AGENDA ITEM 4.1

TRANSPORT FOR LONDON

AUDIT COMMITTEE

SUBJECT: AUDIT AND INSPECTION PLAN 2008/09
MEETING DATE: 12 MARCH 2008
1 Purpose and decision required

1.1 This plan has been developed by the Relationship Manager and the Appointed
Auditor, KPMG LLP. It sets out the audit and inspection work that they propose to
undertake in the 2008/09 financial year in accordance with statutory requirements.

2 Background

2.1 The Director of Internal Audit and the Chief Finance Officer have been consulted
on the Plan.

3 Recommendation

3.1 The Committee is asked to NOTE the Plan and make any comments as
appropriate.
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4 Audit and Inspection Plan | Introduction

Introduction

This plan has been developed by the Relationship Manager and the Appointed
Auditor, KPMG LLP. It sets out the audit and inspection work that we propose to
undertake in the 2008/09 financial year. The plan is based on the Audit
Commission’s risk-based approach to audit planning. It reflects:

e audit and inspection work specified by the Audit Commission for 2008/09;
e current national risks relevant to your local circumstances; and

e your local risks and improvement priorities.

This plan relates to the audit of the Transport
does not include the plan for Transport Tradi

Commissionshas’isstied a copy of the Statement to every audited body.

The Statement Summarises where the different responsibilities of auditors and of
the audited body begin and end, and our audit work is undertaken in the context of
these responsibilities.

Transport for London
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Inspection

8 The Audit Commission’s inspection activity is underpinned by the principle of
targeting our work where it will have the greatest effect, based upon assessments
of risk and performance.

9 Our direction of travel and use of resources work for 2007/08 has helped to inform
our planning process for this year. Based on the results of the planning process
we have identified where our inspection activity will be focused for 2008/09 as
follows.

Table 1 Summary of inspection activy \

Inspection activity ReaS}w{Q}pact \\

Relationship Manager (RM) role To’act’as the ommission@p@ary point
i L and the interface at the

replaced by i ssessment ('CAA"). CAA will be introduced
from 1 April 20 [
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6 Audit and Inspection Plan | Work under the Code of Audit Practice carried out
by the Appointed Auditor

Work under the Code of Audit Practice
carried out by the Appointed Auditor

Financial statements

KPMG will carry out their audit of the financial statements in accordance with
International Standards on Auditing (UK and Ireland) issued by.the Auditing
Practices Board (APB).

KPMG will issue an opinion on whether the financial state

Nts present fairly, in

2008, the financial position of TfL as at 31 Marc
expenditure for the year.

KPMG are also required to review whethe
Assurance has been presented in accordan
report if it does not meet these requirements ©
with their knowledge of TfL.

ant requirements, and to
misleading or inconsistent

Use of resources

Value for moneyconclusion

sion on whether TfL has put in place
efficiency and effectiveness in its use

Use of resources assessment

KPMG will complete a Use of Resources assessment, as specified by the Audit
Commission, in Autumn 2008. This assessment will be based on the underlying
key lines of enquiry for the five themes of financial reporting, financial
management, financial standing, internal control and value for money. This
process will be broadly similar to the review carried out in 2007 and will consider
TfL's performance in the 2007/08 financial year.
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Audit and Inspection Plan | Work under the Code of Audit Practice carried out by
the Appointed Auditor 7

There will be significant changes to the criteria used for the assessment relating to
the 2008/09 financial year. The new criteria (which as noted earlier have not yet
been tailored to take into account the specific circumstances of the GLA group) will
emphasise the importance of improved value for money outcomes for local people.
It is based on wider considerations other than cost and performance. It will also
look at how commissioning and procurement are improving efficiency and how
non-financial resources are used to support value for money.

The overall judgement will be based upon the evidence from three themes
(managing money, managing the business and managing other resources) and will
give particular emphasis to the value for money outcomes being achieved. The

for London. The scores will be accompanied, whefe appropriate, by
recommendations for improveme

indicato

The work at stage 1 will link to KPMG's review of TfL's arrangements to secure
data quality as required for their value for money conclusion and, together with the
results of stage 2, will inform the risk assessment for the detailed spot check work
to be undertaken at stage 3.

KPMG's fee estimate reflects an assessment of risk in relation to TfL's performance
indicators. This risk assessment may change depending on the assessment of
their overall management arrangements at stage 1 and they will update the plan
accordingly, including any impact on the fee.
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8 Audit and Inspection Plan | Assessing risks

Assessing risks

We are committed to targeting our work where it will have the greatest effect,
based upon assessments of risk and performance. This means planning our audit
work to address areas of risk relevant to our audit responsibilities and reflecting
this in the audit fees. It also means making sure that our work is co-ordinated with
the work of other regulators, and that our work helps you to improve.

Our risk assessment process starts with the identification of the significant financial
and operational risks applying at TfL with reference to:

e our cumulative knowledge of TfL;
e planning guidance issued by the Audit Commissj
e the specific results of previous and ongoing at
e interviews with TfL officers;

e liaison with internal audit; and

e the results of other review agencies’

are aware of the following risks th
statements:

Table 2 /ﬁ/m/W>o>oplm\o\n<sks

Opinion risks \//\)Ié%/sponse

Group is KPMG will continue to work with TfL to
08/09 with ensure that the accounting treatment for
tron the consolidation of these entities is in line
mnles Rail fo Landon and with the Statement of Recommended
Practice

KPMG will expand their group audit
procedures to cover the financial
statements of these new entities for
2008/09. This will include accounting
implications for the 2007/08 accounts as
well as the 2008/09 accounts

Changes to the IM environment, for KPMG will work with TfL to ensure their

example, upgrade of the SAP system | audit approach is risk focussed and takes
account of changes introduced during the
year
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Audit and Inspection Plan | Assessing risks 9

Opinion risks Response

TfL has a significant investment KPMG will continue to assess the
programme aligned to its business development and implementation of
plan and has assessed the robust processes for monitoring and
associated funding requirements controlling the increased levels of capital

investment and borrowing.

Adoption of IFRS The adoption of InterAational Financial
Reporting Standards (IFRS) is not
required by local gagvernment bodies until

y. prepared for
e conversion to IFRS.

KPMG consider the arrangements
their work accordingly.

Transport for London
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10 Audit and Inspection Plan | Reliance on Internal Audit

Reliance on Internal Audit

KPMG have reviewed the Internal Audit plan for 2008/09 and have identified how
the work of Internal Audit will impact on their audit approach during the year. They
have categorised this into three areas: reviews where they plan to rely on the work
of internal audit; reviews where they plan to work jointly with Internal Audit; and
reviews which will inform their audit approach.

ne purposes of the
payment processes
at the Financial Services Centre' and "Treasury Management. KPMG will liaise

There are two specific reviews which KPMG plan to rely on fo

continue to liaise with TfL's IT auditors on
where appropriate.

management, contra agement, partnership governance and claims

management.
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Work specified by the Audit Commission

Whole of government accounts (WGA)

35 KPMG are required to review and report on your WGA consolidation pack in
accordance with the approach agreed with HM Treasury and the National Audit
Office. The 2008/09 WGA consolidated pack will need to be produced in
accordance with International Financial Reporting Standards

36 TfL participates in the National Fraud Initiative, which\g

Commission Act 1998).

Transport for London



12 Audit and Inspection Plan | Certification of grant claims and returns

Certification of grant claims and returns

37 KPMG will continue to certify the TFLs claims and returns on the following basis:

e claims below £100,000 will not be subject to certification;

e claims between £100,000 and £500,000 will be subject to a reduced,
light-touch certification; and

e claims over £500,000 will be subject to a certification approach relevant to the
auditor’'s assessment of the control environment and m
preparation of claims. A robust control environment
certification approach for these claims.

lead to a reduced

Transport for London
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Audit and Inspection Plan | The audit and inspection fee 13

The audit and inspection fee

The details of the structure of scale fees are set out in the Audit Commission’s
work programme and fee scales 2008/09. Scale fees are based on a number of
variables, including the type, size and location of the audited body.

The fee proposals for 2007/08 are set out in Appendix 1.

The total proposed audit fee for 2008/09 is £383,500 compared to £380,000 for
2007/08.

The total inspection fee (payable to the Audit Commission)
compared to £26,500 for 2007/08.

2008/09 is £36,200

In addition we estimate that we will charge approxi 0 for the

certification of claims and returns.

Transport for London



14 Audit and Inspection Plan | Other information

Other information

The audit and inspection team

43 The key members of the audit and inspection team for the 2008/09 audit are shown
in the table below.

Table 3 ”

Name Contact details )R/;Vpo\\s\\llltles

Ken Davis k-davis@audit- ! he prim int of contact
Relationship commission.gov.uk with TfL and\the.interface at
Manager 020 7166 2815 the local level en the
mission and ether key
/}s\;;?;:holders.
June Awty june.awty@kpmg.co.uk </Responsible for the overall
Appointed Auditor 020 731x1 elivery of the audit inClUding
(KPMG LLP) the.quality of outputs, signing
t inion and conclusion,

d liaison with the Transport
ommissioner, Chief Officers
and the Audit Committee.

/
Greg Mcintos < qreq.}no‘ntosh@\p?nq.co.uk Advises on technical

Director 020731 64 \/ accounting and auditing
issues and manages CIPFA
(KPM% and Audit Commission liaison
RosSs Tudor \ Bss\mdor@kpmq co.uk Manages and co-ordinates
erdior Audit 4251 the different elements of the
n audit work
LL
Marion om‘s\/ /marion.foIIis@kpmq.co.uk Responsible for the delivery of
Senior Audi 020 7311 6387 the different elements of the
Manager (KP audit work

LLP)
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Audit and Inspection Plan | Other information 15

Independence and objectivity

We are not aware of any relationships that may affect the independence and
objectivity of the Appointed Auditor and the audit staff, which we are required by
auditing and ethical standards to communicate to you.

We comply with the ethical standards issued by the APB and with the
Commission’s requirements in respect of independence and objectivity as
summarised at Appendix 2.

Quality of service

We are committed to providing you with a high qug

are in any

way dissatisfied, or would like to discuss how we ca ice, please
contact the Relationship Manager or Appoin 1ce

If we are unable to satisfy your concerns, o ormal
complaint to the Audit Commission. The co edure is set out in the

leaflet Something to Complain About which is available from the Commission’s
website or on request.

Our reports will be disCussed and agreed with the appropriate officers before being
issued to the Audi

Table 4 \\//%\)
et omput . ndicative dat

eport on financial s tem%m% to those June 2009
charged with governance

Opini\omf/ir?ggél statements and  July 2009

value fo ey conclusion

Data quality repoft October 2008
Annual audit and inspection letter TBC

Use of resources report December 2008
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16 Audit and Inspection Plan | Appendix 1 — Audit and inspection fee

Appendix 1 — Audit and inspection fee

49 Table 5 provides details of the planned audit and inspection fee for work to be
carried out in 2008/09 with a comparison to the planned fee for 2007/08.

Table 5

.

/

Audit area Planned fee 2008/0 anned fee 2007/08
£
e

Audit oy AN
Financial statements 265,500// 265,506\\
Use of resources 83,506\ < /> 82,000 N

Data quality 29,000 7 28,000

Whole of government account§/ “5,\'-'>QO \\ 4,500

Total audit fee \ 383500~ . 380,000

Total inspection fee \Qé\ZOV /\\\/ 26,500

Total audit and inw)@ickm‘e&e 4\9}590/ - 406,500

Certification of claims and 15,50 15,000
returns
\/ - \V

600 'Using the'werk of another auditor’), introduced in late 2007 prescribes certain
audit procedures which group auditors must follow when relying on work carried

out on subsidiary entities or components of a group by other auditors. Much of the
additional audit work required on new group entities will be carried out for the audit
of the TTL group, but there will also be an impact on the TfL group audit.

Transport for London



52

53

54

55

56

Audit and Inspection Plan | Appendix 1 — Audit and inspection fee 17

There will also be additional audit time incurred in 2007/08 and in 2008/09 in
reviewing proposed accounting treatments in respect of acquisition of these new
businesses and accounting within these entries. Work in respect of the Metronet
entities has already commenced so there will be additional fees incurred in
2007/08 in this respect.

We understand that the planned project to review all roles / transactions available
to SAP users will not commence until 2008/09. This review was originally intended
to be completed in 2007/08. Until this review is completed, we will need to continue
to perform additional work to obtain assurance that there are no material

IFRS, and the fee of £5,500 quoted above does
of time required to audit the IFRS adjustments

March 2009.

Assumptions

mptions are not met, we may be required to undertake additional

work which is likély to result in an increased audit fee..

58 Changes to the plan will be agreed with you. These may be required if:

e new audit risks emerge;

e additional work is required of us by the Audit Commission or other regulators;
and

e additional work is required as a result of changes in legislation, professional
standards or as a result of changes in financial reporting.

Transport for London



18 Audit and Inspection Plan | Appendix 1 — Audit and inspection fee

Process for agreeing any changes in audit fees

59 If we need to amend the audit or inspection fees during the course of this plan we
will firstly discuss this with the Chief Finance Officer. We will then prepare a report
outlining the reasons why the fee needs to change for discussion with the Audit
Committee.

Transport for London
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Appendix 2 — Independence and
objectivity

Auditors appointed by the Audit Commission are required to comply with the
Commission’s Code of Audit Practice and Standing Guidance for Auditors, which
defines the terms of my appointment. When auditing the financial statements
auditors are also required to comply with auditing standards and ethical standards
issued by the Auditing Practices Board (APB).

The main requirements of the Code of Audit Practice, Standi uidance for
Auditors and the standards are summarised below.

International Standard on Auditing (UK and Ireland) ’ nication of audit
matters with those charged with governance) req at theappointed auditor:

/In your case, the
>‘from the auditor to those charged with

f Audit Practice has an overriding general requirement
out their work independently and objectively, and
ilany way that might give rise to, or could reasonably

Transport for London



20 Audit and Inspection Plan | Appendix 2 — Independence and objectivity

6 The Standing Guidance for Auditors includes a number of specific rules. The key
rules relevant to this audit appointment are as follows:

Appointed auditors should not perform additional work for an audited body
(ie work over and above the minimum required to meet their statutory
responsibilities) if it would compromise their independence or might give rise
to a reasonable perception that their independence could be compromised.
Where the audited body invites the auditor to carry out risk-based work in a
particular area that cannot otherwise be justified as necessary to support the
auditor’s opinion and conclusions, it should be clearly differentiated within the
audit plan as being ‘additional work’ and charged for separately from the
normal audit fee;

auditors should not accept engagements that invo
performance of other auditors appointed by the
work without first consulting the Commissio

e.commenting on the

government or NHS bodie
NHS body; and

Transport for London





