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sUmmary for Audit committes

This document summarises the key findings in relation to our 2017-18
external audit at West Dorset District Council (“the Authority’).

This report covers both our on-site work which was completed in June and
July 2018 on the Authority’s significant risk areas, as well as other areas of
your financial statements, and the control environment in place to support
the production of timely and accurate financial statements.

(oI LERIEETLOEIELREM Ve have identified no significant issues with the Authority's organisational and IT
(el L T3 1101 8l control environment and consider that the overall arrangements that have been put
in place are reasonable.

(o)1 LI EXN A 'GAl The controls over key financial systems are functioning appropriately apart from
HLEUWHE RS Sl the absence of review of journals (see page 5).

IS ER I [[ai) M The Authority’s overall process for the preparation of the financial statements is
adequate.

ENENHEIREIE n- 18 Subject to all outstanding queries being resolved to our satisfaction we
anticipate issuing an unqualified audit opinion on the Authority's financial
statements before the deadline of 31 July 2018.

he following areas of the audit are still outstanding:

— Review and checking of final draft of statutory accounts
— Receipt of management representation letters
Significant audit risks

Based upon our initial assessment of risks to the financial statements (as reported
to you in our External Audit Plan 2017/18and updated during our audit) we
identified the following significant risk (excluding those mandated by International
Standards on Auditing — see Page 8):

* Cost Sharing and Allocation - The cost sharing partnership between North
Dorset District Council, West Dorset District Council and Weymouth and
Portland Borough Council raises the risk that costs are not allocated
appropriately between the councils. \We carried out the planned testing and
identified noissues.

Overall findings
We have identified no audit adjustments.
We have raised one recommendation. Details can be found in Appendix 1.

We are now in the completion stage of the audit and anticipate issuing our audit
report and completion certificate following the audit committee meeting on 30 July
2018. We expect to issue our Annual Audit Letter during August.
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sUmmary for Audit committes
cont)

VAN (T LA Ve have completed our risk-based work to consider whether in all significant

E N uuicl respects the Authority has proper arrangements to ensure has taken properly
informed decisions and deployed resources to achieve plannedand sustainable
outcomes for taxpayers and local people. We have concluded that the Authority
has made proper arrangements to secure economy, efficiency and effectiveness in
its use of resources.

We therefore anticipate issuing an unqualified value for money opinion.

We set out our assessment of those areas requiring additional risk-based work in
our External Audit Plan 2017/18and have updated this assessment during our
interim visit. As a result of this we have identified the following significant VFM
audit risks:

— Medium Term Financial Planning The robustness of the council’'s medium
term financial planning will be critical to achieving the savings required for
ongoing financial sustainability.

We have carried out our audit work and anticipate being able to issue an
unqualified opinion on the Authority’s arrangements to secure economy, efficiency
and effectiveness in its use of resources.

See further details on page 14.

SCEHEL RN M \/Ve have a duty to consider whether to issue a report in the public interest about
[ JAIEM something we believe the Authority should consider, or if the public should know
about.

We have not identified any matters that would require us to issue a public interest
report.

In addition, we have not had to exercise any other audit powers under the Local
Audit & Accountability Act 2014.

A GGG Rl VWe would like to take this opportunity to thank officers and Members for their
continuing help with the audit.
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Section one: Control environment

Jrganisationaland 1 control environment

We have identified no significant issues with the Authority's organisational and IT control
environment and consider that the overall arrangements that have been put in place are reasonable.

Work completed

Controls operated at an organisational level often have an impact on controls at an operational level and if
there were weaknesses this would have implications for our audit. \We obtain an understanding of the
Authority’s overall control environment and determine if appropriate controls have been implemented. \We do
not complete detailed testing of these controls.

Key findings

We consider that your organisational controls are effective overall.

Aspect of controls Assessment Key

Organisational controls: Significant gaps in the
control environment.

Management's philosophy and operating style
Deficiencies in respect

of individual controls

Culture of honesty and ethical behaviour

Generally sound control
environment.

Oversight by those charged with governance

Risk assessment process

Communications

Monitoring of controls
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Section one: Control environment

LONIrOIS Over key financlal Systems

The controls over key financial systems are functioning appropriately apart from the absence of
review of journals.

Work completed

We review the outcome of internal audit’s work on the financial systems to influence our assessment of the
overall control environment, which is a key factor when determining the external audit strategy.

Where we have determined that this is the most efficient audit approach to take, we evaluate the design and
implementation of the control and then test selected controls that address key risks within these systems.
The strength of the control framework informs the substantive testing we complete during our final accounts
visit.

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

Key findings

Based on our work, and the work of your internal auditors, we have determined that the controls over
the majority of the key financial systems are sound.

We noted some weaknesses in respect of individual financial systems that will impact on our audit:

— Weakness 1: Journals are not required to be authorised before being input into the system. We have
reported this in previous years. Management's view is that the control would be responding to a low risk
and would incur additional cost and processing delay.

We were not required to alter our audit approach as this control issues has been identified and reported in
previous years.

Recommendations are included in Appendix 1.

Aspectof controls Assessment Key

Significant gaps in the
control environment

Property, Plant and Equipment

Cash and Cash Equivalents

Deficiencies in respect

Pension Assets and Liabilities of individual controls

Generally sound control
environment

Non pay expenditure

Payroll

Housing benefits expenditure

Business rates income

Council tax income

Journals
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Section two: Financial Statements

ACCOUNTS productionand audit process

Audit standards (ISA 260) require us to communicate our views on the significant qualitative aspects
of the Authority’s accounting practices and financial reporting.

We also assessed the Authority’s process for preparing the accounts and its support for an efficient
audit. The efficient production of the financial statements and good-quality working papers are
critical to meeting the tighter deadlines.

The Authority’s overall process for the preparation of the financial statements is adequate.
The Authority has not implemented the recommendation in our ISA 260 Report 2016/17.

Accounts practices and production process

The Authority incorporated a number of measures into its closedown plan to further improve the project
management of this complex process. Specifically, the Authority recognised the additional pressures which
the earlier closedown brought and we engaged with officers in the period leading up to the year end in order
to proactively address issues as they emerged.

We consider that the overall process for the preparation of your financial statements is adequate.
We also consider the Authority’s accounting practices appropriate.

Going concern

The financial statements of the Authority have been prepared on a going concern basis.

Following the Secretary of State’s decision on local government reorganisation in Dorset, the Authority’s
activities, assets and liabilities will transfer to a new unitary Authority on 1 April 2019, and West Dorset
District Council will no longer exist. As there will be continuity of all activities, but being delivered through a
different organisation, it is appropriate to draw up the Authority’s accounts using the going concern concept.
The accounts include appropriate disclosures.

We confirm that we have identified no other significant matters which would, in our view, affect the ability of
the Authority to continue as a going concern.

Implementation of recommendations

We raised one recommendation in our ISA 260 Report 2016/17, relating to the authorisation of journals. The
Authority has not implemented the recommendationrelating to the financial statements in line with the
timescales of the action plan. Further details are included in Appendix 2.

Completeness of draft accounts
We received a complete set of draft accounts on 31 May 2018 in line with the statutory deadline.
Quality of supporting working papers

We issued our Accounts Audit Protocol to your Finance team on 26 March 2018. This important document
sets out our audit approach and timetable. It also summarises the working papers and other evidence we
require the Authority to provide to support our audit work. This helps the Authority to provide audit evidence
in line with our expectations. There have been no issues with the qualify of information provided.
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Section two: Financial Statements

SPeccauditareas

We anticipate issuing an unqualified audit opinion on the Authority’s 2017-18 financial statements by
31 July 2018. We will also report that your Annual Governance Statement complies with the

guidance issued by CIPFA/SOLACE (‘Delivering Good Governance in Local Government’) published in
April 2016.

Auditing standards require us to consider two standard risks for all organisations. We consider these as a
matter of course in our audit and will have set out the findings arising from our work in our ISA 260 Report
below.

Management override of controls

Professional standards require us to communicate the fraud risk from management override of
controls as significant because management is typically in a unique position to perpetrate fraud
because of its ability to manipulate accounting records and prepare fraudulent financial
statements by overriding controls that otherwise appear to be operating effectively.

Our audit methodology incorporates the risk of management override as a default significant
risk. We have not identified any specific additional risks of management override relating to this
audit.

In line with our methodology, we carried out appropriate controls testing and substantive
procedures, including over journal entries, accounting estimates and significant transactions that
are outside the normal course of business, or are otherwise unusual.

There are no matters arising from this work that we need to bring to your attention.

Fraudulent revenue recognition

Professional standards require us to make a rebuttable presumption that the fraud risk from revenue
recognition is a significant risk.

In our External Audit Plan 2017-18we reported that we do not consider this to be a significant risk
for Local Authorities as there is unlikely to be an incentive to fraudulently recognise revenue.

This is still the case. Since we have rebutted this presumed risk, there has been noimpact on our
audit work.

Over the following pages we have set out our assessment of the specific significant risks and areas of audit
focus we identified in relation to the audit of the Authority’s financial statements.
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Section two: Financial Statements

SPeccauditareas

Significant Audit Risks — Authority

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

Risk:

Our
assessment
and work
undertaken:

Inappropriate cost sharing within the partnership

Developments in the Dorset Councils Partnership have seenincreasingly streamlined and
harmonised services. Management has in place a process for allocating costs across the
three Councils to reflect the use of joint services. There is arisk that the process is not
appropriate or applied consistently, leading to a distortion in financial performance.

As part of our review of the purchase authorisation controls, we have checked whether the
costs have been split appropriately between the three Councils. When performing our
substantive testing, we have ensuredthat costs correctly relate to the Council to which
they have been charged or have been allocated based on a reasonable cost allocation
calculation.

Other areas of audit focus

Those risks with less likelihood of giving rise to a material error but which are nevertheless worthy of audit

understanding.

Risk:

Our
assessment
and work
undertaken:

Significant changes in the pension liability due to LGPS Triennial Valuation

The pension liability represents a material element of each of the Authorities’ balance
sheets. The Authorities are admitted bodies of Dorset County Council Local Government
Pension Scheme, which had its last triennial valuation completed as at 31 March 2016. This
forms an integral basis of the valuation as at 31 March 2018.

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

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

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

We have reviewed the controls that the Authority has in place over the information sent
directly to the Scheme Actuary, Barnett \Waddingham. We also liaised with the auditors of
the Pension Fund in order to gain an understanding of the effectiveness of those controls
operated by the Pension Fund. This included consideration of the process and controls with
respect to the assumptions used in the valuation. \We evaluated the competency, objectivity
and independence of the scheme actuary.

We reviewed the appropriateness of the key assumptions included within the valuation and
compared them to expected ranges, with no issues being noted. We also reviewed the
methodology applied in the Mercer Valuation. We concluded that the pension obligation
had been fairly calculated and disclosed.
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Section two: Financial Statements

SDECITIC audIt areas (cont)

Other areas of audit focus

Those risks with less likelihood of giving rise to a material error but which are nevertheless worthy of audit
understanding.

Issue: Local Government Reorganisation

The plan to create a unitary council covering rural Dorset (andincorporating West Dorset,
North Dorset, and Weymouth & Portland) has a potential impact on a number of areas in the
accounts.

Areas that may be affected are Property Plant & Equipment, especially where assets could
be disposed of as part of the reorganisation, and provisioning. There will need to be
disclosure of the reorganisation, and this may need to be updated for events after 31 March
2018 if they have a bearing on the understanding or accounting.

The accounts will also need careful disclosure about the application of the going concern
concept, as the three sovereign councils will eventually cease to exist.

Our We have discussed the situation with management and have confirmed that no firm

assessment | strategic or operational decisions had been made by 31 March 2018 that would require

and work asset impairments or recognition of provisions in the accounts. We have reviewed the

undertaken: | position during the audit and discussed the impact of the reorganisation on the council's
accounts.

We have agreed that the reorganisation does not in itself trigger a need to assess the going
concern concept in the accounts, as the activities will continue into the new Authority. We
carried out our normal assessment of the going concern of each council but do not consider
LGR to be a significant risk.

We have reviewed the updated accounting policy note, the disclosure of the reorganisation
in the financial statements and considered any post balance sheet events.
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Section two: Financial Statements

Judoements

We have considered the level of prudence within key judgements in your2017-18 financial

statements and accounting estimates. We have set out our view below across the following range of
judgements.

Level of prudence

Audit | Cautious Balanced Optimistic | Audit
Difference :‘ . / : Difference
! Acceptable Range !
Subjective area 2017-18 2016-17 Commentary

Provisions (excluding Business
Rates)

We consider the provisions and related disclosures to be
proportionate.

Business Rates provision Since 2013/14 the Authority has been responsible for a proportion
of successfulrateable value appeals. There has been an increase
of £1,847k in the provision in year in excess of the refunds

awarded in order to increase the provision.

Property Plant & Equipment:
Non-HRA Assets

The Authority has utilised an external valuation expert GVA to
revalue a number of properties in line with its 5 year rolling
revaluation schedule. The resulting increase is in line with
regional indices provided by Gerald Eve, the valuation firm
engaged by the NAO to provide supporting valuation information.

Valuation of pension assets and
liabilities

The Authority continues to use Barnett Waddingham to provide
actuarial valuations in relation to the assets and liabilities
recognised as a result of participation in the Local Government
Pension Scheme. Due to the overall value of the pension assets
and liabilities, smallmovements in the assumptions can have a
significant impact on the overall valuation. For example, a 0.1%
change in the discount rate would change the net liability by £1.9
million.

The actualassumptions adopted by the actuary fell within our
expected ranges as set out below. The overall position is
acceptable.

Assumption Actuary KPMG Assessment
Value Value

Discount rate 2.55% 2.50%

Pension increase rate 2.35% 2.16%

Salary Growth CPI to 31

March CPl +0 -
2020, then 2.0%
CPl +1.5%

Life expectancy
Current male/female 26.2/24.0 23.5/22.1
Future male/female 28.4/26.1 25.4/23.9
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Section two: Financial Statements

Pr0p0Sedopinion andaudit direrences

Subject to all outstanding queries being resolved to our satisfaction, we anticipate issuing an
unqualified audit opinion on the Authority’s 2017-18 financial statements following approval of the

Statement of Accounts by the Audit Committee on 30 July 2018.

Audit differences

n accordance with ISA 260 we are required to report uncorrected audit differences to you. We also report
any material misstatements which have been corrected and which we believe should be communicated to
you to help you meet your governance responsibilities.

The final materiality (see Appendix 2) for this year's audit was set at £1,000k. Audit differences below £50k
are not considered significant.

We identified two misstatements that have been corrected (see Appendix 3):

1) This involved the Council recognising West Dorset’s contribution of £57k to the Dorsetforyou website as
both income and expenditure in the accounts. We suggest that management carefully consider the
underlying nature of any income recognised in the accounts.

2) There has been a change of accounting policy resulting in section 106 obligations being recognised as
creditors rather than held in reserves. This adjustment was posted prospectively, given the size of the
adjustment was £4.3m this should have been posted retrospectively.

Annual governance statement
We have reviewed the Authority’s 2017-18 Annual Governance Statement and confirmed that:

— It complies with Delivering Good Governance in Local Government: A Framework published by
CIPFA/SOLACE; and

— Itis not misleading and is consistent with other information we are aware of from our audit of the
financial statements.

Narrative report

We have reviewed the Authority’s 2017-18 narrative report and have confirmed that it is consistent with the
financial statements and our understanding of the Authority.

Annual report

We have reviewed the Authority’s 2017-8 Annual Report and can confirm it is not inconsistent with the
financial information contained in the audited financial statements.
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Section two: Financial Statements

LOmpletion

We confirm that we have complied with requirements on objectivity and independence in relation to
this year’s audit of the Authority’s 2017/18 financial statements.

Before we can issue our opinion we require a signed management representation letter.

Once we have finalised our opinions and conclusions we will prepare our Annual Audit Letter and
close our audit.

Declaration of independence and objectivity

As part of the finalisation process we are required to provide you with representations concerning our
independence.

In relation to the audit of the financial statements of West Dorset District Council for the year ending 31
March 2018, we confirm that there were no relationships between KPMG LLP and West Dorset District
Council, its directors and senior management and its affiliates that we consider may reasonably be thought
to bear on the objectivity and independence of the audit engagement lead and audit staff. We also confirm
that we have complied with Ethical Standards and the Public Sector Audit Appointments Ltd requirements in
relation to independence and objectivity.

We have provided a detailed declaration in Appendix 4 in accordance with ISA 260.
Management representations

You are required to provide us with representations on specific matters such as your financial standing and
whether the transactions within the accounts are legal and unaffected by fraud. We have provideda
template to the s.151 officer for presentation to the Audit Committee. We require a signed copy of your
management representations before we issue our audit opinion.

Other matters

ISA 260 requires us to communicate to you by exception ‘audit matters of governance interest that arise
from the audit of the financial statements’ which include:

— Significant difficulties encountered during the audit;

— Significant matters arising from the audit that were discussed, or subject to correspondence with
management;

— Other matters, if arising from the audit that, in the auditor's professional judgment, are significant to the
oversight of the financial reporting process; and

— Matters specifically required by other auditing standards to be communicated to those charged with
governance (e.g. significant deficiencies in internal control; issues relating to fraud, compliance with laws
and regulations, subsequent events, non disclosure, related party, public interest reporting,
questions/objections, opening balances etc.).

There are no other matters which we wish to draw to your attention in addition to those highlighted in this
report or our previous reports relating to the audit of the Authority’s 2017-18 financial statements.
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Section three: Value for Money arrangements

SPECITICValle for moneyTisk areas

Our 2017-18 VFM conclusion considers whether the Authority had proper arrangements to ensure it
took properly informed decisions and deployed resources to achieve planned and sustainable
outcomes for taxpayers and local people.

We have concluded that the Authority has made proper arrangements to ensure it took properly-
informed decisions and deployed resources to achieve planned and sustainable outcomes for
taxpayers and local people.

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

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

We follow a risk based approach to target audit effort on the areas of greatest audit risk.

Identification of Continually re-assess VFM
1 significant VFM risks ), potential VFM risks ), conclusion

(if any)
VEM audit risk Reassess risks throughout

assessment the audit.

Assessment of work by
other review agencies Conclude on
arrangements
v to secure VFM

Specific local risk-based

. . work
Financial

statements and

other audit work If no significant VFM audit risks identified:

No further work required subjectto reassessment

Overall VFM criteria: VFM

In all significant respects, conclusion

: Working with Informed
the audited body had partners and D based on

properarrangementsto third parties making
ensure it took properly
informed decisions and
deployed resourcesto
achieve planned and
sustainable outcomesfor
taxpayers and local Sustainable
people Resource
Deployment
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Section three: Value for Money arrangements

SPECITIC valle for moneyTisk areas (Cont

The table below summarises our assessment of the individual VFM risks identified against the three sub-
criteria. This directly feeds into the overall VFM criteria and our value for money opinion.

Applicability of VFM Risks to VFM sub-criteria

VFM Risk Informed decision Sustainable Working with
making resource partner and third
deployment parties
Delivery of budgets v v v

In consideration of the above, we have concluded that in 2017-18, the Authority has made proper
arrangements to ensure it took properly-informed decisions and deployed resources to achieve planned and
sustainable outcomes for taxpayers and local people.

Further details on the work done and our assessment are provided on the following pages.
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Section three: Value for Money arrangements

SDECHTIC valUe for money rsk areas (cont)

As communicated to you in our External Audit Plan 2017-18, we have identified one risk requiring
specific audit attention and procedures to address the likelihood that proper arrangements are not in
place to deliver value for money.

In all cases we are satisfied that external or internal scrutiny provides sufficient assurance that the
Authority’s current arrangements in relation to these risk areas are adequate.

For the year ending 31 March 2018, the Authority has reported a surplus of £0.3m. The impact on the
General Fund has been an increase of £0.3m.

We have provided below a summary of the risk areas identified, our work undertaken and the conclusions
reached.

Risk: Financial Resilience and Medium Term Financial Planning

There are significant financial pressures across local government as a result of reductions in
central government funding and other pressures. West Dorset have been able to set a
balanced budget for 2018/19. Future years will be impacted by the local government
reorganisation.

The Authority’s budget for 2018/19 was approved at the Council meeting on 20 February 2018
and recognised a need for £710k in savings. The approved budget includes individual
proposals to support the delivery of the overall savings requirement. Future years will be
impacted by the local government reorganisation.

Our Like most of local government, the Authority faces a challenging future driven by funding
assessment| reductions and an increase in demand for services.
and work

undertakens The Authority reported an overall surplus position on its net expenditure budget for 2017/18 of

£1.8 million. This enabled the General Fund balance to increase to £26.7 million as of 31
March 2018.

We have reviewed the processes in place to arrive at the Medium Term Financial Plan for
2017/18, including the reasonableness of assumptions included within, and comparison
against, the statutory accounts. \We have considered the measures being taken by the
Authority, along with other councils within the Dorset Councils Partnership, in order to make
further savings. These measures appear to be reasonable.

Membership of the Dorset Councils Partnership, the plans to dispose of surplus assets, and
the move to LGR is strong evidence of the Authority’s commitment to working with partners.

We have considered how the Authority has ensured informed decision making through
reporting of financial information to Cabinet and Council. Through review of papers and
discussions with officers we have also obtained an understanding of the key assumptions
made within the 2018/19 budget, as well as considering the appropriateness of those
assumptions.

We have obtained an understanding of the processes and controls in place around the Dorset
Council’s Partnership that support the overall cost-saving exercise and reviewed the shared
costs to assess whether cost savings had been achieved as well as the processes around
delivering the future cost savings identified as part of the local government reorganisation.
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Section three: Value for Money arrangements

SDECHTIC valUe for money rsk areas (cont)

Our
assessment
and work
undertaken
(Cont):

Conclusion:

The plan is regularly monitored for progress and continuing relevance in light of changes to
central government funding.

The Partnership identified the significant risks to delivering this plan as the cumulative impact
of change initiatives on staff and key skills and knowledge leaving the organisation.

We have reviewed progress against the plan for joined up services and actual savings against
budgeted savings and consider that they are on track.

Our financial statements audit work over the shared costs did not identify any issues
warranting further investigation.

While there will clearly be challenges to delivering a balanced budget in 2018/19, the
arrangements that management have put in place are reasonable and have a number of
contingency options dependent on political decisions. We therefore consider this supports an
unqualified VFM conclusion.

KPMG
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Appendix 1:

-0lI0W-Up of prior year recommendations

The Authority has not implemented the recommendation raised through our previous audit work.

We re-iterate the importance of the outstanding recommendations and recommend that these are
implemented as a matter of urgency.

We have given each recommendation a risk rating and agreed what action management will need to take.

Numb er of recommendations that were

Included in the original report 1

Implemented in year or superseded

Outstanding at the time of our interim audit 1

No. Risk Issue & Recommendation Management Response Status as at 30July 2018
Journals are not authorised The recommendationis not No action is to be takenin
Risk accepted. Journals are response to this

restricted to appropriately recommendation, which is as

Journals can be raised but do  qualified staffand are not reported by management tothe
not require authorisation by available to people outside of  audit committeein September
more senior finance staffprior  the finance team. Thereisa  2017.
to posting within the ledger. comprehensive budget
Recommendation monitoring process in place

which would identify the
budget holder or relevant
accountancy officer if an
incorrect journal had been
posted. As journals only move
existing expenditure it is felt
these compensating controls
are sufficient. Additional
authorisations would be a
waste of resources.

All journals should be prepared
and reviewed by separate
finance personnel to ensure
that these are appropriate and
have been authorised. This will
reduce the risk that journals are
posted to incorrect accounts
and ultimately prevent
misstatements in the financial

statements.
Responsible Officer

JasonVaughan
Implementation Deadline
N/A
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Appendix 2:

Matenaltyand reporting of auditdifferences

The assessment of what is material is a matter of professional judgment and includes consideration

of three aspects: materiality by value, nature and context.

Material errors by value are those which are simply of significant numerical size to distort the reader’s
perception of the financial statements. Our assessment of the threshold for this depends upon the size of
key figures in the financial statements, as well as other factors such as the level of public interest in the
financial statements.

Errors which are material by nature may not be large in value, but may concern accounting disclosures of key
importance and sensitivity, for example the salaries of senior staff.

Errors that are material by context are those that would alter key figures in the financial statements from one
result to another — for example, errors that change successful performance against a target to failure.

We used the same planning materiality reported in our External Audit Plan 2017-18 presented to you in
March 2018.

Materiality for the Authority’s accounts was set at £1,000k which equates to around 1.8 percent of gross
expenditure. We design our procedures to detect errors in specific accounts at a lower level of precision.

Reporting to the Audit Committee

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

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

ISA 450 requires us to request that uncorrected misstatements are corrected.

In the context of the Authority, an individual difference is considered to be clearly trivial if it is less than £50k
for the Authority.

Where management have corrected material misstatements identified during the course of the audit, we will
consider whether those corrections should be communicated to the Audit Committee to assist it in fulfilling
its governance responsibilities.
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Appendix 2:

Materiality and reporting of audt
(differences(cont

We are required by ISA 260 to report all uncorrected misstatements, other than those that we believe
are clearly trivial, to those charged with governance (which in your case is the Audit Committee).

We are also required to report all material misstatements that have been corrected but that we
believe should be communicated to you to assist you in fulfilling your governance responsibilities.

A number of minor amendments focused on presentational improvements have also been made to the 2017-
18 draft financial statements. The Finance team is committed to continuous improvement in the quality of the
financial statements submitted for audit in future years.

Adjusted audit differences — Authority

The following table sets out the significant audit differences identified by our audit of West Dorset District
Council’s financial statements for the year ended 31 March 2018. These have been corrected for in the latest
version of the financial statements that we have seen.

Table 1: Adjusted audit differences — Authority (£°000)

No. Income and Movement in Basis of audit difference

expenditure reserves

statement statement
1 Dr - Gross Income The Dorsetforyou website is accounted for as part of

57 West Dorset District Council, the charge from the
Cr- Gross website to West Dorset was recognised as revenue for
Expenditure the website and expenditure for the Council. As these
(57) are part of the same legal entity then this is effectively

the Council charging itself and so does not represent
income and expenditure of the Council. This
adjustment therefore removes the amount from both
income and expenditure.

2 Cr- Gross Dr-Balance asat The change in accounting policy to bring section 106
Expenditure 31 March 2017 receipts onto the balance sheet was posted
(4,286) 4,286 prospectively by recording all s106 receipts received to

date as expenditure in year. As this a materialchange in
accounting policy the correct treatmentis to adjust
retrospectively by restating the opening reserves figure
for those receipts received prior to the start of the
financial year.

Cr (4,286) Dr 4,286 Total impactof adjustments
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Appendix 3:

RECUIEC Communications WIth the Audt
Lommittes

We have provided below at-a-glance summary of the information we are required to report to youin

writing by International Accounting Standards.

Required Communication Commentary
Our draft management We have not requested any specific representations in addition to those areas
representation letter normally covered by our standard representation letter for the year ended 31
March 2018.
Adjusted audit differences We haveidentified 2 adjusted audit differences with a total value of £4.3 million.

See page 21 fordetails. These adjustments result in a net increase of £4.3 million
in the reported surplus on provision of services.

Unadjusted audit differences We have identified no unadjusted differences as a result of our audit of the
Authority’s financial statements

Related parties There were no significant matters that arose during the audit in connection with
the entity's related parties.

Other matters warranting There were no matters toreport arising from the audit that, in our professional
attention by the Audit judgment, are significant to the oversight of the financial reporting process.
Committee

Control deficiencies We have set out our assessment of the Authority’s internal control environment,

including confirmation that there were no significant deficiencies identified, in
Section one of this report (see pages 4 to 6).

We have not identified any deficiencies in internal control over financial reporting
of a lesser magnitude than those deficiencies identified in this report.

Actual or suspected fraud, We identified no actualor suspected fraud involving the Authority's Member or
noncompliance with laws or officers with significant roles in internal control, or where the fraud resulted in a
regulations or illegal acts material misstatement in the financial statements.

Significant difficulties No significant difficulties were encountered during the audit.

Modifications to auditor’s report There are no modifications to our audit report.

Disagreements with The engagement team had no disagreements with management and no scope
management or scope limitations  limitations were imposed by management during the audit.

m Page 48 23

D t Classification: KPMG Confidential




Appendix 3:

Required communications with the Audit
Lommittee (cont

Required Communication Commentary

Other information No material inconsistencies were identified related to other information in the
Narrative Report or Annual Governance Statement.

These reports were found to be fair, balanced and comprehensive, and compliant
with applicable requirements.

Our declaration of independence No matters toreport.
and any breaches of The engagement team have complied with relevant ethical requirements

independence regarding independence.
See Appendix 4 for further details.
Accounting practices Over the course of our audit, we have evaluated the appropriateness of the

Authority’s accounting policies, accounting estimates and financial statement
disclosures. In general, we believe these are appropriate.

We have set out our view of the assumptions used in valuing pension assets and
liabilities atpage 11.

Significant matters discussedor  There were no significant matters arising from the audit which were discussed, or
subject to correspondence with subject to correspondence, with management.
management

Il rights reserved.
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Appendix 4:

Jeciarationor independence

ASSESSMENT OF OUR OBJECTIVITY AND INDEPENDENCE AS AUDITOR OF WEST DORSET
DISTRICT COUNCIL

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

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

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

— General procedures to safeguard independence and objectivity;

— Independence and objectivity considerations relating to the provision of non-audit services; and
— Independence and objectivity considerations relating to other matters.

General procedures to safeguard independence and objectivity

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

— Instilling professional values
— Communications

— Internal accountability

— Risk management

— Independent reviews.

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

mmpn Page 50 25

D t Classification: KPMG Confidential




Appendix 4:

Jeclarationorindependence (Cont)

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

We have considered the fees charged by us to the authority and its controlled entities for professional
services provided by us during the reporting period. \WWe have detailed the fees charged by us to the
authority and its controlled entities for significant professional services provided by us during the reporting
period below, as well as the amounts of any future services which have been contracted or where a written
proposal has been submitted. Total fees charged by us for the period ended 31 March 2018 can be analysed
as follows:

2017-18 2016-17

£ £
Audit of the Authority 42,975 42,975
Total auditservices 42,975 42,975
Mandatory assurance services — Housing Benefit Subsidy return 6,336 6,225
Total Services 49,311 49,200

The audit fee for the year is the same as the planned audit fee as reported as part of our audit planning
memo.

We are required by AGN 01 to limit the proportion of fees charged for non-audit services (excluding
mandatory assurance services) to 70% of the total fee for all audit work carried out in respect of the
Authority under the Code of Audit Practice for the year. The ratio of non-audit fees to audit fees for the year
was 0.1:1. We do not consider that the total of non-audit fees creates a self-interest threat since the
absolute level of fees is not significant to our firm as a whole.

Facts and matters related to the provision of non-audit services and the safeguards put in place that bear
upon our independence and objectivity, are set out table on the following page.
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Appendix 4:

Jeclarationofindependence (cont

Appropriate approvals have been obtained from PSAA for all non-audit services above the relevant thresholds
provided by us during the reporting period.

Independence and objectivity considerations relating to other matters

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

Descriptionof  Principal threats to independence and Basis of fee Value of services Value of services
scope of Safeguards applied deliveredin the committed but
services year ended 31 not yet delivered

March 2018 £

£

Audit-related assurance services
Grant Certification — The nature of this mandatory assurance Fixed Fee - 6,336
Housing Benefit service is to provide independent assurance
Subsidy Return on the return. As suchwe do not consider it

to create any independence threats.

Self-interest: This engagement is performed
under externally specified work programmes.
The work has no perceived or actual impact
on the audit team and the audit team
resources that will be deployed to perform a
robust and thorough audit.

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

Management threat: All decisions are made
by the Council.

Confirmation of audit independence

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

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

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

p_ 0
KA L |
KPMG LLP
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KPMG

The key contacts in relation to our audit are:

lan Pennington Thomas Williams
Director Manager

T:0292046 8087 T:0292046 8283

E: lan.Pennington@kpmg.co.uk E: Thomas.Wiliams@kpmg.co.uk

kpmg.com/uk
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