PART 1

(OPEN TO THE PUBLIC)
ITEM NO.



REPORT OF THE DIRECTOR OF CORPORATE SERVICES



TO THE ACCOUNTS COMMITTEE


ON WEDNESDAY, 3rd DECEMBER, 2003


TITLE :
AUDIT OF 2002/03 STATEMENT OF ACCOUNTS

RECOMMENDATIONS : 


It is recommended that members:

a) note the contents of this report;

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

c) agree that the statement should not be amended in respect of the capitalisation issues outlined herein.


EXECUTIVE SUMMARY:


This report comments on the Audit Commission’s audit of the 2002/03 statement of accounts and provides supporting information to their report Audit 2002/03: Communication concerning financial statements to those charged with governance also being considered by this committee.  This report agrees with most of the Audit Commission’s findings and proposes a number of amendments be made to the unaudited version of the 2002/03 statement of accounts.  It also explains why it is not considered appropriate to make changes in respect of the capitalisation issue raised in the Audit Commission’s report.


BACKGROUND DOCUMENTS :
Final accounts working papers in the Finance Division

(Available for public inspection)


ASSESSMENT OF RISK :
Low.  Not making changes in accordance with the Audit Commission’s findings may have an effect on the Council’s Financial Statements CPA score for 2003/04.  On the other hand, changing the accounting treatment of currently-capitalised expenditure would transfer pressure from the capital programme to the revenue budget (and consequently Council Tax) in 2003/04 and beyond.



SOURCE OF FUNDING :


The statement of accounts shows how the financial resources of the Council have been utilised in 2002/03 and the financial position of the Council at 31st March 2003.  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 2002/03 statement of accounts was approved by this committee on 1 September 2003.  

1.1 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 (Operations Directorate) District Auditor and her staff.  The audit commenced in October and the main findings are presented in the companion report presented to today’s meeting.  

1.2 Despite the earlier closure timetable introduced this year, officers involved in the final accounts process feel that the quality of both the statement and associated working papers have improved this financial year.  

2 THE AUDIT

2.1 There is a cordial, professional relationship between Audit Commission and Council staff.  While there may be professional differences of opinion on the treatment of some items in the Council’s accounts, it is felt that the audit has added 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.  Where those misstatements are considered to be ‘trifling’, no changes to the statement are recommended (although accountants will take action where appropriate to prevent recurrence).  Where they are considered to be ‘non-trifling’, the District Auditor recommends that the Council amends the statement of accounts accordingly.  Sections 3 and 4 below detail the non-trifling items, along with a suggested response.

2.3 Should unadjusted non-trifling misstatements exceed her calculation of overall materiality, then the District Auditor can qualify the statement of accounts.  This undesirable situation has never arisen with the Council’s accounts.

2.4 Under the heading Qualitative aspects of accounting practices and financial reporting, the Audit Commission report draws attention to bad debt provision and a rent rebates imbalance.  The former requires no further explanation (as the report recognises the Council’s existing plan to address the problem), while the latter is covered in section 5 below.

2.5 The Audit Commission report recognises no material weaknesses in accounting and internal control systems of which the Council is not already aware and for which appropriate corrective action is being taken.  This finding is welcomed and seen as further evidence of the improving quality and robustness of accounting and monitoring processes.

3   CHANGES AGREED

The items outlined in the paragraphs below are those raised by Audit Commission staff which it is agreed should be adjusted in the statement of accounts.

3.1 Investments made on behalf of NPHL

The sum of £894,000 is held and invested on behalf of NPHL.  In the unaudited statement, this sum is totally excluded from the balance sheet, on the grounds that it is money unrelated to the business activities of the Council.  Members may recall that this item was being considered at the time of the last meeting and that early indications from Auditors were that this was the appropriate treatment.

The change proposed is to increase the value of investments and creditors on the Council’s balance sheet, recognising the investment as a Council asset, with a corresponding creditor liability to NPHL.  An argument in favour of this treatment is that the investment is held in the name of the Council, not NPHL.

Despite the fairly large sum, this is considered to be non-contentious.  There are reasonable arguments for either treatment but an advantage of the Auditors’ recommendation is that it requires no adjustment to the SAP general ledger system to arrive at the balance sheet figure.

The effect on the balance sheet (pps 35,36) is demonstrated in Appendix A.

3.2 Creditors and Receipts in Advance

For further clarification of some items contained in the creditors balance, it is agreed that the description is to be extended to include ‘receipts in advance’. 

£450,000 was included in ‘other’ creditors which it is agreed is better labeled as a provision.  Note 8 to the balance sheet (p43) is to be amended.

These changes are relatively minor, having no bearing on the balance sheet itself.

Appendix C shows the revisions to the note.

3.3 Related Party Transactions

Amounts due to and from NPHL had been included in ‘sundry’ creditors and ‘other’ debtors in notes 7 and 8 to the balance sheet (pps 42, 43).  It is agreed that to better reflect the Council’s relationship with its subsidiary, these balances should be disclosed as an addendum to the notes.  The existing ‘inter company’ creditor and the investment creditor outlined in 3.1 above are also to be amalgamated.

New accounting regulations governing group companies will apply in 2003/04.  This may mean a change to the existing accounting treatment of NPHL in the Council’s accounts.  It is intended to review the regulations and closely co-operate with NPHL accountants in 2003/04 to ensure that the balances in each set of accounts clearly reflect the relationship between the two companies.  

Appendixes B and C show the revised notes. 

3.4 Housing Stock

It is agreed that a minor change be made to the  numbers of Council dwellings reported in note 2 to the Housing Revenue Account (p68).  This ensures consistency with the Housing Subsidy claim.

Appendix D shows the revised note.

3.5 Salford Learning Difficulties Pooled Budget

A change in the presentation of the pooled budget’s expenditure and income is agreed (note 20 to the CRA, p33).  The revised format will show the position from the pooled budget’s point of view rather that the effect of the pooled budget on the Council’s accounts.  This will be consistent with the note to the NHS PCT’s accounts.

Appendix E shows the revised note.

3.6 Contingent Liability: s117 of the Mental Health Act

Although the Council has not levied the charges for 18 months, there is the possibility that some future reimbursements of charges may need to be made to certain ex-customers of Social Services.  It is agreed that a comment to that effect should be added to note 17 to the balance sheet, Contingent Assets and Liabilities (the wording to be agreed with Social Services Directorate).

3.7 Manchester Airport Accounts

At the time of preparation of the accounts, the 2002/03 accounts for Manchester airport plc were not available, so 2001/02 accounts were incorporated in note 19 to the balance sheet (Related Businesses and Companies) on pps 48/49.

As Manchester Airport’s accounts have now been published, it is agreed that it is possible to take advantage of the opportunity presented by making other adjustments to the statement, and incorporate the latest version of the airport’s account in the note.

Appendix F outlines the changes.

3.8 Typing errors

The statement of accounts is a substantial document which changes throughout the final accounts process.  Despite proof-reading of the various drafts, it is inevitable that a number of typos will slip through the net.  It is agreed that the following errors should be corrected:

P53 Statement of Movements in Reserves: ‘(10,640)’ should read ’10,640’

P67 HRA: note ‘15’ should read ‘14’

P68 Note 2 to HRA Housing Stock: year ‘2000/01’ should read ‘2001/02’

P70 note 8 to HRA, Housing Subsidy: year ‘2000/01’ should read ‘2001/02’

3 CHANGES NOT AGREED

3.1 Members will be aware that, in order to relieve pressures on the revenue budget, certain items of expenditure that have previously been charged to revenue have more recently been charged to capital.  The Audit Commission report refers to these items as ‘grey’ areas where the Council has used some discretion in its classification of the expenditure.  The concern is that charging items to capital that should be revenue is imprudent in that while it relieves the revenue budget now, it builds up consequences for the future.

3.2 While investigating capitalisation of items previously charged to revenue, Auditors also investigated the classification of other items in the capital programme and required justification of the treatment adopted by the Council.  In the majority of cases agreement was reached, but the items outlined in Appendix G remain in dispute.

3.3 The disputed items fall into three categories: PFI fees; asset management planning; surveys/scoping exercise.

3.4 PFI consultancy fees - Similar expenditure on PFI was accepted by the District Auditor as capital expenditure in 2001/02 because the Government granted a (capital expenditure) SCA to support the expenditure.  It is argued that it is consistent to treat 2002/03 expenditure in the same way even though there is no SCA.  Furthermore the PFI building, while not a Council asset under the terms of the lease, is one that will provide a service benefit over a number of years which suggests that amortisation of the development costs is appropriate.

3.5 Asset Management Planning - The salary costs of staff in Development Services and Education and Leisure directorates involved with asset management planning have been capitalised.  It is argued that this is expenditure legitimately costed to the sale, enhancement or purchase of assets, as the need for those (capital) transactions would not be recognised without the management work undertaken by these teams.  It should also be noted that the Council has capitalised such expenditure for the previous two years, without challenge.

3.6 Surveys/Investigations - This is expenditure on determining the requirement for subsequent capital schemes.  It is argued that it would be an acceptable classification were the expenditure to be costed direct to those schemes, so it should not be treated differently just because it is not apportioned to different schemes.  Again, this type of expenditure has been treated as capital in previous years.

3.7 Furthermore, it is felt that over-emphasis on the specific treatment of these items does not sit well with the Government’s move to allow Councils the freedom to choose an appropriate means of funding (so long as revenue consequences are considered) under the Prudential Code.

3.8 For the following reasons, it is felt that that the statement of accounts should not be amended:

a. the District Auditor has indicated that she would not be minded to qualify the statement of accounts for this item alone;

b. officers consider there is a strong argument (presented above) for considering the items to be correctly classified;

c. there would be a number of amendments required throughout the statement of accounts (including the consolidated  revenue account, balance sheet, cash flow statement and various notes to these statements), leading to the possibility of errors and inconsistencies if every item is not picked up;

d. reclassification of this type of expenditure would have ongoing revenue budget considerations. 

However, the Auditors’ concern with prudence is a valid one that needs always to be borne in mind when considering the ongoing revenue consequences of committing to capital expenditure.

4 RENT REBATES

4.1 In the section Qualitative aspects of accounting practices and financial reporting, under the heading System reconciliations and control totals, the Audit Commission report comments on an imbalance between the housing benefits system and the rent rebates expenditure figure in the housing rents system. 

4.2 Each year there has been a difference between these systems (in 2001/02 this was £99,000).  The lower figure has been used in the statement of accounts for prudency.  The discrepancy in 2002/03 is somewhat larger than previous years and has been investigated to determine why this should be the case.  The difference has mainly been caused by backdated benefits being posted against overpayments held on the benefit system only, with the residual benefit being posted to the rent system.  Two software experts have examined the systems and determined that both the rent system and the benefit system are operating correctly.  The value of the backdated benefits being posted against overpayments will be accounted for in future and the two systems reconciled on a regular basis.  Steps have already been taken to strengthen the reconciliation process.

4.3 There is no change necessary to the statement of accounts.

5 FINALISING THE AUDIT

5.1 Upon agreement of the proposed changes, a new statement of accounts will be prepared.  This will incorporate the auditor’s report drafted in Appendix 1 to the Audit Commission’s report expressing the auditor’s opinion that “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”.

7   RECOMMENDATIONS
7.1 It is recommended that members:

a) note the contents of this report;

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

c) agree that the statement should not be amended in respect of the capitalisation issues outlined herein.

ALAN WESTWOOD

Director of Corporate Services
Appendix A

SECTION 7 :

THE CONSOLIDATED BALANCE SHEET

AS AT 31ST MARCH 2003

2002

£000s
As at 31st  March


Notes 
2003

£000s

2003

£000s

546,992

191,920

389

56,303

799

41,719
fixed assets
Operational Assets


Council dwellings


Other land and buildings


Vehicles, plant and equipment


Infrastructure assets


Community assets

Non Operational Assets

Non-operational land and 
property
(1)
549,719

189,053

737

52,859

1

51,956



838,122


       

        844,325

2,088


Deferred Charges

Stock Discount



(2)


1,970 



10,959
long term investments
(4)

    
          10,566

553

9,426

1,307

375
long term debtors

Mortgages


Ex-Manchester Airport


Car Loans


Other
(5)
468

9,260

1,006

313



11,661



    
           11,047

862,830
total long term assets



         867,908

1,276

62,074

36,526

7,729
current assets

Stocks, WIP and stores


Debtors (net of bad debts provision) and prepayments


Short term investments


Cash
(6)

(7)

(4)
1,129

61,600

61,644 60,750
11,719

   

107,605



       
         136,092 135,198

970,435
total assets


        
1,004,000 1,003,106   

SECTION 7 :

THE CONSOLIDATED BALANCE SHEET

AS AT 31ST MARCH 2003 (Contd. )

2002

£000s
As at 31st March
Notes
2003

£000s

2003

£000s

(2,127)

(63,208)

(7,663)
current liabilities

Borrowing - amounts falling due   
  within one year



Creditors and receipts in advance



Cash overdrawn
(8)
(13,438)

(71,068) (70,174)
(7,483)



(72,998)




(91,989) (91,095)

897,437 
total assets less current liabilities



912,011 

(448,974)

(14,457)

(2,940)

(946)

(88)

(10,710)
     Long term borrowing


Deferred liabilities


Deferred credits 


Lowry provision

     Debt Rescheduling


Insurance Fund
(9)

(10)

(11)

(13)

(14)

(15)
(453,085)

(14,107)

(2,740)

(96)

(132)

(11,889)




(478,115)




(482,049)

419,322 
total assets less liabilities
(3)


429,962 

245,426 

121,525 

        29,772

17 

9,584 

(1,096)

1,055 

1,145 

7,199 

4,695 
reserves and balances

Fixed Asset Restatement Reserve


Capital Financing Reserve

     Government grants deferred


Usable Capital Receipts Reserve


Housing Revenue Account


Collection Fund Deficit


HRA Repairs Account Reserve

    
LMS Schools


Other Reserves


General Fund Reserve
(16)

(16)

(12)

(16)

(16)

(16)

(16)

(16)

(16)

(16)
 

 



231,313 

126,527 

49,462 

1,360 

6,600 

(1,098)

570 

3,287 

6,898 

5,043 

419,322 
total equity



429,962 

A. WESTWOOD CPFA

Director of Corporate Services

18th  August 2003

Appendix B

7.

Debtors and Prepayments

An analysis of debtors and prepayments is shown below:-


31st March 2003

£000s
31st March 2002

£000s

Customs and Excise

Government departments

Capital

Other local authorities

Local Taxpayers and NDR 

Housing rents (net of prepayments)

Sundry debtors

Housing Benefits (overpayments)

Other

Mortgagors 

Accrued interest on investments 
3,224 

7,803 

351 

535 

22,451 

5,647 

13,067 

7,199 

13,597 

135 

450 


2,202  

4,168  

34  

2,381  

25,089  

5,504  

5,203  

6,800  

19,321  

161  

408  

Less:
Provision for bad debts
74,459 

(19,665) 
71,271  

(20,705) 

Total Debtors
54,794 
50,566  

Prepayments
6,806 
11,508  


61,600 
62,074  

Related Party Transactions

The figures for other debtors includes the following amount:

· NPHL £3,344,000
Appendix C

8.

Creditors and Receipts in Advance
The figures shown for creditors include general creditors and provisions and an analysis of each of these is given below:-


31st March 2003

£000s
31st March 2002

£000s

Government departments 

Inland Revenue

Other local authorities

Local Taxpayers and NDR 

Housing rents

Sundry creditors

Capital accruals

Residents' savings

Other 

Small Reserves and Fund Balances

Inter company accounts
15,011

2,997

1,341

2,102

102

40,725 39,675
1,036

387

5,119 5,569
167

156
13,400  

3,026  

931  

1,972  

90  

33,293  

877  

350  

7,678  

158  

              -


68,987 68,543
61,775 

Provisions

Provision for Future Costs

Modesole Loan Guarantee

Repayment of Grant

Amalgamated Schools

Charging Policy Income
644

-

962

25

450
635  

15  

538  

245  


71, 068 70,174
63,208  

Related Party Transactions 

The figures for sundry creditors includes the following amount:

· Greater Manchester Pension Fund £59,000

· NPHL £4,427,000
The figure for inter company accounts comprises:

· NPHL £156,000
etc. 

Appendix D

2.      Housing Stock – Numbers and Valuation

The City Council was responsible for managing 28,885 28,941 dwellings during 2002/2003.  The stock was made up as follows:-


2002/03
2001/02 2000/01

Houses

Flats

Bungalows
15,707 15,721
11,796 11,838
1,382
54%

41%

5%
16,094

11,923

1,384
55%

41%

4%


28,885 28,941
100%
29,401
100%

The change in stock can be summarised as follows:-


2002/03

2001/02

Stock at 1st April

Less:
Sales and demolitions




29,345 29,401
460

 


30,063 30,119
718



Stock at 31st March

28,885 28,941


29,345 29,401

The value of the stock is as follows :-


Valuation

31st March 2003

Valuation

31st March

2002

Operational Assets

   Council Dwellings

   Other land and buildings

   Infrastructure

Non Operational Assets

   

549,719

3,390

6,832

7,527

 


546,992

4,006

13,569

7,419



Total

567,468


571,986

The figures for 2001/02 have been restated to reflect the net book value of assets in line with the figures shown in 2002/03. This gives a true comparison between years.

Appendix E

20.
Salford Learning Difficulties Pooled Budget

The pooled budget is a means by which the City Council and Salford NHS Primary Care Trust can bring resources together in a joint budget that is easily accessible to both commission and provide services.  This enables flexible and integrated support and care to be offered to people with learning difficulties and their families.

The City Council acts as ‘host’ to the pool and the total expenditure for 2002/03 is included in the Social Services line on the Consolidated Revenue Account as follows:- The Pool’s income and expenditure for 2002/03 is set out below:-


2002/03

£000
2002/03

£000



Gross Expenditure

17,702

Income:

  Client and other non-pool income

  Salford NHS PCT share of pool
(3,356)

(7,234)
(10,590)

           

Net Expenditure (City Council share of pool)

  7,112


2002/03


£000




Pooled Fund Income:


Salford City Council share of pool
7,112

Salford NHS PCT share of pool
7,627

Client & other non-pooled income
2,962

Total
17,701




Gross Expenditure
(17,493)




Closing Balance
208

The closing balance is included in sundry creditors in the Council’s balance sheet.
Appendix F

19.
Related Businesses and Companies

The City Council has an involvement with a number of companies whose assets and liabilities are not included in these accounts.  Relevant details of the companies are summarised below.  

. . .

Manchester Airport plc

The principal activity of the company is the operation and development of an international airport.

The City Council holds 10,214,000 £1 ordinary shares, equivalent to 5% of share capital.

At the year ended 31 March 2003 2002, the company had net assets of £640m £644m (£643m at 31 March 2002).  The profit before tax was £11.2m and the profit after tax was £5.7m (2001/02 profit before tax £2.4m, loss after tax £3.8m)  The loss before tax was £3.8m and loss after tax was £12.0m.  Final accounts for 2002/03 have not yet been received.
A dividend of £0.25m was received in 2002/03 (£0.362m in 2001/02).

Appendix G

Expenditure Classified as Capital ‘In Dispute’

E01507 PFI New Special High School

£209,156

Consultancy Fees for PFI contract 

D00103
 Accident Investigation


£13,571

Preliminary investigations of accident sites

Dependant on findings the sites may become future accident reduction schemes within the capital programme




D00510
Railtrack Assessments


£55,573

Inspection of Railtrack bridges anywhere within the City of Salford which may result in the council contributing toward refurbishment costs.

D00605
Deflectograph Surveys


£11,886

These are surveys carried out on the structural condition of the highways

Findings from these surveys influence which schemes should be included in the capital programme

D00919
GMATS Surveys


£26,300

Countywide survey of traffic - Snapshot of traffic flows etc taken every 5 years

Findings from these surveys influence which schemes should be included in the capital programme

D08026
Higher Broughton Regeneration

£20,189

Architects & Engineers fees for drawing up schemes which will be included in future regeneration schemes within the Broughton area

D07005
Asset Management Plan

£92,227

Staffing costs of 3 surveyors who manage the use of the Councils' buildings.  The costs are offset against capital receipts

E03034 Overtime/Miscellaneous account And E02005 Capitalised Salaries







£138,000
Part of (the total amount capitalised is £368,824) Staff and equipment cost for the asset management planning work for school assets, and the salary of the Asset Management Planning and Development Officer

Total





£566,902

