
EXCERPT FROM THE MINUTES OF THE

AUDIT COMMITTEE

HELD ON  12 JUNE 2006

                                                                                                                                                                                                       

AUC.7/06
REPORT ON THE 2004/05 FINANCIAL STATEMENTS – JUNE 2006 UPDATE; AND


STATEMENT OF ACCOUNTS 2004/05 AND 2005/06 – PROGRESS AND ACTION PLAN

Mr Heap submitted his report which set out for the Committee’s consideration the matters arising from the audit of the financial statements for 2004/05 following the amendment of issues identified in the Audit Commission’s first SAS 610 report presented to the Accounts Committee on 15 February 2006.

Mr Heap outlined for Members the status of the audit, commenting that the first SAS 610 report had pointed out a number of issues where further information was needed to determine if an adjustment to the accounts was required.  That information had now been received and had led to the identification of further non‑trifling errors and uncertainties in the financial statements.  None of those were material and they did not require adjustment for opinion purposes.  They had not been adjusted by management as significant additional work would be required to determine the adjustment needed.

Although he did not require the Council to address those further errors and uncertainties before giving an opinion on the 2004/05 financial statements, they should be addressed as an urgent priority to prevent them leading to cumulative errors in the 2005/06 accounts.   He added that the basis for calculating materiality in 2005/06 had changed as a result of the introduction of International Standards on Auditing and consequently the adjustments identified at Appendix 2 to the report may be considered as material in 2005/06.

Mr Heap anticipated being able to issue an unqualified opinion and drew attention to the draft standard audit opinion attached at Appendix 1.

He then provided an update on the following matters which required to be reported to those charged with governance, namely –

· Draft unadjusted misstatements – All of the specific errors identified in the previous SAS 610 report had now been adjusted.  However, Members needed to consider what action was to be taken regarding the remaining non‑trifling errors and uncertainties listed at Appendix 2.

· Draft adjusted material misstatements – Work had been completed on all of the material errors identified during the audit.

· Material weaknesses in the accounting and systems of internal control – It was understood that the bank reconciliation for 31 March 2006 had not yet been balanced.  The bank reconciliation was an essential element of internal control and if it was not balanced and formatted in an understandable manner then that may affect his ability to give an unqualified opinion on the Council’s 2005/06 accounts.   Members may wish to consider what further information they required on the 31 March 2006 bank reconciliation to enable them to sign the Statement of Internal Control and the Accounts for 2005/06.

· Qualitative aspects of accounting practice and financial reporting – Members’ attention was drawn to concerns about the Council’s inability to prepare accounts which were materially correct and which complied with proper accounting practice.  Significant improvements would be required to the arrangements for preparing the 2005/06 financial statements and supporting working papers as the deadline for the 2005/06 audit opinion was 30 September 2006.

Mr Heap then outlined the next steps for Members to ensure that the issues identified in the report which related to 2005/06 were appropriately addressed.

The Director of Corporate Services then presented report FS.17/06 updating Members on progress made on the Statement of Accounts Action Plan (attached at Appendix A) to enable them to monitor and propose further action where appropriate.  

The Action Plan had been approved by the Accounts Committee on 7 March and by full Council on 27 April 2006.  It formed a significant part of the Council’s response to the S11 recommendation of the Audit Commission and the update had been drawn up in collaboration with the Audit Commission and reflected their views as to how the Council needed to address the concerns they had raised.

The shorter term actions set out in the Action Plan addressed the immediate concerns raised by the Audit Commission, but it was acknowledged that longer term improvements needed to be addressed.  Those would be included within the Improvement Plan to be presented to the Committee in due course, which would be drawn together following the recommendations of the formal review being undertaken by IPF and which would report in late June.

In addition, the report addressed the issues raised by the Audit Commission’s report on the 2004/05 Financial Statements to the Accounts Committee – June 2006 Update.  

Finally, an update on progress on the 2005/06 Statement of Accounts was provided. 

In considering the reports, Members raised the following issues – 

1. Members noted that the Bank Reconciliation to 31 March 2006 was currently not balanced by c.£120 and that work was continuing to balance that fully as a matter of priority.  They queried the Auditor’s view on that, whether the problems would be ongoing and what financial information system would be considered in future.

Mr Heap replied that the deadline for the 2005/06 audit opinion was 30 September 2006 and any problems with the bank reconciliation would lead to a delay.  The bank reconciliation was the single most important financial process to demonstrate proper stewardship of public funds and he could not give any guarantee that it would not cause problems for that opinion.  Ms Meyer added that a very large amount of substantive testing had been required on the 2004/05 accounts and clearly the September deadline was very tight should the bank reconciliation remain unbalanced.

The Director of Corporate Services explained that work on resolving the systems problems continued to be given the highest priority and substantial additional support had been provided from the system supplier in that regard.  The Audit Commission was now satisfied as regards the 2004/05 accounts and an unqualified opinion would be given.  They may not, however, be able to given a similar opinion in 2005/06 if the accounts could not be fully balanced.  The 2006/07 reconciliation was now balanced and signed off by a senior finance officer on a daily basis following the ‘restarting’ of the system by the supplier on a clean database.  It was not yet possible to stop the daily reconciliations which had a cost in terms of staffing.

The Town Clerk and Chief Executive reported that a very useful meeting had taken place with Mrs Daley (Auditor) and the Statement of Accounts Action Plan (appended to report FS.17/06) had been amended in collaboration with her.   Also, Mrs Daley had advised the Council to leave trying to reconcile the accounts and to focus on the reformatting and to present the traditional format.

2. The Chairman made reference to the remaining non-trifling errors and uncertainties identified at Appendix 2 to the Auditor’s report, commenting that those would be picked up by the Committee as a matter of priority.

Referring to appendix 2 – capital/revenue expenditure, a Member noted that the authority had not provided sufficient information to determine that capital and revenue expenditure had been correctly classified and questioned the budget implications thereof.  He further questioned the timetable to ensure that sufficient information on preserved right to buy debtors was provided.

In response, the Chief Accountant advised that the capital/revenue expenditure issue related to flood expenditure which was being split as part of the 2005/06 accounts to be considered by the Committee on 21 June 2006. The latter point related to a discrepancy between the Audit Certificate and Carlisle Housing Association’s accounts.

Mr Heap stated that he was now keen to conclude the 2004/05 accounts and would be in a position to do so as soon as he received a letter of representation explaining why the Council was not adjusting the financial statements.

RESOLVED – (1) That progress against the Action Plan appended to report FS.17/06 be noted.

(2) That the potential issues remaining on the 2004/05 accounts which, subject to clarification, would be adjusted in the 2005/06 Accounts where necessary be noted.

(3) That progress on the 2005/06 Statement of Accounts be noted.

(4) That the Director of Corporate Services be requested to submit a report to the next meeting of the Committee updating Members on the position in respect of the issues raised by the Auditor in his June 2006 update report and as regards the Bank Reconciliation.

(5) That the Director of Corporate Services be requested to provide a letter of representation to the Auditor, a copy of which should also be e-mailed to Members of the Committee and the Portfolio Holder.

AUC.8/06
2004/05 REVISED STATEMENT OF ACCOUNTS

The Head of Financial Services presented report FS.20/06 enclosing the revised Statement of Accounts for 2004/05.  Members were requested to consider the revised statements for recommendation to full Council on 29 June 2006.

Mr Heap indicated that the Statement of Accounts had now been audited and should be read in context with the comments made.

RESOLVED – That the revised Statement of Accounts be recommended to the City Council on 29 June 2006.







