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REPORT OF THE CITY TREASURER


TO THE AUDIT & ACCOUNTS COMMITTEE


ON MONDAY, 30 June 2008


TITLE :
2007/08 Statement of Accounts

RECOMMENDATIONS : 


It is recommended that the 2007/08 statement of accounts is approved and the Chairman is authorised to sign the accounts.


EXECUTIVE SUMMARY :


This report presents the 2007/08 statement of accounts for consideration and approval in accordance with the requirements of the Accounts and Audit Regulations 2003.


BACKGROUND DOCUMENTS :


Statement of Accounts 2007/08

Final accounts working papers in the Finance Division

(Available for public inspection)


ASSESSMENT OF RISK :
Low.   There is a risk to the Council’s Financial Reporting CPA assessment if the statement contains material errors or misstatements.  This risk is mitigated by adherence to professional standards of practice and close cooperation with the Audit Commission even before the accounts are subject to audit.  In extreme cases of error, the Audit Commission might qualify the Council’s accounts, with the risk of damage to the Council’s reputation.  

	


SOURCE OF FUNDING :


The statement of accounts shows in detail how the financial resources of the Council have been utilised in 2007/08 and the financial position of the Council at 31 March 2008.  The cost of producing the statement is met from the Finance Division's revenue budget.

	


LEGAL ADVICE OBTAINED  : 

Legal advice is required and sought in the production of certain supporting information for the statement.

	


FINANCIAL ADVICE OBTAINED : 

This report and the statement of accounts has been produced by the Finance Division.

	


CONTACT OFFICERS :
John Spink
793 3230
john.spink@salford.gov.uk




Geoff Topping
793 3240
geoff.topping@salford.gov.uk





Chris Hesketh
793 2668 
chris.hesketh@salford.gov.uk


WARD(S) TO WHICH REPORT RELATE(S) : All


KEY COUNCIL POLICIES :
budget strategy; medium term financial strategy; treasury management strategy


REPORT DETAILS

1.  Introduction

1.1 The statement of accounts is an important document that serves the purposes set out below.

· It demonstrates proper stewardship of public funds.

· It communicates the whole picture of the Council’s financial position to stakeholders.

· It proves the strength of financial systems and processes operating throughout the Council.

· It is a key element of the CPA judgement and therefore affects the Council’s standing and reputation.

· It is part of an integrated process that informs current financial performance monitoring and future budget strategy.

· It enables key financial decisions to be made on the basis of known facts about the Council’s financial position.
1.2 It is important that the statement is subject to robust member scrutiny.  A sample of the areas members may wish to consider is given at Annex A.

1.3 The purpose of this report is to seek the approval of this committee to the statement of accounts for 2007/08 and to authorise the Chairman to sign the accounts.

2.  Regulations

2.1 Procedure is governed primarily by the Accounts and Audit Regulations 2003, issued pursuant to the Local Government Act 2003.  This requires the authorisation of the statement by resolution of a Committee of the Council.  The Council has designated the Audit & Accounts Committee for this purpose.  Following approval of the statement, the final requirement will be for the Chairman to formally sign the statement of accounts.

2.2 The Accounts and Audit Regulations also require the inclusion of a statement on the Council’s internal controls and effectiveness of its corporate governance arrangements.  This is signed by the Chief Executive and the Leader of the Council.

2.3 The form and content of the statement of accounts is governed primarily by the Code of Practice on Local Authority Accounting in the United Kingdom 2007: a Statement of Recommended Practice (the “SORP”), published by CIPFA/LASAAC.  The statement has expanded on the SORP in many areas in order to provide additional information to readers.

2.4 This year, there have been significant changes to the SORP in two main areas:
· Accounting for fixed assets

· Accounting for financial instruments

These changes have substantially increased the workload on the corporate accountancy team.

3.  Timetable

3.1 The Accounts and Audit Regulations 2003 brought in a deadline for approval of accounts.  Since 2005/06 this deadline has been the 30 June following the financial year end.   Approval at today’s meeting of this committee will again meet the statutory deadline.  
3.2 The statement is the culmination of a significant amount of work in service directorates, out-stationed accountancy teams and the corporate accountancy team.  
3.3 Accountants will meet to analyse and review the 2007/08 experience in order to continue to improve the process and quality of the final statement.  Areas that will be examined include:
· Timetable issues

· Quality control

· Working papers

· Review of performance against new accounting requirements
4.  The Audit

4.1 Following approval of the statement by this Committee, the accounts will be made available for formal public inspection and the annual audit will commence.  The process from now on will involve providing evidence for the Audit Commission, and explaining the accounting treatment adopted for the many transactions.  

4.2 Another meeting of this committee will be scheduled following the conclusion of the audit in September 2008 where the auditor will present his findings in an Annual Governance Report, in accordance with International Audit Standard ISA260.  Its section on the financial statements will cover:

· where the auditor considers there to be a misstatement in the accounts;

· any material weaknesses in accounting and internal control procedures;

· the quality of accounting practices and reporting processes;

· a statement on the auditor’s opinion of the Council’s arrangements to secure value for money in its use of resources

· any other audit matters.

4.3 Members will recall that in recent years the auditor’s report has generally been complimentary, but has commented on complex issues surrounding the accounting for interest on LOBO loans and premiums on the rescheduling of debt.  The changes in financial instrument accounting in the SORP and Government Regulations should have resolved any differences in accounting opinion, but unfortunately the new requirements require complex accounting adjustments and are thus not easy to understand.

5.  Contents of the 2007/08 Statement of Accounts

5.1 The 2007 SORP has a significant impact on the content of the accounts and many authorities are struggling to comply with the new guidelines.   

5.2 In accordance with the SORP and the Accounts and Audit Regulations, the statement includes a number of financial and narrative statements as set out below.  

· Independent auditor’s report to the members of Salford City Council

· Explanatory foreword by the City Treasurer
· The statement of responsibilities for the statement of accounts
· Statement of accounting policies
· Core financial statements
· income & expenditure account
· statement of movement on the general fund balance

· statement of total recognised gains & losses (STRGL)

· balance sheet
· cash flow statement
· Notes to the core financial statements
· Housing revenue account (and supporting notes)

· Collection fund (and supporting notes)

· Group accounts 
· introduction
· group income & expenditure account
· group statement of total recognised gain & losses (STRGL)


· group balance sheet
· group cash flow statement
· notes to the group accounts
· Annual governance statement
· General and financial statistics
· Glossary
5.3 The main changes to the accounts are set out below.  In general, they are SORP requirements intended to continue the process of bringing local authority statements closer to the UK generally accepted accounting practice (“UK GAAP”) that applies to commercial organisations.

· Previously, gains on asset revaluations were credited to the fixed asset restatement account (FARA).  The carrying value of assets was written off to the FARA on their disposal.  Gains are now credited to the new revaluation reserve, while disposals are written off to the income & expenditure account.  The old FARA and capital financing account have been consolidated into a new capital adjustment account.  This account provides a balancing mechanism between the different rates at which assets are depreciated under the SORP and are financed through the capital controls system.

· Financial instruments with stepped interest rates are now accounted for by using an effective interest rate for the charge to the income & expenditure account, rather than actual interest paid.  Essentially, this is the “smoothed” interest rate for LOBO loans that has been discussed as an alternative method in previous years.  However, in accordance with Regulations, this effect is replaced with the actual interest charge by way of compensating adjustments in the statement of movement on the general fund balance with the financial instruments adjustment account on the balance sheet.  The net effect is to reverse the position to the accounting policy previously adopted and avoid any extra charge to council tax payers.
· Premiums and discounts on the early repayment of debt, including those carried on the balance sheet at the end of last year, are now subject to one of two treatments:

· An immediate charge to the income & expenditure account where the new loan is a replacement;

· An adjustment to the loan’s carrying value where the loan is a modification.

The first of these effects is of major significance as the Council had been carrying net premiums of about £30m.  However, in accordance with Regulations, the charge is amended by way of compensating adjustments in the statement of movement on the general fund balance and the financial instruments adjustment account on the balance sheet.  The net effect is to transfer the premium and discount balances to the financial instruments adjustment account, from where they are charged to the income & expenditure account over the lifetime of the replacement loan.  The bottom line effect on the income & expenditure account is similar to that which it had been under the accounting policy previously adopted, avoiding any extra charge to council tax payers.

· Financial instrument notes have been enhanced, including disclosure of “fair values” as opposed to the carrying values held in the balance sheet.

· Previously, minimum revenue provision (MRP) was based on a statutory calculation: it is now calculated in accordance with a policy set by the Council for the year in question.  The policy mirrors the old statutory calculation for most debt, and ensures that the Council makes adequate provision for the remainder, that is “prudential” (or “unsupported”) borrowing.  There is no significant impact arising from this.
· The separate DSO trading accounts have been eliminated.  DSO results have been brought into the appropriate service lines in the income & expenditure account, better reflecting the Council’s position and exposure to risk.
5.4 The statement of accounts increases in complexity every year, yet it is important that it receives robust scrutiny from Members.  Accordingly, committee members may wish to consider their development needs.  Study of the Council’s “Finance for Members” web resource at http://intranet.salford.gov.uk/finance-info-for-members.htm is recommended.  If there are specific development needs to be addressed, accountants could prepare a training session tailored to cover these.  Alternatively, if an external course is preferred, IPF offer a general course, that can be tailored if necessary, “finance training for elected members”  on their website at http://www.cipfanetworks.net/training/electedmembers/
6.  Key Financial Performance Information

6.1 Owing to the required layout and make-up of the income & expenditure account and the statement of movement on the general fund balance, the items constituting the Council’s 2007/08 budget of £198.2m are not immediately apparent.  Instead, the statement focuses attention on the amount required from reserves.   A reconciliation from the outturn income & expenditure account back to the budget is provided below:

	
	£m

	Net operating expenditure
	239.1 

	Less movements on the reconciling items for the General Fund balance
	(37.0)

	Contribution from general fund and schools reserves
	(2.6) 

	LABGI funding
	(1.3)

	2007/08 budget (equal to income from RSG, council tax and NDR)
	198.2


6.2 General Fund

· net revenue outturn (net operating expenditure) of £239.1m, underspent by £1.0m (or 0.4%) compared with revised estimate, for the reasons given in the Foreword;

· capital outturn of £107.9m, overspent by £3.6m, mainly due to timing differences;

· general fund reserves at £11m, or 5.6% of budget, reduced by £1.5m on last year but still ahead of the projection in the  medium-term financial strategy target;

· healthy provisions for known future commitments, eg insurance claims, bad debts.

6.3 Housing Revenue Account

· revenue deficit of £1.5m, in line with the budget
· capital outturn marginally over target at £21.1m;

· reserves on target at £1.7m, or 1.9% of gross budget.

6.4 Regular, full reports on financial performance have been made throughout the financial year to service lead members and, in summary, to Budget Scrutiny Committee.  The only items not previously reported are the additional LABGI grant income of £0.6m following the government announcement of funding relating to the years 2005/06 and 2006/07, and various minor favourable adjustments totalling net additional income of £0.4m.  Combined, this has allowed a further £1m contribution to the investment reserve.
7.  Reserves

7.1 Members are asked to note the balance sheet reserve position.  Some further explanation of certain reserves is given below.
7.2 Most importantly, the Council has been able to provide a general fund reserve of £11.0m, in excess of the original planned level of £9.6m.  The reasons are given in the Foreword.
7.3 Financial Reporting Standard FRS17 “Retirement Benefits”, which recognises the full cost of pension liabilities, has again had a substantial impact on the net cost of services although, as the adjustments are reversed out in the statement of movement on the general fund balance, not on the call on government grants and local taxpayers.  More importantly, there is a significant impact on the balance sheet, which now shows a pension liability of £97.9 million, falling £49.9m from £147.8m in 2006/07, on top of a fall of £44.8m the previous year.  Despite these falls, which are mainly attributable to a rise in the value of the funds assets, the deficit is still large.  There is little cause for concern: statutory arrangements for funding the deficit through increasing contributions over the remaining working life of employees, as assessed by the actuary, mean that the financial position of the Council remains healthy, and the actuarial assessment by GMPF shows the fund’s liabilities to be mostly covered by its assets.

7.4 The investment reserve has been increased by £1m as explained above.  
7.5 The insurance reserve, representing that part of the insurance fund exceeding claims received, increased by £3m.  
7.6 Movement on other reserves is analysed in the relevant disclosure note (44)

8.  Conclusions

8.1 The statement has been completed and circulated prior to the meeting.  However, owing to the complexity of the statement, workload pressures on the corporate accountancy team, and in order to ensure that the final version is as accurate as possible, accountants will have taken the opportunity to continue to work on certain aspects of the document between its issue and the meeting itself, in particular:
· confirming the accuracy of the STRGL reconciliation between the statement of movement on the general fund balance and the balance sheet;

· incorporating information received late into the group accounts section;

· finalising formats, cross-references and pagination;

· quality control.

8.2 Any changes made to the statement will be incorporated into a final version brought to the meeting and non-trivial amendments will be highlighted to members at the meeting.  
9.  Conclusions

9.1 Sign off of final accounts by 30 June 2008, despite major changes in the content of the statutory statement represents a significant achievement, brought about by the cooperation of officers in all directorates.  There are some timetable issues which accountants will be examining.
9.2 The Council’s reserve position is healthier than anticipated, and the overall level of reserves exceeds that planned for in the medium-term financial strategy.
9.3 Members should apply their own experience to the consideration of the statement of accounts in order to subject it to robust scrutiny and, should they wish, request further detail on any issue of concern.
9.4 The statement of accounts is extremely complex.  Members are invited to consider their training requirements in order to allow them to continue to give the Council’s accounts the robust scrutiny required.  
10.  Recommendations
10.1 It is recommended that the 2007/08 statement of accounts is approved and the Chairman is authorised to sign the accounts.

John Spink
City Treasurer
Annex A

Extract from training session delivered to Accounts Committee 19 June 2006

[When considering the statement of accounts, Members might reasonably ask themselves the following questions:]

Does the foreword present an easily-understandable guide to the contents and interpretation of the statement?
Does the annual governance statement correspond with your view of the effectiveness of financial and other controls, corporate governance and risk management? 

Does the revenue account accurately reflect the income and expenditure reported to you throughout the year?

Has the planned level of balances been achieved?

Do those balances and provisions provide adequate cover for contingencies?

How are projects/services/transactions of which you have personal knowledge reflected in the accounts? 

Do the notes satisfactorily add to and explain the content of the main statements?

[and, particularly for the post-audit meeting…]

(Have the auditor’s concerns and comments been properly considered by accountants?)

(In particular, have accountants considered any risks associated with their accounting decisions?)
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