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AUDITORS GOVERNANCE REPORT 2007/08 – COUNCIL’S RESPONSE

1.
INTRODUCTION

1.1 On 26 June 2008, the Council approved the Statement of Account for 2007/08 subject to Audit (CORP 30/08).  The Audit Commission has confirmed that the audit of the accounts is now substantially complete, and has therefore issued their Annual Corporate Governance report (considered elsewhere on the agenda). 

1.2 The Audit Committee must receive the Annual Governance Report before the Auditors can issue their Audit Certificate and formal opinion on the accounts.  The auditors provide two opinions within their report; one in respect of the VFM conclusion and the other in respect of the Financial Statements. The Auditors propose to issue unqualified opinions in respect of both issues. 

1.3 Following the conclusion of the audit and the necessary adjustments made for significant misstatements, the 2007/08 Statement of Accounts must be published by the statutory deadline of 30 September 2008. Full Council, who is the body currently authorised with approving the accounts, will be notified of any amendments made to the accounts at its next meeting.

1.4 The term publication does not merely mean the appearance of the accounts on the agenda of the Audit Committee or full Council.  Neither does it mean merely providing copies to enquiries on demand.  Good practice might include putting a copy on a notice board, copying onto a website, publishing a separate leaflet or publication in a newspaper or as part of a newsletter.

1.5 A full copy of the Statement of Accounts will be placed on the Council’s website as soon as practical after they have been signed. Following public consultation through a focus group held in February 2008, an Annual Report will also be prepared incorporating a summary of the statement of accounts and other performance information.  This will also be placed on the Council’s website.

2. AUDITORS COMMENTS ON THE FINANCIAL STATEMENTS  

2.1 Key Messages 

As stated above, the Auditors propose to issue an unqualified opinion on the financial statements. The Auditors also state that they have seen evidence of improvements in working papers and also in the response times from officers in answering audit queries. 

However they have also identified a number of misstatements in the accounts which must be amended before the audit opinion can be provided. These amendments have now been made and the final set of accounts will be produced following agreement by the Audit Committee of the Audit Commissions report. Four of the amendments have been identified as material misstatements by the Auditors, in that they feel they impact materially on the readership of the accounts. It should be noted that all of the misstatements identified only affect the presentation of the accounts and have no effect on the net financial position of the Council.

2.2 Misstatements in the 2007/08 Accounts

The authority has agreed with the Audit Commission that the Statements of Accounts will be adjusted for all misstatements identified during the course of the audit which is consistent with the treatment approved by Members in previous years.  The non-trivial errors identified during the course of the audit are listed below, along with our comments on each item.

2.2.1
Failing to ensure the Service Expenditure Analysis within the Income and Expenditure Accounts was fully compliant with the Best Value Accounting Code of Practice (BVACOP) 

Although significant improvements have been made in complying with BVACOP, one item was unfortunately overlooked when the review was carried out during 2007/08, which led to this misclassification.  The adjustment requires a net £71,000 (gross £6m) amendment between lines in the Net Cost of Services section of the Income and Expenditure Account, and has been incorrectly classified for a number of years. However this does not effect the overall net expenditure position of the authority for 2007/08.  The adjustment has been corrected in the ledgers so that future reporting is correct and it has been agreed with the Senior Management Team that the monthly management reports will be produced in accordance with BVACOP to facilitate the year end process. It is worth noting that CIPFA have stated in the past that a high percentage of authorities fail to fully comply with BVACOP which was introduced in 2000 to facilitate comparisons on a like for like basis between authorities.
2.2.2 Incorrectly recording the gain from the sale of Kingmoor Park Properties Ltd as gains on the sale of fixed assets rather than an interest and investment income

This adjustment required a correction between lines on the Income and Expenditure account from being a gain on the sale of fixed assets to being included within investment income.  Our partner in this scheme had also accounted for this gain in the same manner within their subject to audit accounts. Due to the value of the amendment compared against the materiality level set by the Auditors, the Auditors consider this a material error. However, the materiality level of our partner, a much larger organisation, will be greater that than set for the City Council, and therefore even though the same error has occurred, it will not be classified as material. At this stage it is unclear as to whether they will amend their accounts in respect of this issue. This calls into question the readership and quality issues within local authority accounts, whereby two neighbouring authorities may have accounted for the same transaction in a different manner.

2.2.3 Relying on the external valuer’s expertise but not questioning unusual or unexpected impairments/gains 

This related to a revaluation that was carried out by the Council’s external valuers as part of the annual revaluation programme.  All of the accounting entries were correct based upon the information that was provided, however, it came to light during the audit that the valuer had incorrectly apportioned the value of the asset between land and buildings.  This was not picked up by the internal control checks as reliance was placed on the professional judgement of the external valuers.  In future a thorough quality review will be undertaken of all values provided by external valuers.  It is interesting to note that this valuation error would not have had an impact on the core financial statements had 2007/08 not seen the introduction of a new Revaluation Reserve, established to make local authority accounts more comparable with Private Sector accounts. However the quality review process would still have been reported as an issue by the auditors.

2.2.4 Incorrectly transferring usable capital receipts to an earmarked reserve

A transfer was undertaken of £2m, from Usable Capital Receipts to the earmarked reserve for Asset Investment to bring the statement of accounts into line with the Council’s Medium Term Financial Plan.  However, the auditor advised that under the Capital Financing Regulations, such a transfer was not possible.  This transfer therefore had to be reversed.

Although the transfer to the earmarked reserve is not allowable, the cash is still available to be spent on Asset Investment and this adjustment has no effect on the overall level of resources.

2.2.5 Incorrectly including goodwill in the accounts

Goodwill was included in the accounts in respect of the property purchases for the Carlisle Renaissance scheme.  Upon reviewing the relevant Financial Reporting Standard, which stated that it was not ‘normal’ practice for a local authority to carry goodwill on their balance sheet, it was the Council’s view that the goodwill should be written off over a 3-year period in line with the timescales for the implementation of the Carlisle Renaissance agenda.  However, the auditors view was that the goodwill should be written off directly to the I&E account in year one.  It is our view that although it is not normal for a local authority to carry goodwill, that this was an exceptional situation and that writing the amount off over 3-years would enable clearer outcomes from Renaissance to be established.

2.2.6 Failing to identify a one-off item affecting the cashflow statement 

An item relating to Housing Benefits was incorrectly classified on the Cash Flow statement and required a switch between two lines with no effect on any of the totals within the Cash Flow Statement.  This item was correctly accounted for in both the Income and Expenditure account and the Balance Sheet but was, unfortunately, missed when preparing the Cash Flow Statement. 

Although the Cash Flow Statement is one of the Core Accounting Statements, it is not as directly relevant as the Income and Expenditure account or Balance Sheet in a local authority context and it is considered that this amendment would not significantly affect the readership of the accounts.

2.2.7 Not fully complying with new disclosure requirements for financial instruments 

Disclosures relating to Financial Instruments were a new requirement for 2007/08.  The adjustments that were required related to debtors and creditors and whether they should be classified as statutory or non-statutory and contractual or non-contractual. Upon reviewing the guidance, we had excluded all transactions between the Council and central government, however, as part of the audit, the auditor informed us that we should have excluded all items relating to statutory functions such as Council tax and NNDR.  

We reviewed the CIPFA guidance again and found that information in relation to debtors and creditors was lacking with only very brief information provided in respect of the disclosure requirements. We have also taken this issue up with the technical unit from CIPFA, who have agreed that the guidance would be amended to add clarity for practitioners.  The auditor has indicated that the new requirements for financial instruments have caused difficulties at a number of local authorities, and at this stage the national impact is still being assessed as is the impact on the Council’s Use of Resources score.

3. ACTION PLAN

Two action points have arisen following the audit as set out in Appendix 5 to the Annual Governance Report and are detailed below. These actions, including actions to address the issues raised above, will be adopted and monitored by the responsible officer. 

· Review the arrangements for extracting the figures from the ledger and ensuring that the SEA disclosed in the accounts is in accordance with BVACoP.

A project plan will be produced and implemented to ensure that the accounts are prepared in accordance with BVACOP.

Management Accounts will also be prepared in line with BVACOP to facilitate this process. The Head of Financial Services will lead on this issue.

· The Council needs to consider how and when it puts in place a new asset register to ensure that the information is collated in an appropriate format to enable future accounting entries to be determined.

The Council's Corporate Asset Management Group will consider the resource implications of developing the Fixed Asset Register and also consider the risks to the accounts, if progress is not made.  Delays have occurred in the development due to lack of resources identified to progress the project.  The Deputy Chief Executive will lead on the resolution of this issue. 
4.   
VFM CONCLUSION

As part of the 2007/08 Final Accounts process the Audit Commission has concluded that the Value for Money conclusion states that the Authority made proper arrangements to secure economy, efficiency and effectiveness in its use of resources for 2007/08. The formal feedback from the Auditors in respect of the Council’s 2007/08 Use of Resources self-assessment will be received later in the year.

5.
FUTURE APPROVAL OF THE ACCOUNTS

It appears that the majority of council’s delegate responsibility for the approval of the accounts to a small committee that is politically balanced and properly constituted. This follows best practice as it is felt that the approval of the accounts is best performed by a small group of appropriately trained members. If this approach were adopted by the Council, it would negate the need to hold Special meetings of full Council for the approval of the accounts and would give officers a longer period to actually prepare the accounts.  Members may wish to consider this further and make recommendations to Council as appropriate.

6.
RECOMMENDATIONS

Members are asked to: 

1.
Note and comment on the response to the Audit Commission report.

2.
Consider the requirements for the future approval of the accounts and make appropriate recommendations to Council.

ANGELA BROWN

Director of Corporate Services

Contact Officer:
Alison Taylor




Ext: 
7280
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