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This report is addressed to the Authority and has been prepared for the sole use of the Authority. We take no responsibility to any member of staff acting in their individual 
capacities, or to third parties. Public Sector Audit Appointments issued a document entitled Statement of Responsibilities of Auditors and Audited Bodies summarising where 
the responsibilities of auditors begin and end and what is expected from audited bodies. We draw your attention to this document which is available on Public Sector Audit 
Appointment’s website (www.psaa.co.uk).

External auditors do not act as a substitute for the audited body’s own responsibility for putting in place proper arrangements to ensure that public business is conducted in 
accordance with the law and proper standards, and that public money is safeguarded and properly accounted for, and used economically, efficiently and effectively.

We are committed to providing you with a high quality service. If you have any concerns or are dissatisfied with any part of KPMG’s work, in the first instance you should 
contact Andrew Cardoza, the engagement lead to the Authority, who will try to resolve your complaint. If you are dissatisfied with your response please contact the national 
lead partner for all of KPMG’s work under our contract with Public Sector Audit Appointments Limited, Andrew Sayers (andrew.sayers@kpmg.co.uk). After this, if you are still 
dissatisfied with how your complaint has been handled you can access PSAA’s complaints procedure by emailing generalenquiries@psaa.co.uk, by telephoning 020 7072 
7445 or by writing to Public Sector Audit Appointments Limited, 3rd Floor, Local Government House, Smith Square, London, SW1P 3HZ.
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This Annual Audit Letter 
summarises the outcome 
from our audit work at 
Northamptonshire County 
Council in relation to their 
2015/16 audit year.

Although it is addressed to 
Members of the Authority, it 
is also intended to 
communicate these key 
messages to key external 
stakeholders, including 
members of the public, and 
will be placed on the 
Authority’s website.

Headlines
Section one

VFM 
conclusion

We issued a qualified conclusion on the Authority’s arrangements to secure value for money (VFM conclusion) for 2015/16 
on 29 September 2016. This meant we were unable to state that during the year the Authority had proper arrangements for 
informed decision making, sustainable resource deployment and working with partners and third parties. 
To arrive at our conclusion we looked at the Authority’s arrangements to make informed decision making, sustainable 
resource deployment and working with partners and third parties. 

VFM risk 
areas

We undertook a risk assessment as part of our VFM audit work to identify the key areas impacting on our VFM conclusion 
and considered the arrangements you have put in place to mitigate these risks.
Our work identified the following significant matters:
Financial resilience
The Authority set a net budget requirement of £415 million for 2015/16 and faced significant challenges in delivery. Whilst 
the budget was delivered by 31 March 2016, continued demand pressures alongside non-delivery of full savings plans, 
meant this could only be achieved through a variety of mitigating actions and non-recurrent transactions. This included the 
need to utilise £16.5 million from earmarked reserves. 
Adult Social Care overspent by £8.5 million, whilst Children, Families and Education incurred a £20.9 million overspend. 
Corporate Services reported a £30.4 million underspend relating to the aforementioned use of earmarked reserves in year, a 
further review of MRP policy in year, and a strategy of internal borrowing reducing in net interest payable.
As of July 2016, the Authority reported that £34.9 million of the £65 million savings planned for 2016/17 (54%) were rated as
either Amber or Red. Furthermore, the Authority also reported current year pressures of £13.6 million. At 31 March 2016 the 
Authority had a balance of £12 million in the General Fund reserve and £22.1 million in Earmarked Reserves following a 
transfer of £43.2 million in the year. Therefore the Authority does not have the reserves in place to make a similar level of
transfer in 2016/17 should the savings fall below planned levels.

Audit opinion We issued an unqualified opinion on the Authority’s financial statements on 29 September 2016. This means that we believe 
the financial statements give a true and fair view of the financial position of the Authority and of its expenditure and income 
for the year. The financial statements also include those of the pension fund/ the Authority’s Group, which consists of the 
Authority itself, Olympus Care Services Limited and Northamptonshire Trading Limited.

Annual 
Governance 
Statement

We reviewed the Authority’s Annual Governance Statement and concluded that it was consistent with our understanding. 
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We reviewed the Authority’s 
Annual Governance 
Statement and Whole of 
Government Accounts with 
no issues identified.

We issued our audit opinion 
and value for money opinion 
on 29 September 2016.

We have summarised the key 
adjustments and issues 
identified during our financial 
statements audit.

Headlines (cont.)
Section one

Financial 
statements 
audit

During our audit we identified one material audit adjustment with a total value of £4 million. This adjustment was to correct assets 
incorrectly categorised as ‘Assets Under Construction’. The impact of this adjustment was to increase the deficit on provision of 
services for the year by £4 million; and decrease the net worth of the Authority as at 31 March 2016 by £4 million.
We received a complete draft 2015/16 accounts by 30 June 2016 in accordance with the DCLG deadline. The accounting policies, 
accounting estimates and financial statement disclosures are in line with the requirements of the Code.
During the audit we have raised a number of issues with the timeliness and quality of the Authority’s working papers and responses to 
audit queries. In particular:
— Due to capacity issues within the Finance team the vast majority of working papers were not available on our agreed start date. 

Working papers were available on 24 June, however due to our planned off-site sampling week (w/c 27th) we were unable to fully 
commence our work until 4 July 2016. This caused significant delays to our audit timetable;

— Despite requests for information in advance of the audit in respect of Accounts Payable data (requested in March 2016), this was
not made available to us until August 2016, after our planned on-site visit. Evidence relating to sample testing in Accounts 
Payable took six weeks to be provided, evidence in other areas such as Journals and Capital took three to four weeks to be 
provided; 

— Working papers relating to debtors and creditors initially provided did not reconcile to figures disclosed in the draft financial 
statements. The Authority amended the working papers so the figures in the financial statements could be agreed to the 
supporting audit trail;

— The fixed asset register and supporting working papers remain overly complex and fragmented, and does not provide clear and 
concise audit trails to facilitate the efficient audit of these balances. There continues to be significant opportunities for
improvements in this area; and

— Late adjustments made to the accounts, for example changes made to the Officer’s Remuneration note on 7th September in 
respect of payments made to the Chief Fire Officer, and pension adjustments for TUPE’d staff. 

This represents a deterioration from the previous year where improvements were noted and reported in our ISA 260 Report 2014/15,
following our recommendation in our ISA 260 Report 2013/14. However, the Authority was unable to meet the earlier deadlines this
year, which raises concerns over the Authority’s ability to meet the mandatory early closedown deadlines in 2017/18. 
Following the September 2016 Audit Committee we completed the following work:
— Minimum Revenue Provision: we reviewed and tested the Authority’s revised MRP calculation and identified no issues;
— Pension adjustments in respect of LGSS Law: we have met with Officers and discussed the pension liability with our technical 

experts. No adjustment to the accounts was made for 2015/16 due to materiality, however we are working through the pension 
liability transfer and any impact this may have on the 2016/17 accounts; and

— Chief Fire Officer settlement payment: we reviewed the supporting settlement agreement, legal implications and value for money 
considerations. We did not identify any significant issues impacting the financial statements, however we identified areas for 
improvement in the governance processes used by the Authority. We have raised a new recommendation at Appendix One.
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We did not identify any 
significant issues during our 
audit of the Pension Fund for 
2015/16.

We identified one high 
priority recommendation, 
three medium, and four low 
priority recommendations.

We have not yet issued our 
Audit Certificate, due to 
delays in response to our 
work on the Whole of 
Government Accounts return.

Headlines (cont.)
Section one

Pension fund audit There were no significant issues arising from our audit of the pension fund and we issued an unqualified opinion on the 
pension fund financial statements as part of our audit report.

Whole of 
Government 
Accounts

We reviewed the consolidation pack which the Authority prepared to support the production of Whole of Government 
Accounts (WGA) by HM Treasury. We have a number of queries outstanding on the WGA which are with the Authority 
to resolve. Once these queries have been concluded we will update the Audit Committee on the WGA submission and 
on whether the WGA pack is consistent with the audited financial statements.

High priority 
recommendations

We raised one high priority recommendation as a result of our 2015/16 audit work. This is detailed in Appendix One
together with the action plan agreed by management. 
Governance and oversight of the set up of new entities: We identified a number of issues during our 2015/16 audit with 
the set up of LGSS Law Ltd, one of the new entities set up in the ‘Next Generation’ model. We recommended that the 
Authority needs to ensure that all new entities have robust governance and review processes in place for their accounts 
and in preparation for audit. The Authority needs to consider the capability and resource capacity of the key staff 
involved in the accounts preparation and review.
We will formally follow up this recommendation as part of our 2016/17 work.

Certificate We are yet to issue our Audit Certificate; this is pending conclusion of unresolved queries on the Whole of Government 
Accounts return. We will update the Audit Committee on the progress of issuing the certificate. 

Audit fee Our final fee for the 2015/16 audit of the Authority is currently being finalised, subject to final determination by Public 
Sector Audit Appointments (PSAA). We will continue to update the Audit Committee on our fee for the audit. 
Our planned fee for the Authority was £137,660; our final fee will be higher due to the delays and issues set out in 
Appendix Three. On 12th October we agreed an overrun fee of £25,029 with the Authority, based on a number of issues 
and delays arising during the audit. Our final fee will be confirmed once this has been agreed by the PSAA.
Our planned fee for 2015/16, including the group and pension fund, was £161,945 (2014/15: £207,831).
Further detail is contained in Appendix Three.
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We have included here our 
high priority recommendation 
raised in our ISA260 and a 
new recommendation raised 
since the publication of our 
ISA260 report.

We have also included what 
action management will need 
to take. 

The Authority should closely 
monitor progress in 
addressing specific risks and 
implementing our 
recommendations.

We will formally follow up 
these recommendations next 
year. 

Follow up of previous recommendations

As part of our audit work we followed up on the Authority’s progress against previous audit recommendations. We are pleased to report 
that the Authority has taken appropriate action to address the issues that we have previously highlighted through high priority 
recommendations. [or amend as necessary if there is a different message to report]

Appendix 1: Key issues and recommendations
Appendices

No. Issue and recommendation Management response / responsible officer / due date

1  High Priority
Governance and oversight of the set up of new entities
We have been engaged to carry out the audit of LGSS Law Ltd in 
2015/16, one of the new entities set up in the ‘Next Generation’ 
model. From our initial review and discussions with management 
we identified the following issues:
— Consideration of pension liability for TUPE’d employees 

including recognition of the obligation by the Authority and the 
company;

— Governance arrangements of the company including the 
body holding management to account;

— Consideration of the legal and regulatory environment in 
which the company operates; and 

— Set up of Financial systems appropriate to the entity from 
their inception. 

Recommendation
The Authority needs to ensure that all new entities have robust 
governance and review processes in place for their accounts and 
in preparation for audit. 
The Authority needs to strengthen the capability and resource 
capacity of the key staff involved in the accounts preparation and 
review.

Extensive work is undertaken prior to setting up any new entities, 
including business cases, planning, budgeting, and appropriate 
legal and tax advice.
The pension arrangements of any new entities are considered, 
discussed and agreed on a case by case basis in conjunction with 
the Pension Fund.
Each new entity is expected to operate autonomously, with 
support and oversight from NCC and LGSS staff as appropriate.
2015-16 has been the first year that LGSS Law has been in 
operation. The Authority will look at the lessons that can be 
learned from its first year and apply these to the set-up of any 
subsequent new entities.
Planning at an advanced stage for the Next Generation Council 
model and consideration is being given to ensure that appropriate 
governance, legal and regulatory arrangements are put in place.
Any new entities will operate using the Authority’s ERP Gold 
system and consideration is being given to that as part of the set-
up of the new system.

Responsible Officer
S151 Officer

Due date
As and when each entity is established
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At the 19 September Audit 
Committee we gave a verbal 
update on a late adjustment 
to the accounts for a 
settlement payment. 
Although the payment was 
made on 31 July 2015, we 
were not informed until 7 
September. This resulted in 
some late work required to 
review the payment and any 
value for money implications.

Since the Committee we have 
reviewed the supporting 
paperwork and have raised a 
recommendation over the 
governance procedures in 
place for the restructure and 
the settlement approval. 

Follow up of previous recommendations

As part of our audit work we followed up on the Authority’s progress against previous audit recommendations. We are pleased to report 
that the Authority has taken appropriate action to address the issues that we have previously highlighted through high priority 
recommendations. [or amend as necessary if there is a different message to report]

Appendix 1: Key issues and recommendations (cont.)
Appendices

No. Issue and recommendation Management response / responsible officer / due date

2  Medium Priority
Governance arrangements for exiting staff
On 31 July 2015 the Authority’s Chief Fire Officer left the Authority 
through redundancy. As part of the redundancy package a 
‘settlement agreement’ was in place and a redundancy payment 
made in line with the agreement. 
The redundancy was part of a Fire department restructure, 
reducing three posts to one post. 
We reviewed the settlement agreement and supporting 
calculations. We did not identify any issues that would impact the 
financial statements and the calculation was correctly performed. 
However, the restructure of the three positions and the 
redundancy payment and agreement did not go through an 
approving Committee or to Members. 

Recommendation
The Authority should ensure that proposed restructures of staffing 
are duly and fully approved by Members or the most relevant 
Committee.  
The Authority should obtain approval for settlement agreements 
that have a value for money implication. This approval should be 
at Committee level to aid transparency of the arrangements.

Management note that during the audit there were no adverse 
value for money findings in relation to any settlement agreements 
made by the Council during the year. NCC has delegated 
responsibility to the Chief Executive and Chief Officers for staff 
restructuring, which is the approach that is followed. 
However the recommendation is noted and NCC will include 
communication with the relevant Portfolio Holder in any future 
settlement agreements.

Responsible Officer
Martin Cox, Director of HR

Due date
1 December 2016
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This appendix summarises 
the reports we issued since 
our last Annual Audit Letter.

Appendix 2: Summary of reports issued
Appendices

2016

January

February

March

April

May

June

July

August

September

October

November

The External Audit Plan set out our approach to the 
audit of the Authority’s financial statements and to 
work to support the VFM conclusion. 

External Audit Plan (February 2016)

The Audit Fee Letter set out the proposed audit 
work and draft fee for the 2016/17 financial year. 

Audit Fee Letter (April 2016)

The Auditor’s Report included our audit opinion on 
the financial statements (including the pension fund 
accounts) along with our VFM conclusion.

Auditor’s Report (September 2016)

This report summarised the outcome of our 
certification work on the Authority’s 2014/15 grants 
and returns.

Certification of Grants and Returns           
(February 2016)

The Interim Audit Report summarised the results 
from the preliminary stages of our audit, including 
testing of financial and other controls. 

Interim Audit Report (May 2016)
The Report to Those Charged with Governance 
summarised the results of our audit work for 
2015/16 including key issues and recommendations 
raised as a result of our observations. 

We also provided the mandatory declarations 
required under auditing standards as part of this 
report.

Report to Those Charged with Governance 
(September 2016)

This Annual Audit Letter provides a summary of the 
results of our audit for 2015/16.

Annual Audit Letter (October 2016)

We issued our audit certificate in October 2016 
following the completion of our work on the Whole 
of Government Accounts.

Auditor’s Certificate (October 2016)
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This appendix provides 
information on our final fees 
for the 2015/16 audit.

To ensure transparency about the extent of our fee relationship with 
the Authority we have summarised below the outturn against the 
2015/16 planned audit fee.

External audit

Our final fee for the 2015/16 audit of the Authority is currently being 
finalised, subject to final determination by Public Sector Audit 
Appointments (PSAA). We will continue to update the Audit 
Committee on our fee for the audit. Our planned fee was £137,660; 
our final fee will be higher. The reasons for the variance are:

— an increased fee for the audit of the financial statements 
reflecting;

- Initial delays in obtaining working papers;

- Delays in response to Accounts Payable audit queries and in 
obtaining data and evidence for sample testing;

- Late adjustments made to the accounts;

- Delays in obtaining transaction listings for Property, Plant and 
Equipment, and responses to capital queries;

- Additional time for the Authority to re-work Debtors and 
Creditors working papers and to provide supporting evidence 
for our journals sample; and

- Delays in producing bank reconciliations requested during the 
audit.

— additional work, which was not allowed for in our initial plan, 
namely a review of the payments made to the Chief Fire Officer 
on leaving the Authority.

Our final fee for the 2015/16 audit of the Pension Fund was in line 
with the planned fee of £24,285.

Other services

We have started work for additional audit-related services for the 
completion of value for money benchmarking and Identification 
and assessment of the Authority’s preparedness to deliver the 
savings and reorganisation plans. The work also includes non-
audit services to support the identification of additional 
opportunities in Children’s and Adult’s Services, including income 
benchmarking. This work has been pre-approved by the PSAA; 
the fee is currently going through formal approval by the PSAA.

We charged £4,813 for additional audit-related services for the 
evaluation of the Authority’s compliance with the subcontracting 
requirements set out within the Skills Funding Agency Funding 
Agreements and the funding rules 2015/ 2016. The work was not 
related to our responsibilities under the Code of Audit Practice.

We have undertaken additional audit-related services in relation 
to the certification of the Teachers Pension grant return which is 
outside of Public Sector Audit Appointment’s certification regime. 
The final fee will be confirmed through our reporting on the 
outcome of our grants work in January 2017. 

Appendix 3: Audit fees
Appendices
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