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Grant Thornton UK LLP
Enterprise House

115 Edmund Street
Birmingham

B3 2HJ

Dear Sirs

29 September 2010

South Derbyshire District Council
Financial Statements for the Year Ended 31 March 2010

We confirm to the best of our knowledge and belief that the following representations are made on the
basis of appropriate enquiries of other officers and members with relevant knowledge and experience
(and, where appropriate, of inspection of supporting documentation) sufficient to satisfy ourselves that
we can properly make each of the following representations to you in respect of your audit of the
above financial statements.
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We acknowledge our responsibilities for ensuring that the financial statements are
prepared which give a true and fair view of the financial position of the Council in
accordance with the SoRP and for making accurate representations to you.

As far as we are aware:

a there is no relevant audit information of which you are unaware

b we have taken all steps that we ought to have taken to make ourselves aware of
any relevant audit information and to establish that you are aware of that
mformation

We have complied with the requirements of all statutory directions and these matters have
been appropriately reflected and disclosed in the financial statements.

All the accounting records have been made available to you for the purpose of your audit
and all the transactions undertaken by the Council have been properly recorded in the
accounting records and reflected in the financial statements.

All other records and related information, including minutes of all Council and Committee
meetings, have been made available to you.

We acknowledge our responsibilities for making the accounting estimates included in the
financial statements. Where it was necessary to choose between estimation technigues that
comptly with the 2009 SoRP, we selected the estimation technique considered to be the
most appropriate to the Council's particular circumstances for the purpose of giving a true
and fair view. Those estimates reflect our judgment based on our knowledge and
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experience about past and current events and are also based on our assumptions about
conditions we expect to exist and courses of action we expect to take.

We confirm that we are satisfied that the actuarial assumptions underlying the valuation of
pension scheme liabilities for FRS 17 disclosures are consistent with our knowledge. We
confirm that all settlements and curtailments have been identified and properly accounted
for. We also confirm that all significant retirement benefits have been identified and
properly accounted for (including any arrangements that are statutory, contractual or
implicit in the employer’s actions, that arise in the UK or overseas, that are funded or
unfunded).

The financial statements are free of material misstatements, including omissions.

We acknowledge our responsibility for the design and implementation of internal control
to prevent and detect error and fraud.

We have disclosed to you the results of our assessment of the risk that the financial
statements may be materially misstated as a result of fraud.

We are not aware of any irregularities, including fraud, involving management or
employees of the Council. We are not aware of any instances of actual or possible non-
compliance with laws, regulations, contracts, agreements or the Council's constitution that
might result in the Council suffering significant penalties, other loss or affecting the
financial statements. No allegations of such irregularities, including fraud, or such non-
compliance have come to our notice.

All related parties have been identified to you and there were no transactions with related
parties other than those disclosed in the financial statements.

Except as stated in the accounts:

a there are no unrecorded liabilities, actual or contingent
b none of the assets of the Council has been assigned, pledged or mortgaged
c there are no material prior year charges or credits, nor exceptional or non-recurring

items requiring separate disclosure

There are no claims, legal proceedings or other matters which may lead to a loss falling on
the Council or which could result in the creation of an unrecorded asset that should be
disclosed in the financial statements.

The Council has complied with all aspects of contractual agreements that could have a
material effect on the financial statements in the event of non-compliance. There has been
no non-compliance with requirements of regulatory authorities that could have a material
effect on the financial statements in the event of non-compliance.

We have no plans or intentions that may materially alter the carrying value or classification
of assets and liabilities reflected in the financial statements, other than as required by the
restatement of accounts under International Financial Reporting Standards in accordance
with the 2010 Code.

No significant events having an effect on the financial position of the Council have taken
place since the balance sheet date which necessitates revision of the figures included in the
financial statements or inclusion of a note thereto.



xviii We have not adjusted the misstatements brought to our attention in the ISA260 repott, with
the exception of the adjustment to recognise the successful outcome of the Fleming VAT
claim appeal, as we do not consider them to be material to the financial statements.

Xviv We believe that the Council’s financial statements should be prepared on a going concem
basis on the grounds that current and future sources of funding or support will be more
than adequate for the Council’s needs. We believe that no further disclosures relating to

the Council's ability to continue as a going concern need to be made in the statement of
accounts.

Approval
The approval of this letter of representation was minuted by the Audit Sub Committee at its meeting

on 29 September 2010

Signed on behalf of South Derbyshire District Council.

Name  F rank McArdle Name: Jayne Jones
Position Chief Executive Position Director of Corporate Services
Date 29" September 2010 Date  29™ September 2010



GrantThornton

South Derbyshire District Council

Audit of Accounts 2009-10
Annual Report to those Charged with Governance

24 September 2010
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1 Executive Summary

1.4

1.5

16

1.7

1.8

Purpose of the report

This report has been prepared for the benefit of discussion between Grant Thomnton UK
LLP and the Audit Sub-Committee of South Derbyshite District Council (the Couneil).
The purpose of this report is to highlight the key issues atising from the audit of the
Council's financial statements and value for money opinion work for the year ending 31
March 2010.

This report meets the mandatory requitements of International Standard on Auditing 260
(ISA 260) to report the outcome of the audit to 'those chatged with governance', designated
as the Audit Sub-Committee. The requirements of ISA260, and how we have discharged
them, ate set out in more detail at Appendix A.

The Council is responsible for the preparation of financial statements which record its
financial position as at 31 March 2010, and its income and expenditure for the year then
ended. We are responsible for undertaking an audit and reporting whethet, in our opinion,
the Council’s financial statements present a true and fair view of the financial position.

Under the Audit Commission’s Code of Audit Practice we ate also requited to teach a
formal conclusion on whether the Council has put in place proper atrangements to secute
economy, efficiency and effectiveness in its use of resources.

Audit conclusions

Financial Statements Opinion

The Council produced its draft 2009/10 accounts in advance of the 30 June 2010 deadline
and presented them to the Finance and Management Committee on 29th June 2010. Tt is
pleasing to report that the overall quality of the Council's working papers to support to
suppott the 09/10 accounts was of a continuing good standard.

We anticipate providing an unqualified opinion on the Council’s financial statements,
following the acceptance of this report by the Audit Sub-Committee on the 29th September
2010.

Further details of the outcome of our financial statements audit ate given in Section Two
and Appendix B (adjustments to the financial statements).

Value for Money Conclusion

In providing out opinion on the financial statements, we ate required to reach 2 conclusion
on the adequacy of the Council's arrangements for ensuring economy, efficiency and
effectiveness in its use of resources (the Value for Money conclusion). We are pleased to
report that we propose to issue an unqualified Value for Money conclusion and that the
Council has contifitied o commit to and deliver continuous setvice improvement for the
benefit of the community it serves.

© 2040 Grant Thonion UK LLP. Al rights reserved
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Further information on the outcome of our Value for Money audit is contained in Section
Two.

The way forward

Matters arising from the financial statements and Value for Money audit have been
discussed with the Head of Finance & Property. We also provide an Action Plan at
Appendix C that summarises the key recommendations arising from our audit of the
Coumneil's accounts.

Use of this repoet

This report has been prepared solely for use by the Council to discharge our responsibilities
under ISA260 and the Code of Audit Practice, and should not be used for any other
putpose. We assume no responsibility to any other person. This repott should be read in
conjunction with the Statement of Responsibilities and the Council's Letter of
Representation.

Acknowledgements

We would like to record our appreciation for the assistance and co-operation provided to us
during our audit by the Council’s staff.

Grant Thornton UK LLP
24 September 2010

© 2040 Gravet Thorrdon UK LLP. All dghts reserved
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2 Detailed Findings
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[ Fixed Asset Re

Introduction

This section provides a summary of findings arising from our audit of the financial
statements and Value for Money (VFM) audit.

Financial Statements Audit
Status of the audit

We carried out our audit in accordance with the Audit Approach Memorandum (AAM)
presented to the Audit Sub-Committee on 24 February 2010. Our audit is substantially
complete, subject to the following finalisation procedures:

o review of the final version of the financial staternents
*  obtaining and reviewing the Council's Letier of Representation
e updating our post balance sheet events review, to the date of signing the accounts.

Key risks

Our 2009/10 Audit Approach Memorandum set out the key risks relating to the audit of the
financial statements. As part of our interim audit, we completed work in 2 number of areas
to consider the audit risks identified and repotted our findings in our Interim Audit Report.
Our work at that time enabled us to conclude on a number of key tisk areas. As patt of our
final accounts audit, we reviewed the remaining audit tisks and have set out in Exhibit One,
the outcome of wotk completed. Our teview of the risks facing the Council has not
identified any additional tisk areas.

We are satisfied that as at 31 March 2010 the
Reconciliation of the recently implemented carrying value of tangible fixed assets shown
CIPFA asset management system to the in the asset management system teconciles in
financial statements. total to the financial statements.

We did however note reconciliation
differences between the FAR and the
individual asset categoties disclosed within
the Statement of Accounts. We have
included a recommendation at Appendix C
that this matter is resolved.

© 2013 Grant Thoeriton UK LLP, A righis reserved
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Asset Valuations
Apptoptiate recotding of asset values in the
finaneial statements that reflect current
market conditions.

We have confirmed that the approach taken
by the Council to asset valuations is
compliant with the SoRP. We have also
assessed the general movement in asset
values against expectations formed from our
expetience at other councils and national
valuation information, to concluded that the
Council's asset valuations appear to be faitly
stated,

The Economic Climate

Impact on the Council's ability to manage
its finances and risk of misstatement in the
accounts related to asset valuations,
treasury management, increased pension
costs and debtor recoverability.

‘The Couricil has not observed any major
adverse shift in levels of debtors or debt
collection rates fot general council tax and
business rates debtors.

A short term loan of £3million was however
requited to manage the Council's cash
position towards the end of the financial year
due to 2 combination of incteased housing
benefit payments and capital expenditure.
This loan was repaid on 4th May 2010.

The Council should continue to carefully
meonitor its cash position to ensure that short
tertn borrowing requirements are
apptoptately managed.

Bad Debt Provision

Apptoptiateness of the Council's review of
the percentage rates applied each year to
calculate bad debt provisions, against current
collection patterns,

Our audit procedures identified that the
expected recovery percentages applied by the
Council to calculate its bad debt provisions
had been reviewed and updated during the
yeat and could be directly linked to debt

collection data.

The calculation of the bad debt provision
did, however, contain an etror, understating
the provision by £25,000. This is included as
an unadjusted misstatement at Appendix B.

Presentation and Format of the Accounts
Compliance with financial reporting
tequirements as set out in the 2009 SoRT.

Our audit procedutes identified a number of
telatively minor disclosures amendments that
wete required to the financial statements.
The adjustments, and a small sumber of
unadjusted items, are detailed at Appendix
B.

Corporate Services Partnering Project
Impact of the outsourcing of a range of
cotporate services, including the finance
funetion.

Congideting that the new arrangement were
being implemented throughout the course of
the final andit, we are pleased to report that
the changes did not significantly impact on
our ability to access audit evidence or key
membets of staff. We have agreed with
officers that we will hold a debrief meeting in
the next few months to discuss any
improvement opportunities and how we will
work together as arrangements become
settled.

© 2070 Grang Thornton UK LLEP. Al rights resorved
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ew Depot We note that the project is currently
Progress of this project throughout the year | dependent upon planning consent being

and apptopriate recognition of the level of granted and tetms being finalised with other
commitment the Council has at 31 March landowners, therefore we are content that the
2010 in the financial statements. Council do not need to recognise the project
in the 2009/10 financial statetents.

When all conditions ate satisfied, cutrent
timnescales indicate that the Council will take

ownership of the facility in eatly 2012,

The Audit Sub-Committee should confirm that it is not aware of any additional matertal fisk
areas {acing the Council, including significant fraud risks.

Matters arising from the financial statements audit

We were presented with the draft financial statements on 29th June 2010, in advance of the
statutory deadline of 30 June 2010. The supporting wotking papets were also provided in
accordance with the agreed timetable for audit.

Regular lisison meetings wete held between the audit team and key finance officets prior to
the prepatation of the draft accounts, and throughout the audit fieldwork. This enabled eatly
resolution of emerging issues. We would like to place on record our appreciation to those
officets inrvolved in this process.

Matters arising from the financial statements audit are set out below. Where appropriate, we

have made recommendations for improvement, as set out in the agreed action plan at
Appendix C.

€ 2048 Srant Thornion UK LEP. Al rights reserved
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Adjustmg Post Balance Sheet Event -

Fleming claims

The Council submitted two 'Fleming claims',
for the tecovery of VAT, prior to the 31
March 2010.

During August 2010 the Council was notified
that one of these claims had been agreed and
settled. The second claim is still ongoing but
the Council is optimistic that this will also be

successful.

The settled claim has resulted in a repayment
of £139,000, with a further amount due of
£124,000 for accrued interest.

A contingent asset continues to be
recognised in the financial statements for the
unresolved Fleming claim that the Council is
still awaiting clarification from HMRC, as
detailed at Appendix B.

As thc resuits of one claim is how known
this is classed as an adjusting post balance
sheet event, as the settlement confirms
conditions that existed at the year end date.

We are pleased that officers have made the
decision to adjust the Statement of Accounts,
even though the success of the claim was
only tecently notified and we are grateful for
officers' efforts in this area.

The adjustment misstatement is shown at
Appendix B.

Estimated Claims

The figute telating to subsidy income has
been calculated on an estitmated basis. An
actual final claim figure is now available,
which differs from the estimate.

The impact on the Collection Fund
disclosure for Council Tax Benefit income is
£53,000, which has not been: adjusted for, as
outlined at Appendix B.

We have included a recommendation at
Appendix C that the Council should include
a teview process for the housing benefit and
council iax benefit subsidy return in the
accounts production process for future years.

Misstatements

Officers adjusted the accounts to reflect the late notification of the success of its Fleming

claims.

Unadjusted misstatements identified during the coutse of our audit are set out at Appendix
B, and, if adjusted, would have resulted in an decrease in the Income and Expenditure
deficit of £13,000, with a corresponding increase to the General Fund Reserves Balance in
the Balance Sheet, and thus the overall total Net Worth of the Council. Officers have not
adjusted for these itemns as they are not matetial to the accounts. We agree this course of
action, as the final level of un-adjustment does not have an impact on ot audit opinion.

Metnbers ate required to formally considet officers' treatment of the accounting adjustiments
referred to in this report and minute their decision accordingly.

Other accounts issues arising

Tn addition to the matters raised zbove, there were a numbet of presentational changes that
arose during the course of our audit and these have been made to the accounts. These

adjustments are summarised at Appendix B.

© 2010 Grant Thornton UK LLP, Al rights reservad
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Financial Statements Opinion

We anticipate providing an unqualified opinion on the Council’s financial statements,
following approval of the accounts by the Audit Sub-Committee on 29 September 2010.

Financial performance

In 2009/10, the actual cutturn was a reduction in overall net revenue expenditure of
approximately /793,000 compared to budget.

The level of general reserves at 31 March 2010 was £639,000 above the original budget
estimate. Even after allowing for the £200,000 that the Council estimates will need to be
rolled forward to meet the interim costs associated with the pay and grading review, general
reserves are £400,000 higher than anticipated in the Mediom Term Financial Plan.

Despite this, the Medium Term Financial Plan still highlights a budget deficit in 2011/12
and a significant shortfall in capital resources to meet future commitments. Although, on-
going efficiency savings have alteady been identified to fund this deficit, and planned work
is ongoing to realise capital receipts, the effect of the anticipated teduction i Central
Government funding from 2011/12 is not yet known.

The Council will therefore need to carefually consider the implications of the Central
Government funding reductions, s they become known, for its medium term revenue and
capital spending plans. Tt does, however, have a good base to respond to this challenge,
given the efforts alteady made to put in place efficient structures and working artangements

Evaluation of key controls

We tepotted the results of our interim audit to Audit Sub-Committee on 16 June 2010
including improvement opportunities identified from our review of relevant elements of the
Council's control envitontment.

Additional recommendations have been identified duting the coutse of our final audit visit
which are detailed at Appendix C.

Annual Governance Statement

We have examined the Council's arrangements and processes for compiling the Annual
Governance Statement (AGS). In addition, we read the AGS to consider whether the
staterment is in accordance with our knowledge of the Council

We have concluded that the Council has good artangements in place to compile the AGS
and provide a strong audit trail for the Chief Executive and Leader to sign the statement.

IFRS

From 2010/11 the Council is required to produce its financial statements under TFRS based
on an IFRS Code of Practice on Local Authotity Accounting prepared by CIPFA. As patt
of our procedutes, we have discussed with the relevant officers theit readiness for
conversion to IFRS and the prepatation they have undertaken to date.

The Council has consideted the requitements of IFRS transition and intends to commence
the detailed work necessary to restate the 2009/10 accounts and prepate the 2010/11
accounts under IFRS in October 2010.

© 2040 Gran Thomton VI LLP. Al rights reserved
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We will continue to work with the Council's finance team to ensure that arrangements are n
place to prepare an IFRS transition plan and we will monitor progress against this plan
throughout the remainder of 2009-10 and into 2010-11. We will also continue to discuss
with the Council the required accounting treatments under IFRS, where this will not
compromise our independence, through sharing our experiences of IFRS transition from
other public sector bodies and the commercial sector.

Value for Money

The Audit Commission's Code of Audit Practice requites us to assess whether the Council
has put in place propet atrangements to secure economy, efficiency and effectiveness in its
use of resources. In discharging this responsibility, we are required to review and, where
appropriate, examine evidence that is relevant to the Council's corporate petformance
management and financial management arrangetnents.

Our 2010 Value for Money conclusion has been informed by wotk carried out on Use of
Resources up until the abolition of Comprehensive Area Assessment, and othet local risk
based work carried out in accordance with our 2009/10 Audit Plan.

On the basis of the work completed, we ptopose to issue an unqualified Value for Money
conclusion. We also note a positive 'ditection of travel' in the areas we assessed, which is
indicating of the Council's commitment to continually improve its arrangements to deliver
the highest standards of value for money within its resoutces.

The key developmments in the Council's arrangements include:

¢ Improvement in understanding of costs and performance: In addition to the
corporate performance monitoring framework, for the last 3 years, officers have
demonstrated that the Council has utilised an Institate of Public Finance IPF}
report that analyses and compares spending and performance to review areas where

costs appear high.

e Improvements in achieving efficiencies: The Council has continued to seek and
evaluate new ways of delivering services to achieve efficiencies, for example
outsourcing its support services and collaborating with other councils. This should
deliver substantial efficiencies in the future.

In comtnon with most Councils, the most significant area for further development in the
Council's arrangements is:

e Improving the effectiveness of workforce planning arrangements: The Council
needs to ensure that its workfotce plan is designed to improve efficiency,
productivity and value for money outcomes against local priorities.

Your recent corporate services contract with Northgate is, however, in good evidence of the
Council's forward thinking regarding its workforce.

Whilst the Coundil's medium term financial plans and strategy ate consideted to be sound,
the Council will need to continue to ensure that a flexible apptoach is taken in respect of
future financial planning. With the on-going requirement to make significant savings actoss
the activities of the Council, the need to identify and deliver new ways of increasing
ptoductivity and improving efficiency will become ever more critical

B 2040 Grant Thordon UK LLP. Al rights reserved
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Hext steps
230 The Audit Sub-Committee is required to apptove the financial statements for the year ended

2009-10. In forming its conclusions the Committee's attention is drawn to the adjustments
to the accounts and the required Letter of Representation.

© 2018 Grant Thorator UK LLE. All rights reserved
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