	PART 1

(OPEN TO THE PUBLIC)
	ITEM NO. 4




REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER & SUPPORT SERVICES



TO THE ACCOUNTS COMMITTEE


ON MONDAY, 24 OCTOBER 2005


TITLE :


AUDIT OF 2004/05 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 approve any further late changes to the statement.


EXECUTIVE SUMMARY:


This report comments on the Audit Commission’s audit of the 2004/05 statement of accounts, and provides supporting information to their Report on the 2004/05 Financial Statements (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 2004/05 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 Reporting element of the Use of Resources CPA score.  Members should also note the risks examined in the separate report LOBO Loan Interest and Premiums on Debt Rescheduling, considered by Cabinet Briefing on 11 October 2005 and to be presented to Cabinet proper on 25 October 2005 and 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 2004/05 and the financial position of the Council at 31st March 2005.  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 2004/05 statement of accounts was approved by this Committee on 14 July 2005.  

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 2004/05.  Despite this, 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 has been sustained in this financial year.  

2
The Audit

2.1
The audit is expected to be completed on schedule by the 31 October 2005.  It is felt that it 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 often the statement will be amended anyway.  Where they are considered to be ‘non-trifling’, the District Auditor recommends that the Council amends the statement of accounts accordingly.  As these items have been accepted by accountants, they are referred to in the Auditor’s report as “adjusted misstatements” and are further considered in section 3 below.  Where necessary, accountants will take appropriate action to prevent a recurrence of any misstatements in future years.

2.3 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.   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;

· understanding current technical issues.

These comments are welcomed and seen as recognition of the steps taken by Accountancy to maintain the quality of the final accounts process in particular, and secure good financial management generally.

3   Changes Agreed

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

3.1 FRS17 in Group Accounts

NPHL prepares its statement of accounts following commercial practices.  This means that until 2005/06 they do not include the FRS17 adjustments found in the Council’s accounts.  Nevertheless, it is necessary that all of the individual bodies’ accounts incorporated into the group accounts presented in the Council’s statement should be adjusted so that they follow consistent accounting policies.  Therefore, NPHL’s reported figures should have been adjusted as though they had in fact accounted for FRS17.

Group accounts rely on the individual accounts of the group bodies, so by necessity they are the last item to be prepared and unfortunately, due to simple time pressure at the conclusion of the hectic final accounts process, the adjustment of NPHL’s reported figures to reflect FRS17 was neglected.  The auditor is thanked for bringing it to our attention.

The main effect of this change is to increase the pensions liability and pension reserve in the Group Balance Sheet by £5.903m each, which reduces the balancing figure, or group “net worth” by a similar amount.   The Group Income and Expenditure Account is also affected by the addition of a net £261,000 charges within net operating expenditure, although this is reversed out in the appropriations section so that the net effect is zero.  The revised Group Balance Sheet is shown at Appendix A.

As has been discussed in previous meetings, it is easy to see FRS17 entries as “paper adjustments” that do not affect the Council in the short term.  Nevertheless, the amount of £5.903 million does represent NPHL’s share of the overall GMPF deficit, which will have to be met in the long term by increased employer contributions or better fund performance.  As this aspect of the Council’s position is not revealed anywhere else in the accounts, it is important that it be disclosed in the group accounts.

3.2  Notional Interest on the Housing Revenue Account

Each service line in the Consolidated Revenue Account bears a notional interest charge based on a specified percentage of the value of that service’s assets.  In 2004/05 that percentage is 3.5%.  The Housing Revenue Account bears a similar charge and the Code of Practice on Local Authority Accounting in the United Kingdom: Guidance Notes for Practitioners indicates that the HRA percentage should be 6%, so the accounts were originally prepared on this basis.  On reflection, accountants realised that the guidance was incorrect, and 3.5% should have been used instead.  This has been confirmed by examination of the underlying legislation.  The revised Consolidated Revenue Account is shown at Appendix B.

The change to 3.5% reduces net expenditure on the Housing Services line, and consequently the net cost of services, by c.£17.8m.  As this is subsequently reversed in the transfer from the Asset Management Revenue Account, there is no bottom line effect on the Consolidated Revenue Account.  The effect is also reproduced in the Housing Revenue Account and the Group Income and Expenditure Account.  

As an aside, members may be interested to know that CIPFA and the Local Authority Accounting Panel are considering deleting the notional interest charge altogether with effect from 2006/07.

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 agreed changes to the document.

· Retrospective amendment to 2003/04 RSG (pps 25, 26 and other consequential amendments)

A retrospective reduction to 2003/04 RSG of £123,000 was shown as a Prior Year Adjustment on the Consolidated Revenue Account.  This has now been consolidated with the main RSG line.

· Publicity (p33)

Adjustment of figures in disclosure note.  Correction of total from £2.154m to £2.332m

· Long-term debtors (p43); Debtors and Prepayments (p44); Creditors and Receipts in Advance (p44)

Re-analysis over types: in particular to ensure that the correct figures for government departments and other local authorities are disclosed, in preparation for Whole of Government Accounts.  There is no effect on the net position. 

· Related party transaction (p45)

 Correction of NPHL creditor disclosure from £1.926m to £2.814m

· Contingent Liabilities (p50)

The effects of the alternative accounting treatment described in the report LOBO Loan Interest and Premiums on Debt Rescheduling have been disclosed.  The text of the new note is attached at Appendix C.  See also section 4 below.  
· Related Businesses and Companies (pps52/53)

The previous disclosures were based on the best available information at the time the accounts were originally prepared.  Details for Manchester Airport Group plc and SUBEL have been updated following receipt of their statements of account.  The Modesole position has been clarified following completion of the sale to Manchester CC.

· Cash Flow Statement (p63)

Re-analysis of cash inflows: no effect on the net position.

3.4 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 14 July 2005 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 in detail in the report LOBO Loan Interest and Premiums on Debt Rescheduling.  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 current charge to revenue by about £0.75 million.  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 current charge to revenue by about £1 million.  The authority view is that the charge should be over the full nominal life of the replacement loan, of up to 50 years.

The report LOBO Loan Interest and Premiums on Debt Rescheduling was presented to Cabinet Briefing on 11 October 2005.  Cabinet indicated that it agreed with the authority position as summarised above, although this will not be ratified until Cabinet proper on 25 October 2005.  The report is then scheduled to go before Budget and Audit Scrutiny of 2 November 2005.

5  Summary Statement of Accounts

5.1 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 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.  

5.2 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 graphics 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. 

6 Finalising The Audit

6.1 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 1 to the Audit Commission’s report expressing the Auditor’s opinion that “the statement of accounts presents fairly the financial position of Salford City Council as at 31 March 2005 and its income and expenditure for the year then ended”.

6.2 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, and the auditors’ input has contributed to the statement being able to present a clearer and fuller description of the Council’s financial position.

7.2 The correction of the notional interest rate used for the HRA and the addition of the NPHL FRS17 adjustment results in fairly large changes to some figures in the statement.  Nevertheless, in both cases the changes are considered to be non-contentious and there is no net effect on the Council’s revenue account.

7.3 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.
7.4 It is recommended that members:

a) consider the contents of the three 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 approve any late changes to the statement of accounts.

Alan Westwood

Strategic Director of Customer and Support Services

Appendix A

Revised Group Balance Sheet

	
	
	GROUP TOTALS

	
	
	
	Notes
	£000s
	£000s

	
	
	
	
	
	

	
	INTANGIBLE ASSETS
	1
	
	0

	
	
	
	
	
	

	
	TANGIBLE FIXED ASSETS
	
	
	

	
	
	
	
	
	

	
	Operational Assets
	
	
	

	
	
	Council Dwellings
	
	712,074
	

	
	
	Other land and buildings
	2
	249,144
	

	
	
	Vehicles, plant & equipment
	
	7,279
	

	
	
	Infrastructure assets
	
	38,894
	

	
	
	Community assets
	
	1
	

	
	
	
	
	
	

	
	Non-operational Assets
	
	
	

	
	
	Investment properties
	
	28,016
	

	
	
	Assets under construction
	
	22,387
	

	
	
	Surplus assets held for disposal
	
	30,571
	 

	
	
	
	
	
	1,088,366

	
	Long term investments
	
	
	

	
	
	Investments in associates and joint ventures
	3
	
	17

	
	
	Other long-term investments
	
	
	10,566

	
	
	Long-term debtors
	
	
	11,752

	
	
	
	
	
	 

	
	TOTAL LONG TERM ASSETS
	
	
	1,110,701

	
	
	
	
	
	

	
	CURRENT ASSETS
	4
	
	

	
	
	Stock, WIP and stores
	
	1,146
	

	
	
	Debtors and prepayments
	
	53,887
	

	
	
	Short term investments
	
	60,300
	

	 
	
	Cash
	
	12,328
	 

	 
	
	
	
	
	127,661

	
	CURRENT LIABILITIES
	5
	
	1,238,362

	
	
	Borrowing with one year
	
	(5,868)
	

	
	
	Creditors & Receipts in advance
	
	(67,073)
	

	
	
	Cash Overdrawn
	
	(7,567)
	 

	
	
	
	
	
	(80,508)

	
	
	
	
	
	 

	
	
	
	
	
	

	
	TOTAL ASSETS LESS CURRENT LIABILITIES
	
	
	1,157,854

	
	
	
	
	

	
	
	Notes
	£000s
	£000s

	
	LONG TERM LIABILITIES
	
	
	

	
	Long term borrowing
	
	(483,672)
	

	
	Deferred liabilities
	
	(13,303)
	

	
	Deferred credits
	
	(1,505)
	

	
	Provision for liabilities and charges
	
	
	

	
	Lowry receipt in advance
	
	(1,523)
	

	
	Airport loan provision
	
	(176)
	

	
	Insurance Fund
	
	(11,436)
	

	
	
	
	
	
	 (511,615)

	
	Net Assets before Pensions Asset or Liability
	
	
	646,239 

	
	
	
	
	
	

	
	Asset related to Defined Benefit Pension Scheme
	
	
	0 

	
	Liabilities related to Defined Benefit Pension Scheme
	
	(175,903)

	
	
	
	
	
	

	
	NET ASSETS
	
	
	470,336 

	
	
	
	
	
	

	
	
	
	
	
	

	
	FINANCED BY:
	
	
	

	
	
	
	
	
	

	
	
	FARR
	
	
	441,155 

	
	
	Capital Financing
	
	
	132,070 

	
	
	Government Grants Deferred
	
	
	68,684 

	
	
	Stock Discount
	
	
	(1,735)

	
	
	Debt Rescheduling Premiums
	
	
	(37,078)

	
	
	Debt Rescheduling Discounts
	
	
	1,662 

	
	
	Usable Capital Receipts Reserve
	
	
	14,091 

	
	
	Housing Revenue Account
	
	
	3,972 

	
	
	Collection fund Deficit
	
	
	0 

	
	
	HRA Repairs
	
	
	248 

	
	
	LMS Schools
	
	
	2,650 

	
	
	Pensions Reserves
	
	
	(175,903)

	
	
	Other Reserves
	6
	
	12,603 

	
	
	Group Revaluation Reserves
	7
	
	(51)

	
	
	Group Profit and Loss and other reserves
	
	
	68 

	
	
	General Fund Reserve
	
	
	7,900 

	
	
	
	
	
	 

	
	Group Balances and Reserves
	
	
	470,336 

	
	
	
	
	
	

	
	
	Minority Interest
	
	
	0 

	
	
	
	
	
	

	
	TOTAL BALANCES AND RESERVES
	
	
	470,336 

	
	
	
	
	
	


Appendix B

Revised Consolidated Revenue Account

	2003/04
	
	
	2004/05
	

	Net Exp


	Service
	Notes
	Exp


	Income


	Net Exp
	Revised

Estimate

	£000s
	
	£000s
	£000s
	£000s
	£000s

	
	Central Services
	
	
	
	

	5,893

2,389

3,538
	  Corporate & Democratic Core

  Non Distributed Costs
2

  Central Services to the Public
3
	5,580

1,656

26,996
	(467)

0 

(24,056)
	5,113 

1,656 

2,940 
	5,152 

1,695 

2,952 



	11,820
	
	34,232
	(24,523)
	9,709 
	9,799 

	
	
	
	
	
	

	676
	Court & Probation Services
	745
	(32)
	713 
	705 

	
	
	
	
	
	

	
	Cultural Environmental & Planning Services
	
	
	
	

	14,211
	  Cultural & Related Services
	19,030
	(3,129)
	15,901 
	15,807 

	
	
	
	
	
	

	16,709
	  Environmental Services
	23,904
	(6,671)
	17,233 
	17,241 

	
	
	
	
	
	

	9,979
	  Planning & Development Services
	30,632
	(21,411)
	9,221 
	10,131 

	
	
	
	
	
	

	40,899
	
	73,566
	(31,211)
	42,355 
	43,179 

	
	
	
	
	
	

	124,986
	Education Services
	170,748
	(39,384)
	131,364 
	131,408 

	
	
	
	
	
	

	31,287
	Highways, Roads and Transport Services
	34,910
	(2,680)
	32,230 
	31,503

	
	
	
	
	
	

	10,106
	Housing Services
	180,955
	(165,993)
	14,962
	15,261

	
	
	
	
	
	

	64,907
	Social Services
	132,448
	(59,398)
	73,050 
	73,483

	
	
	
	
	
	

	284,681
	Net Cost of Continuing Services
	627,604
	(323,221)
	304,383
	305,338

	
	
	
	
	
	

	
	Discontinued Service
	
	
	
	

	
	
	
	
	
	

	5
	Probation

4
	41
	(36)
	5 
	17 

	
	
	
	
	
	

	284,686
	Net Cost of Services
	627,645
	(323,257)
	304,388
	305,355

	
	
	
	
	
	

	93
	Precepts & Levies (not attributable to services)
5
	
	
	72 
	134 

	
	
	
	
	
	

	
	Trading Account (Surpluses) and Deficits
6
	
	
	
	

	(173)
	  DSOs
	
	
	106 
	106 

	187
	  Other
	
	
	190 
	191 

	
	
	
	
	
	

	(124)
	Transfers to/(from) Asset Management Rev. Account
7
	
	
	(11,913)
	(11,496)

	
	
	
	
	
	

	
	- Contribution of housing capital receipts to   Government   Pool


	
	
	13,669 
	13,670 

	339
	(Gains)/losses on Debt Rescheduling
8
	
	
	3,158 
	3,262 

	
	
	
	
	
	

	(299)
	Dividend Income

9
	
	
	(1,018)
	(1,018)

	
	
	
	
	
	

	(1,861)
	Interest & Investment Income
	
	
	(2,284)
	(2,295)

	
	
	
	
	
	

	3,400
	Pensions interest cost and expected return on 
10

pensions assets
	
	
	(4,299)
	(4,299)

	
	
	
	
	
	

	
	[Prior Year Adjustment deleted]
	
	
	123
	123

	286,248
	NET OPERATING EXPENDITURE
	
	
	302,069 
	303,610 


	2003/04
	
	
	2004/05
	

	Net Exp


	Service
	Notes
	Exp


	Income


	Net Exp
	Revised

Estimate

	£000s
	
	£000s
	£000s
	£000s
	£000s

	
	
	
	
	
	

	(681)
	Surplus/(Deficit) transferred to/(from) 

HRA Balances

12
	
	
	(1,947)
	(3,030)

	
	
	
	
	
	

	(30)
	Contribution to/(from) DSO Reserves
12
	
	
	130 
	130 

	
	
	
	
	
	

	
	Contribution to/(from) Earmarked Reserves
	
	
	
	

	(438)
	- School Balances

12
	
	
	(199)
	(199)

	877 
	- Other Reserves

12
	
	
	4,702 
	4,701 

	
	
	
	
	
	

	0 
	Transfer from Usable Capital Receipts equal 
13

to the contribution to Housing Pooled Capital 


Receipts


	
	
	(13,669)
	(13,670)

	
	Contribution to/(from) Capital Reserves
14
	
	
	
	

	2,450 
	- Financing of Capital Expenditure
	
	
	1,057 
	1,067 

	(8,148)
	- Provision for Repayment of External Loans
	
	
	(12,497)
	(12,491)

	(1,700)
	- Major Repairs Reserve
	
	
	(1,741)
	(1,772)

	(7,807)
	- Grants and Contributions Deferred
	
	
	1,597 
	1,597 

	
	
	
	
	
	

	(3,800)
	Contribution to/(from) Pensions Reserves
10
	
	
	1,700 
	1,700 

	
	
	
	
	
	

	266,971 
	AMOUNT TO BE MET FROM GOVERNMENT GRANTS AND LOCAL TAXPAYERS
	
	
	281,202 
	281,643 

	
	
	
	
	
	

	(68,531)
	Demand on Collection Fund 
	
	
	(70,960) 
	(70,960)

	
	
	
	
	
	

	
	Transfer to Collection Fund of Previous Year's
	
	
	
	

	1,000 
	Surplus/(Deficit)


	
	
	852 
	852 

	0 
	PFI Grant Support

15
	
	
	(1,863)
	(1,863)

	
	
	
	
	
	

	(138,152)
	Revenue Support Grant

11
	
	
	(149,783)
	(149,783)

	
	
	
	
	
	

	(63,204)
	Distribution from NNDR Pool
	
	
	(60,389)
	(60,389)

	
	
	
	
	
	

	(1,916)
	(SURPLUS)/DEFICIT FOR THE YEAR
	
	
	(941)
	(500)

	
	
	
	
	
	

	
	GENERAL FUND RESERVES :-


	
	
	
	

	5,043 
	Balance Brought Forward at 1st April
	
	
	6,959 
	6,959 



	1,916 
	+/- surplus/(Deficit)
	
	
	941 
	500 

	
	
	
	
	
	

	6,959 
	Balance at 31st March
	
	
	7,900 
	7,459 

	
	
	
	
	
	


Appendix C

Contingent Liability Disclosure

Interest on LOBO Loans, and Premiums on the Repurchase of Borrowing

There is a debate within the profession over the proper accounting treatment of these items, and it is not clear when this will be resolved.  The council’s treatment is described in section 5: Statement of Accounting Policies.  The effect of the alternatives would be to increase charges to the consolidated revenue account in the short term, and reduce them in the long term; the net effect would be neutral.  If the main alternative treatment were to have been adopted in 2004/05, the increased charge for loan interest would be approximately £0.75 million, and the increased charge for premiums would be approximately £1 million.

