22 September 2011
Cllr C Fitzsimmons
Chair Audit & Corporate Governance Committee
Warrington Borough Council
Town Hall
Sankey Street
Warrington
WA1 1UH

Direct line
Mobile
Email

0844 7983556
07799656646
j-tench@auditcommission.gov.uk

Dear Cllr Fitzsimmons

Warrington Borough Council
Annual Governance Report 2010/11 - Update
This letter updates you on the outstanding issues set out in my AGR on 15 September 2011. As
you will see there is still some work to complete before I can share my proposed audit opinion
with you. At this stage I expect to be able to do this in time to meet the 30 September deadline. I
will write to you again before concluding my audit.
The table below lists the areas reported as incomplete in my AGR. In each area I summarise
the progress made to date and set out those matters that I wish to bring to the attention of the
Audit and Corporate Governance Committee.
Issue set out in AGR

Updated position

Accounting for the reclassified lease for
Golden Square shopping centre (and
other similar leases).

The Chief Finance Officer wrote to me on
16 September setting out his response to this
issue. He has agreed to recognise a capital
receipt for these leases and that the receipt
should be accounted for as a deferred capital
receipt. The accounts have been amended to
recognise the deferred capital receipt.
This issue was also reported to you last year. The
Chief Finance Officer has confirmed in his letter
of representation that this matter is now closed
and will not re-emerge in future years.

The determination of the minimum
revenue provision (MRP) following the
reclassification of the above leases.

My discussions with the Chief Finance Officer are
ongoing. Whilst this matter does not affect my
opinion on the Council’s accounts I am yet to
determine whether it will impact upon my vfm
conclusion.

The potential impact on my audit
opinion of unexplained differences
between the capital assets module in

The Chief Finance Officer has provided some
additional working papers. The opening balances
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SAP and Local Government accounting
requirements.

on the revaluation reserve and capital adjustment
account are incorrect by £3.2m and impairments
charged to the CIES are overstated by £4.97m.
The Council has agreed to amend the accounts
for these errors. After accounting for these errors
there is a £751,000 unexplained difference
between the revaluation reserve and note 12.
I am now satisfied that the unexplained
differences are not material and therefore, do not
limit the scope of my opinion.

The basis of the valuation of the housing
PFI projects

I am waiting for expert advice on the basis of the
valuation of these projects. I expect to get that
advice on Monday 26 September. I will then
discuss the implications with the Chief Finance
Officer.

Work undertaken on our behalf by
internal audit on accounts receivable.

Complete.

Complete my work on capital and
revenue grants;

My audit work is ongoing.

Complete my work on cut-off testing of
year end transactions;

My audit work is ongoing.

Complete my review of the cash flow
statement

My audit work is ongoing.

Agree the final changes to the financial
statements with officers

I will agree the final changes before I give my
audit opinion.

Complete my final review procedures

Ongoing

Complete my work on the Council’s
whole of government accounts return.

I expect to complete this work in time to meet the
30 September deadline.

There are no matters arising from this work that I
wish to bring to the Committee’s attention.

As part of my final review I have identified some further changes that I now wish to bring to your
attention.
•

I have raised some queries regarding the figures disclosed in note 15, financial
instruments and note 45 termination benefits. The finance team are considering these
matters. They primarily relate to disclosures and will not affect the Council’s reported
financial position.
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•

My testing identified that an adult social care pre-payment had been overstated by
£1,000. I have extrapolated the error over the whole population from which the prepayment was sampled. I estimate that 2010/11 pre-payments in the Balance Sheet are
overstated by £170,000 and that income in the CIES is understated by the same
amount. The Chief Finance Officer has not adjusted the accounts as the value of the
originating error is trivial and I cannot be certain of the value of the overall error.

•

My review of asset revaluation movements disclosed in note 12 identified that the
movements relating to PFI assets were incorrectly stated. The identified errors have
been corrected.

•

I have identified two additional unexplained differences in note 20 following amendment
of the draft financial statements. The reported value of assets classified as held for sale
during the year is £225,000 less than supporting records. The value of impairments is
£362 less than supporting records.

I have identified some material amendments to the figures contained in some of the notes:
-

Note 47 Defined benefit pension schemes – the figure disclosed for expected
contributions to the Local Government Pension Scheme in the year to 31st March
2012 was incorrectly disclosed as £81.6m. The correct figure is £16m;

-

Note 51 LSVT – the estimated value of improvement works to the transferred
housing stock is incorrectly disclosed as £372m. The correct figure is £276m. This
correction impacts on the estimated value of recoverable VAT and the Council’s
share of that figure (see below).

-

Note 51 LSVT – the estimated value of VAT recoverable by Golden Gates Housing
Trust is incorrectly disclosed as £48m. It should be £55m.

-

Note 51 LSVT – the Council’s share of the recoverable VAT is incorrectly disclosed
as £25m. It should be £28m.

In summary there are now fifteen material adjustments to the financial statements. The
accounts have also been amended for twenty eight other, less significant matters. There are
four unexplained differences and a total of thirteen unadjusted differences in the accounts.
Appendix 1 sets out those areas where I have agreed further amendments to the financial
statements. Appendix 2 sets out additional unadjusted items and unexplained differences.
The draft letter of representation is attached, appendix 3. The Chief Finance Officer will provide
an updated letter just before I give my audit opinion. This is to ensure that it properly reflects
any matters that arise between now and the date of opinion.
I will write to you again next week to update you on my progress and to share my proposed
audit opinion and value for money conclusion with you. At that stage we will need to consider
whether a further meeting is necessary to enable me to discharge my responsibilities to
communicate the results of my audit to the Council before I give my audit opinion.
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I will provide a further update to the Committee as planned on 22 September. In the meantime if
you wish to discuss any of the matters set out in this letter please contact me.
Yours sincerely

Judith Tench
District Auditor
cc

Cllrs P Bretherton, J Joyce, S Parish, F Rashid, K Simcock, B Axcell, B Barr, I Marks, P
Walker, P Kennedy
Lynton Green, Chief Finance Officer

Appendix 1 – Further amendments to the
financial statements
I identified the following misstatements in addition to those reported in appendix 3 of my
Annual Governance Report.

Adjusted
misstatement

Nature of required
adjustment

Removal of
PPA in draft
financial
statements

PPA to remove deferred
capital receipt of £32.1m in
relation to re-classified
finance leases reversed

Treatment of
asset
impairments by
SAP

Asset impairments
incorrectly treated by SAP
leading to overstatement of
the charge to expenditure
by £4.97m. Opening
balances on the revaluation
reserve and capital
adjustment account
misstated by £3.2m.

Disclosure of
PFI asset
movements in
note 12

Movements in PFI assets
during the year incorrectly
disclosed in note 12

Estimated
contributions to
the Local
Government
Pension
Scheme in the
year to 31st
March 2012

Incorrect figure picked up
from the actuarial report.
Should be £16m not
£81.6m

Note 51 – LSVT
VAT shelter
arrangements

Value of improvement
works incorrectly stated as
£372m not £276m.
Estimated value of VAT

Comprehensive income
and expenditure
statement

Balance sheet

Dr £000s

Dr £000s

Cr £000s

32,372
capital
adjustment
account

255
capital
receipts
reserve
32,117
Deferred
capital
receipts
reserve

3,219
capital
adjustment
account

3,219
revaluation
reserve

217
revaluation
increases
2,459
disposals

98
depreciatio
n
2,577
impairment
s

Cr £000s

4,966
across HRA
exceptional
costs and
Central
Services

£65,600
Note 47

7,000
note 51 VAT
recoverable

96,000
note 51
improveme
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Comprehensive income
and expenditure
statement
recoverable by Golden
Gates Housing incorrectly
disclosed as £48m not
£55m. Councils share of
recoverable VAT incorrectly
disclosed as £25m not
£28m.
Movement in
Reserves
Statement
disclosure issue

Incorrect figures disclosed
for ‘Surplus or deficit on
provision of services’ as
split between HRA and
General fund

Financial
Instruments –
Inclusion of
shareholding in
Warrington
Wolves

The shareholding in
Warrington Wolves was
incorrectly omitted from the
financial assets disclosure
in note 15. This should be
included as an unquoted
equity investment at cost

Balance sheet

3,000
note 51
Council share
of VAT
recoverable

769
MiRS –
General Fund

769
MiRS – HRA

150
Note 15

nt works

Appendix 2 – Additional unadjusted differences
in the financial statements
I identified the following misstatements in addition to those reported in appendix 4 of my
Annual Governance Report.
Comprehensive income
and expenditure
statement

Balance sheet

Dr £000s

Dr £000s

Cr £000s

323
Short term
creditors

323
PPE

Unadjusted
difference

Nature of required
adjustment

Cr £000s

Overstatement
of PPE
additions

PPE additions overstated
by £0.323m.An amendment
to correct an accrual has
been posted to 2011/12
instead of 2010/11. There is
a corresponding
overstatement of creditors.

Overstatement
of prepayments

Testing identified an error in
the formula used to
calculate a pre-payment.
The identified error of
£1,000 has resulted in an
extrapolated error of
£170,000

Revaluation
reserve and
movements
disclosed in
note 12

Unexplained difference
between the revaluation
movements disclosed in the
revaluation reserve and
note 12. This difference
updates the £0.758m
reported in appendix 4 of
the AGR and removes the
£3.855m also reported in
appendix 4

751
between
note 12 and
note 24

Assets held for
sale – Note 20

Unexplained difference
between the value of assets
transferred from PPE and
the entry in this note

225
Note 20

Assets held for
sale – Note 20

Unexplained difference
between the figure
disclosed for impairment
losses and the expected
figure

170
Adult Social
Care

170
Short term
debtors

751
between
note 12
and note
24

362
Note 20

Appendix 3 – Letter of Representation

9

10

11

