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Key messages

This report summarises the findings from the 2010/11
audit which is substantially complete. It includes the
messages arising from my audit of your financial
statements and the results of the work | have
undertaken to assess your arrangements to secure
value for money in your use of resources

Table 1: Key messages - financial statements
Financial statements Page
Unqualified audit opinion

Important weaknesses in internal <
control

12

Proper arrangements to ec’ 5”\

creditors, leases and
by mid-September 2011.

up financial statements. My aim is to complete this

2 | will update members on the progress and outcome of this outstanding
work at the 23 September 2011 Audit Committee meeting.

3 Subject to satisfactory completion of the remaining work and clearance
of outstanding matters, | plan to issue an audit report including an
unqualified opinion on the financial statements.
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Financial statements

4 The financial statements were submitted for audit ahead of the statutory
date. | am pleased to report that the Council responded well to the
challenge of producing financial statements under International Financial
Reporting Standards (IFRS) requirements for the first time this year
producing timely and comprehensive working papers for us to review. This
was a significant achievement as many authorities struggled to fully
implement IFRS in a timely manner. .

5 | identified one material error, three material classification amendments
(one of which applies to 2009/10 comparative figures only) and a number qf
non material non trivial errors in the financial statements and reported ¥
to management. Management has agreed to adjust the financial stg
for all of these errors. There are no errors where amendment hag
agreed.

Value for money

6 lintend to issue an unqualified conclusion statigig tiiat the Coudhnsil had
adequate arrangements to secure economy, efficiency an eness in
the use of resources.

Certificate

Manager that | reported in my 2010/11 fee letter issued in March 2010. This
was discussed at the time with the Deputy Chief Executive and Corporate
Director for Resources when we agreed that there was no significant threat
to independence.

10 | made other staff working on the audit aware of the issue at an early
stage and monitored the declaration on an on-going basis through regular
progress meetings with your Audit Manager.

11 The Audit Commission's Audit Practice has not undertaken any
non-audit work for the Council during 2010/11.
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Next steps

Before | complete my audit

12 You should note that this report includes only matters of governance
interest that have come to my attention in performing my audit. My audit is
not designed to identify all matters that might be relevant to you.

13 | ask the Audit Committee to:

m consider the matters raised in the report before approving the fj
statements (pages 5 to 11);

m take note of the adjustments to the financial statements
out in this report (appendix 2);

m approve the letter of representation on behalf of the
issue my opinion and conclusion (appendix 3); 2

m agree your response to the proposed action plar

ouncil before |
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Financial statements

The Council's financial statements and annual
governance statement are important means by which
the Council accounts for its stewardship of public
funds. As Council members you have final
responsibility for these statements. It is import t
you consider my findings before you adopt t

financial statements and the annual gove
statement.

Opinion on the financial statements

where work remains on-going include:
Component accounting
Comprehensive income 4

mid-September 2011 and will update
e of this outstanding work at the 23

of my draft audit repart.

Key areas of judgement and audit risk

17 In planning my audit | identified specific risks and areas of judgement
that | have considered as part of my audit.
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Table 3: Key areas of judgement and audit risk

International Financial Reporting
Standards (IFRS)

Introduction of IFRS from 1 April
2010. Council was required to:

m Restate its 2009/10 audited
financial statements into IFRS
format; and

m Prepare financial statements
under IFRS for the first time in
2010/11.

Risk that Council would be unable
to prepare financial statements that
fully meet IFRS requirements.

Restatement of 2009/10 financial
statements into IFRS format

| reviewed the Council’s processes
for restating its 1 April 2009
balance sheet and its 2009/10
financial statements to meet IFRS
requirements.

m Grants and cs
eived; and

I e format and content
f the pr statements, including
ccounting pglicies and material
@b::} k compliance with the
IFRS- d CIPFA code of
practice on local authority

accounting and applicable
)ccounting standards.

The Council successfully produced
financial statements for 2010/11
under IFRS requirements ahead of
the statutory date.

IFRIC 12 implemenMon -
Eastcroft incinerator expenditure

Significant issues were reported in
my 2009/10 annual governance
report regarding the accounting
treatment of expenditure related to
the Eastcroft incinerator incurred
both in 2009/10 and previous
financial years.

The key issue was around
resolution of differing views as to

| reviewed the Council’s accounting
treatment of expenditure incurred
on the Eastcroft incinerator both
prior to the 2009/10 financial year
and during the 2010/11 financial
year.

Management carried out further
work identifying a further £6.8m of
capital expenditure incurred on the
incinerator before the 2009/10
financial year. £0.6m of further
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whether the accounting treatment
was 'on' balance sheet (auditor
view) rather than 'off' balance sheet
(Council view).

In response, management
amended the 2009/10 financial
statements to recognise as an
asset £8.1m of capital expenditure
incurred on the incinerator but not
for previous years’ expenditure as
further work in 2010/11 was
needed to confirm the level of this
expenditure.

Risk that Council does not quantify
the degree of misstatement
associated with pre 2009/10
expenditure related to the
incinerator.

expenditure has been incurred in
2010/11.

All this expenditure has been
correctly accounted for in the
2010/11 financial statements as
‘on’ balance sheet and recognised
as non-current assets under the
‘other equipment’ heading of
Property, Plant and Equipment.

Accounts payable

| reported in my 2009/10 annual

governance report that the Council
experienced significant proble
with its new arrangements for
accounts payabile.

Extended audit testi

accounts payable
2010/11 leading toumateyial error in
the financial statemels.

20 e to the weak controls.
No assurance was available to me
from the Council’s internal controls

)n this area.

In response, the Council put in
place extra year-end procedures to
mitigate the effect of these weak
controls. The Council is also
continuing to work on improving the
in year controls.

As last year | have adopted a
substantive approach to the testing
of expenditure with extended
testing in this area.

Testing is in progress and | expect
to complete this in mid-September
2011. | will provide an update on
the outcome of this work at the
September Audit Committee.
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Payroll My work in this area is in progress
| reported in my 2009/10 annual and | expect to complete this in
governance report that the Council ~ Mid-September 2011 ahead of the
does not maintain an up to date September Audit Committee
establishment list. meeting.

This weakness makes it more
difficult to obtain assurance that
payroll costs are complete and
accurate.

Recommendation

existing system controls.

Errors in the financial statements

related party transactions.

requests for confirtmation

Table 4: Important weaknesses in internal control

Description of weakness Potential effect J Management action

Related party Lack of a 100 per Take steps to ensure
transactions cent response that all members and
The Council has put in rate increases the senior officers provide
place a process to identify ~ fisk of promptly information
related parties that includes ~ uUndisclosed about related party

both members and senior related parties in  transactions.

Audit Commission Annual governance report



Description of weakness Potential effect Management action

officers however, the the Council's
effectiveness of this financial
remains limited because of  statements and
the lack of a 100% represents weak
response rate. governance.

Although the response rate
this year is substantially
better that in 2009/10, a
significant number of
questionnaires were not
returned (26% still
outstanding following officer
action to encourage
responses).

20 These weaknesses are only those | identified
relevant to preparing the financial statements. | am no
opinion on the overall effectiveness of internal control.

Recommendation

elated parties
3’respond promptly to
ar to oversee this

Table 5: Accou tmg\pr/a ices, policies and estimates and financial
statementdisclosures

Component accounting The Authority has introduced a

As part of the implementation of componentisation policy this year
IFRS component accounting has stating that the residual values of
been introduced for Property, Plant ~ replaced components are assumed
and Equipment (PPE). to be either zero or immaterial.
local authority accounting (‘the to support this assumption and |

have asked management to
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Code') requires authorities to de-
recognise (dispose of) components
that have been replaced.

estimate the likely residual value of
replaced and refurbished
components linked to capital
expenditure on Council dwellings
(£55.6m) and Property, Plant and
Equipment (£27.0m).

In the absence of this information, |
am unable to assess the impact of
the authority's policy on the

financial statements which coujd
material.

This means that replaced

Valuation of pension assets
(IAS19 requirements)

The authority uses an actuarj
estimate for the value of
fund assets at 31 Mar

| am required to conside
appropriateness of accounting
estimates an nts.

S\E

| report this matter to you as the
difference (£8.8m) is a non-trivial,
non-material amount relating to an
estimate.

Valuation of’social hougin
stock (IAS 1 requir n
this year to the social housing

factor percentage used to value
council housing stock.

Locally, the factor has reduced
significantly resulting in lower asset
values leading to an unusually high
impairment for these assets this
year.

The authority has estimated the
effect of this change as nearly

| have reviewed the accounting
treatment of the impairment
associated with this change.

Accounting standard 1AS1
Presentation of Financial
Statements defines items that, if
material, need to be separately
reported on the face of the
Comprehensive Income and
Expenditure Statement (CIES).

My view is that the element of the
housing stock valuation reduction
linked to this change is an item that
needs to be shown separately on

Audit Commission
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£280m. the face of the CIES.

The Council has agreed to amend
the CIES to show this (appendix 2).

Actuarial valuation of pension | have reviewed the accounting
costs (IAS 1 requirements) treatment of past pensions costs
The basis for estimating pension associated with this change.

costs has changed this year witha  Accounting standard IAS1
move from RPI to CPI as measures Presentation of Financial
for price changes. Statements defines items that, i

The authority has estimated the material, need to be separate
effect of this change on past reported on the face of the
pension costs at £103m and has Comprehensive Income
included this in the 'Non distributed
costs' line of the CIES.

Disclosure of Property, Plant and
Equipment (PPE) impairments
The CIPFA code of practice’on

No extra information has been

given about these assets as
>equired by the Code.

Management has agreed to amend
the financial statements to include
this information.

Letter of representation

23 Before | issue my opinion, auditing standards require me to ask you and
management for written representations about your financial statements and
governance arrangements. Appendix 3 contains the draft letter of
representation.
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Value for money

| am required to conclude whether the Council put in
place proper corporate arrangements for securing
economy, efficiency and effectiveness in its use of

resources. This is known as the value for money
conclusion.

24 | assess your arrangements to secure economy, efficien

I

Securing
financial
resilience

sures on demand led budgets for adult and
children's services were managed in 2010/11 but in my
view remain an on-going risk for 2011/12 and future
financial years.

Looking ahead, the Authority has up to date medium-
term (three year) financial strategy that takes into
account the ongoing economic downturn and future
reductions in government funding.

Conclusion - Criterion met.

Audit Commission Annual governance report
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Securing The Council has arrangements in place for securing

economy, economy, efficiency and effectiveness.

efficiency and My assessment has been informed through both an

effectiveness assurance based review and consideration of the VFM
profiles for 2009/10 published by the Audit
Commission.

Reference to the profiles included considering the
performance of the Council relative to its ‘nearest
statistical neighbours’ across a number of different
indicators.
NET phase 2

In March 2011 the Council announced tha

year.

My monitoring of the
reviewing its proposal
current NET 1 contract
the NET

25 i d to issue an unqualified songlusion stating that the Council had
adequats. arrangements to secire economy, efficiency and effectiveness in
the use of resotices. Appendix/1 contains the wording of my draft report.

Audit Commission Annual governance report
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Appendix 1 Draft independent auditor's report
to Members of Nottingham City Council

Opinion on the Authority and Group accounting statements

| have audited the Authority and Group accounting statements of
Nottingham City Council for the year ended 31 March 2011 under the Audi
Commission Act 1998. The Authority and Group accounting statement
comprise the Authority and Group Movement in Reserves Stateme
Authority and Group Comprehensive Income and Expenditure Sia

This report is made solely to the members of Nottingham
accordance with Part Il of the Audit Commissi

An audit involves obtaiving evidence about the amounts and disclosures in
the accounting statements sufficient to give reasonable assurance that the
accounting statements are free from material misstatement, whether caused
by fraud or error. This includes an assessment of: whether the accounting
policies are appropriate to the Authority and Group’s circumstances and
have been consistently applied and adequately disclosed; the
reasonableness of significant accounting estimates made by the Authority
and Group; and the overall presentation of the accounting statements. |
read all the information in the explanatory foreword to identify material
inconsistencies with the audited accounting statements. If | become aware

Audit Commission Annual governance report
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of any apparent material misstatements or inconsistencies | consider the
implications for my report.

Opinion on accounting statements

In my opinion the accounting statements:
m give a true and fair view of the state of Nottingham City Council’s affairs
as at 31 March 2011 and of its income and expenditure for the year

then ended;

m give a true and fair view of the state of the Group’s affairs as at 31
March 2011 and of its income and expenditure for the year then ended;
and

m have been properly prepared in accordance with the CIPFA/LASAR

consistent with the accounting statements.

Matters on which I report by exception

I am required undexSectiogh 5 of the Audit Commission Act 1998 to satisfy
myself that the Authority has made proper arrangements for securing
economy, efficiency and effectiveness in its use of resources. The Code of
Audit Practice issued by the Audit Commission requires me to report to you
my conclusion relating to proper arrangements, having regard to relevant
criteria specified by the Audit Commission.

| report if significant matters have come to my attention which prevent me
from concluding that the Authority has put in place proper arrangements for
securing economy, efficiency and effectiveness in its use of resources. | am
not required to consider, nor have | considered, whether all aspects of the
Authority’s arrangements for securing economy, efficiency and effectiveness
in its use of resources are operating effectively.

Audit Commission Annual governance report

15



Basis of conclusion

| have undertaken my audit in accordance with the Code of Audit Practice,
having regard to the guidance on the specified criteria, published by the
Audit Commission in October 2010, as to whether the Authority has proper
arrangements for:

m securing financial resilience; and

m challenging how it secures economy, efficiency and effectiveness.

The Audit Commission has determined these two criteria as those

necessary for me to consider under the Code of Audit Practice in satisfying
myself whether the Authority put in place proper arrangements for securing
economy, efficiency and effectiveness in its use of resources for the yead
ended 31 March 2011.

in its use of resources.

Conclusion

qudit of the ority and Group accounts
dance with the requirements of the Audit

have completed my consideration of matters brought to my attention by
local authority electors in 2009/10 and issued a certificate for that year. | am
satisfied that these matters do not have a material effect on the financial
statements.

Audit Commission Annual governance report

16



Sue Sunderland
Officer of the Audit Commission

Westthorpe Business Innovation Centre
Westthorpe Fields Road

Killamarsh

Sheffield

S211TZ

23 September 2011
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Appendix 2 Amendments to the draft financial
statements

| identified the following misstatements during my audit and management
have adjusted the financial statements. | bring them to your attention to help
you in fulfilling your governance responsibilities.

Table 7:
Adjusted Comprehensive income Balance sheet
mis- and expenditure
statement statement
Dr £'000 Cr £'000
Description ~ Account
entry and
value

CIES
Understated actuarial

gain on pension
liabilities: /\

- Other comprehensiv
income and
expenditure

- Unusable reserve

<

v

- Exceptional item
. 279,680
- Local authority

housing (HRA) 279,680

CIES

Classification of one-off
reduction in pension
costs resulting from the
change of valuation
basis from RPI to CPI
as an exceptional item:

- Non distributed costs 103,104
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Adjusted

Comprehensive income

mis- and expenditure

Sstatement

- Exceptional item

statement

103,104

Balance sheet

Balance sheet - PPE
Incorrect valuation

calculation for Eastcroft

depot:
- Capital adjustment
account

- PPE (other land and
buildings)

333

Balance sheet - PPE

Reclassify Severns
House as a surplus
asset:

- PPE (surplus assets)
- PPE (other land and
buildings)

Balance sheet - PPE
Reclassify Severns

Building (Castle Gate): > \

- PPE (other land a >68

buildings) T 968
- PPE (surplus-assets) / T

Balance sh

restagegm >

Correction

balances

2009 for finange lease

assets recorde i

as both a non current

asset and a debtor.

- Unusable reserves 1,313

(capital adjustment

account) 1,251
- PPE 62

- Investment property

Audit Commission
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Adjusted Comprehensive income Balance sheet

mis- and expenditure
statement statement

CIES - IFRS
restatement **

Reclassify NET1
unitary payment:

- Financing .and 17.293
investment income and

expenditure

- Net cost of services 17,293

* adjustment applies to 2009/10 opening balance sheet and affgtts bqth
2009/10 and 2010/11 financial statements

** adjustment applies to 2009/10 CIES only /
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Appendix 3 Draft letter of representation

The following wording needs to be copied onto Council letter headed paper
and signed by your Deputy Chief Executive & Corporate Director for
Resources as the Council's section 151 officer.

Mrs Sue Sunderland

District Auditor

Audit Commission

Westthorpe Business Innovation Centre
Westthorpe Fields Road

Killamarsh

Sheffield

S211TZ

representations given to you in connectia
financial statements for the year ended 3
cover the Council’'s accounts and Group ac
financial statements.

Supporting records

All relevant information and access to persons within the entity has been
made available to you for the purpose of your audit, and all the transactions
undertaken by the Council have been properly reflected and recorded in the
financial statements.

Internal control

| have communicated to you all deficiencies in internal control of which | am
aware.
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Irregularities

| acknowledge my responsibility for the design, implementation and
maintenance of internal control to prevent and detect fraud or error.

| also confirm that | have disclosed:

m  my knowledge of fraud, or suspected fraud, involving either
management, employees who have significant roles in internal control
or others where fraud could have a material effect on the financial
statements;

= my knowledge of any allegations of fraud, or suspected fraud, affecting
the entity’s financial statements communicated by employees, former
employees, analysts, regulators or others; and

m the results of our assessment of the risk that the financial statem
may be materially misstated as a result of fraud.

Law, regulations, contractual arrangements and codes ©

m that subsequentevents do not require adjustment to the fair value
measurement.

Group entities

| acknowledge that the Council supports and will continue to support the
financial position of its wholly owned subsidiary companies including
Enviroenergy Limited and Nottingham City Homes Limited.

Assets

The following have been properly recorded and, where appropriate,
adequately disclosed in the financial statements:

m losses arising from sale and purchase commitments;

m agreements and options to buy back assets previously sold; and
m assets pledged as collateral.
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Compensating arrangements

There are no formal or informal compensating balancing arrangements with
any of our cash and investment accounts.

Contingent liabilities

There are no other contingent liabilities, other than those that have been

properly recorded and disclosed in the financial statements. In particular:

m there is no significant pending or threatened litigation, other than those
already disclosed in the financial statements;

m there are no material commitments or contractual issues, other than
those already disclosed in the financial statements; and

m no financial guarantees have been given to third parties.

Related party transactions

framework.
PFI schemes

| confirm that for the Council’s PFI sche
changes to existing schemes and contracts

Subsequent events

Signed

Name

Position Deputy Chief Executive & Corporate Director for Resources
Date 23 September 2011
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Appendix 4 Glossary

Annual governance statement

A statement of internal control prepared by an audited body and published
with the financial statements.

Audit closure certificate

A certificate that | have completed the audit following statutory
requirements. This marks the point when | have completed my
responsibilities for the audit of the period covered by the fina
statements.

Audit opinion

On completion of the audit of the financial statements
opinion on the financial statements, including:
m  whether they give a true and fair viewo
audited body and its spending and incg ' in Question; and
m  whether they have been prepared prop j
accounting rules.

Opinion

financial statementsysuch’as the addressees of the auditor’s report; also a
misstatement is material if it would have a similar influence. Materiality may
also be considered for any individual primary statement within the financial
statements or of individual items included in them. We cannot define
materiality mathematically, as it has both numerical and non-numerical
aspects’.

The term ‘materiality’ applies only to the financial statements. Auditors
appointed by the Commission have responsibilities and duties under statute,
as well as their responsibility to give an opinion on the financial statements,
which do not necessarily affect their opinion on the financial statements.
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‘Significance’ applies to these wider responsibilities and auditors adopt a
level of significance that may differ from the materiality level applied to their
audit in relation to the financial statements. Significance has both qualitative
and quantitative aspects.

Weaknesses in internal control

A weakness in internal control exists when:

m acontrol is designed, set up or used in such a way that it is unable to
prevent, or detect and correct, misstatements in the financial statements
quickly; or

m a control necessary to prevent, or detect and correct, misstatement
the financial statements quickly is missing.

An important weakness in internal control is a weakness, or a cor
of weaknesses that, in my professional judgement, are importa
that | should report them to you.

Value for money conclusion

proper arrangements for securing economy, efficiency an
its use of resources based on criteria spegffi

unqualified
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Appendix 5 Action Plan

Recommendations

Recommendation 1

The Council should take action to address on-going weaknesses in controls over its accounts
payable system and improve operation of existing system controls.

Responsibility (

Priority /
Date />

Comments

Recommendation 2

Improve operation of the current process for identifyin M rties by ensuring that all members

and senior officers respond promptly to regquests for inforimatien. Appoint a senior officer to oversee
this exercise. {q“\\

Responsibility \\\ \>

Priority \ \/ \7

YK
commans 7))\

\Y4
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