Government and Public Sector

October 2005

Herefo rd and

escue Authority

S
e
[

5




PRICEAVATERHOUSE(QOPERS @

The Members ‘
Hereford and Worcester Fire and Rescue Authority

C/O Worcestershire County Council

County Hall
Spetchley Road
Worcester
WRE 2NP

October 2004

1

Ladies and Gentlemen
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We are pleased to present our Audit Letter for 2004/05. We hope that the information contained in this report provides a useful source of reference for Members. We will

be pleased to answer any questions or discuss matters further at the next Fire and Rescue Authority meeting.

Yours faithfully

PricewaterhouseCoopers LLP

PricewaternouseCoapers LLP is a limited tiability partnership registered in England with registered number OC303525. The registered office of PricewaterhcuseCoopers LLP is 1 Embankment Place, London

WC2ZN 6RH. PricewaterhouseCoopers LLP is authorised and regulated b_yﬁthe Financial Services Authority for designated investment business.
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Code of Audit Practice and Statement of Responsibilities of Auditors and of Audited Bodies

We perform our audit in accordance with the Audit Commission’s Code of Audit Practice (the Code), which was issued in March 2002, This is supported by the Statement
of Responsibilities of Auditors and Audited Bodies, which was issued in April 2000. Both docurnents are available from the Chief Executive of each audited body. The
purpose of the statement js to assist auditors and audited bodies by explaining where the responsibilities of auditors begin and end, and what is to be expected of the
audited body in certain areas. Our reports and audit letters are prepared in the context of this statement and in accordance with the Code.

Reports and letters prepared by appointed auditors and addressed to members or officers 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 capacily, or to any third party. A new Code of Audit Practice will be in pface for the 2005/06 audit year, together with
a new Statement of Responsibilities of Auditors and Audited Bodies, both of which were issued in March 2005.
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Executive summary

The purpose of this letter

We write to you each year, usually on completion of our audit, to summarise the more important issues that we wish to bring to your attention.

Under the new Code of Audit Practice which will be in effect for 2005/06, we are encouraged to report our main audit findings as soon as possible after the completion of
the audit. - .

Qur audit work during the year was performed in accordance with the plan that we presented to you on 20" July 2005. The cther reports which we have issued to members

during the audit year, detailing the findings from our work and making recommendations for improvement, where appropriate are the interim report and the SAS610 report.

We have set out in the main section of the report what we consider to be the most important issues that we have discussed with you during the course of our work.

B N PricewaterhouseCoopers LIE




Accounts and Governance

Accounts

The purpose of our accounts work was to perform an audit of the financial
statements of the Authority, in accordance with approved auditing standards.

Our audit timetable was moved forward again this year to help to accommodate
the Authority’s tighter deadlines for approving the accounts. We are pleased to
report that we were provided with a full draft set of accounts on the first day of our
audit visit. This reduction in accounts closedown time is a considerable
achievement for all those involved. In 2005/2006 financial year the Authority faces
another chalienge when the timetable moves forward by another three weeks, a
close down timetable has been produced to enable a smooth process.

Formal communication cf relevant audit matters to those charged with governance
(SASB10 report)

We presented our “SAS 610 Report” setting out the findings of our accounts audit,
to the Fire and Rescue Authority (FRA) on 20 July 2005. We did not identify any
errars during our audit of the Authority’s financial statements that have not been
adjusted by management. There were no matters included in that report, or that
have arisen subsequently, that we need to bring to your attention in this |etter.

We have issﬁed an ungualified audit opinion on the Authority’'s 2004/05 financial
statements.

Financial standing

The Authority is now constituted under the Fire and Rescue Services Act 2004.
The 2004 Act meant that this was the first year it set its budget requirements and
precept and directly received a share of the Revenue Support Grant and Non
Domestic Rates instead of being funded by constituent authorities.

As a result of the new funding arrangements introduced in the 2004 Act the
Authority is now required to establish its own reserves. The medium term financial
plan includes provision to build up general reserves to a prudent level. In 2004/05
a number of specific earmarked reserves were also created.

in July 2004 the ODPM instructed the Authority to reduce the budget it had set in
February by £1m. Council tax payers had to be rebilled at a cost of £0.365m. The
total budget for the year was £25.798m which included creation of reserves of

£0.548m. We are pleased to report that despite cost pressures the budget was
met as illustrated by the table below.

Budget Outturn Variance

£m £m fm
Expenditure 25.250 25.145 {0.105)
Reserve 0.548 0.853 0.105

There were a number of reasons for the positive variance, most notably an
underspend against budget of £0.354m for staff costs as a result of a larger than
anticipated reduction in staff numbers, capital financing savings on leases and
additional investment income totalling £0.205m and a larger than budgeted cost of
pension transfer values and lumps sums as a result of a timing issue.

The total amount spent on capital programme was £0.745m. The deposit of

- £0.525m for the new headquarters formed the largest element of capital

expenditure. The Authority was committed to pay £4.725m to complete the
purchase by the end of 2005/06 financial year this took place in 8 April 2005,

Moving forward the authority faces continued financial pressures from the
firefighters pay settlement and the need to achieve efficiency targets set by the
ODPM. 1t is projected that this target could be in the region of £0.31m. Plans

PricewsterhouseCoopers LLE,




have been developed as part of the medium term planning process for the
Authority. As part of our performance improvement work this is an area that is
planned for review going forward to ensure that the savings are sustainable.

Prudential Framework for Capital Expenditure

From 1 April 2004, the authority has been able to plan its capital expenditure
under the new Prudential Framework, which focuses on the Authority’s ability to
afford the consequences of spending decisions from future years’ revenue
accounts and alfows it to set its own [imits on the borrowing needed to achieve an
affordable capital strategy.

We have reviewed the steps the Authority took in 2004/05 to implement the
Prudential Framework and manage the Authority’s spending and borrowing in the
first year of operation, including the processes for reviewing limits and indicators
under the CIPFA Prudential Code and determining the prudence and affordability
of any prudential borrowing undertaken. We are pleased 1o report that our work
did not identify any matters of concern.

Statement on internal control

The Accounts and Audit Regulations 2003 require that the statement of accounts
prepared by an authority in England should contain a statement on internal contra!
(SIC). These statements refer to much wider systems of control than purely
financial systems. Authorities are also required to conduct annual reviews. of the
effectiveness of the system of internal control, which will provide the findings to
support the SIC. We concluded that the SIC disclosure included in the Authority’s
2004/05 statement of accounts met the requirements of the regulations and was
not inconsistent with other information we were aware of,

internal Audit

As part of the Managed Audit approach we seek to rely on detailed work
performed by Internal Audit with regard to testing the existence and operation of
internal controls operating within key financial systems,

As part of the managed audit process we agreed an additional plan of work in
three areas, formally to be undertaken by Internal Audit, as part of the external
audit plan. This was in recognition of the fact that Internal Audit’'s priorities had
been redirected and resourcing was below optimal as a result of a secondment.
We have agreed as a short term measure to assist with undertaking some reviews
over the forthcoming audit cycle to assist Internal Audit.

Systems of internal finzncial control

We have discussed the findings of our review of systems of internal financial
controt at the Authority with the Treasurer at a clearance meeting. Overall we
concluded that the operation of the Authority's systems was sufficient to support
our planned audit approach, and we raised no significant areas of concern. Part
Hl of the SAS610 report identified the internal control weaknesses which we have
identified during the course of the audit and the management action which has
been agreed to be taken in relation to these.

Standards of financial conduct and the prevention and detection of fraud and
corruption

We are pleased to report that no significant issues arose from our work on the
Authority’s standards of financial conduct and arrangements for preventing and
detecting fraud and corruption.

The legality of financial transactions

There are no issues arising from our work in this area that we wish to bring to
your attention.

Electors’ Questions and Objections

Section 16 of the Audit Commission Act 1998 provides local electors with the
opportunity each year {o inspect the accounts of a local authority and
subsequently, to put questions and/or objections relating to those accounts to the

auditor. Any such representations must be resoived prior to the closure of the
audit.

We have not received any questions from members of the public relating to this

- year's financial statements. '

- PricewaterhouseCoopers L@




erformance management

[ntegrated Risk Management Plan (IRMP).

Hereford and Worcester Fire and Rescue Authoerity have seen a considerable
amaount of change over the past few years with the introduction of the Fire and
Rescue Services Act 2004, The Act puts the prevention of fires firmly with the
Authoerity and the need to work more closely with partners in the community to
deliver this duty. In response the Authority have put together their vision of how
they intend to create “safer communities” within their Integrated Risk Management
Plan (IRMP).

As part of our on-going audit work with the Authority we have discussed the need
to review, in conjunction with the officers, the overall performance management
framework relating to the IRMP to determine whether the changes at an
operational ievel are filtering through the organisation so that at an individual
firefighter level personnel are fully aware of how their personal actions contribute
to the overall good of the organisation.

Comprehensive Performance Assessment (CPA)

The Authority’'s CPA assessment was undertaken by the Audit Commission in
February of this year. In preparation for the CPA assessment the Authority
completed a number of actions, inciuding a peer challenge assessment by
Excellence in Business. The results of the CPA assessment process have now
been published and are intended to assist fire authorities in providing a baseline
measurement to help them focus on improvement,

We are pleased to report that the Authority was rated as ‘good’ and the Authority
is now in the process of responding to the CPA assessment. .

Best Value

Under the Local Government Act 1999 we are required to carry out an audit of the

~Authority's Best Value Performance Plan (BVPP). We completed and reported our

audit work on the Authority’s BVPP for the year ended 31 March 2005 in
December 2004. The plan was unqualified and we made no statutory
recommendations.

We have now completed our audit work with regard to the Authority’'s BVPP for
the year ended 31 March 2006 and we issue our opinion on the pian pricr to 31
December 2005.

As part of this work, we also conducted a sample based examination of outturn
performance indicators. In last year's performance indicator audit, we identified
that thé Authority should review and improve its process for collating and reporting
accurately BVP! 12 a & b. We are pleased to report that our audit identified no
further issues with regard to BVPI 12 a & b.

PricewaterhouseCoopers LLE




Fees

Ipdate

Fees update

We reported our original fee proposals as part of our Audit Plan for 2004/05, which we presented to FRA

from 1 April 2004 until 31 March 2005.

Our actual fees charged were;

in July 2005. These fee proposals covered the 12 month period

Accounts

19,800
Governance 12,000
Performance (including CPA) 15,000
Internal audit support 6,890
Total 53,690

:

©2005 PricewaterhouseCoopers LLP. All rights reserved. Pricewaterhouse Coop
partnership) and other member firms of Pricewaterhouse Coopers International

ers refers to the United Kingdom firm of PricewaterhouseCoopers LLP (a limited liability
Limited, each of which is a separate and independent legal entity.
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Ladies and Gentlemen

Audit and Inspection Plan 2005/06

We are pleased to present our Audit Plan for 2005/06, which has been prepared under the new Code of Audit Practice. At the start of the financial year we presented an

indicative Audit Plan which provided an early indication of our assessment of key risks, our tikely audit strategy, our proposed reporting and audit timetable and related
fees.

This document updates the indicative plan following the completion of our audit of the Authori

ty’s 2004/05 accounts and receipt of deﬁnitiveﬂjguidance from the Audit
Commission on the fee implications of the new Code of Practice. Fa

Discussion of our Plan with you ensures that we understand your concerns and that we agree on mutual needs and ex

pectations to provide you with the highest level of
service quality. o

Yours faithfully

PricewaterhouseCoopers LLP

FriceﬁaterhouseCoopers LLP is a limited liability partnership registered in England with registered number OC303525. The registered office of PricewaterhouseCaopers LLP is 1 Embankment Place, Londd®
WC2N 6RH, PricewaterhouseCoepers LLP is authorised and regulated by the Financial Services Authority for designated investment business. ‘ —
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In April 2000 the Audit Commission issued a revised version of the Statement of Responsibilities of Auditors and Audited Bodies. It is available from the Chief Execufive of
each audited body. The purpose of the statement is to assist auditors and audited bodies by explaining where the responsibilities of auditors begin and end, and what is to

be expected of the audited body in certain areas. This statement is currently under further revision by the Audit Commission to reflect the new Code of Audit Practice
applicable from 1 April 2005.

Qur reports and management jetters are prepared in the context of this statement and / or any subsequent revision fo the Statement.

Reports and letlers prepared by appointed auditors and addressed to members or officers are prepared for the sole use of the audited body, and no resbonsfbility is taken
by auditors to any Member or officer in their individual capacity, or to any third party. ’
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Introduction

The purpese of this Plan

Our Audit Plan (our Plan) has been prepared to inform the officers and members
of Hereford and Worcester Fire and Rescue Authority (the Authority) about our
responsibilities as your external auditors and how we plan to discharge them.
Every Authority is accountable for the stewardship of public funds. The

responsibility for this stewardship is placed upon the members and officers of the
Authority.

Our principle objective is to carry out an audit in accordance with the Audit
Commission’s code of Audit Practice {the Code).

Based upon discussion with management and our understanding of the Authority
and the local government sector, we note the recent key developments outlined
belew. Our Plan has been developed to consider the impact of these
developments.

Key Risks

¢ Comprehensive Performance Assessment {CPA)
e Trading

¢ Prudential Framewaork for cabital expenditure

e Partnerships

October 2005

+ Efficiency Agenda
e FEarly closing and whole of Government accounts
e Freedom of Information Act

+ Charging for discretionary services

We provide you with details of our plans for the audit at the beginning of the
financial year. The Audit Pian therefore outlines the business risks and audit

approach for 2005/06, including the 2005/06 final accounts audit which we will
undertake in summer 2008.

We would [ike to thank members and officers of the Authority for their help in
developing this Plan.

-
. PricewaterhouseCogpers Ll{E;




Code’ of Audit Praciice and Statement of Responsibiiities of Auditors and of
Audited Bodie

We perform our audit in accordance with the Audit Commission's Code of Audlt
Practice (the Code) which has been revised with effect for the 2005/06 audit year.
This is supported by the Statement of Respensibilities of Auditors and Audited
Bodies {the Statement), which was issued in March 2005, Both documents are
available from the Treasurer of the audited body.

The purpose of the Statement is to assist auditors and audited bodies by
explaining where the responsibilities of auditors begin and end, and what is to be
expected of the audited body in certain areas.

Our reports and audit letters are prepared in the context of this Statement and in
accordance with the Code. Reports and letters prepared by appointed auditors
and addressed to members or officers 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.

New Code of Audit Practice

The Audit Commission has issued a new Code of Audit Practice that is applicable
from the 2005/06 financial year.

There are now 2 objectives to our work under the new Code:

= Accounts including a review of the Statement of Internal Control (SIC); and

s Use of Resources.

This is illustrated in the diagram below:

j—

Octower 2005

Audit of accounts -
{including review of SiC)

Risk-based, integrated
“audit

Conclusicn on
Arrangements for
Use of Resources

o
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Within the Use of Resources objective, we are now required to confirm that we are
satisfied that proper arrangements have been made by the Authority for securing
economy, efficiency and effectiveness in the use of resources. This conclusion
will be based on supporting criteria, outside the Code, which will be pubhshed and
updated as necessary by the Audit Commission.

We will subsequently issue a new two part audit report-at the end of our accounts
audit for 2005/08, including the following aspects:

s Part A: Financial Statements ‘presents fairly” opinion

o Part B: Any report, by exception, on:

The Statement of Internal Control;
Any matters that prevent the auditor from being satisfied that the audited

~body has put in place proper arrangements for securing economy,

efficiency and effectiveness in the use of resources;

Any matters that prevent the auditor from concluding that the best value
performance plan (BVPP) has been prepared and published in accordance
with the relevant requirements; and

Any other exercise of powers in relation to the BVPP under the Local
Government Act 1999

We provide a more detailed summary of the main changes from the previous
Code in Appendix A to this Plan and will provide further guidance during the year
on what the new Code means in practice for our work at the Authority.

October 2005

-
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Key business and audit risks

Planning of our audit

To determine the nature and extent of the audit work required we have considered
each area of operations and assessed the extent that we believe there are
potential business and audit risks that relate to one of our Code objectives. We
have then considered our understanding of how management's control

procedures mitigate these risks. Based on this assessment we have scoped our
core work in each of these areas.

It is the responsibility of the Authority to identify and address its operational and
financial risks, and to develop and implement proper arrangements to manage
them, including adequate and effective systems of internal control. [n planning
our audit work, we consider and assess the significant operational and financiat
risks that are relevant to our responsibilities under the Code. This exercise is only
performed to the extent required to prepare our Plan so that it properly tailors the
nature and conduct of audit work to the circumstances of the Authority. It is not

designed to identify all risks affecting the operations of the Authority or all internal
control weaknesses.

This Plan details those areas which we consider to be high risk and includes our
response to those risks. Qur response also explains where we are intending to
rely upon internal controls, the work of inspectors and other review agencies and
the work of internal audit, if applicable.

Financial Statements audit

Our financial statements audit is carried out in accordance with our Accounts
Code objective, which requires us to comply with auditing standards. We are
required to adopt Internationa Standards of Auditing (ISAs) for the first time in our
financial statements audit for 2005/06. We plan and perform our audit to be able
to provide reasonable assurance that the financial statements are free from
material misstatement and present fairly the financial transactions and position of
the Authority. The assessment of what is material is a matter of professional

judgement and includes consideration of both the amount and nature of
transactions.

The adoption of ISAs in 2005/06 means that work previously undertaken as part of
the old Financial Aspects of Corporate Governance Code objective will now be
undertaken as part of the audit of the financial statements under the new Code. In
particular, specific procedures will be carried out in respect of fraud and
corruption, laws and regulation and going concern/financial standing.

Use of Resources audit

Our Use of Resources audit objective requires us to carry out sufficient and
relevant audit work in order to form a conclusion on whether the Authority has put
in place proper arrangements to secure economy, efficiency and effectiveness in
its use of resources. In meeting this responsibility we review and, where
appropriate, examine evidence that is relevant to the audited body’s corporate
performance management and financial management arrangements and report on

0
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these arrangements. We also have a responsibility to consider, and report on, the
Authority’s compliance with statutory requirements in respect of the preparation
and publication of its best value performance plan.

Cur conclusion on proper arrangements io secure economy, efficlency and
effectiveness in the use of resources will be based on a number of criteria
specified by the Audit Commission. When forming our conclusion we will seek to
rely on:

- Aself assessment performed by the Authority against the criteria;
- Internal control mechanisms in place at the Authority;
- Any relevant work of internal audit, inspectors and other review agencies;

- Work performed in respect of other Code requirements and mandatory work
required by the Audit Commission; and

- Targeted audit work to address specific risks and validate arrangements in
place at the Authority.

We will discuss the criteria on which our conclusion will be based with the
Authority when they are finalised by the Audit Commission.

Qur conclusion will be issued as part of the audit opinion and report on the
2005/086 financial statements of the Authority,

Mandatory wark
In 2005/06 we will also be required to carry out mandatory work at the Authority in

respect of the Comprehensive Performance Assessment refating to the use of
resources assessment.

The .use of resources assessmeni is a key part of the Comprehensive
Performance Assessment and will be conducted in all Authority’s councils. |t
involves judgments on financial planning and management, internal controls, and
financial standing. It will also provide a value for money (VFM) judgment drawing
on a self-assessment by the Authority. It also focuses on the importance of
having sound and strategic financial management to ensure that resources are
available to support the Authority’s priorities and improve services.

The work required for the use of resources judgment will be based on annual audit
work. The Audit Commission will define the scope and methodology for the work
required to form the use of resources assessment and the links between this

October 2005

judgement and the work to support our conclusion on proper arrangements to
secure economy, efficiency and effectiveness in the use of resources.

We will discuss the key lines of enquiry on which our judgement will be based with
the Authority when they are finalised by the Audit Commission.

We antlmpate that we will be required to carry out our assessment in autumn this
year to support the Audit Commission’s annual CPA reports.

Risk assessment results

The table below summarises the results of our overall risk assessment in respect

of our Code responsibilities for the significant financial and operational risks facing
the Authority and our planned response,

o
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Comprehensive Performance Assessment (CPA)Y

Al Fire Authority’s were subject to a Comprehensive Performance
Assessment (CPA} in 2005. )

It is anticipated that authorities will be required to respond to the overall CPA
assessment by developing an improvement plan to address identified
weaknesses and secure improvements in services. This improvement plan

and subsequent developments in relation to it will inform our future risk-based
audit plans.

A

We will monitor progress made in developing and acting
upon “improvement plans, with a view fo preparing
Scored Judgements in 2006, if requested.

-

October 2005

Not included in 2004/05 plan

Trading

Under the Local Government Act 2003, authorities in England with a CPA
rating of “excellent”, “good” or “fair” are empowered to trade in any activity that
is carried out for the purpose of carrying on their statutory functions. These
powers are only exercisable through a company. Any intention to use these
powers will necessitate robust business planning, putting existing activities on
a properly commercial basis, moving the activity into a company and
formalising the Authority's dealings with the company.

Review of the Authority’s financial management
arrangements for any f{rading operations. We will
assess the legality of trading operations in light of current
ODPM guidance.

Not included in 2004/05 plan

Prudential Framework for Capital Exoenditure

The Prudential Framework was introduced on 1 April 2004, but authorities-
have adopted an incrernental approach to taking up all the freedoms and
flexibilities that it offers for the delivery of services and capital investment. It is
likely that the Authority will continue to develop arrangements to manage the
new risks introduced and take advantage of the new opportunities offered by
the Framewaotk throughout 2005/08. In particular, the Authority will be
monitoring the effectiveness of the procedures, limits and indicators it has
adopted to manage its capital activities prudentty.

Continuing review of the Authority’s progress in
implementing the Prudential Framework and developing
the authority's processes for delivering an effective
capital strategy.

Review of management of position against limifs and
indicators throughout 2005/06.

Review of major expenditure/borrowing decisions taken
in 2005/06.

No change

Partnerships

local authorittes are being given greater encouragement to work in
partnership with other parts of the public services and the private and
voluntary sectors. The risks of entering into any partnership are that:

*The purpose of the partnership is unclear

We will maintain a watching brief, dependent upon
position reached in the development and operation of the
partnerships. We will discuss the need for targeted work.

No change

o)
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““The partnershlp is dominated by one body s0 the needs of all thepartners P
are not met

«Accountability arrangements are unclear,
responsibility and unnecessary exposure to loss

«There are inadequate arrangements to monitor the outcome of the
partnership arrangements.

resulting in no-cne taking

Efficiency Agends

Chancellor of the Excheguer asked Sir Peter Gershon to review public sector
efficiency. The review focused on releasing resources to fund front line
services by improving the efficiency of service delivery. Gershon’s report
identified auditable efficiency gains, across the whole of the public sector, of
over £20bn in 2007/08. The ODPM has assumed within its own efficiency
target that English Fire and Rescue Authorities together will achieve £105m
gross efficiency savings in 2007/08 compared to the position in 2004/05, This
would amount to a gross efficiency saving in 2007/08 equivalent to
approximately 5% of total 2004/05 expenditure.

We will discuss the need to undertake a fargeted piece
of work to review the adequacy of the Authority’s

arrangements to meet their specrf ¢ efficiency targets for
the next 3 years.

No change

Early Closing and Whole of Government Accounts

HM Treasury has confirmed an intention that local authorities will participate in
a second dry run for WGA in relation to 2005/06. The dry run will concentrate
on testing arrangements for full audited WGA in 2006/07. Together with a
requirement for the approval {30June) and publication (30 September) of the
accounts to be brought forward by another month in 2005/06, new and/or

stronger pressures will be applied to the authority’s framework for preparing
the statement of accounts.

A Treasury/ODPM letter of 22 November 2004 confirms that returns prepared
for the 2005/06 dry run will be subject to audit. Amounts for the additional
audit costs have been included in the 2004 Spending Review setfiement.

Review of authority's preparations for bringing forward its
accounts preparation and publication dates.

Analysis of any risks that might be introduced by new
arrangements for earlier closing.

Cerlification of the Authority’s returns for the 2005/06
WGA dry run.

Confirmed no audit involvement in
2004/05 dry run — no change to
planned work,

Freedom of Information (Fol}

Although the provisions of the Freedom of Information Act 2000 allowirig the
public fo request information came into effect on 1 January 2005, authorities
will be refining their Fol arrangements during 2005/06 for:

« dealing with requests /ensuring compliance by partner organisations
» monitoring and updating the publication scheme

Review of the Authority's arrangements and expefience
to date with Fol issues.

Not included in the 2004/05 Plan
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auditing archived information.

[neffective implementation of Fol introduces risk of loss arising from inefficient

processes for dealing with requests and from legal action where the Authority
fails to comply with the 2000 Act.

Charging for Discretionary Services

The Local Government Act 2003 introduced new powers to charge for
services that the Authority was not required to provide and for which charging
was not prohibited, lse of these powers requires effective accounting
arrangements to ensure that users are not overcharged. The Authority also
needs to have recognised the effects that charging could have on patterns of
-demand for a service and have in place arrangements for recovering unpaid
charges.

Review of the propriety and value for money of any
substantial decisions to charge for discretionary
services.

Not included in the 2004/05 Plan

11
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Our Team Members
It is our intention that our staff will work on your audit in successive years,
developing effective relationships and an in depth understanding of the business.

We are committed to properly controlling succession within the core team, Engagement Partner ingagedr:e,”t leade:j respongltr)][et;or én?jeper;diwtgt cislivetfing
- resarving continuity of team members. . . . e audit in accordance wi e Code of Audit Practice,
providing and p v Y Guis Miah including agreeing the Audit Plan, quality of outputs and
We will hold periodic client service meetings with the Authority to gather your signing opinions and conclusions. Also responsible for liaison
feedback, ensure satisfaction with our service and identify areas for improvement with the Chief Executive and Members.
and development year on year. These reviews will form a valuable overview of .
our service and its contribution to the business, wnich we wili use to brief new
team members and enhance the awareness and understanding of the existing
tearn. . Engagement Manager on the assignment responsible for overall control of
Our audit team is outlined in the table below. Manger the audit engagement, ensuring delivery to timetable, delivery
Sarah Swan | and managemen‘c_ of targeted woljk and overall review of audit
outputs. Completion of the Audit Plan and management of
contribution to the Annual Audit and Inspection Letter.
N Audit Manager: Use | Manager on the audit responsible for co-ordinating the use of
of Resources resources audit programme including preparing and
David Mehaffey presenting reports and the BVPP audit.
. . U
12
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independence and objectivity

We have made enquiries of all PrscewaterhouseCoopers teams providing
services to the Authority and of those responsible in the UK Firm for compliance
matters. We are not aware of any relationships that, in our professional
judgement, may be perceived to impact upon our independence and the
objectivity of our audit engagement leader and staff.

Services provided to the Authority

In addition to our audit under the Code, the Firm has not undertaken other work
for the Authority.

Relationships and Investments

Senior officers should not seek or receive personal financial or tax advice from
PwC. Members who receive such advice from us (perhaps in connection with
employment by a client of the firm} or who also act as director for an audit or

advisory client of the firm should nofify us, so that we can put appropriate conflict
management arrangements in place.

indepandence Conclusidn

We confirm that in our professional judgement, as at the date of this Plan we are
independent accountants with respect to the Authority, within the meaning of UK
regulatory and professional requirements and that the objectivity of the audit
engagement leader and the audit staff is not impaired.

i3
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Communicating with you

Communications Plan and timetable

Ogctober 2005

Statement of Auditing Standard (SAS) 610: ‘Communication of audit matters to those charged with governance' requires auditors to plan with those charged with
governance the form and timing of communications to them. We have assumed that 'those charged with governance’ are the Audit and Budget Committee.

Our team works on the engagement throughout the year to provide the Authority with a timely and responsive service. Below are the dates when we expect to provide you

with the outputs of our audit.

Audit Planning

Finalised Audit Plan

October 2005

Audit Findings

Internal control issues and recommendations for improvement

May 2008

Use of resources Issues and preliminary conclusion for discussion

December/January 2006 fo be
confirmed subject to initial pre work.

SAS610 Report, including: June 2006
e Expected moderations to the audit report;
» Unadjusted misstaiements, i.e. those misstatements identified as part of the audit that
management have chosen not to adjust;
» Material weaknesses in the accounting and internal contrel systems identified as part of
the audit together with recommendations for improvement;
e Qur views about the qualitative aspects of the Autherity’s accounting practices and
financial reporting;
e Any other relevant matters relating to the financial statements audit; and
» Summary of findings from our use of resources audit work to support our value for money
conclusion
Audit Opinions Audit Report (incorporating financial statements opinion, best value performance plan opinion | July 2006
and use of resources conclusion)
Annual Audit Letter October 2006

14
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Audit Fees

The Audit Commission has specified indicative audit fee levels for Local
Authorities for the 2005/06 financial year, which depend upon the level of
expenditure and potential risk. Based on the Authority’s budgeted expenditure,
the indicative fee range for audit work set by the Audit Commission is £44,172 +/-
30% (Excluding locally agreed performance improvement work).

out below an.analysis of proposed audit fees for the year, compared to the prior
year:

We have set

Agccounts 32,800 31,800
Mandatory VFM Opinion 15,500 15,000
Locally targeted Performance 30,000 -
Impravement Studies

Total Audit 78,300 46,800

The fee is payable in 4 instalments from 1 July 2005 and excludes VAT and grant

claims.

15
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Our fee for the use of resources work includes the following:

Audit of your 2005/06 BVPP and the BVPIs;

Completing the new assessment of the Authority’s arrangements for VFM as
required under the new Code of Audit Practice; and

Completing the new use of resources assessment required as part of the CRPA
process for 2005.

We have based the fee level on the following assumptions:

Officers meeting the timetable of deliverables, which we will agree in writing;
We are able to place reliance, as planned, upen the worlk of internal audit;

We are able to draw comfort from the management controls within the
Authority; : '

We are able to place reliance on relevant work of inspectors and internal audit
in respect of cur VFM conclusion;

No significant changes being made by the Audit Commission to the VFM
criteria on which our conclusion will be based;

An early draft of the Statement of Internal Control {(S1C) being available for us

-
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to review prior to 31 March 2008;

+ The Authority providing a fully supported and robust self assessment against

the VFM assessment and use of resources criteria prior to 31 March 2008;
and

«  OurVFM conclusion being unqualified. .

[f any of these assumptions prove to be unfounded, we will seek a variation to the
agreed fee, {0 be discussed in advance with you.

Our fee for the audit of grant claims is based on the amount of time required to
complete individual claims using standard hourly rates published by the Audit
Commission. We will discuss and agree this with the Treasurer and his team at
the conclusion of our 2005/06 audit.

L.ocally targeted performance improvement studies

Within the audit plan this year we have agreed to include provision to undertake
locally targeted performance improvement studies at the Authority. The number
and nature -of the individual studies will be discussed with the Brigade
Management Team at a meeting on 21% November 2005. Detailed terms of
reference for each study wili then be developed and we will engage specialists
from across our public sector practice to undertake the work,

Initially we anticipate that these reviews could be drawn from the following topics,
although we will welcome the opportunity to work with the Authority in other
areas.

= Making performance management work.
= Engaging in effective partnership working
= Improving corporate risk management

= Review of cost reduction opportunities

*  Progressing the modernisation agenda

16
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Appendix A:
to the Code of Audit Practi
for 2005/2006

New Code of Audit Practice

The Audit Commission has issued a new Code of Audit Practice that is applicable
from the 2005/06 financial year.

There are two objectives to our work under the new Code:

= Accounts including a review of the Statement of Internal Control (SIC); and

» Use of Resocurces.

The most important changes from the previous Code are:

o A new form of two part audit opinion in which an explicit assurance will be
provided (rather than implicitly as at present) on an authority’s arrangements
to secure value for money in the use of resources;

e A recognition of the central role of the Statement of Internal Control as a
source of assurance on controls over financial and corporate management,
which together redefine the concept of “value for money”;

= The identification of a set of criteria (outside the Code itself), which represent
a satisfactory standard of financial and corporate management. Auditors will
need to ensure that these criteria are met at each authority and report in the
audit opirion where they are not. This may mean some additional work, at
teast in the first year, for Authorities which have not had value for money work
in recent years because of their “excellent” CPA status;

» Recognition of the new International Standards on Auditing (ISAs), which will

17
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converge with UK standards. The relatively stranger guidance on compliance
with laws and regulations, fraud, systems and going concermn mean that the
four components of Financial Aspects of Corporate Governance (in short,
legality, fraud, systems and financial standing) can be reintegrated into the
financial statements audit. In future they may be reported on by exception,
where appropriate, although current levels and standards of work will
continue. This means that the three part audit (accounts, financial aspects of
corporate governance and use of resources, also known as value for money
or performance) will become two parts, accounts and value for money, which
come fogether in the Statement of Internal Control;

Formalisation of the Joint Audit and Inspection letter and of the requirement

that auditors rely on work performed by inspectors in forming their
conclusions on value for money:;

Removal of much of the guidance on the exercise of auditors’ special powers,
which will instead be contained in supporting guidance. The importance of
dealing with electors in a proportionate way is emphasised;

A proposal that, where feasible, recommendations should be costed; which
will require the support of the Authority; and

A requirement for an enhanced report to those charged with governance at
the Authority prior to the signing of accounts, cantaining key points on our use

.of resources work as well as on the accounts. -

o
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Appendix B: Other
Engagement Information

The Audit Commission appoints us as auditors to Hereford and Worcester Fire
and Rescue Authority and the terms of our appointment are governed by:

e The Code of Audit Practice;
* The Standing Guidance for Auditors; and
« The Annual Letter of Guidance.

There are five further matters which are not currently included within the guidance,
but which our firm’s practice requires that we raise with you.

Electronic communication

During the engagement we may from time to time communicate electronically with
each other. However, the electronic transmission of information cannot be
guaranteed to be secure or virus or error free and such information could be

intercepted, corrupted, lost, destroyed, arrive late or incomplete or otherwise be
adversely affected or unsafe to use.

PwC partners and staff may also need to access PwC electronic information and
resources during the engagement. You agree that there are benefits to each of us
in their being able to access the PwC network via your internet connection and
that they may do this by connecting their PwC laptop computers to your network.
We each understand that there are risks to each of us associated with such
access, including in relation te security and the transmission of viruses.

18
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We each recognise that systems and procedures cannot be a guarantee that
transmissions, our respective networks and the devices connected to these
networks will be unaffected by risks such as those identified in the previous two
paragraphs. We confirm that we each accept the risks of and authorise (a)
electronic communications between us and (b} the use of your network and
internet connection as set out above. We each agree to use commercially
reasonable procedures (i) to check for the then most commonly known viruses
before either of us sends information electronically or we connect to your network
and (i} to prevent unauthorised access to each other's systems.

We shall each be responsible for protecting our own systems and interests and
you and PwC (in each case including our respective directors, members, partners,
employees, agents or servants) shall have no liability to each other on any basis,
whether in contract, tort (including negligence)} or otherwise, in respect of any
error, damage, loss or omission arising from or in connection with the electronic
communication of information between us and our reliance on such information or
our use of your network and internet connection.

The exclusion of liability in the previous paragraph shall not apply to the extent
that any liability arises out of acts, omissions or misrepresentations which are in
any case criminal, dishonest or fraudulent on the part of our respective directors,
members, pariners, employees, agents or servants.

-
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Access to audit working papers :

We may be required to give access to our audit working papers for regulatory
purposes or because of other statutory obligations. Typically, in the case of g
local government or health body, this would be to the Audit Commission or the
National Audit Office for quality assurance purposes.

Quality arrangements _

It is our desire to provide you at all times with a high quality service to meet your
needs. If at any time you would like to discuss with us how our service to you
could be improved or if you are dissatisfied with any aspect of our services, please
raise the matter immediately with the partner responsible for that aspect of our
services 1o you. If, for any reason, you would prefer to discuss these matters with
someone other than that partner, please contact Paul Woolston, our Audit
Commission Lead Partner at our office at 89 Sandyford Road, Newcastle Upon
Tyne, NE9Q 1PL, or Glyn Barker, Assurance and Business Advisory Services
leader for the UK, at our office at 1 Embankment Place, London, WC2N 6MNN. In
this way we are able to ensure that your concerns are dealt with carefully and
promptly. We undertake to look into any complaint carefully and promptly and to
do all we can to explain the position to you. This will not affect your right to
complain to the Institute of Chartered Accountants in England and Wales or to the
Audit Commission.

Events arising between signature of accounts and their publication

Statement of Auditing Standard (SAS) 150 includes a number of requirements on
us in the event of material events arising between the signing of the accounts and
their publication. For us to fulfil these requirements, management need to inform
us of any such matters that arise.

If you have any queries on the above, please let us know before approving the
Audit Plan or, if arising subsequently, at any point during the year. -

Freedom of Information Act

In the event that, pursuant to a request which the Authority has received under the
Freedom of Information Act 2000, it is reguired to disclose any information
contained in this report, it will notify PwC promptly and consult with PwC prior to
disclosing such report. The Authority agrees to pay due regard to any
representations which PwC may make in connection with such disclosure and the
Authority shall apply any relevant exemptions which may exist under the Act to
such report. If, following consultation with PwC, the Authority discloses this report
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or any part thereof, it shall ensure that any disclaimer which PwC has included or
‘may subsequently wish to include in the information is reproduced in full in any
copies disclosed.
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