audit matters of governance interest that arise from our audit of the financial statements and
communicate them to those charged with governance. The Council has determined that for audit purposes those charged with governance are the
members of the Policy and Resources Select Committee. This report needs to be considered by Members in advance of the 30 September audit
deadline.

Proposed audit opinion

We have completed our audit of the Council’s financial statements for the year ended 31 March 2006. We propose to issue an unqualified opinion on
the financial statements following receipt of a letter of representation from management and signing of the financial statements, including the
Statement on Internal Control.

New financial reporting requirements

The findings from our audit of the Council’s financial statements for the year ended 31 March 2006 are detailed in the following paragraphs. In
addition we identified a small number of new audit and disclosure requirements during the planning process, and discussed these with the Council’s
finance team. For completeness these are noted below:

New guidance on accounting for pension benefits
This relates to changes to LGPS benefits affecting the FRS 17 data, and also clarification around the discount rate to be used in the calculation of
pension interest cost.

New guidance on capital accounting
This concerns clarification around ‘Adjustment A’ in relation to the calculation of the capital financing requirement.
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Whole of government accounts

For 2005/06 the Council will need to produce an auditable dry run submission of WGA data for the Treasury. This should draw upon the audited
Statement of Accounts for 2005/06. The return is subject to our separate audit and once audited will be submitted to government by us in early
October 2006.

Amendments to the Accounts and Audit Regulations

There are a number of minor changes to these regulations; the most significant being the requirement for the SIC, and annual report of internal audit
to be considered and approved separately from the accounts.

We are satisfied that the Council has dealt properly with the above changes.

Quialitative aspects of the Council’s accounting practices and financial reporting

The Council has prepared its financial statements in accordance with the requirements of the 2005 SORP and the Best Value Accounting Code of
Practice. We are also content that the Statement on Internal Control complies with the relevant CIPFA guidance and that it is consistent with our
knowledge of the Council and the annual review of effectiveness carried out by Internal Audit.

The draft financial statements were presented to Policy and Resources Select Committee on 21 June 2006 and formally approved by the Leader on 23
June, in advance of the 30 June statutory approval deadline for local government bodies.

We received draft accounts of good quality, in accordance with the timetable agreed with the Council. The working papers supporting the accounts
were available at the start of the audit and also were of good quality. Officers in the Finance department were again particularly helpful to us, both
during the fieldwork and in the post-fieldwork phases.

Letter of representation

In order to obtain sufficient audit evidence for our audit opinion on the financial statements we obtain representations from management on aspects of

the accounting records, accounts disclosures and other matters. The draft representation letter that we request management and those charged with
governance to sign is shown in Appendix B to this report.
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Mis-statements — adjusted and unadjusted

We found no material issues to amend in the draft statement of accounts. Some amendments have been made to the draft accounts to rectify small
errors or omissions identified during audit testing. These included:

. Fixed Asset disclosures were revised to improve clarity and to correct an £80,000 misclassification between operational and non-operational
assets. The amendment had no impact on the overall Fixed Asset balance nor or the Consolidated Revenue Account outturn

° The Pension Reserve note was amended so that it agreed with the Actuary’s report and with financial information presented elsewhere in the
financial statements

. The Cash Flow Statement was amended to show correctly changes in debtors and creditors and certain capital expenditure. These

amendments had no impact on the Council’s overall income or expenditure in the year.

There are no unadjusted errors in the 2005/06 accounts that we would like to report to Members. All but a small number of trivial errors, one of which
was valued at £563 and the remainder individually at under £400, have been corrected in the financial statements.

Expected modifications to the Auditor’s report

There are no modifications to the audit report on the financial statements for the year ended 31 March 2006. The draft audit report on the financial
statements is shown in Appendix C.

Material weaknesses in internal control

In order to arrive at an opinion on the Council’s accounts we assess whether the key financial systems on which the accounts are based are adequate
and are operating as prescribed. These systems generate material transactions and, as such, have a material impact on the Council’s annual accounts.

The following financial systems were identified as being material to the audit opinion on the financial statements:

Main accounting system
Payroll

Cash receipting and banking
Income and debtors
Purchases and creditors
Treasury management
Housing benefits

Council tax income
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) Business rates income.

For each key system we reviewed the work undertaken by Internal Audit and where necessary reperformed testing to enable us to rely on it. We
found no significant weaknesses in the financial systems and were able to conclude that during the period in question the high level system controls
operated as expected. We were therefore able to place reliance on the systems for the purpose of our audit, and reduce the amount of testing required
during our final audit visit.

We found that, in line with the managed audit working protocol, the testing Internal Audit had undertaken during the year satisfied our requirements.
Internal Audit’s work was again of a good quality.

Risk of material misstatement from fraud or other irregularity

Under the International Standards on Auditing 240 and 250 we are required to assess the risk of material misstatement arising from fraud or other
irregularity. We have assessed the risk of material misstatement due to fraud and have concluded that the risk of material misstatement from this
source is low. In addition, our work on legality indicated that the Council has adequate management arrangements to safeguard legality, and we
therefore considered the risk of misstatement from this source to be low.

Other significant matters

There are also no other matters of governance interest that we wish to draw to your attention. In particular, we can confirm that we have received no
guestions or objections in respect of items in your accounts. Additionally, we have not identified any issues that might require us to report in the
public interest or exercise any other special powers.
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3.  Work in relation to Use of Resources

Use of Resources

Our work on the Use of Resources comprises our assessments on the themes of Financial Reporting, Financial Management, Financial Standing,
Internal Control and Value for Money. This work was carried out in the period December 2005 to January 2006. Our findings from this work were
summarised in the annual audit and inspection letter that was presented to Members in March 2006: they are set out in a little more detail below.

Key Line of Enquiry

Key Improvement Opportunities

Financial 1.1 The Council produces annual accounts in -The Council should consider how it might improve further the efficiency of the external
Reporting accordance with statutory requirements etc. audit of the accounts. In particular, to provide comprehensive variance analysis.
-The Council should consider consulting the public and local businesses on whether they
would find the publishing of summary financial information informative, either as part
1.2 The Council promotes external of an annual report or other publication.
accountability.

) . - ) . . - The Council’s medium term financial projections should model key balance sheet areas,
Financial 2.1 The Council’s Medium Term Financial in addition to reserve levels, and resource requirements over a minimum of three years. -
Management Strategy, budgets and capital strategy are - The Council also needs to put in place arrangements to demonstrate how its financial

s;nursdly based ?“d designed to deliver its plans and strategies contribute to the achievement of its corporate objectives.
strategic priorities. _ : ; » . .
- Members and senior officers should consider opportunities for further improving
2.2 The Council manages performance against financial management, e.g.
budgets. e The production of accrued financial monitoring reports at appropriate key points in
the year, including significant balances as well as revenue items
e Systematic testing and consultation to ensure that report outputs from financial
2.3 The Council manages its asset base. systems are accurate, reliable, clear, convenient and readily understood by users.
- The Council should establish robust performance measures against which to measure
how its assets as a whole contribute to the achievement of corporate and service
objectives and integrate this with relevant organisational financial information.
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Theme Key Line of Enquiry Score Key Improvement Opportunities
Financial 3.1 The Council manages its spending within 1 We noted in the 2004/05 annual audit and inspection letter, presented to Members on 29
Standing the available resources. March 2006, that the Council had set a balanced budget in 2005/06 that took account of a

range of cost pressures and the impact upon council tax. However, in our view it had not
effectively managed its spending during the year within the available resources. In
particular, supplementary estimates had continued to be approved without compensatory
savings being identified. This had put increased pressure on the Council’s general fund
balance, which was due to fall to around £500,000 at the time we undertook our work.
This was considerably less than the range set in the Council’s policy, which stated that
the general fund working balance should be maintained at between £2.2 and £2.7m.

We noted that the Council had agreed a budget for 2006/07 to get the general fund
balance back to within the range above by 31 March 2007. This would involve the
achievement of efficiency savings and the transfer of money from another available
reserve.

Accordingly, we made the following recommendation:
- The Council needs to closely monitor the implementation of its financial strategy to

ensure that spending is effectively managed and the general fund balance restored to the
agreed minimum level as soon as possible.

- Corporate level responsibility for risk management needs to be established more

Internal 4.1 The Council manages its significant 2 clearly, the restart of the risk management group being critical to driving this agenda
Control business risks. forward
4.2 The Council has arrangements in place to 2 - Understanding and ownership of risk management issues across all services needs to be
maintain a sound system of internal control. strengthened
_ _ - Members with responsibility of risk management should receive reports on a regular
4.3 The CO_UﬂC" has arrangements in place that basis and take appropriate action to ensure that corporate business risks are being
are designed to promote and ensure probity 3 actively managed

and propriety in the conduct of its business. ) )
- As part of the above processes, the Council should put in place an assurance framework

that maps its strategic objectives to risks, controls and assurances
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Theme Key Line of Enquiry Score Key Improvement Opportunities
Value for 5.1 Does the Council currently achieve good 2 - The Council needs to develop a more embedded culture of performance management
Money value for money? across all areas of its activity.
- There needs to be more regular monitoring and involvement from members including,
52 Does the Council manaae and improve 5 in particular, challenge of performance and the achievement of value for money. The
' value for monev? g P Council should more regularly assess the impact of service change, including the
y: achievement of value for money, from the perspective of service users.
- The CPA Improvement Plan needs to be more focussed and challenging.
- The Council should implement a programme of internal reviews focused on
achievement of clear value for money objectives. The Council should put more emphasis
on quantifying the outputs of efficiencies and VFM obtained.
- The Council needs to develop an effective procurement strategy, incorporating actions,
so that its impact is measurable.
- The Council will need to make further use of joint procurement with its partners to
maximise efficiency opportunities.
Conclusion

The Council scored 2 (on a scale of 1 to 4, where 4 is excellent) for its Use of Resources assessment, indicating adequate performance overall. There
are a number of areas in which we identified improvement opportunities and these have been accepted by officers and form the basis of an action
plan. We will assist officers in addressing these improvement areas and we will report back to Members during 2006/07 audit on progress made.
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Best Value Performance Plan (BVPP) 2005/06

We concluded that the Council's 2005/06 BVPP, published by the end of June 2005 deadline, complied with the governing legislation in all
significant respects. We issued our statutory report on the BVPP audit on 7 October 2005.

We recommended that the Council should refer, in the BVPP, to its improvement planning programme and, in particular, to opportunities and
weaknesses identified in the CPA process and the outcomes it expects to achieve as a result.

We will shortly start our audit of the 2006/07 BVPP and 2005/06 outturn Pls, and will report back to Members once this work is complete.

Value for money (VfM) conclusion

The VFM conclusion is an overall assessment drawing on the Use of Resources Key Lines of Enquiry, our work on the BVPIs, recent inspection
activity and the Direction of Travel Assessment carried out by Audit Commission in early 2006.

Having made the assessment against the criteria we have concluded that the Council has made proper arrangements to secure economy, efficiency and
effectiveness in the use of its resources for the year ended 31 March 2006. This assessment, based on arrangements in place at 31 March 2006,
indicates that the Council’s arrangements are, overall, adequate.

There are, however, a number of areas in which these arrangements need to be improved. These were outlined in the Annual Audit and Inspection
Letter for 2004/05, which was presented to Members in March 2006. These include financial standing, which the Council is addressing through
transfer of funds in 2006/07 to support the General Fund working balance but which nevertheless also requires the achievement of £1.3 million
savings by 31 March 2008 if the working balance is to be maintained within the range determined by the Council’s policy. The Council has currently
identified a number of areas in which savings can be made and it has sufficient cash-backed reserves and provisions to support its general fund
balance in the short-term. We have therefore not qualified our VFM conclusion on the basis of inadequate financial standing, despite our scoring the
Council as a ‘1’ in our Use of Resources assessment in March 2006.

Other areas for improvement that support the Council’s corporate priorities include: procurement; risk management; and embedding performance
management arrangements.

Our proposed opinion is outlined as part of Appendix C.
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4.  Audit fee information

The table sets out a comparison between our planned fees as shown in our 2005/2006 audit plan and the 2005/06 outturn. We can confirm that we
undertook no work at the Council that did not relate to our Code objectives.

Code area 2005/06 planned fees 2005/06 outturn fees
£ £

Audit of the Accounts 43,000 43,000
BVPP/BVPIs 14,190 14,190

Use of Resources/ Value for Money 23,000 23,000
Conclusion

Contribution to the Audit Commission 810 810

Total £81,000 £81,000

As shown above, our actual fees were in line with our planned fees for 2005/06.
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Appendix A

Responsibilities of the auditors and the Council

Introduction to responsibilities

Those who are responsible for the conduct of public business and spending public money are accountable for ensuring both 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.

In discharging this accountability, public bodies and their management (both members and officers) are responsible for putting in place proper
arrangements for the governance of their affairs and the stewardship of the resources at their disposal. They are also required to report on their
arrangements in their annual published Statement on Internal Control.

The following paragraphs summarise the responsibilities of auditors and of audited bodies in relation to the responsibilities of auditors described in
the Audit Commission’s Code of Audit Practice.

Auditing the financial statements

The financial statements, which comprise the published accounts of the Council, are an essential means by which it accounts for its stewardship of the
resources at its disposal and its financial performance in the use of those resources. It is the responsibility of the Council to:

. put in place systems of internal control to ensure the regularity and lawfulness of transactions;
o maintain proper accounting records; and
. prepare financial statements that present fairly the financial position of the Council and its expenditure and income.

The Council is also responsible for preparing and publishing with its financial statements a statement on internal control.
We audit the financial statements and give our opinion, including:
. whether they present fairly the financial position of the Council and its expenditure and income for the year in question; and

. whether they have been prepared properly in accordance with relevant legislation and applicable accounting standards.
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In carrying out their audit of the financial statements, we have regard to the concept of materiality and subject to this, we provide reasonable
assurance that the financial statements:

. are free from material misstatement, whether caused by fraud or other irregularity or error;
. comply with statutory and other applicable requirements; and
. comply with all relevant requirements for accounting presentation and disclosure.

We examine selected transactions and balances on a test basis and assess the significant estimates and judgments made by the Council in preparing
the statements.

We also evaluate significant financial systems, and the associated internal financial controls, for the purpose of giving our opinion on the financial
statements. Where we identify any weaknesses in such systems and controls, we draw them to the attention of the Council, but cannot be expected to
identify all weaknesses that may exist.

We review whether the statement on internal control has been presented in accordance with relevant requirements and report if it does not meet these
requirements or if it is misleading or inconsistent with other information of which we are aware. In doing so we take into account the knowledge of
the Council gained through our work in relation to the audit of the financial statements and through our work in relation to the Council’s
arrangements for securing economy, efficiency and effectiveness in the use of its resources. We are not required to consider whether the statement on
internal control covers all risks and controls, nor are we required to form an opinion on the effectiveness of the Council’s corporate governance
procedures or risk and control procedures.

Responsibilities in relation to arrangements for securing economy, efficiency and effectiveness in the use of resources

It is the responsibility of the Council to put in place proper arrangements to secure economy, efficiency and effectiveness in its use of resources, and
to ensure proper stewardship and governance, and regularly to review the adequacy and effectiveness of them. Such corporate performance
management and financial management arrangements form a key part of the system of internal control and comprise the arrangements for:

. establishing strategic and operational objectives;

o determining policy and making decisions;

. ensuring that services meet the needs of users and taxpayers and for engaging with the wider community;
. ensuring compliance with established policies, procedures, laws and regulations;
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. identifying, evaluating and managing operational and financial risks and opportunities, including those arising from involvement in
partnerships and joint working;

. ensuring compliance with the general duty of best value, where applicable;

. managing its financial and other resources, including arrangements to safeguard the financial standing of the audited body;

. monitoring and reviewing performance, including arrangements to ensure data quality; and

. ensuring that the audited body’s affairs are managed in accordance with proper standards of financial conduct, and to prevent and detect fraud

and corruption.
The Council is responsible for reporting on these arrangements as part of its annual statement on internal control.

We have a responsibility to satisfy ourselves that the Council has put in place proper arrangements to secure economy, efficiency and effectiveness in
its use of resources. In meeting this responsibility we should review and, where appropriate, examine evidence that is relevant to the Council’s
corporate performance management and financial management arrangements, as summarised above, and report on these arrangements. We also have
a responsibility to consider, and report on, the Council’s compliance with statutory requirements in respect of the preparation and publication of its
best value performance plan.

We are responsible for reporting annually our conclusion, having regard to relevant criteria specified by the Audit Commission, as to whether the
Council has put in place proper arrangements for securing economy, efficiency and effectiveness in its use of resources. We report if significant
matters have come to our attention that prevent us from concluding that the Council has put in place proper arrangements. However, we are not
required to consider whether aspects of the Council’s arrangements for securing economy, efficiency and effectiveness in its use of resources are
effective.

In planning our audit work in relation to the arrangements for securing economy, efficiency and effectiveness in the use of resources, we consider and
assess the relevant significant business risks. These are the significant operational and financial risks to the achievement of the Council’s statutory
functions and objectives, which apply to the Council and are relevant to our responsibilities under the Code, and the arrangements it has put in place
to manage these risks. Our assessment of what is significant is a matter of professional judgment and includes consideration of both the quantitative
and qualitative aspects of the item or subject matter in question.

When assessing risk we consider:
o the relevance and significance of the potential business risks faced by all bodies of a particular type;

. other risks that apply specifically to the Council,
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. the Council’s own assessment of the risks it faces; and
. the arrangements put in place by the Council to manage and address its risks.

In assessing risks we have regard to:

. evidence gained from previous audit work, including the response of the Council to previous audit work;

. the results of assessments of performance carried out by the Commission;

. the work of other statutory inspectorates; and

. relevant improvement needs, identified in discussion with the Commission or other statutory inspectorates.

Where we rely on the reports of statutory inspectorates as evidence relevant to the Council’s corporate performance management and financial
management arrangements, the conclusions and judgments in such reports remain the responsibility of the relevant inspectorate or review Council.

In reviewing the Council’s arrangements for its use of resources, it is not part of our functions to question the merits of the policies of the Council, but
we may examine the arrangements by which policy decisions are reached and consider the effects of the implementation of policy. It is the
responsibility of the Council to decide whether and how to implement any recommendations made by us and, in making any recommendations we
should avoid any perception that they have any role in the decision-making arrangements of the Council.

While we may review the Council’s arrangements for securing economy, efficiency and effectiveness in the use of resources, we cannot be relied on
to have identified every weakness or every opportunity for improvement. The Council should consider our conclusions and recommendations in their
broader operational or other relevant context.

We are not required to report to you on the accuracy of performance information that you publish. Our work is limited to a review of the systems put
in place by the Council to collect, record and publish the information, in accordance with guidance issued by the Audit Commission. Nor are we
required to form a view on the completeness or accuracy of the information or the realism and achievability of the assessments published by the
Council.

Audit work in relation to the Council’s arrangements to ensure that its affairs are managed in accordance with proper standards of financial conduct,
and to prevent and detect fraud and corruption, does not remove the possibility that breaches of proper standards of financial conduct, or fraud and
corruption, have occurred and remained undetected. Nor is it our responsibility to prevent or detect breaches of proper standards of financial conduct,
or fraud and corruption, although we are alert to the possibility and will act promptly if grounds for suspicion come to our notice.
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Appendix B

Letter of Representation

TO BE TYPED ON COUNCIL’S LETTERHEAD

Baker Tilly

Lancaster House

7 Elmfield Road

Bromley

BR11LT Date:

Dear Sirs
AUDIT OF FINANCIAL STATEMENTS - 31 MARCH 2006

We confirm, to the best of our knowledge and belief, and having made appropriate enquiries of other
officers of the Council, the following representations given to you in connection with your audit of the
Council’s financial statements for the year ended 31 March 2006.

1. We acknowledge as Members and as the Executive Head of Corporate Services our responsibility for
the financial statements. All the accounting records have been made available to you for the purpose
of your audit and all transactions undertaken by the Council have been properly reflected and
recorded in the accounting records. All other records and related information and explanations,
including minutes of all Council, Executive and Select Committee meetings held between the
beginning of the accounting period and the date of this letter, have been made available to you.

2. We confirm that:

a. We acknowledge responsibility for the design and implementation of internal control to prevent
and detect fraud,

b. We have disclosed to you the results of our assessment of the risk that the financial statements
may be materially misstated as a result of fraud;

c. We have disclosed to you our knowledge of fraud and suspected fraud affecting the Council
involving:

i.  Management;
ii.  Employees who have significant roles in internal control; and

iii.  Others where the fraud could have a material effect on the financial statements; and
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d. We have disclosed to you our knowledge of any allegations of fraud, or suspected fraud,
affecting the Council’s financial statements communicated by employees, former employees,
analysts, regulators or others.

3. We confirm that full disclosure is made in the financial statements of:
a. transactions and balances with related parties including:

i. the names of the transacting parties;

ii. a description of the relationship between the parties;

iii. a description of the transactions;

iv. the amounts involved (even if nil);

v. any other elements of the transactions necessary for an understanding of the financial
statements;

vi. the amounts due to or from related parties at the balance sheet date and provisions for doubtful
debts due from such parties at that date; and

vii. amounts written off in the period in respect of debts due to or from related parties.

b. outstanding capital commitments contracted for at the balance sheet date.

c. all contingent liabilities including details of pending litigation and material claims against the
Council.

d. all guarantees or warranties or other financial commitments

4. We have disclosed all events of which we are aware which involve possible non-compliance with
those laws and regulations which provide a legal framework within which the Council conducts its
business and which are central to its ability to conduct that business. We have also notified you of
the actual or contingent consequences which may arise from such non-compliance.

5. We have no plans or intentions that may materially alter the carrying value or classification of assets
and liabilities reflected in the financial statements.

6. There have been no events (other than those already disclosed in the financial statements) since the
balance sheet date, which necessitate revision of the figures in the financial statements or inclusion
of a note thereto. Should such further material events occur prior to your signature of the audit
report we will advise you accordingly.

7. We are satisfied that the information underlying the valuation of the pension scheme liabilities are
consistent with our knowledge of the Council and that the information provided to the scheme
actuary to calculate the present value of scheme liabilities is complete and accurate.

8. We confirm that the above representations are made on the basis of enquiries of management and
staff with relevant knowledge and experience (and, where appropriate, of inspection of supporting
documentation) sufficient to satisfy ourselves that we can properly make each of the above
representations to you.

The contents of this letter were considered and approved by the Policy and Resources Select Committee
at its meeting on 27 September 2006.
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Yours faithfully

Signed on behalf of Surrey Heath Borough Council

Clive Allen
Executive Head of Corporate Services

Councillor Bill Chapman
Chairman of the Policy and Resources Select Committee
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Appendix C

Independent Auditor’s report to the Members of Surrey Heath Borough Council

Opinion on the financial statements

We have audited the financial statements of Surrey Heath Borough Council for the year ended 31 March
2006 under the Audit Commission Act 1998, which comprise the Consolidated Revenue Account, the
Consolidated Balance Sheet, the Statement of Total Movements in Reserves, the Cash Flow Statement
and the related notes. These financial statements have been prepared under the accounting policies set
out within them.

This report is made solely to Surrey Heath Borough Council in accordance with Part Il of the Audit
Commission Act 1998 and for no other purpose, as set out in paragraph 36 of the Statement of
Responsibilities of Auditors and of Audited Bodies prepared by the Audit Commission.

Respective responsibilities of the Chief Finance Officer and auditors

The Chief Finance Officer’s responsibilities for preparing the financial statements in accordance with
applicable laws and regulations and the Statement of Recommended Practice on Local Authority
Accounting in the United Kingdom 2005 are set out in the Statement of Responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements presents fairly the financial position
of the Council in accordance with applicable laws and regulations and the Statement of Recommended
Practice on Local Authority Accounting in the United Kingdom 2005.

We review whether the statement on internal control reflects compliance with CIPFA’s guidance ‘The
Statement on Internal Control in Local Government. Meeting the Requirements of the Accounts and
Audit Regulations 2003’, published on 2 April 2004. We report if it does not comply with proper
practices specified by CIPFA or if the statement is misleading or inconsistent with other information we
are aware of from our audit of the financial statements. We are not required to consider, nor have we
considered, whether the statement on internal control covers all risks and controls. We are also not
required to form an opinion on the effectiveness of the Council’s corporate governance procedures or its
risk and control procedures.

We read other information published with the financial statements and consider whether it is consistent
with the audited financial statements. This other information comprises only the Explanatory Foreword.
We consider the implications for our report if we become aware of any apparent misstatements or
material inconsistencies with the financial statements. Our responsibilities do not extend to any other
information.

Basis of audit opinion
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We conducted our audit in accordance with the Audit Commission Act 1998, the Code of Audit Practice
issued by the Audit Commission and International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosures in the financial statements. It also includes an assessment of the significant
estimates and judgments made by the Council in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the Council’s circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from material misstatement, whether caused by fraud or other irregularity or
error. In forming our opinion we also evaluated the overall adequacy of the presentation of information
in the financial statements.

Opinion

In our opinion the financial statements present fairly, in accordance with applicable laws and regulations
and the Statement of Recommended Practice on Local Authority Accounting in the United Kingdom
2005, the financial position of the Council as at 31 March 2006 and its income and expenditure for the
year then ended.

Baker Tilly
Lancaster House
7 Elmfield Road
Bromley
BR11LT

27 September 2006

Conclusion on arrangements for securing economy, efficiency and effectiveness in the use of
resources

Council’s Responsibilities

The Council is responsible for putting in place proper arrangements to secure economy, efficiency and
effectiveness in its use of resources, to ensure proper stewardship and governance, and to regularly
review the adequacy and effectiveness of these arrangements.

Under the Local Government Act 1999, the Council is required to prepare and publish a best value
performance plan summarising the Council’s assessment of its performance and position in relation to its
statutory duty to make arrangements to ensure continuous improvement in the way in which its functions
are exercised, having regard to a combination of economy, efficiency and effectiveness.

Auditor’s Responsibilities
We are required by the Audit Commission Act 1998 to be satisfied that proper arrangements have been

made by the Council for securing economy, efficiency and effectiveness in its use of resources. The
Code of Audit Practice issued by the Audit Commission requires us to report to you our conclusion in
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relation to proper arrangements, having regard to relevant criteria specified by the Audit Commission for
other local government bodies. We report if significant matters have come to our attention which prevent
us from concluding that the Council has made such proper arrangements. We are not required to consider,
nor have we considered, whether all aspects of the Council’s arrangements for securing economy,
efficiency and effectiveness in its use of resources are operating effectively.

We are required by section 7 of the Local Government Act 1999 to carry out an audit of the Council’s
best value performance plan and issue a report:

. certifying that we have done so;

. stating whether we believe that the plan has been prepared and published in accordance with
statutory requirements set out in section 6 of the Local Government Act 1999 and statutory
guidance; and

e where relevant, making any recommendations under section 7 of the Local Government Act
1999.

Conclusion

We have undertaken our audit in accordance with the Code of Audit Practice and we are satisfied that,
having regard to the criteria for principal local authorities specified by the Audit Commission and
published in July 2005, in all significant respects, Surrey Heath Borough Council made proper
arrangements to secure economy, efficiency and effectiveness in its use of resources for the year ending
31 March 2006.

Best Value Performance Plan

We issued our statutory report on the audit of the Council’s best value performance plan for the financial
year 2005/06 on 7 October 2005. We recommended that the plan should be amended for it to be in
accordance with statutory requirements.

Certificate

We certify that we have completed the audit of the accounts in accordance with the requirements of the
Audit Commission Act 1998 and the Code of Audit Practice issued by the Audit Commission.

Baker Tilly
Lancaster House
7 Elmfield Road
Bromley
BR11LT

27 September 2006

AGENDA\P&R\27SEPT06 24



Surrey Heath Borough Council

Report on the 2005/06 audit

Appendix D

We issued the following reports relating to our 2005/06 audit:

Subject Addressee Date of issue
Audit & inspection plan Policy and Resources Select Committee 19 July 2005
BVPP audit report Policy and Resources Select Committee 26 October 2005

Use of Resources — high level results

Policy and Resources Select Committee

29 March 2006

Use of Resources — detailed findings

Officers

May 2006

Report on the 2005/06 audit

Policy and Resources Select Committee

27 September 2006
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