REPORT TO: SCRUTINY COMMITTEE - 25 JUNE 2013

REPORT ON: EXTERNAL AUDIT REPORT — TAYSIDE SUPERANNUATION FUNDS
AUDIT STRATEGY OVERVIEW AND PLAN 2012/13

REPORT BY: DIRECTOR OF CORPORATE SERVICES

REPORT NO: 225-2013

PURPOSE OF REPORT

To submit to elected members the above report that provides a summary of the
responsibilities and approach in respect of the Tayside Superannuation Funds for 2012/13.

2 RECOMMENDATIONS
It is recommended that elected members note the information included in the attached
report.

3 FINANCIAL IMPLICATIONS
None

4 MAIN TEXT

4.1 Following their appointment by Audit Scotland as external auditor for the City Council for
five years from 2011/12, KPMG LLP have produced the above report outlining the planned
approach to the audit of Tayside Superannuation Fund and Tayside Transport
Superannuation Fund (“the Superannuation Funds”) for the year ending 31 March 2013.
The document sets out the statutory and professional responsibilities in terms of the Code
of Audit Practice and also outlines our key audit objectives.

4.2 The report sets out information on the proposed audit approach focussing on the key issues
and risks facing the Superannuation Funds in terms of corporate governance
arrangements, ownership and valuation of investments, regulatory and accounting
compliance and other issues relevant to the opinions on the financial statements. The
document also sets out the key stages of the planned audit process, together with a
summary of procedures for working with internal audit, materiality considerations and
arrangements for communication and reporting.

5 POLICY IMPLICATIONS
This report has been screened for any policy implications in respect of Sustainability,
Strategic Environmental Assessment, Anti-Poverty, Equality Impact Assessment and
Risk Management. There are no major issues.

6 CONSULTATION
The Chief Executive and Head of Democratic and Legal Services.

7 BACKGROUND PAPERS
None

MARJORY M STEWART

DIRECTOR OF CORPORATE SERVICES 4 JUNE 2013
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About this report
This report has been prepared in accordance with the responsibilities set out within the Audit Scotland’s Code of Audit Practice (“the Code”).

This report is for the benefit of only Dundee City Council and is made available to the Accounts Commission and Audit Scotland (together “the beneficiaries”), and has
been released to the beneficiaries on the basis that wider disclosure is permitted for information purposes but that we have not taken account of the wider requirements
or circumstances of anyone other than the beneficiaries.

Nothing in this report constitutes an opinion on a valuation or legal advice.

We have not verified the reliability or accuracy of any information obtained in the course of our work, other than in the limited circumstances set out in the scope and
objectives section of this report.

This report is not suitable to be relied on by any party wishing to acquire rights against KPMG LLP (other than the beneficiaries) for any purpose or in any context. Any
party other than the beneficiaries that obtains access to this report or a copy and chooses to rely on this report (or any part of it) does so at its own risk. To the fullest
extent permitted by law, KPMG LLP does not assume any responsibility and will not accept any liability in respect of this report to any party other than the beneficiaries.

Complaints

If at any time you would like to discuss with us how our services can be improved or if you have a complaint about them, you are invited to contact David Watt, who is
the engagement leader for our services to Tayside Superannuation Funds, telephone 0141 300 5695 email: david.watt@kpmg.co.uk who will try to resolve your
complaint. If your problem is not resolved, you should contact Alex Sanderson, our Head of Audit in Scotland, either by writing to him at Saltire Court, 20 Castle Terrace,
Edinburgh, EH1 2EG or by telephoning 0131 527 6720 or email to alex.sanderson@kpmg.co.uk. We will investigate any complaint promptly and do what we can to
resolve the difficulties. After this, if you are still dissatisfied with how your complaint has been handled you can refer the matter to Russell Frith, Assistant Auditor
General, Audit Scotland, 110 George Street, Edinburgh, EH2 4LH.

© 2013 KPMG LLP, a UK Limited Liability Partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with 1
KPMG International Cooperative (‘'KPMG International’), a Swiss entity. All rights reserved. Use of this report is RESTRICTED — see Notice on contents page.



Overview

This document describes Experience Page 13 Tailored approach Pages4to 7

We continue to invest the time to understand the key
challenges and drivers affecting your operations. Our
audit approach is carefully designed to align with
these.

how we will deliver our audit Our senior management team from 2012 remains
) ] unchanged so you retain strong continuity.

for Tayside Superannuation As previously, we will use specialists from our
pensions teams to provide on the ground support

to the core audit team.

Fund and Tayside Transport

Superannuation Fund for the
year ending 31 March 2013.

Tailored to the

- I An
This |nc.Iudes- the opinions S perlenced Superannuation
on the financial statements team Funds and their
_ _ challenges
in accordance with relevant
- Independence Appendix 1 Risk based approach Pages 4to 7
legal and accounting P PP P 9
. Independence and quality are at M We continue to work with
requirements. the foundation of our approach. management to inform our
Independent ; . R
We have systems and processes N Risk understanding of the business and
in place to ensure our ongoing free High quality focused its challenges to ensure our audit
independence and will report audit opinion responds to changes in the

formally on this, together with any business.

non-audit fees received. We are

satisfied that we are independent.

Objective,
insightful
reporting

Adding value

Adding value
The knowledge gained from our previous audit means Insightful reporting

we understand your business issues and how they
impact the financial statements. We keep you advised
of new accounting standards and accounting issues as
they arise.

We will report on identified material control
weaknesses and other performance improvement
observations as well as unadjusted audit differences.

You expect us to form independent views on the key issues. We will
express these clearly and concisely in a way that is understandable to
accountants and non-accountants alike.

Our audit gives us an independent view on your business. We use
this knowledge to challenge the key messages delivered by your
internal reporting systems.

We will discuss these areas with the scrutiny committee.
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KPMG

Our audit work is undertaken

in accordance with Audit
Scotland’s Code of Audit
Practice. This specifies a
number of objectives for our

Introduction

The Accounts Commission has appointed KPMG LLP as auditors of
Dundee City Council and therefore Tayside Superannuation Fund
(“TSF”) and Tayside Transport Superannuation Fund (“TTSF”),
together for the purposes of this report, “the Superannuation Funds”,
under the Local Government (Scotland) Act 1973 (“the Act”). The
period of appointment is 2011-12 to 2015-16, inclusive. This document

We conduct our audit of the financial statements in line with
International Standards on Auditing (UK and Ireland). We have a
professional responsibility to report if the financial statements do not
comply, in any material respect, with the IFRS-based Code of Practice
on Local Authority Accounting in the United Kingdom 2012-13 (“the
Code”), taking account of the international financial reporting standards

audit. summarises our responsibilities as external auditors for the year issued by the International Accounting Standards Board and relevant
ending 31 March 2013 and our intended approach to issues impacting ~ guidance issued by the Chartered Institute of Public Finance and
the Superannuation Fund’s activities in that year. Accountability (“CIPFA”) / Local Authorities (Scotland) Accounts
- . I Advisory Committee (‘LASAAC”).
We carry out our audit in accordance with our statutory responsibilities
under the Act and in accordance with the International Standards on As part of our audit we also review the financial information contained
Auditing (UK and Ireland) issued by the Auditing Practices Board in the foreword and introduction to ensure that it is consistent with the
(“APB”) and the wider responsibilities embodied in Audit Scotland’s financial statements. We also review the governance compliance
Code of Audit Practice. Under this Code of Audit Practice auditors statement to ensure it has been prepared in accordance with guidance
address and comment upon a number of objectives, together with from the Scottish Ministers, taking account of the financial statements
complying with a number of obligations. The Code of Audit Practice and other information gained by us as auditors.
also plgces a nL.mjber.of obligations on the membgrs of Duqdee City International Standard on Auditing (UK and Ireland) 240: The auditor’s
Council as administering body. These are given in Appendix 2. responsibility to consider fraud in an audit of financial statements
Auditors’ objectives in relation to the Code of Audit Practice are to: applies to our work. In particular, this Standard requires us to consider
. . ) » directly the possibility that management may choose to override the
= auditthe flnanc!al statements a_nd place a certificate on the system of internal controls that otherwise may appear to be operating
statements stating that the audit has been conducted in . . . o .
accordance with Part VI of the Act: effectlvgly. The St.a.ndard requw.e.s the audltor. tglmalntam an atFltude of
] professional scepticism, recognising the possibility that a material
= safisfy ourselves that. misstatement due to fraud could exist — notwithstanding the auditor's
- the financial statements have been prepared in accordance experience with regard to the honesty and integrity of management
with all applicable statutory requirements; and and those charged with governance.
- proper agcountlng practlpes have been observed in the In accordance with International Standard on Auditing (UK and Ireland)
preparation of the financial statements. S . . .
260: Communication with those charged with governance we will
= hear any objection to the financial statements lodged by an report to you all non-material, non-trivial errors, which have not been
interested person. adjusted.
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Our audit approach is risk-

based, and focuses on the
areas most likely to lead to
material misstatement in the
Superannuation Funds’
financial statements.

Through meetings with
management, we have
performed initial risk
assessment procedures to
identify focus areas for the
2012-13 audit.

Continued areas of audit
focus are:

= financial record keeping;
and

m governance.

Audit focus areas

We have developed an understanding of your key audit focus areas based on our initial risk assessment procedures, including discussions with
management. The key areas identified are detailed below. Our risk assessment procedures are ongoing throughout the audit, and we will
update you in respect of any emerging risks as we become aware of them.

Issue

Financial record
keeping

Governance

Key risk and implications

From 1 October 2012, Northern Trust have held separate records of
investments in respect of the Tayside Superannuation Fund and
Tayside Transport Superannuation Fund.

An exercise to separate the records began in August 2012 and sales
and purchases are now recorded individually in respect of each fund.

The Local Government Pension Scheme (Administration) (Scotland)
Regulations 2008 require the Council to measure its governance
arrangements against standards set by the Scottish Ministers. The
Council’'s assessment of its compliance with the standards during
2011-12 indicated full compliance in most areas.

Day-to-day responsibility for the activities of the Superannuation
Funds rests with the director of corporate services of Dundee City
Council.

© 2013 KPMG LLP, a UK Limited Liability Partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
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Our planned audit approach

Our audit will include consideration of the process followed to
separate the existing records and we will gain an
understanding of the revised process carried out by Northern
Trust in respect of each of the funds from 1 October 2012.

Our audit will focus on the key areas of Superannuation
Funds governance; for example, operation of the pension
section and investment sub-committee, provision and use of
management information, the risk assessment and
monitoring process, and, compliance with key areas of
legislation and regulation.

We will carry out a high level compliance and regulatory
review as part of our normal audit procedures. Our team
includes a pensions audit specialist who can keep you and
the audit team fully briefed on any emerging pensions
technical and accounting matters.



In respect of the financial
statements, we identify the
constituent account
balances and significant
classes of transaction and
focus our work on identified
risks over completeness,
existence, accuracy,
valuation, ownership and
presentation.

Determining the most
effective balance of internal
controls and substantive
audit testing enables us to
ensure the audit process
runs smoothly and with the
minimum disruption to your
team.

The graphic opposite
outlines how we apply that
to the audit of the
Superannuation Funds’
financial statements.

Audit strategy and planning
Audit methodology
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Note:

What we do

Moderate Moderate
controls substantive
testing testing

Assuming controls are found to operate as designed.

Accounts/transactions

suited to this testing

Low value transactions
High volume
Homogenous transactions

Little judgement

Low/medium value
High/medium volume

Some areas requiring judgement

High value

Low volume

Unusual non-recurring
Accounting estimates

Significant judgements

KPMG’s approach to audit of:

m  Contributions

m  Benefits

m  Administration expenses
m Cash balances

= Sundry debtors

m Investments
= Financial liabilities
= Financial debtors
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Financial statements — fund accounts

2011-12 § 2011-12
balance j balance

Our audit approach in Caption Planning Risk areas

relation to the financial 1S

assessment

statements and testing of
systems of internal control
is driven by our assessment
of the inherent risk of

Investments
Membership
administration

misstatement of the captions

in the financial statements.

We use our experience from Contributions 92,127 1,167 . v
the 2011-12 audit to inform

our assessment.
Transfers in 2,497 - ‘ v v

On this page we link the

captions with significant

inherent risks to the relevant Benefits payable (77,987) (2,049 v
processes for the

H ’
Superannuation Funds’ fund Payments to and on

4,898 - v v
accounts. account of leavers ( ) .
Administration
dril s (1,257) @ @ v
expenses
= Income is recognised in the correct year
Net return on .
. 39,950 3,494 v = Returns on investments are based on accurate records and the
investments . .
split of the investment between funds
Key
® Low inherent business risk
Moderate inherent business risk
@ High inherent business risk
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Audit focus areas — net assets statements

On this page we link the Caption 2011-12 j 2011-12 Planning

captions with significant balance ¥ balance risk
P 9 (£’000) (£’000) § assessment

risks to the relevant TSE TTSE

processes for the
Superannuation Funds’ net
assets statements.

administration

)
&
(=
[}
=
=
(%]
o
>
c

Membership

Investments at 1,966,170 49,208

market value v

Financial liabilities ~ (12,424) (842) () v v
Contributions due 6,653 : v

from employees

Sundry debtors 1,214 11 ‘ v v

Cash and cash

v
equivalents 1,752 190 ®

Sundry creditors (4,307) (22) () v

Key
® Low inherent business risk

Moderate inherent business risk
@ High inherent business risk
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Response to identified higher risk areas

Unitisation of investments and allocation of market value between
funds

Valuation



KPMG

There are no significant

changes in the content of
the Code of Practice on
Local Authority Accounting
in the United Kingdom 2012-
13 (“the Code”), we will
update our understanding of
this position around the year
end.

The members of Dundee City
Council, as administering
body, are required to
prepare financial statements
in accordance with the Code.
KPMG is committed to
working with management to
enhance the clarity and
impact of the financial
statements.

© 2013 KPMG LLP, a UK Limited Liability Partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
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Presentation of financial statements

(elo [Nl Mol =T {[of=l The 2012-13 financial statements will be prepared in accordance with the Code of practice on local authority accounting in
on Local the United Kingdom 2012-13 (“the Code”) which is based on International Financial Reporting Standards (“IFRS”).
Authority
Accounting in
the United
Kingdom 2012- changes in relation to the objective of the financial statements and the qualitative characteristics of financial information;
13 (“the Code”) and

The 2012-13 Code has a number of amendments from the 2011-12 version and management should reflect these changes
to the reporting requirements in the draft financial statements. The amendments include:

encouragement for local authority bodies to prepare the Explanatory Forward taking into consideration the
requirements of the Government’s Financial Reporting Manual (FReM).

Presentation of financial statements

The current version of the Code was first applicable in respect of the year ended 31 March 2011 and typically had the effect of increasing the
length and complexity of financial statements. The Audit Commission issued a briefing for those that prepare IFRS-based financial statements in
local government, Let’s be clear in January 2012. The briefing notes that the financial statements of those applying the Code are, on
average,113 pages long and while this supports transparency, there is a risk that the users of the financial statements are daunted by their
complexity and find them difficult to interpret and understand.

Much of this complexity comes from the need to reconcile financial statements, prepared in accordance with IFRS, with the control framework
imposed by government.

This briefing, and CIPFA’s publication, IFRS: how to tell the story suggest a number of ways in which accessibility and clarity of financial
statements could be improved including:

the use of summaries and extracts which provide key elements of information;
reducing and / or eliminating unnecessary disclosures; and
critically reviewing the financial statement template to reduce the length and focus of reporting.

Itis likely that there will be continued focus on the presentation of information and we will work with management to consider the implications of
any updated guidance and support management to enhance the clarity and impact of the financial statements.



m Mandatory communications

Auditing Standards specify a Area Issue KPMG response
number of matters for Fraud risks It is the responsibility of management to Our audit procedures are designed to have a reasonable
communication with those implement accounting and internal control chance of detecting misstatements as a result of fraud or
charged with governance systems which are designed to prevent and error. The audit team will review and discuss fraud related

g g ' detect fraud and error. Such systems reduce but risks and controls with the treasurer and senior
Matter relating to fraud risks, do not eliminate the risk of misstatements caused management, and consider the work of internal audit.

i by fraud or error. . -

related party transactions and y Our risk assessment procedures will include a number of
independence are given here. Those charged with governance must ensure, interviews with senior personnel concerning processes to
Mandatory communication in through oversight of manageme_nt, the integrity of identify and respond to risks of fraud.

_ o these systems and that appropriate controls are
relation to materiality are in place, including those for monitoring risk,
given on the next page. financial control and compliance with laws. This

is in the context of preparing financial statements
that give a true and fair view and that do not
contain material misstatements arising from
fraudulent reporting (intentional misstatements/
omissions to deceive the financial statement
user) or from the misappropriation of assets.

Related party Management has processes in place to identify We will ensure that there continues to be appropriate

transactions related party transactions. All material related processes in place as part of the financial statements
party transactions must be disclosed in the preparation process to identify any related party
financial statements. transactions.

Independence Auditing Standards require us to consider our We have provided our formal independence communication
independence and related matters in our in appendix one. In respect of any non-audit services
dealings with the members of Dundee City provided to the members of Dundee City Council as
Council as administering body of the administering body of the Superannuation Funds we have
Superannuation Funds. completed internal conflict checks to confirm that the

services may be provided with no threat to our audit
independence.

© 2013 KPMG LLP, a UK Limited Liability Partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with
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Audit approach and planning
Materiality

KPMG

In accordance with International Standard on Auditing (UK and
Ireland) 320 Materiality in planning and performing an audit, we plan
and perform our audit to be able to provide reasonable assurance
that the financial statements are free of material misstatement and
give a true and fair view. The assessment of what is material is a
matter of professional judgment and includes consideration of both
the amount (quantity) and nature (quality) of misstatements.

Our audit is geared to

detecting material errors in
the financial statements.

We are required by Auditing
Standards to report to the
scrutiny committee

unadjusted audit differences Audit materiality is both a quantitative and qualitative measure and

the figures below are a guide only and are based on prior year total
income. We realise that the tolerance for error in certain disclosures
in the financial statements is lower and therefore, we will report to the
scrutiny committee smaller errors in areas such as related party
transactions. The overriding objective is to preserve the true and fair
view presented by the financial statements and we will consider any
audit differences, individually and cumulatively, in that context.

other than non-trivial items.

Tayside Superannuation Fund

For planning purposes, materiality for the audit of the Tayside
Superannuation Fund has been calculated on the basis of total
revenue in accordance with the 2011-12 financial statements. On
this basis, our procedures will be designed to detect individual
errors over £2.1 million. In respect of the Tayside Transport
Superannuation Fund, the equivalent level is £32,000.

Our final materiality will be based on the draft financial statements
presented for audit and we will inform you of any changes to our
planning materiality.

£200m + o, Procedures designed to detect
£2.1m 75% individual errors
Individual errors, where
£145,000 % . o ’ .
& identified, reported to audit
committee Tayside Transport Superannuation
£50 Fund
m_ 759% Procedures designed to detect
£32,000 e
individual errors
£143m
£2,100 5% !ndivi_d_ual errors, where _
identified, reported to audit
committee
£43,000
Revenue Revenue
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KPMG

We distinguish between

fraud and error and use our
sector knowledge to inform
specific control testing.

We will liaise with your
internal auditors to minimise
duplication of effort.

Audit Scotland and the
Accounts Commission
periodically undertakes
national studies on topics
relevant to the performance
of local government bodies.

We will review the scrutiny
committee’s response to
those reports relevant to its
activities.

Fraud versus error; legality and propriety; internal audit

Fraud versus error

The term ‘error’ refers to an unintentional misstatement in the reporting
of an entity. The term ‘fraud’ refers to an intentional act by one or
more individuals among management, those charged with governance,
employees, or third parties, involving the use of deception or
misconduct to obtain an unjust or illegal advantage.

There are two types of misstatements relevant to an auditor’s
consideration of fraud:

misstatements resulting from fraudulent financial reporting, which
involves intentional misstatements or omissions of amounts or
disclosures in financial reporting to ultimately deceive financial
statement users; and

misstatements resulting from misappropriation of assets, which
typically involve theft of an entity’s assets and is often accompanied
by false or misleading records or documents in order to conceal the
fact that the assets are missing.

Legality and propriety

The special accountabilities that attach to the conduct of public
business, and the use of public money, mean that public sector audits
must be planned and undertaken from a wider perspective than in the
private sector. This means providing assurance, not only on the
financial statements but also providing a view, where appropriate, on
matters such as the legality, propriety, performance and the use of
resources in accordance with the principles of Best Value.

The members of Dundee City Council are responsible for establishing
arrangements for ensuring the proper conduct of its affairs including
the legality of activities and transactions, and for monitoring the
adequacy and effectiveness of its arrangements. This includes
involving those charged with governance in the monitoring of
arrangements.

Internal audit arrangements

International Standard on Auditing (UK and Ireland) 610: Considering
the work of internal audit requires us to:

consider the activities of internal audit and their effect, if any, on
external audit procedures;

obtain a sufficient understanding of internal audit activities to assist
in planning the audit and developing an effective audit approach;

perform a preliminary assessment of internal audit when it appears
that internal audit is relevant to our audit of the financial statements
in specific audit areas; and

evaluate and test the work of internal audit, where use is made of
that work, in order to confirm its adequacy for our purposes.

We will review the internal audit work proposed or completed during
2012-13 both to update our planning risk assessment and to determine
the extent of assurance that can be taken from the work performed.
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KPMG

The team benefits from

strong continuity at senior
level, building on David and
Michael’s involvement in the
audit of the Superannuation
Funds in 2011-12.

Our audit fees are set
according to the fee ranges
set by Audit Scotland.

KPMG team; reporting

| teammemver _________JRoe | David wat
Engagement
David Watt David has overall authority and responsibility Director
Engagement Director for the audit engagement, including reporting
Tel: 0141 300 5695 on the financial statements, and will review
Email: david.watt@kpmg.co.uk key conclusions reached by the engagement - | ~
team on all accounting and auditing matters. Michael Wilkie R Tt
Michael Wilkie Michael serves as the day-to-day audit L A EREED ) specialists
Audit Manager liaison between management and KPMG I
Tel: 0141 300 5890 and a first point of contact. He also provides Vs ~

Email: michael.wilkie@kpmg.co.uk
advice in the first instance.

Reporting

Through regular meetings at appropriate levels, there will be open and
regular discussion between management, auditors and management.
As a result, accounting and control issues can be identified and
reported to allow you to manage them throughout the year.

Audit Scotland’s Code of Audit Practice requires us to communicate to
management findings arising as a result of the audit work completed.
Reports to management will be submitted, with draft reports discussed
and agreed with management and action plans developed to include
the recommendations, target dates for implementation and the
member of staff responsible for implementation.

technical accounting, regulatory and other

We envisage submission of the following report in respect of 2012-
13:

by 31 October 2013, annual audit report to the members of
Dundee City Council as administering body and the Controller of
Audit.

Audit field staff
_ J

Fees proposals

Our fee for the audit of the financial statements of the Superannuation
Funds is included as part of the fees set by Audit Scotland for the audit
of the Council. These are set within the limits of an indicative range,
depending on the assessment of risk and other factors facing the
Superannuation Funds. We will agree a split of the agreed fee with
officers for the purposes of re-charge to and disclosure in the financial
statements.

As with other audits, our fee proposals are based on the following
assumptions to ensure an efficient audit process: draft report, financial
statements and full electronic files of supporting work papers available
at the start date of our on site visit; reliance on your internal controls;
availability of key members of staff during the audit fieldwork; and
completion within the agreed timetable. Should we be required to
undertake significant additional audit work in respect of any of the areas
of audit focus, or should other matters arise, we will discuss with
management the impact of this on our proposed fee for the Council.

The element of the fee agreed with Dundee City Council which we
propose applying to the Superannuation Funds is £28,500.
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Delivery of the audit
Audit timeline

We have developed a
proposed timetable to Regular meetings / communication involving management and the audit team
discharge our

responsibilities based on

initial discussions with S
management. §
=
o g a =)
We will consider judgements g Audit strategy and Year end
. . S i
in key areas before the audit 8 EIET RETEEG reporting
fieldwork begins.
| | | | | : | | | | | : |
I I I I I I I I I I I
Nov Dec Jan Feb March April May June July Aug Sept Oct

2 : Undertake control :
i) Planning and : : Sign
= . testing (as part of Year end audit .
< risk : audit
1) our audit of Dundee procedures o
= assessment City Council) opinion
5
=)
<

Planning Control evaluation Substa_mtwe Completion

testing

Consideration of the work of internal audit
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KPMG

Auditing Standards require

us to communicate to the
members of Dundee City
Council in writing at least
annually on any matters
which may reasonably be
thought to bear on our
independence and set out
the safeguards in place in

Appendix one
Independence

Professional ethical standards require us to communicate to you as
part of planning all significant facts and matters, including those related
to the provision of nhon-audit services and the safeguards put in place
that, in our professional judgement, may reasonably be thought to bear
on KPMG LLP’s independence and the objectivity of the Audit Director
and the audit team. This letter is intended to comply with this
requirement although we will communicate any significant judgements
made about threats to objectivity and independence and the
appropriateness of safeguards put in place.

We are satisfied that our general procedures support our
independence and objectivity, except for those detailed below where

Confirmation of audit independence

We confirm that as of 3 April 2013, 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 members of
Dundee City Council as administering body of Tayside Superannuation
Funds and should not be used for any other purposes.

Yours faithfully

relation to these matters and additional safeguards are in place. KPMG LLP
confirm that we are _ o
. General procedures to safeguard independence and objectivity
independent.
KPMG LLP is committed to being and being seen to be independent.
As part of our ethics and independence policies, all KPMG LLP Audit
Directors and staff annually confirm their compliance with our ethics
and independence policies and procedures including in particular that
they have no prohibited shareholdings. Our ethics and independence
policies and procedures are fully consistent with the requirements of
the APB Ethical Standards. As a result we have underlying safeguards
in place to maintain independence through:
® Instilling professional values
® Communications
" Internal accountability
" Risk management
" Independent reviews.
Please inform us if you would like to discuss any of these aspects of
our procedures in more detail.
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KPMG

Audit Scotland code of audit practice — members’ responsibilities

Financial statements

Audited bodies’ financial statements are an essential part of
accounting for their stewardship of the resources made available to
them and their performance in the use of those resources. Audited
bodies are responsible for:

ensuring the regularity of transactions, by putting in place
systems of internal control to ensure that they are in accordance
with the appropriate authority;

maintaining proper accounting records;

preparing financial statements which give a true and fair view of
their financial position and their expenditure and income, in
accordance with the relevant financial reporting framework (eg,
the Financial Reporting Manual or an Accounting Code of
Practice);

preparing and publishing with their financial statements an
annual governance statement, statement on internal control or
statement on internal financial control and a remuneration report;
and

preparing consolidation packs and, in larger bodies, preparing a
Whole of Government Accounts return.

Systems of internal control

Audited bodies are responsible for developing and implementing
systems of internal control, including risk management, financial,
operational and compliance controls. They are required to conduct
annual reviews of the effectiveness of their governance, systems of
internal control, or internal financial control, and report publicly that

they have done so. Such reviews should take account of the work of

internal audit and be carried out by those charged with governance,
usually through bodies’ audit committees.

Prevention and detection of fraud and irregularities

Audited bodies are responsible for establishing arrangements to
prevent and detect fraud and other irregularity. This includes:

developing, promoting and monitoring compliance with standing
orders and financial instructions;

developing and implementing strategies to prevent and detect fraud
and other irregularity;

receiving and investigating alleged breaches of proper standards of
financial conduct or fraud and irregularity; and

participating, when required, in data matching exercises carried out
by Audit Scotland.

Standards of conduct and arrangements for the prevention and
detection of bribery and corruption

Audited bodies are responsible for ensuring that their affairs are
managed in accordance with proper standards of conduct and should
put proper arrangements in place for:

implementing and monitoring compliance with appropriate guidance
on standards of conduct and codes of conduct for members and
officers;

promoting appropriate values and standards; and

developing, promoting and monitoring compliance with standing
orders and financial instructions.
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m Appendix two
Audit Scotland code of audit practice — members’ responsibilities(continued)

Financial position

Audited bodies are responsible for conducting their affairs and for
putting in place proper arrangements to ensure that their financial
position is soundly based having regard to:

= such financial monitoring and reporting arrangements as may be
specified;

= compliance with any statutory financial requirements and
achievement of financial targets;

m balances and reserves, including strategies about levels and
future use; and

= the impact of planned future policies and foreseeable
developments on their financial position.

Best Value

Achievement of Best Value or value for money depends on the
existence of sound management arrangements for services,
including procedures for planning, appraisal, authorisation and
control, accountability and evaluation of the use of resources.
Audited bodies are responsible for ensuring that these matters are
given due priority and resources, and that proper procedures are
established and operate satisfactorily.
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