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Introduction

Salford CC (The Council) is responsible for the preparation of financial statements that present fairly its financial position as at 31 March 2003 and its income and expenditure in the year then ended. We are responsible for undertaking an audit and reporting whether in our opinion the Council’s financial statements do present fairly its financial position and income and expenditure.

The Council is responsible for the preparation of a Statement of Internal Control in accordance with the provisions of the Code of Practice on Local Authority Accounting in the United Kingdom: a Statement of Recommended Practice. We are required to report where we become aware in the course of our audit of inconsistencies with the disclosures made by the Council.

The Council submitted draft financial statements to us on 18 August 2003 and we have now substantially completed our audit of those statements. This report details key matters arising from our audit that we must communicate to those charged with governance prior to giving an opinion on those financial statements.

It should be noted that our audit does not seek either to obtain absolute assurance that the financial statements present fairly your financial position or assurance that they are accurate in every regard. 

In this context, we adopt a concept of materiality. We seek, in planning and conducting our audit of the accounts, to identify material errors in your financial statements. Material errors are those which might be misleading to a reader of the financial statements.

Our calculation of overall materiality is £2.9m. However, we may determine that certain items of account may be subject to a lower materiality level due to their political or numerical sensitivity. 

Background

A revised Statement of Auditing Standard (SAS), SAS 610 Reporting to those charged with governance – is applicable for the first time to the audit of the Council’s accounts. It requires auditors to report to those charged with governance (as distinct from management) certain matters before they give an opinion on the financial statements:

Auditors should communicate to those charged with governance:

a. expected modifications to the auditors' report;

b. unadjusted misstatements;

c. material weaknesses in the accounting and internal control systems identified during the audit;

d. their views about the qualitative aspects of the entity's accounting practices and financial reporting;

e. matters specifically required by other Auditing Standards to be communicated to those charged with governance; and

f. any other relevant matters relating to the audit.

We agreed with the Council that the communications required by SAS 610 in advance of issuing our report on the annual financial statements of the Council would be with the Accounts Committee.

We have considered each of the areas listed above and our views are set out below together in this first year with explanations of the issues that we are responding to.
Auditor’s report

The standard requires that we report to those charged with governance any proposed modifications to our report on the financial statements. The standard explains the reasons for this requirement:

Auditors discuss expected modifications to the auditors' report on the financial statements with those charged with governance to ensure that:

· those charged with governance are aware of the proposed modification and the reasons for it before the report is finalised;

· there are no disputed facts in respect of the matter(s) giving rise to the proposed modification (or that matters of disagreement are confirmed as such); and

· those charged with governance have an opportunity, where appropriate, to provide the auditors with further information and explanations in respect of the matter(s) giving rise to the proposed modification.
On the basis of our audit work we do not currently intend to issue a non-standard report on the Council’s financial statements. A draft report is attached at Appendix 1.

Unadjusted misstatements

We are required to report to you all misstatements other than those of a clearly trifling nature. A trifling error is an entirely inconsequential error, whether taken individually or in aggregate and whether judged by any quantitative and/or qualitative criteria.

Our audit identified the following misstatement in the financial statement which management has decided not to adjust:

· In 2002/03 the Council continued to capitalise approximately £4m of expenditure that was previously charged to revenue in relation to ‘grey’ areas where there is some discretion as to whether the expenditure is classed as revenue or capital. We have compared these ‘grey’ areas with the definition of capital contained in the CIPFA Code of Practice on Local Authority Accounting and, as a result, feel that £567,000 of expenditure should more correctly be charged to revenue. A detailed analysis of this expenditure is given in Appendix 2.  

Within the consolidated revenue account there is also a revenue contribution to capital outlay of £718, 000 which could be reduced by £567,000 if the above misstatement was corrected with the net effect that the surplus for the year would remain unchanged.  As a result we do not feel that the unadjusted error warrants the qualification of our opinion on the accounts. However it is sufficiently material for us to bring it to your attention in this report, and require you to make a decision as to whether or not this adjustment is made.

Material weaknesses in accounting and internal control systems

We have limited responsibilities to report to you weaknesses in accounting systems and systems of internal control identified in the course of our audit. SAS 610 provides:

A material weakness in the accounting and internal control systems is a deficiency in design or operation which could adversely affect the entity's ability to record, process, summarise and report financial and other relevant data so as to result in a material misstatement in the financial statements. Auditors normally do not need to communicate information concerning a material weakness of which those charged with governance are aware and in respect of which, in the view of the auditors, appropriate corrective action has been taken, unless the weakness is symptomatic of broader weaknesses in the overall control environment and there is a risk that other material weaknesses may occur. Material weaknesses of which the auditors are aware are communicated where they have been corrected by management without the knowledge of those charged with governance.

We have a duty to report adjusted errors in financial statements where they are relevant to your wider governance responsibilities. 

Our audit did not identify any material weaknesses in accounting and internal control systems other than those of which you are aware and in respect of which appropriate corrective action is being taken.

You should be aware that we do not provide a comprehensive statement of all weaknesses that may exist in the accounting and internal control systems or of all improvements that may be made, but have addressed only those matters that have come to our attention as a result of the audit procedures performed.

Qualitative aspects of accounting practices and financial reporting

SAS 610 places specific duties on auditors to report their assessment of qualitative aspects of accounting practices and financial reporting to those charged with governance:

In the course of their audit of the financial statements, auditors consider the qualitative aspects of the financial reporting process, including items that have a significant impact on the relevance, reliability, comparability, understandability and materiality of the information provided by the financial statements. Auditors discuss in an open and frank manner with those charged with governance the auditors' views on the quality and acceptability of the entity's accounting practices and financial reporting. Such discussions may include:

· the appropriateness of the accounting policies to the particular circumstances of the entity, judged against the objectives of relevance, reliability, comparability and understandability but having regard also to the need to balance the different objectives and the need to balance the cost of providing information with the likely benefit to users of the entity's financial statements;

auditors explain to those charged with governance why they consider any accounting policy not to be the most appropriate, and request those charged with governance to make appropriate changes. If those charged with governance decline to make the changes on the grounds that the effect is not material, the auditors inform them that they will consider qualifying the auditors' report as soon as the effect of not using the most appropriate policy can reasonably be expected to influence the economic decisions of users of the financial statements;

· the timing of transactions and the period in which they are recorded;

· the appropriateness of accounting estimates and judgments, for example in relation to provisions, including the consistency of assumptions and degree of prudence reflected in the recorded amounts;

· the potential effect on the financial statements of any uncertainties including significant risks and exposures, such as pending litigation, that are required to be disclosed in the financial statements;

· material uncertainties related to events and conditions that may cast significant doubt on the entity's ability to continue as a going concern;

· the extent to which the financial statements are affected by any unusual transactions including non-recurring profits and losses recognised during the period and the extent to which such transactions are separately disclosed in the financial statements;

· apparent misstatements in the other information in the document containing the audited financial statements or material inconsistencies between it and the audited financial statements;

· the overall balance and clarity of the information contained in the annual report;

· disagreements about matters that, individually or in aggregate, could be significant to the entity's financial statements or the auditors' report. These communications include consideration of whether the matters have, or have not, been resolved and the significance of the matters.

We have carefully considered the qualitative aspects of the Council’s accounting practices and financial reporting. No matters have come to our attention that we would wish to draw to the attention of those charged with governance in respect of our overall opinion on the accounts. However, we have identified areas for improvement in the Council’s accounting practices in conjunction with the management and we wish to draw your attention to the most significant areas. These are set down below:

Debtors and the bad debt provision
The council tax debt outstanding 31 March 2003 was £16.619m and the bad debt provision £4.444m.  The Council acknowledges that this provision is insufficient and aims to increase it to the required level by 31 March 2005 by declaring a deficit of £1m on the collection fund in both 2003/04 and 2004/05.

System reconciliations and control accounts

There is a £489,000 imbalance at the 31 March 2003 between the rent rebates expenditure recorded on the housing benefits system and the rent rebates expenditure figure in the housing rents system. The Council has been prudent when compiling the accounts and has included the figure from the rents system which is the lower of the two. Since the accounts were prepared the Council has been working to reconcile the systems and the latest view is that the figure in the housing benefits system is correct. If this is the case the Council could be entitled to an additional £489,000 housing subsidy grant. We will be examining the reconciliation as part of the housing subsidy grant claim audit before the end of December 2003.

Matters required by other auditing standards to be reported to those charged with governance

Other auditing standards require us to communicate with you in other specific circumstances including:

· where we suspect or detect fraud, even if the potential effect is not material to our audit of the financial statements

· in respect of the conclusion that the Council is a going concern

· where there is an inconsistency between the Council’s financial statements and other information in documents containing the financial statements. 

We have identified no such matters in the course of our audit of the financial statements.

Other matters

There are no other matters that we wish to draw to your attention.

Next steps

You need to determine whether or not you will adjust the financial statements of the Council in respect of the misstatement identified above. 

Should you chose not to do so, we are required by SAS610 to request from you a letter of representation explaining why you are not going to adjust the financial statements. We ask that the letter specifically details the misstatement to which is relates, either in the body of the letter or in a document appended to it.

Independence and objectivity

SAS 610.3 requires auditors to communicate to those charged with governance, at least annually, all relationships that may bear on the auditor’s independence and the objectivity of the district auditor and audit staff. We take this opportunity to confirm that we are not aware of any relationships that may bear on the independence of the audit team that are required to be disclosed. 

In relation to the audit of your financial statements we comply with the Commission’s requirements in respect of independence and objectivity as set out at Appendix 3.

Status of this report to the Council

This report is prepared in the context of the Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit Commission. It is prepared by appointed auditors and addressed to Members of the Council. It is prepared for the sole use of the audited body, and no responsibility is taken by auditors to any Director or officer in their individual capacity, or to any third party.

APPENDIX 1

Draft auditor’s report

Draft Independent Auditor’s Report to Salford City Council

I have audited the financial statements on pages 1 to 75 which have been prepared in accordance with the accounting policies applicable to local authorities as set out on pages 19 to 24.

This report is made solely to Salford City Council in accordance with Part II of the Audit Commission Act 1998 and for no other purpose, as set out in paragraph 54 of the Statement of Responsibilities of Auditors and of Audited Bodies, prepared by the Audit Commission.

Respective Responsibilities of the Chief Financial Officer and Auditor

As described on page 13 the Chief Financial Officer is responsible for the preparation of the financial statements in accordance with the Code of Practice on Local Authority Accounting in the United Kingdom 2002: A Statement of Recommended Practice. My responsibilities, as independent auditor, are established by statute, the Code of Audit Practice issued by the Audit Commission and my profession’s ethical guidance.

I report to you my opinion as to whether the financial statements present fairly the financial position of the Council and its income and expenditure for the year.

I review the statement of assurance on pages 15 to 18 and report if it is misleading or inconsistent with other information I am aware of from my audit of the financial statements. I am not required to consider whether the statement covers all risks and controls, or to form an opinion on the effectiveness of the Authority’s corporate governance arrangements or its risk and control procedures. My review was not performed for any purpose connected with any specific transaction and should not be relied upon for any such purpose.

I read the other information published with the statement of accounts and consider the implications for my report if I become aware of any apparent misstatements or material inconsistencies with the statement of accounts.

Basis of audit opinion

I conducted my audit in accordance with the Audit Commission Act 1998 and the Code of Audit Practice issued by the Audit Commission, which requires compliance with relevant auditing standards issued by the Auditing Practices Board.

An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes an assessment of the significant estimates and judgements made by the council in the preparation of the financial statements, and of whether the accounting policies are appropriate to the council's circumstances, consistently applied and adequately disclosed. 

I planned and performed my audit so as to obtain all the information and explanations which I considered necessary in order to provide me with sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or other irregularity or error. In forming my opinion, I evaluated the overall adequacy of the presentation of the information in the financial statements.

Opinion

In my opinion the financial statements present fairly the financial position of Salford City Council as at 31 March 2003 and its income and expenditure for the year then ended.

Certificate

I certify that I have completed the audit of the accounts in accordance with the requirements of the Audit Commission Act 1998 and the Code of Audit Practice issued by the Audit Commission.

                                                                                            Appendix 2

Capital expenditure that should be charged to revenue

Area
Value

(£000s)
Reason for classifying as revenue

High Schools PFI Scheme



Consultants fees
209
The Guidance Notes to the Code of Practice (para 9.77) say ‘The SORP expects that development costs will normally be written off to revenue as they are incurred. This will usually be the case where the authority does not have an asset of the property, as the development costs have generated no rights in future economic benefits at the time the PFI contract is entered into’. 

Various surveys/investigations



Accident investigations – preliminary investigations of accident sites
14
The Code of Practice says ‘All expenditure on the acquisition, creation or enhancement of fixed assets should be capitalized on an accruals basis’. 

In our view the expenditure on these surveys and investigations does not meet the above definition because it merely relates to preliminary work and is not attributable to identifiable fixed assets.  If any of these costs can be directly linked to a particular scheme we would not challenge their capitalisation. For example if a survey covered 10 sites and one of these sites was then developed, the capialisation of the relevant proportion of the survey fees (say one tenth) would not be unreasonable.

Railtrack assessments – inspection of Railtrack bridges anywhere in Salford
56


Deflectograph surveys – surveys on the structural condition of the highways.
12


GMATS Survey – survey of traffic
26


Higher Broughton Regeneration –Fees for drawing up regeneration schemes for the Broughton area.
20


Asset management plans



Staffing costs of preparing the asset management plan for all non-Education property
92
In our view this is similar to the expenditure on surveys and investigations outlined above. These costs relate to the planning for the use of assets in general and cannot be linked to identifiable fixed assets.

Staffing costs of preparing the Education asset management plan
138


TOTAL
567


APPENDIX 3

The Audit Commission’s requirements in respect of Independence and Objectivity

The following currently relates to auditors. The Commission is currently considering how this will be extended to cover all staff.

Auditors appointed by the Audit Commission are subject to the Code of Audit Practice (the Code) which includes the requirement to comply with Statements of Auditing Standards (SAS) when auditing the financial statements. SAS 610.3 requires auditors to communicate to those charged with governance, at least annually, all relationships that may bear on the firm’s independence and the objectivity of the audit engagement partner and audit staff. 

The SAS defines ‘those charged with governance’ as ‘those persons entrusted with the supervision, control and direction of an entity’.  In the case of Salford City Council it has been agreed that the appropriate addressee of communications from the auditor to those charged with governance is the Accounts Committee. 

Auditors are required by the Code to: 

· Carry out their work with independence and objectivity;

· Exercise their professional judgement and act independently of both the Commission and the audited body;

· Maintain an objective attitude at all times and not act in any way that might give rise to, or be perceived to give rise to, a conflict of interest;

· Resist any improper attempt to influence their judgement in the conduct of the audit.

In addition, the Code specifies that auditors, or any firm with which an auditor is associated, should not carry out work for an audited body, which does not relate directly to the discharge of the auditors’ functions if it would impair the auditors’ independence or might give rise to a reasonable perception that their independence could be impaired. If auditors are satisfied that performance of such additional work will not impair their independence as auditors, nor be reasonably perceived by members of the public to do so, and the value of the work in total in any financial year does not exceed a de minimis amount (currently the higher of £25,000 or 20% of the annual audit fee), then auditors may undertake such work at their own discretion. If the value of the work in total for an audited body in any financial year would exceed the de minimis amount, auditors must obtain approval from the Commission before agreeing to carry out the work.

The Code also states that the Commission issues guidance under its powers to appoint auditors and to determine their terms of appointment.  The Standing Guidance for Auditors includes several references to arrangements designed to support and reinforce the requirements relating to independence, which auditors must comply with. These are as follows:

· any staff involved on Commission work who wish to engage in political activity should obtain prior approval from the Partner or Regional Director;

· audit staff are expected not to accept appointments as lay school inspectors;

· auditors are expected to comply with the Commission’s statements on firms not providing personal financial or tax advice to certain senior individuals at their audited bodies, auditors’ conflicts of interest in relation to PFI procurement at audited bodies, and disposal of consultancy practices and auditors’ independence;

· auditors appointed by the Commission should not accept engagements which involve commenting on the performance of other Commission auditors on Commission work without first consulting the Commission;

· auditors are expected to comply with the Commission’s policy for both the District Auditor and the second in command (Senior Manager/Manager) to be changed on each audit at least once every five years with effect from 1 April 2003 (subject to agreed transitional arrangements);

· audit suppliers are required to obtain the Commission’s written approval prior to changing any District Auditor in respect of each audited body; and

· the Commission must be notified of any change of second in command within one month of making the change. Where a new District Auditor or second in command has not previously undertaken audits under the Audit Commission Act 1998 or has not previously worked for the audit supplier, the audit supplier is required to provide brief details of the individual’s relevant qualifications, skills and experience.
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