PART 1 (OPEN TO THE PUBLIC)
ITEM NO.



REPORT OF THE DIRECTOR OF CORPORATE SERVICES



TO THE LEAD MEMBER FOR CORPORATE SERVICES


ON MONDAY, 28TH APRIL, 2003 


TITLE :
FINANCIAL REPORTING - GOVERNANCE ISSUES

RECOMMENDATIONS :


That the proposals contained in this report to comply with new Government regulation and external guidance from CIPFA and the Audit Commission be approved, and be forwarded to the Cabinet and Council for approval to the Council's Constitution being amended accordingly.


EXECUTIVE SUMMARY :


This report highlights changes required to financial reporting and accountability as a result of :-

· The Accounts and Audit Regulations 2003 

· The proposed Prudential Code for Borrowing issued by CIPFA

· Statement of Auditing Standards (SAS) 610.

The reporting requirements are proposed as :-

· An annual review of the effectiveness of its system of internal control to be met by the annual Internal Audit report to Audit Sub-Committee (as at present).

· The annual statement of accounts to be considered by a committee of the Council and signed by the chair of that committee (in addition to the Director of Corporate Services). 

· Prudential borrowing indicators, and any amendment thereto, to be approved by Council and to be the subject of quarterly monitoring reports to Budget Committee on their adherence.

· The annual audit plan of the Audit Commission to be reported to Audit Sub-Committee (as at present).

· Any reporting by the Audit Commission of accounting misstatements to be made to Cabinet.


BACKGROUND DOCUMENTS (Available for public inspection) :

The Accounts and Audit Regulations 2003 ; the proposed Prudential Code for Borrowing issued by CIPFA ; Statement of Accounting Standards (SAS) 610.


ASSESSMENT OF RISK :
Low



SOURCE OF FUNDING :
Revenue budget and capital programme.



LEGAL ADVICE OBTAINED : 
The advice of the Head of Law and Administration has been sought in the preparation of this report. 



FINANCIAL ADVICE OBTAINED :
The report has been prepared by the Head of Finance



CONTACT OFFICER :
John Spink

Tel No : 793 3230








E-mail : john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATE(S) :
Potentially all


KEY COUNCIL POLICIES :

Budget Strategy


REPORT DETAILS

1. INTRODUCTION

1.1. There have been a number of recent developments which have all come together to require a review of certain financial reporting requirements.

1.2. The developments particularly arise from the following :-

· The Accounts and Audit Regulations 2003 

· The proposed Prudential Code for Borrowing issued by CIPFA

· Statement of Accounting Standards (SAS) 610.

1.3. The first two are developments arising from the Local Government Bill which is progressing through Parliament, the last is a matter which has arisen from a review by the Audit Commission of their Code of Practice following the introduction of SAS 610.

1.4. The requirements of each of these documents as far as financial reporting requirements is concerned is considered below. This is only one common aspect of these documents and there are others matters to which attention will need to be given. A summary of the full requirements of the first two documents is set out in Appendices 1 and 2.

2. ACCOUNTS AND AUDIT REGULATIONS 2003

2.1. Responsibility for financial management

2.1.1. The regulations place a new responsibility upon the Council to ensure that the financial management is adequate and effective and that it has a sound system of internal control which helps in the exercise of its functions and which includes arrangements for the management of risk.

2.1.2. The Council must carry out a review at least annually of the effectiveness of its system of internal control and this is currently fulfilled by the annual Internal Audit report submitted to Audit Sub-Committee on the reviews they have conducted during the previous financial year. It is recommended that this practice continues as a means of fulfilling the requirement, and that it is consistent with the timescales for production and approval of the statement of accounts (see below).

2.1.3. The Council must include a (new) statement on internal control, prepared in accordance with proper practices, with its statement of accounts and clearly this can be drawn from the conclusions of the annual Internal Audit report. 

2.1.4. It should be noted that these new requirements do not change the requirement of the Section 151 officer, the Director of Corporate Services, as being the responsible financial officer for ensuring that proper accounting records and systems are in place.

2.2. Signing and approval of the statement of accounts

2.2.1. The annual statement of accounts has hitherto been signed by the Director of Corporate Services as presenting fairly the financial position of the Council.

2.2.2. With effect from the 2002/03 accounts, the Council will be required to ensure that the statement of accounts is prepared in accordance with the Regulations and, after signature by the Director of Corporate Services, approved by a resolution of a committee or the Council before 30th June following the end of the financial year.

2.2.3. The deadline for Council/committee approval will be phased in up to 2006, as follows :-

· For 2002/03 accounts, by 30th September 2003 

· For 2003/04 accounts, by 31st August, 2004

· For 2004/05 accounts, by 31st July, 2005

· For 2005/06 accounts, by 30th June, 2006

and then by 30th June annually thereafter.

2.2.4. Following approval of the statement, it should be signed by the person chairing the meeting at which it was approved.











2.2.5. It should be noted that the executive of a local authority cannot legally accept statements of account under the Local Government Act 2000 and therefore this role cannot be performed by Cabinet.

2.2.6. In order to take maximum advantage of the limited time in which to have the statement of accounts prepared, it is recommended that a committee of the Council be established as the forum at which the statement is considered and approved, and accordingly that the chair of that committee sign the statement.

3. PRUDENTIAL CODE FOR BORROWING

3.1. Part 1 of the Local Government Bill provides for changes to the arrangements for capital financing. Part of those requirements will permit local authorities to borrow for any purpose relevant to its statutory functions or the prudent management of its financial affairs. The Government intends to introduce this change from 1st April, 2004.

3.2. This means that local authority borrowing will be self-regulated and free from annual Government borrowing limits, provided prudence is exercised by local authorities determining and reviewing how much it can afford to borrow.

3.3. The Bill provides for regulations to be issued requiring local authorities to have regard to specified codes of practice and, in this regard, the ODPM has commissioned CIPFA to draw up such a code.

3.4. CIPFA's code is now at a second draft stage, but it is sufficiently developed to allow some certainty to be drawn in terms of the likely reporting requirements.

3.5. The key governance requirements will be :-

· The determination of key prudential borrowing indicators 

· Monitoring and reporting.

3.6. CIPFA currently expect the determination of key prudential borrowing indicators to be determined by the full Council. Whilst there is still some debate as to whether this should be exercised by a Cabinet or relevant committee, should this requirement remain in force it can be fulfilled within the annual budget report considered by the February Council meeting.

3.7. However, to achieve this, it will be necessary for that annual budget report, and indeed the budget-making process itself, to align both the revenue budget and capital programme, as the key principle of the Code will be that what a local authority can borrow to finance its capital expenditure will be determined by what it can afford to pay by way of capital financing charges from its revenue budget.  

3.8. Whilst these comments apply to the General Fund, they will equally apply to the Housing Revenue Account, and it will be required to adopt the same process.

3.9. It will be possible for the prudential limits to be revised at any time, but in order to do so any change must (as currently proposed) be considered and approved by Council, and there must be proper monitoring and reporting procedures in place to support the whole process, so that early warnings are given of any likelihood of the need to revise the prudential limits. It is anticipated that quarterly monitoring reports of adherence to the prudential limits will be made to Budget Committee as part of the budget monitoring process.

3.10. The Code also requires certain treasury management indicators to be produced but as they, to a large degree, reflect what is currently provided in the annual Treasury Management strategy and review reports to Council, it is felt that the current reporting process should fulfil this requirement.

4. SAS 610

4.1. Statements of accounting standard are produced by the Auditing Practices Board and are intended to establish common auditing standards across the UK and all sectors.

4.2. SAS 610 governs the requirements of external auditors to communicate audit matters to those charged with governance.

4.3. To ensure compliance with the requirements of SAS 610 :-

· The annual Audit Plan produced by the Audit Commission will, from 2003/04 onwards, identify requirements to notify their proposed communications and timing, make a declaration of independence, set out the scope of the Auditor's work and fees earned from services other than a code audit. The Audit Plan will, as at present, following discussion with the Chief Executive and Director of Corporate Services, be reported to the Audit Sub-Committee. 

· Any non-trifling unadjusted misstatement will need to be discussed between the Auditor and the Council prior to the issue of an audit opinion. It is envisaged that this requirement will be fulfilled by Cabinet on behalf of the Council. Any misstatements that have been adjusted will also be reported by the Auditor where reporting will assist the Council in fulfilling its duty, particularly in relation to internal financial control, and it is envisaged that such a report will also be considered by the Cabinet. 

5. RECOMMENDATION

5.1. It is recommended that the proposals contained in this report to comply with new Government regulations and external guidance from CIPFA and the Audit Commission be approved, and be forwarded to the Cabinet and Council for approval to the Council's Constitution being amended accordingly.

ALAN WESTWOOD

Director of Corporate Services

Appendix 1

ACCOUNTS AND AUDIT REGULATIONS 2003 

Key Requirements

Para 4 (1) 
Adequate and effective financial management 


A sound system of internal control  


Arrangements for the management of risk.

Para 4 (2)
Annual review of effectiveness of internal control 


Statement on internal control included within statement of accounts

Para 5
Duty of responsible financial officer (RFO) to determine accounting records and control systems.

Para 6
Adequate and effective system of internal audit

Para 7
Prescribed statements of account and content


Disclosure of number of employees receiving £50,000 or more in £10,000 bands

Para 10
RFO to sign statement of accounts as presenting fairly the financial position


Statement of accounts to be approved by a committee or council meeting


Chair of approving meeting to sign the statement of accounts


Prescribed end dates for approval of statement of accounts

Para 11
Publication of statement of accounts together with any audit certificate, opinion or report within prescribed end dates

Para 13 - 18
Rights of electors, public inspection of the accounts, objections to the accounts and audit.

Para 19
Publication of annual audit letter

Para 21
Extraordinary audit arrangements

Appendix 2

DRAFT CIPFA PRUDENTIAL CODE FOR BORROWING

Key Requirements

LEGISLATIVE BACKGROUND

· Implementation 1/4/04, subject to legislation

· Each local authority to set its own prudential borrowing limits by reference to affordability test

· Consultation on investment and borrowing plans

· Government reserve powers to cap unreasonable borrowing nationally/locally

· Abolition of credit approvals, but revenue support through RSG to continue

CODE PROPOSALS

Governance

· Setting and revising indicators to be done by full Council ; revisions at any time by Council

· 3-year indicators set prior to forthcoming year and current year reviewed

· indicators for treasury management

· RFO to establish monitoring and reporting arrangements

Affordability and Prudence

· Determine impact on Council Tax and rents
· Consider affordability of borrowing in the context of all resources and spending plans
· Produce 3-year rolling forecasts
· Consider risk and uncertainty
· Affordability referenced to key financing cost, debt and capital expenditure ratios
· Separate tests for General Fund and HRA
· Overall limit on net external borrowing for capital purposes
· Treasury management to be consistent with good practice
Indicators of Affordability

· 3-year forward indicators for General Fund and the HRA + current year actuals showing :







 


- ratio of capital financing costs : net revenue stream (NNDR + RSG)











- impact of revenue and capital spending plans on Council Tax and rents

Indicators of Prudence

· Total external debt indicator consistent with affordability test

· Net external borrowing does not exceed total capital financing requirement for preceding, current and next 2 financial years

Indicators for Capital Expenditure

· 3-year forward indicators for General Fund and the HRA + current year actuals showing :







- total capital expenditure (to be) incurred









· capital financing requirement

Indicators for External Debt

· 3-year forward indicators for borrowing and other long-term liabilities showing :



- an authorised debt limit (the maximum that should not be exceeded)



- an operational boundary (the most likely requirement)
· The actual year-end debt position for borrowing and other long-term liabilities.
Indicators for Treasury Management

· 3-year forward indicators for the upper limits on fixed/variable interest rate exposure
· Upper and lower limits on the maturity profile of borrowing (net of investments) over 5 period ranges
· Upper limit for each forward year it is intended to hold investments for longer than 364 days
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