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REPORT OF THE DIRECTOR OF CUSTOMER & SUPPORT SERVICES



TO THE ACCOUNTS COMMITTEE


ON MONDAY, 22 NOVEMBER 2004


TITLE :


AUDIT OF 2003/04 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) authorise the Committee Chair to approve any further late changes to the statement.


EXECUTIVE SUMMARY:


This report comments on the Audit Commission’s audit of the 2003/04 statement of accounts, and provides supporting information to their report Salford City Council: Audit 2003/04 (sometimes called the SAS610 report) also being considered by this committee.  This report agrees with the Audit Commission’s findings that a number of amendments should be made to the unaudited version of the 2003/04 statement of accounts.  


BACKGROUND DOCUMENTS :


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


ASSESSMENT OF RISK :


Low.  The timeliness and quality of the Statement of Accounts contribute to the Financial Resources CPA score.

	


SOURCE OF FUNDING :


The statement of accounts shows how the financial resources of the Council have been utilised in 2003/04 and the financial position of the Council at 31st March 2004.  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 2003/04 statement of accounts was approved by this committee on 16 August 2004.  

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 August 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 2003/04.  Despite this, officers involved in the final accounts process feel that the improvement in the quality of both the statement and associated working papers that was evidenced in 2002/03 has continued into this financial year.  

2
THE AUDIT

2.1
There is a cordial, professional relationship between Audit Commission auditors and Council staff.  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 necessary, 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.  These items are included in the Auditor’s report as “adjusted misstatements” and are further considered in section 3 below.

2.3 The audit is much wider than a simple check of the figures in the various accounting statements.  It is also concerned with accounting principles, controls and overall quality, for instance.   Where the Auditor considers that there are other significant matters around the statement of accounts, these are also noted in the report.  These items are considered in section 4 below.  

2.4 In his report, the auditor makes generally complimentary comments in relation to:

· early closure of accounts;

· compliance with good practice;

· the standard of working papers;

· addressing current technical issues.

These comments are welcomed and seen as further evidence of the steps taken by Accountancy to improve the quality of the final accounts process in particular, and financial management generally.

3   CHANGES AGREED

The items outlined in the paragraphs below are those raised by the Auditor in his report which it is agreed should be adjusted in the statement of accounts.

3.1 The Statement on Internal Control

The “statement of assurance” in the unaudited statement was compiled in accordance with CIPFA’s Code of Practice 2003.  However, in April 2004 CIPFA issued late guidance on the “Statement on Internal Control” with which the draft statement of assurance did not fully comply.  While the new guidance was to some extent discretionary, it is agreed that compliance with the latest guidance is to be preferred.  Therefore, a new compliant Section Four: Statement on Internal Control has been inserted into the statement of accounts, replacing the old Statement of Assurance.

3.2 Deferred Charges/Deferred Credits

For several years, the Council has carried debit and credit balances relating to unamortised premiums and discounts on the rescheduling of debt, although their correct location in the balance sheet has been open to debate.  The auditor has now identified the proper disclosure and it is agreed that the balances are better placed in the “financed by” section of the balance sheet.  This reduces the balance sheet figures for “total assets less liabilities” and “net worth” equally, and the disclosure notes to the balance sheet have been adjusted in several places to reflect the new treatment.  The relocation also means that the in-year movement has to be recognised in the Statement of Total Movement in Reserves, and this has been adjusted accordingly.  These adjustments are not felt to be contentious.

The original balance sheet is reproduced at Appendix A; a version incorporating these revisions is included at Appendix B (the figures in bold being those that have moved or been changed).

3.3 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 any such changes which have not been significant enough to merit individual disclosure in the Audit Commission’s report.

Learning Difficulties (p36)

Additional disclosure of £1.950m advanced by Salford NHS PCT to the Council at the end of 2003/04.

Fixed assets (p39)

Re-analysis of value over asset types: no effect on the net position.

Debtors and Prepayments (p44)

Re-analysis over debtor types: no effect on the net position.

Creditors and Receipts in Advance (p45)

Re-analysis over creditor types: no effect on the net position.

Related Party Transactions (pps44 and 45)

The previous disclosures were based on the best available information (sundry debtor listings) at the early stage in the accounts process when the notes were prepared.  However, there are significant other inter-company debtors and creditors which were subsequently listed by service accountants and which have now been incorporated into the figures.

Non-Domestic Rates (p71)

Included explanation of NDR yield.

3.4 Minor Presentation 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 agreed with the auditors, which both parties feel assist in improving the value of the document.  

Being of a trivial nature, 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.

1 OTHER MATTERS

1.1 Interest on Loans

The Council has entered into LOBO loan agreements which secure a reduced interest rate in the early years.  Periodically, the lender is allowed to reconsider the rate and increase it if desired, but such a decision gives the Council as borrower the option to terminate the agreement without penalty.  

This leads to an accounting question of whether the charge to revenue should be the actual interest paid, or a charge based on an average rate over the life of the loan.  The former approach has been taken in order to secure revenue savings over the initial phase of the loan, and with the intention that, should the interest rate increase, then the loan may be terminated.

This issue is one of wide importance; many local authorities have entered into LOBO loans, some with an initial zero coupon rate.  The Council’s treasury management advisors Sector, and their counterparts Butlers, have raised the subject at Core Cities Group and have taken up the authorities’ position.  However, as yet there is no definitive answer.

In the event that the alternative approach proves to be the correct one, the Council will need to find additional revenue resources as stated in the Audit Commission report, although it is believed that the portion relating to HRA (roughly 50%, the exact proportion depending on the “credit ceiling” calculation) will be chargeable to HRA, where it will become eligible for Housing Subsidy.

The Council has adopted the treatment in the accounts because:

· it secures revenue savings in the early years (at the risk of increased charges in subsequent years should the LOBO be retained);

· it accords with advice from the Council’s treasury management advisors;

· it is the position adopted by other authorities.

1.2 Premiums on restructured loans

As disclosed in the Accounting Policies, gains or losses on the repurchase or early settlement of borrowing, where undertaken as part of a restructuring of the debt portfolio, are charged to the revenue account over the life of the replacement loans.  This is in accordance with the Code of Practice.

Some of the restructured loans have been repurchased early, as part of subsequent restructuring exercises.  In these cases, the amortisation has continued as previously determined, which officers believe is in accordance with the letter and the principle of the Code of Practice.  

However, there is an alternative view that in such cases any remaining unamortised balance should be written off immediately.  The key issue is whether the “life of the replacement debt” is determined and fixed at the time of the first restructuring, or is revisited at the time of the second restructuring.

This is an accounting grey area which Audit Commission and Council staff have spent some time attempting to resolve.  The Council’s treasury management advisors, Sector, concur with the treatment adopted.  Other local authorities and CIPFA have been involved in the debate but, as yet, no definitive answer has been forthcoming.

Officers have taken the view that they have because:

· it is held to be the correct approach in principle;

· it avoids prejudicing future treasury management decisions, which should be taken on the grounds of the then-prevailing conditions, not on historical events;

· it parallels the statutory treatment in the Housing Revenue Account;

· it avoids the need for any complicated adjustments to the statement of accounts.

In the event that it is established in future that the alternative view is correct, the balance would need to be written off.  In this event, there is adequate provision within the Capital Finance Reserve.

2 FINALISING THE AUDIT

2.1 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 statement of accounts present fairly the financial position of Salford City Council as at 31 March 2004 and its income and expenditure for the year then ended”.

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

6
RECOMMENDATIONS

6.1 It is recommended that members:

a) note the contents of this report;

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

c) authorise the Committee Chair to approve any late changes to the statement of accounts.

ALAN WESTWOOD

Director of Customer and Support Services
Appendix A

Balance Sheet: Original Version
SECTION 7 :

THE CONSOLIDATED BALANCE SHEET

AS AT 31ST MARCH 2004

	2003

£000s
	As at 31st  March


	Notes 
	2004

£000s
	
	2004

£000s

	549,719

189,053

737

52,859

1

51,956
	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)
	568,567

210,478

4,585

44,149

1

70,753
	
	

	844,325
	
	
	
	
	898,533        

	1,970

2,551
	Deferred Charges

Stock Discount


Debt Rescheduling Premiums
	(2)
	1,852

40,565
	
	

	
	
	
	
	
	42,417



	10,566
	long term investments
	(4)
	
	    
	10,566

	602

9,260

1,070

313
	long term debtors

Mortgages


Ex-Manchester Airport


Car Loans


Other
	(5)
	495

9,077

878

539
	
	

	11,245
	
	
	
	    
	   10,989        

	870,657
	total long term assets
	
	
	
	962,505

	1,129

58,851

61,644

11,719
	current assets

Stocks, WIP and stores


Debtors (net of bad debts 
  provision) and prepayments


Short term investments


Cash
	(6)

(7)

(4)
	1,008

58,493

18,000

10,333
	
	   

	133,343
	
	
	
	       
	87,834

	1,004,000
	total assets
	
	
	        
	1,050,339


SECTION 7 :

THE CONSOLIDATED BALANCE SHEET

AS AT 31ST MARCH 2004 (Contd. )

	2003

£000s
	As at 31st March
	Notes
	2004

£000s
	
	2004

£000s

	(13,438)

(71,068)

(7,483)
	current liabilities

Borrowing - amounts falling due   
  
within one year



Creditors & Receipts in Advance


Cash overdrawn
	(8)
	(797)

(64,502)

(6,501)
	
	

	(91,989)
	
	
	
	
	(71,800)

	912,011 
	total assets less current liabilities
	
	
	
	978,539

	(453,085)

(14,107)

(2,740)

(96)

(132)

(11,889)

(136,000)
	     Long term borrowing


Deferred liabilities


Deferred credits 


Lowry provision

     Debt Rescheduling


Insurance Fund


Pensions Liability
	(9)

(10)

(11)

(13)

(14)

(15)

(16)
	(452,023)

(13,718)

(2,553)

(96)

(176)

(12,501)

(73,100)
	

	

	(618,049)
	
	
	
	
	(554,167)

	293,962 
	total assets less liabilities
	(3)
	
	
	424,372

	231,543 

126,297 

        49,462

1,360 

6,600 

(1,098)

570 

3,287 

(136,000)

6,898 

5,043 
	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


Pensions Reserve


Other Reserves


General Fund Reserve
	(17)

(17)

(12)

(17)

(17)

(17)

(17)

(17)

(17)

(17)

(17)
	
	
	 278,894

 135,452

58,214

2,144

5,919

(953)

248

2,849

(73,100)

7,746

6,959

	293,962 
	total equity
	
	
	
	424,372


A. WESTWOOD CPFA

Director of Corporate Services

23rd July 2004

Appendix B

Balance Sheet: Revised Version 

SECTION 7 :

THE CONSOLIDATED BALANCE SHEET

AS AT 31ST MARCH 2004

	2003

£000s
	As at 31st  March


	Notes 
	2004

£000s
	
	2004

£000s

	549,719

189,053

737

52,859

1

51,956
	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)
	568,567

210,478

4,585

44,149

1

70,753
	
	

	844,325
	
	
	
	
	898,533        

	0


	deferred charges


	(2)
	
	
	0



	10,566
	long term investments
	(4)
	
	    
	10,566

	602

9,260

1,070

313
	long term debtors

Mortgages


Ex-Manchester Airport


Car Loans


Other
	(5)
	495

9,077

878

539
	
	

	11,245
	
	
	
	    
	   10,989        

	866,136
	total long term assets
	
	
	
	920,088

	1,129

58,851

61,644

11,719
	current assets

Stocks, WIP and stores


Debtors (net of bad debts 
  provision) and prepayments


Short term investments


Cash
	(6)

(7)

(4)
	1,008

58,493

18,000

10,333
	
	   

	133,343
	
	
	
	       
	87,834

	999,479
	total assets
	
	
	        
	1,007,922


SECTION 7 :

THE CONSOLIDATED BALANCE SHEET

AS AT 31ST MARCH 2004 (Contd. )

	2003

£000s
	As at 31st March
	Notes
	2004

£000s
	
	2004

£000s

	(13,438)

(71,068)

(7,483)
	current liabilities

Borrowing - amounts falling due   
  
within one year



Creditors & Receipts in Advance


Cash overdrawn
	(8)
	(797)

(64,502)

(6,501)
	
	

	(91,989)
	
	
	
	
	(71,800)

	907,490 
	total assets less current liabilities
	
	
	
	936,122

	(453,085)

(14,107)

(641)

(96)

(132)

(11,889)

(136,000)
	     Long term borrowing


Deferred liabilities


Deferred credits 


Lowry provision

     Airport Loan provision


Insurance Fund


Pensions Liability
	(9)

(10)

(11)

(13)

(14)

(15)

(16)
	(452,023)

(13,718)

(769)

(96)

(176)

(12,501)

(73,100)
	

	

	(615,950)
	
	
	
	
	(552,583)

	291,540 
	total assets less liabilities
	(3)
	
	
	383,739

	231,543 

126,297 

        49,462

(1,970)

(2,551)

2,099
1,360 

6,600 

(1,098)

570 

3,287 

(136,000)

6,898 

5,043 
	financed by:

Fixed Asset Restatement Reserve


Capital Financing Reserve

     Government grants deferred

     Stock discount

     Debt rescheduling premiums

     Debt rescheduling discounts


Usable Capital Receipts Reserve


Housing Revenue Account


Collection Fund Deficit


HRA Repairs Account Reserve

    
LMS Schools


Pensions Reserve


Other Reserves


General Fund Reserve
	(17)

(17)

(12)

(22)

(22)

(22)

(17)

(17)

(17)

(17)

(17)

(17)

(17)

(17)
	
	
	 278,894

 135,452

58,214

(1,852)

(40,565)

1,784

2,144

5,919

(953)

248

2,849

(73,100)

7,746

6,959

	291,540
	total net worth
	
	
	
	383,739


A. WESTWOOD CPFA

Director of Corporate Services

23rd July 2004
