	PART 1

(OPEN TO THE PUBLIC)
	ITEM NO.




REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER & SUPPORT SERVICES



TO THE ACCOUNTS COMMITTEE


ON TUESDAY, 26 SEPTEMBER 2006


TITLE :


AUDIT OF 2005/06 STATEMENT OF ACCOUNTS

RECOMMENDATIONS :


It is recommended that members:

a) consider the contents of the report and, should they wish, request further detail on any issue of concern;

b) authorise the changes to the statement of accounts outlined herein;

c) authorise the Committee Chair to sign the Letter of Representation;

d) authorise the Committee Chair to approve any further late changes to the statement should they be required.


EXECUTIVE SUMMARY:


This report comments on the Audit Commission’s audit of the 2005/06 statement of accounts, and provides supporting information to their Annual Governance Report, Salford City Council, Audit 2005/06 also being considered by this Committee.  This report agrees with the Audit Commission’s findings in the Financial Statements section of their report that a number of amendments should be made to the unaudited version of the 2005/06 statement of accounts, and welcomes the positive findings in the Use of Resources section in relation to the 12 Value for Money criteria.


BACKGROUND DOCUMENTS :


Final accounts working papers in the Finance Division (available for public inspection).

Report to Accounts Committee 26 June 2006, 2005/06 Statement of Accounts
Report to Budget & Audit Scrutiny Committee 2 November 2005, LOBO Loan Interest and Premiums on Debt Rescheduling

ASSESSMENT OF RISK :


Low.  The timeliness and quality of the Statement of Accounts contribute to the Financial Reporting element of the Use of Resources CPA score.  Members should also note the risks relating to the Council’s treatment of LOBO Loan Interest and Premiums on Debt Rescheduling outlined herein and considered in detail in a report to Budget and Audit Scrutiny Committee on 2 November 2005. 

	


SOURCE OF FUNDING :


The statement of accounts shows how the financial resources of the Council have been utilised in 2005/06 and the financial position of the Council at 31 March 2006.  The audit fees and the cost of producing the statement are 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 have been produced by the Finance Division.  Both have been discussed with Audit Commission staff.

	


CONTACT OFFICER :


Chris Hesketh

Tel : 793 2668




E-mail : chris.hesketh@salford.gov.uk

	


WARD(S) TO WHICH REPORT RELATE(S)  

All

	


KEY COUNCIL POLICIES :


Budget Strategy; Capital Strategy


REPORT DETAILS

1     Introduction

1.1 The unaudited 2005/06 statement of accounts was approved by this Committee on 26 June 2006.  

1.2
Under the Audit Commission Act 1998, the accounts are subject to audit by an independent auditor: in the Council’s case, by the Audit Commission’s District Auditor and his staff.  The audit commenced in July and the main findings are presented in the Audit Commission’s report presented to today’s meeting.  

1.3 The timetable for final accounts closure was again brought forward for 2005/06.  The formal deadline has now reached its long-term target of approval by Accounts Committee by 30 June following the close of each financial year.

1.4 Despite the earlier closure, officers involved in the final accounts process feel that the improved quality of both the statement and associated working papers that was evidenced in 2003/04 and 2004/05 has been maintained in this financial year.  The challenge in 2006/07 will be to further increase the quality of the statements before audit, while meeting the same strict deadline.

2
The Audit

2.1
The audit is expected to be completed on schedule by 29 September 2006.  The audit is much wider than a simple check of the figures in the various accounting statements.  For instance, it is also concerned with accounting principles, internal controls and the overall quality of disclosures, to ensure that a true and fair view is given of the state of the Council’s finances.   It is felt that the audit has again added significant value to the overall final accounts process, as well as meeting the statutory requirement for an independent audit.

2.2 The auditors report all items they consider to be misstatements in the accounts to the Corporate Accountancy Team and to any appropriate directorate accountants.  In addition, some misstatements can be identified by accountants and reported to the auditors.  Where misstatements are considered to be ‘clearly trivial’, no changes to the statement are necessary, although often the statement will be amended anyway.  For items that don’t fall into the ‘clearly trivial’ category, the District Auditor recommends that the Council amends the statement of accounts accordingly.

2.3 Accountants agree with the auditors that a number of changes to the statements are necessary, both correcting and clarifying the details reported to this Committee in June.  The significant changes are referred to in the Auditor’s report under the headings Adjusted Misstatements and Qualitative Aspects of Accounting Practices and Financial Reporting.  They are further considered in section 3 below.  Where necessary, accountants will be taking appropriate action to prevent a recurrence of any misstatements in future years.

2.4 The auditor has recommended that further time be built into the accounts closure programme to carry out a qualitative review of the accuracy and completeness of the disclosure notes in the financial statements.  As the timetable for production of the statement of accounts has already been compressed over the past few years in order to meet early closure dates, it has been difficult to build in time for comprehensive review.  Nevertheless, the principle is agreed and the Accountancy Development Group will be looking for ways to shorten the earlier part of the process in order to allow for more review.

3   Changes Agreed

The items outlined in the paragraphs below are those referred to by the Auditor in his report under the headings Adjusted Misstatements and Qualitative Aspects of Accounting Practices and Financial Reporting.  It is agreed that appropriate adjustments should be made to the statement of accounts.

3.1 Benefits

The reconciliation of the SX3 Benefits system to SAP had not been completed by Customer Services staff at the time the June statement was compiled.  Therefore, the accountant was uncertain of the true extent of the Housing Subsidy debtor and made a prudent provision for possible repayment of grant.  Further work demonstrated that the debtor was overstated so the provision has now been applied.  This results in a decrease in debtors (government departments) and a corresponding decrease in provisions.
3.2 Investments

The Council made two investments, totalling £10million, for periods longer than one year, with break options each year.   It is agreed that they were incorrectly classified as short-term investments and they have been reclassified as long-term investments in the revised balance sheet shown at Appendix A.

3.3 Pooled Budgets

Surpluses on the three s31 Pooled Budgets are held as creditors in the statement of accounts.  It is agreed that disclosure of accumulated surpluses could be improved, and that there has been a lack of clarity about how they might be distributed should a Pooled Budget arrangement be terminated early.  Council officers have subsequently met with PCT colleagues to clarify the position and agree improved reporting arrangements between the two organisations.  

The disclosure notes have been clarified and enhanced to make it clear that the in-year surplus is £0.722m and the accumulated surplus is £1.256m, of which 50% is attributable to each organisation for reporting purposes.  The revised notes are included at Appendix B.
3.4 Pension Funds

The June LAAP bulletin arrived too late for its provisions to be incorporated into the original version of the statement.  It invited authorities to disclose how their scheme actuaries assessed the possible impact of a change to the Local Government Pension Scheme.  The following disclosure is added to note 16 to the balance sheet on p50, in accordance with the LAAP bulletin,

“Changes to the Local Government Pension Scheme permit employees retiring on or after 6 April 2006 to take an increase in their lump sum payment on retirement in exchange for a reduction in their future annual pension. On the advice of our actuaries we have taken the view that there is insufficiently reliable evidence to assume a level of take-up of the change in the pension scheme. Consequently the valuation of the Council’s retirement benefit liabilities as at 31 March 2006 does not include any allowance for this change to the pension scheme.”
3.5 Housing stock options

In recognition of the importance of this review, it had been intended to include an explanation of the current position.  Unfortunately, the agreed-upon explanation was inadvertently omitted from the statement under the time-pressures in June.  The intended disclosure has been further revised and the following note 16 is to be added to the Housing Revenue Account,

"16. Housing Stock Options Review

In May 2005, Salford City Council announced the results of its Housing Stock Options Review, which involved 18 months of consultation with tenants across the city.  Based on the results of this consultation, the Council has developed an investment strategy which outlines its vision for the future of council housing in Salford.  This proposal includes the development of up to four local housing companies, an ALMO with a focus on regeneration, a Private Finance Initiative (PFI) scheme and a central service provider.  This strategy would have far reaching implications for the future shape of the Housing Revenue Account.

The Council has submitted bids to the Department for Communities and local Government for inclusion on a transfer programme and the establishment of an ALMO.  If the Council is successful, the investment strategy will move forward during late 2006/07 and through 2007/08."
3.6 Debtors and prepayments

It is agreed that the analysis of these items over sub-headings could be improved.  In the main, this is a cosmetic change to the statement, as the changes amount to a re-analysis within a disclosure note, rather than a change on the face of the balance sheet.  The SORP is not in any case prescriptive over the form of analysis to be applied, so this is held to be non-contentious, and it is intended to review the form of this disclosure note for the 2006/07 statement.

There are two exceptions, as follows. 

· An amount of £349,000 was overstated in both debtors (as a prepayment) and creditors and is to be netted off.  

· As discussed in 3.1 above, an amount of £769,000 was overstated in both debtors (government departments) and provisions and is to be netted off. 

The revised Consolidated Balance Sheet is shown at Appendix A.  The revised debtor and creditor analyses are shown at Appendix C.

3.7 Creditors and Receipts in Advance

As 3.6 above.

3.8 Other Items

Throughout the audit process, Audit Commission and Council staff continue to improve the statement of accounts, both by correcting any errors and by critically examining the content to see if it might be presented in a more meaningful way.  This section lists agreed changes to the document.

· Statement on Internal Control (p17)

Clarification that a partnerships database “is being” (rather than “has been”) developed

· Probation 

The service has previously been disclosed as a separate discontinued service in the consolidated revenue account (p27).  It has been agreed that the sums involved are negligible, so the amounts have now been included within Environmental Services.  The corresponding note 4 on p29 has been deleted.

· Investment Gains/Losses (p27)

This item on the consolidated revenue account arose through the sale of Modesole Ltd.  A new note 4 has been inserted to explain this, as follows,

“In August 2005 the Council sold its entire 9.2% (921 £1 shares) shareholding in Modesole Ltd.  The proceeds amounted to £0.715m and represented a £0.714m gain on the original investment.  Whilst the profit has been recognised in the revenue account the proceeds are treated as a capital receipt and used to finance capital expenditure.  Therefore this investment gain is removed from the revenue account via the contribution to./(from) Capital Reserves as mentioned in note 14 below”
· Debt Rescheduling 2005/06 (p31)

Should read “Four LOBO loans totalling £42.2m…” were restructured, not “Three LOBO loans totalling £36.2m”.

· Non-operational assets

The amounts for Assets under construction and Surplus assets held for disposal on the consolidated balance sheet (p41) were held against the incorrect headings.  That is, £45.120m should read £4.836m and vice versa.  The total amount for non-operational assets is unaffected and the note to the balance sheet is correct.

· NPHL “Letter of Comfort” (p52)

In June, the Council issued a letter giving reassurance to NPHL over its pension liability, although this letter did not amount to an indemnity.  A new contingent liability disclosure note has been inserted, as follows,

“New Prospect Housing Ltd (NPHL) Pension Liability 
In addition to the Council's pension liability discussed in note 16a, the Council's ALMO (NPHL) carries a pension liability estimated at £8.218 million as at 31 March 2006.  In a similar fashion to the Council's own liability, this deficit on the LGPS will be made good by increasing contributions over the remaining working life of employees, as assessed by the scheme actuary.  The Council has indicated its current intention that, in the event of factors causing pension liabilities to fall due earlier than planned, the Council expects that it will ensure that NPHL is in a position to meet those liabilities”
· s137 of the Local Government Act 1972

This allows a total sum calculated at £5 per elector to be spent on charitable contributions.  A disclosure note has been inserted to clarify that the Council has not made use of this power.

· Higher Broughton Partnership

The Council is involved, through a complicated structure, in a number of companies in this partnership.  This was omitted from the Group Accounts in the June version as it had been felt that the relationship was insufficient to warrant inclusion.  Further review revised this opinion and two companies, Higher Broughton Initiative 1 and Higher Broughton Initiative 2, have been reclassified as subsidiaries.  The figures involved are currently negligible as the companies are dormant, but it is felt that a true and complete disclosure of the Council’s activities demanded a disclosure of these interests.

3.9 Minor Presentational Adjustments, Typing Errors etc

Despite proof-reading, it is inevitable that a number of minor mistakes remain in the document.   Where these have been recognised by Audit Commission or Council staff during the audit, they have been corrected.  In addition, there have been a number of minor presentational adjustments and expansions of descriptions agreed with the auditors, which both parties feel assist in improving the value of the document.  

These adjustments are not analysed in this report, but members can be assured that no changes have been made to the document without the knowledge of the auditors.
4 Other Matters

4.1 LOBO Loan Interest and Premiums on Debt Rescheduling

Members will recall from last year’s final accounts process and from the June meeting of this Committee that there continue to be differences of opinion over the accounting treatment of these items between the Audit Commission on the one hand, and local authorities and their treasury management advisors on the other.  

The matter is referred to in the Auditor’s report and was presented in detail in the report LOBO Loan Interest and Premiums on Debt Rescheduling that was considered by Cabinet in October 2005 and Budget and Audit Scrutiny Committee in November 2005.  A very brief summary of the position is presented below.  In all cases, there is no cash flow effect; the question is over the timing of the charge to revenue and thus the call on general reserves or council tax.

· LOBO loan interest – The Audit Commission view is that interest on the LOBO should be averaged over an expected life of 10-15 years, which would increase the charge to revenue by about £1.0 million in total over 2004/05 and 2005/06.  The authority view is that the charge in the accounts should be the average to the next LOBO break point, which is effectively the actual interest paid in the year.

· Premiums on debt rescheduling where the replacement is a LOBO loan - The Audit Commission view is that premiums should be charged over an expected LOBO loan life of 10-15 years, which would increase the charge to revenue by about £1.9 million in total over 2004/05 and 2005/06.  The authority view is that the charge should be over the full nominal life of the replacement loan, of up to 50 years.

5  Use of Resources

5.1 This year’s new-style auditor’s report for the first time includes the auditor’s value for money conclusion.  It is noted that, in all significant respects, the Council has been found to meet all 12 value for money criteria, and these findings are welcomed.  

6 Summary Statement of Accounts

6.1 It is necessary that the full Statement of Accounts is an extremely detailed document so that a specialist user may be given a full appreciation of the Council’s financial position.  However, it is of limited use to the average reader.  The Corporate Accountancy Team have therefore again developed a summary statement intended for use in budget consultation groups and other meetings or occasions when a more general overview of the Council’s finances would be appropriate.  

6.2 The draft document does not reproduce well in electronic form, so a hard copy will be circulated at the meeting for interest.  The final version, to be produced by the Council’s Marketing team, will be distributed following the conclusion of the audit.  Members’ views are welcome on the content or presentation of the summary statement, and they will be taken into consideration for the publication of next year’s version. 

7 Finalising The Audit

7.1 Upon agreement of the proposed changes, a new statement of accounts will be prepared.  This will also incorporate the Auditor’s report drafted in Appendix 5 to the Audit Commission’s report expressing the Auditor’s opinion that “the statement of accounts presents fairly…the financial position of the Authority and its Group as at 31 March 2006 and its income and expenditure for the year then ended”.

7.2 Should further changes be agreed before the formal conclusion of the audit, these will be reported to the Chair of this Committee for his approval.

7  Conclusions and Recommendations

7.1 It is to be expected that there will be a number of changes to the accounts identified during the course of the audit.  In the main, these can be considered to be presentational issues or corrections of typographical errors, although there have been a handful of more significant items uncovered during the audit, as listed in section 3 above.  These are not considered to be contentious items and the auditors’ input has again contributed to the revised statement being able to present a clearer and fuller description of the Council’s financial position.  

7.2 The position on LOBO loan interest and accounting for premiums continues to be unresolved.  As stated, Cabinet have indicated their support of the treatment adopted in the accounts.  Members will want to keep in mind the risks with the adopted approach, as highlighted in the report LOBO Loan Interest and Premiums on Debt Rescheduling.
7.3 It is recommended that members:

a) consider the contents of the two reports presented today and, should they wish, request further detail on any issue of concern;

b) authorise the changes to the Statement of Accounts outlined herein; 

c) authorise the Committee Chair to sign the Letter of Representation;

d) authorise the Committee Chair to approve any late changes to the statement of accounts should they be required.

Alan Westwood

Strategic Director of Customer and Support Services

Appendix A

Revised Consolidated Balance Sheet
	2005

£000s
	As at 31 March
	Notes
	2006

£000s
	2006

£000s

	
	
	
	
	

	-
	Intangible assets
	1
	401
	

	
	
	
	
	

	
	Tangible fixed assets
	2
	
	

	
	
	
	
	

	
	Operational assets
	
	
	

	712,074
	
   Council dwellings
	
	774,235
	

	249,095
	
   Other land and buildings
	
	255,881
	

	7,279
	
   Vehicles, plant and equipment
	
	9,079
	

	38,894
	
   Infrastructure assets
	
	60,431
	

	1
	
   Community assets
	
	1
	

	
	
	
	
	

	
	Non-operational assets
	
	
	

	28,016
	
   Investment properties
	
	31,226
	

	22,387
	
   Assets under construction
	
	4,836
	

	30,571
	
   Surplus assets held for disposal
	
	45,120
	

	1,088,317
	Total fixed assets
	
	
	1,181,210

	
	
	
	
	

	
	
	
	
	

	10,566
	Long-term investments
	4
	
	20,565

	
	
	
	
	

	11,752
	Long-term debtors
	5
	
	15,593

	1,110,635
	Total long term assets
	
	
	1,217,368

	
	
	
	
	

	
	Current assets
	
	
	

	926
	
Stocks, WIP and stores
	6
	984
	

	54,806
	
Debtors (net of bad debts provision) and prepayments
	7
	61,841
	

	60,300
	
Short term investments
	4
	49,150
	

	11,300
	
Cash
	
	11,364
	

	127,332
	
	
	
	123,339

	1,237,967
	Total assets
	
	
	1,340,707


Appendix A

Revised Consolidated Balance Sheet (contd)

	2005

£000s
	As at 31 March
	Notes
	2006

£000s
	2006

£000s

	
	
	
	
	

	
	Current liabilities
	
	
	

	(5,868)
	
Borrowing - amounts falling due within one year
	
	(954)
	

	(64,494)
	
Creditors & Receipts in Advance
	8
	(75,400)
	

	(2,227)
	
Provisions
	8
	(2,154)
	

	(7,567)
	
Cash overdrawn
	
	(9,140)
	

	(80,156)
	
	
	
	(87,648)

	1,157,811 
	Total assets less current liabilities
	
	
	1,253,059 

	
	
	
	
	

	
	Long term liabilities
	
	
	

	(483,672)
	
Long term borrowing
	9
	(506,677)
	

	(13,303)
	
Deferred liabilities
	10
	(12,842)
	

	(1,505)
	
Deferred credits
	11
	(2,603)
	

	(1,523)
	
Lowry receipt in advance
	13
	(1,471)
	

	(176)
	
Airport loan provision
	14
	- 
	

	(11,436)
	
Insurance Fund
	15
	(10,910)
	

	(170,000)
	
Pensions liability
	16
	(192,600)
	

	(681,615)
	
	
	
	(727,103)

	476,196 
	Total assets less liabilities
	3
	
	525,956 

	
	Financed by:
	
	
	

	441,155 
	
Fixed asset restatement account
	17
	
	508,945

	132,070 
	
Capital financing account
	17
	
	123,891

	68,684 
	
Government grants deferred
	12
	
	75,699

	(1,735)
	
Stock discount
	22
	
	(1,617)

	(37,078)
	
Debt rescheduling premiums
	22
	
	(33,591)

	1,662 
	
Debt rescheduling discounts
	22
	
	1,363 

	14,091 
	
Usable capital receipts reserve
	17
	
	10,884 

	3,972 
	
Housing revenue account
	17
	
	3,792 

	248 
	
HRA repairs account reserve
	17
	
	- 

	2,650 
	
LMS schools
	17
	
	1,625 

	(170,000)
	
Pensions reserve
	16
	
	(192,600)

	12,577 
	
Other reserves
	17
	
	17,405 

	7,900 
	
General Fund reserve
	17
	
	10,160 

	476,196 
	Total net worth
	
	
	525,956 


Appendix B

Amendments to Pooled Budgets Disclosure Notes

a) Consolidated Revenue Account (note 24 p38)

Salford Pooled Budgets

The pooled budget mechanism is a means by which the Council and Salford NHS Primary Care Trust can bring resources together to both commission and provide services, allowing flexible and integrated support and care to be offered.  With the addition of two new pools set up on 1 April 2004, the Council now acts as ‘host’ to three pooled budgets, the  income and expenditure for each of which is set out below :-

	
	2005/06

£000s
	2004/05

£000s

	a)
Learning Difficulties Pool
	
	

	
Pooled fund income:
	
	

	

Council share of pool budget
	8,531 
	7,794 

	
Salford NHS PCT share of pool budget
	8,605 
	7,894 

	
Client & other non-pool income
	4,584 
	4,873 

	
Total pooled fund income
	21,720 
	20,561 

	
Gross pooled fund expenditure
	(21,291)
	(20,253)

	
Surplus for the year
	429 
	308 

	
	
	

	b)
Integrated Equipment Services Pool
	
	

	
Pooled fund income:
	
	

	

Council share of pool budget
	1,179 
	1,246 

	

Salford NHS PCT share of pool budget
	1,376 
	1,472 

	

Client & other non-pool income
	243 
	285 

	
Total pooled fund income
	2,798 
	3,003 

	
Gross pooled fund expenditure
	(2,680)
	  (2,945)

	
Surplus for the year
	118 
	58 

	
	
	

	c)
The National Treatment Allocation Adult Pool
	
	

	
Pooled fund income:
	
	

	

Council share of pool budget
	338 
	311 

	

Salford NHS PCT share of pool budget
	1,946 
	1,748 

	

Client & other non-pool income
	1,182 
	1,231 

	
Total pooled fund income
	3,466 
	3,290 

	
Gross pooled fund expenditure
	(3,291)
	(3,245)

	
Surplus for the year
	175 
	45               

	
	
	

	
	
	



The total surplus for the year of £0.722m has been added to the brought forward pools balance and the accumulated surplus stands at £1.256m at 31 March 2006

The Council’s share of the pools is included within Social Services net expenditure in the Consolidated Revenue Account.  The accumulated surpluses on the three pools are included within current liabilities on the balance sheet.

b) Consolidated Balance Sheet (note 8 p47)

Section 31 Pooled Budgets
The amount represents the accumulated surpluses on the three pooled budgets run in conjunction with Salford NHS PCT (See note 24 to the Consolidated Revenue Account).  For reporting purposes, and considering the pool as an on-going arrangement between two parties with an equal interest, it has been agreed with the PCT that the accumulated surplus should be considered to be attributable equally to the two organisations.  Therefore, of the balance of £1.256m, £0.628m is attributable to the PCT's contribution to the pooled budgets.

Appendix C 

Revised Debtor and Creditor Analyses

a)  Debtors and Prepayments
	
	31 March 2006

	
	 £000s 

	HM Revenue & Customs
	             4,846 

	Government departments
	            17,467 

	Other local authorities
	             7,728 

	Local taxpayers and NDR
	            23,487 

	Housing rents (net of prepayments)
	             6,459 

	Sundry debtors
	             6,580 

	Housing Benefits (overpayments)
	             3,815 

	Other
	             6,912 

	Accrued interest on investments
	             1,499 

	
	            78,793 

	Less:  Provision for bad debts
	-           19,921 

	Total debtors
	            58,872 

	Prepayments
	             2,969 

	
	            61,841 


b)  Creditors and Receipts in Advance/Provisions

	
	31 March 2006

	
	 £000s 

	Creditors and receipts in advance
	

	HM Revenue & Customs
	             4,523 

	Government departments
	            27,334 

	Other local authorities
	                721 

	Local taxpayers and NDR
	             2,940 

	Housing rents (net of prepayments)
	                109 

	Sundry creditors
	            29,759 

	Residents' savings
	                729 

	Developers' contributions
	             2,708 

	s31 pooled budgets
	             1,256 

	Other creditors
	             2,756 

	
	            72,835 

	Other receipts in advance
	              2,565

	
	            75,400 

	Provisions
	

	Provision for future costs
	                295 

	Repayment of grant
	             1,467 

	Charging policy income
	                247 

	Other
	                145

	
	             2,154 

	
	

	
	


