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	REPORT BY
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	TONY TOMLINSON, FORCE CHIEF FINANCIAL OFFICER
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	SUMMARY AND PURPOSE OF REPORT

Following the Audit of the 2013/14 accounts the Committee is requested to review:
· the responses to the report produced by the auditors, 
· the final version of the Accounts,
· Letters of Representation and 
· the responses to Inquires to Management.

[bookmark: _GoBack]In addition the Summary accounts for the PCC Group are submitted for review.

	RECOMMENDATION
	That the Committee:

1.	Reviews the Responses to the Report to those charged with Governance (ISA 260) on the 2013/14 accounts (Agenda item 12);
2.	Reviews the Accounts for publication (Appendices A1 and A2);
3.	Reviews the Letters of Representation (Appendices B1 and B2);
4.	Reviews the Summary Accounts for publication (Appendix C1).
5.	Review the inquiries to management (Appendix D1).



A.	SUPPORTING INFORMATION

1. Introduction

1.1	At the June 2014 meeting of this Committee, in accordance with good practice, the 2013/14 draft accounts for both the Police and Crime Commissioner (“PCC”) Group and the Chief Constable (“CC”) were presented along with a summary of the key factors and judgements included therein.  This was prior to the external audit of the accounts.  Following this meeting the CFO’s for the PCC and Chief Constable, in accordance with the Accounts and Audit Regulations 2011 (Regulation 8), signed and dated their respective accounts and certified they presented a “true and fair view of the financial position of the body at the end of the year to which it relates, and of its income and expenditure for that year”. 

1.2	A copy of these accounts were published on the PCC’s and CC’s website with a clear notification that the accounts are subject to audit and available for Public Inspection.  The accounts were open for inspection between 16 June 2014 and 11 July 2014.  From 14th July until the conclusion of the audit process, a local government elector for the area of the Police and Crime Commissioner, or his/her representative, may object to the accounts of the Police and Crime Commissioner or the Chief Constable of Lincolnshire.  Any objections must be provided in writing; at the date of submission of this report no objections have been notified.

1.3	Revised accounts are now submitted to this Committee following audit for review prior to the 30th September deadline in order for the Statutory Officers to then meet the requirement for final signing of the accounts. 

1.4	The external auditor, KPMG, is required by the Audit Commission’s statutory Code of Audit Practice for Local Government bodies (“the Code”) to issue a report to those charged with governance summarising the conclusion from their audit work.  This report, an ISA260, has been provided to the Committee for review on the previous agenda item. 

1.5	KPMG is also required to report on certain matters before it can give its opinion on the financial statements.  These include compliance with International Financial Reporting Standards (“IFRS”) based on the Code.  The section of the report covering the accounts fulfils this requirement. 

1.6	The ISA260 covering the audit will be presented by KPMG.  The principal purposes of the report are:
· to reach a mutual understanding of the scope of the audit and respective responsibilities of the auditor and those charged with governance;
· to share information to assist both the auditor and those charged with governance to fulfil their respective responsibilities; and 
· to provide recommendations for improvements arising from the audit process.

1.7	An important part of this report is the Letter of Representation which is discussed at Section 5. 

1.8	KPMG has indicated that it intends to issue an unqualified audit opinion. 

2. Accounting practice and financial reporting

2.1	Appendix 2 of the KPMG report has raised 10 non-trivial audit adjustments required to the draft financial statements.  These adjustments are a mixture of presentational adjustments, movements between balance sheet figures and movements in unusable reserves balances, with no net impact on the CIES or useable reserves.  These have been outlined in the ISA260 report.  All adjustments have been made and an explanation from the G4S Finance Team of each adjustment is included below.  Six of the adjustments are in relation to three specific issues which are applicable to both the PCC and CC’s Accounts:



	Audit difference (per ISA 260)
	PCC/CC
effected
	Amendment
	Explanation

	1,6
	PCC/CC
	£60k external audit fee re-classified from non-distributed costs to Corporate and Non-Democratic Core.
	Expenditure was misallocated between two lines in the SERCOP allocation on the Comprehensive Income and Expenditure Statement (“CIES”), with no effect on net expenditure.  This has been corrected. 

	2,7
	PCC/CC
	£17k re-classification of expenditure from seconded officers to asset disposal costs.
	Expenditure was allocated to the incorrect line within the other operating expenditure note, with no effect on net expenditure.  This has been corrected. 

	3, 8
	PCC/CC
	£1.631 million gross expenditure and £221k on gross income adjustments in the SERCOP headings of the CIES.
	The accounts breakdown expenditure and income on the face of the CIES by SERCOP categories.  This involves a significant degree of subjective allocations and apportionments.  While the audit identified no issues with the rationale employed for the apportionments, a calculation error in the analysis resulted in those apportionments being disclosed incorrectly.  The Group CIES gross expenditure is £125.412 million and as such the value of the transactions apportioned across the 9 headings was not sufficiently material to be noticed through our internal analytical review procedures.  This has been corrected and additional sense checking and review of the process will be undertaken going forward from 2014/15. 

	4
	PCC
	Incorrect inclusion of grant income in Council Tax income
	£5.833 million Council Tax Support Grant was included in the Council Tax line in the grant income disclosure note rather than its own line.  This has been corrected. 

	5
	PCC
	Various corrections relating to capital accounting entries
	As identified in the ISA260 there were a number of issues effecting the capital accounting entries for the year, in particular:
1. 2013/14 was the first year the Fixed Asset Register has moved from a manual spreadsheet basis to a specialised module within the main financial system. 
2. Financial information surrounding the PCC’s jointly controlled assets (through EMSOU) was provided late in the accounts preparation process by the relevant regional lead Force and a number of adjustments were required to the initial information. 

These factors delayed the completion of the capital accounting entries and subsequent disclosures in the financial statements, resulting in reduced review time and failure to identify a number of adjustments that were required. 

The most material adjustments were not complicated to correct and affected the face of the balance sheet, moving £3.026m from Property, Plant and Equipment Fixed Assets (“PPE”) to Intangible assets and grossing up PPE and long term liabilities (£199k gross up).  There were then a number of minor adjustments to depreciation, impairment, and gains and losses on disposal which subsequently impacted the corresponding transactions in the Capital Adjustment Account and Movement in Reserves Statement, as well as a number of related notes (see 10 below).  The net effect of these adjustments was a £22k adjustment through the Capital Adjustment Account with no effect on useable reserves.
These adjustments, while mostly not material to the accounts, were the most pervasive in terms of their impact on the face of the accounts and related disclosure notes.  All corrections have been made and we have outlined in our responses to the audit recommendations in the ISA260 our approach to addressing the underlying causes for the adjustments going forward.  


	6
	PCC
	£60k external audit fee re-classified from non-distributed costs to Corporate and Non-Democratic Core.
	See item 1 above

	7
	PCC
	£17k re-classification of expenditure from seconded officers to asset disposal costs.
	See item 2 above

	8
	PCC
	£1.631 million gross expenditure and £221k on gross income adjustments in the SERCOP headings of the CIES.
	See item 3 above

	9
	PCC
	Correction to gains and losses on PPE in other operating disclosure note
	Within the other operating expenditure note, the loss on disposal for fixed assets for the year was disclosed in one net balance rather than being grossed up to show all gains and all losses.  This had no net impact on the CIES and has been corrected. 

	10
	PCC
	Incorrect calculations of disclosure notes for capital financing, subjective analysis, jointly controlled assets
	The disclosure notes mentioned included some incorrect balances, resulting mainly from the adjustments relating to capital and jointly controlled asset figures above.  These were corrected subsequent to the finalisation of the above adjustments and being disclosure notes only, have no impact on the face of the financial statements. 



2.2 The Chief Financial Officers have reviewed and accept these changes to the draft accounts.

2.3 In addition to these adjustments an additional correction was made to the draft accounts signed for the 30th June.  Subsequent to the signing of the draft accounts but prior to the commencement of the audit an incorrect allocation of reserves was identified.  £779k capital grants unapplied had been carried to the Capital Adjustment Account but should have been allocated to its own reserve.  This was corrected with the effect being a £779k movement between reserves and on the Movement in Reserves Statement.

3. Key Issues and Recommendations

3.1 Appendix 1 of the KPMG report highlights three key issues and recommendations, two which have been categorised as priority one and one as priority three.  

3.2	The Chief Finance Officers accept the two priority one issues raised by KPMG.  In relation to the deterioration in the quality of the accounts and the quality and availability of working papers, there are some mitigating factors which have been highlighted in the response below from the G4S Finance team.  However, an analysis of the post audit changes shows that those adjustments which involved significant complexity and therefore resulted in the additional audit effort related to the capital accounting entries on the PCC Group Accounts and did not therefore arise as a result of the late changes in accounting rules.  These issues will be addressed as part of the contract management regime.

3.3	The following table details the G4S Finance teams response to these items:

	No.
	Risk
	Issue and Recommendation
	Response

	1
	1
	Quality of the accounts and quality and availability of working papers
There was a deterioration in the quality of the accounts and the quality and availability of working papers this year.
Recommendation
The finance team should ensure:
• Internal consistency of the figures in the draft accounts;
• Availability of the working papers specified in the PBC
schedule prior to the start of the audit;
• Availability of key staff during the audit process; and
• Appropriate peer review of working papers prior to handover
	A number of mitigating factors reduced the time available for preparation and review of the financial statements in 13/14:
· Guidance around the changes to the PCC/CC accounting split was provided at a very late stage in the preparation process, significantly after the draft accounts were initially due to be completed.
· The resulting guidance changes created significant additional work in terms of creating far more comprehensive CC accounts and significantly altering PCC accounts, in addition to the process of identifying and allocating all PCC and CC transactions between the entities.  
· Regional financial information relating to the PCC’s jointly controlled assets was provided late into the accounts preparation process and a number of subsequent adjustments were provided.  These figures are out of our control. 
The result of these factors was a delayed production of the draft accounts and less time to coordinate reviews prior to the June 30 signing of the draft accounts.  There was also an impact on the preparation and completeness of working papers for the audit.  While a number of working papers were not available at the start of the audit most were provided by the end of the first week, there was no time during the audit where work could not be progressed and the on-site work finished in line with the agreed timetable. 
For next year we will adopt a number of changes to our approach to prevent a re-occurrence of the delays this year:
1. EMSOU figures will be excluded from all account drafts until the final version to prevent delays and reduce the number of potential adjustments and movements in drafts. 
1. A cut-off for applying new guidance will be applied to the draft accounts process so that the process does not become delayed waiting on external factors.  Any new guidance issued after the cut-off will be considered separately with subsequent versions adjusted if required. 
1. In advance of the yearend a review of the accounts will be completed to agree the format and structure in theory, including any disclosure notes that should be included / excluded going forward.  This will reduce the extent of review required at yearend. 
In addition to this 14/15 will see a number of efficiencies gained through the CC accounts being set up in 13/14 and all t-Police reports used for the audit already being set up as templates for the new year.  Subsequent to the signing of the accounts an audit debrief meeting will be arranged to outline the 14/15 schedule and agree in more detail what working papers are required for the audit.
Responsible officer:  Reporting manager.


	2
	1
	Reconciliation of the asset register to the ledger and the accounts
The asset register did not reconcile to the ledger and the accounts and there were errors in the figures for disposals and revaluations.
Recommendation
Finance staff should ensure that the asset register reconciles to the ledger and the accounts.
	In 2013/14 the Fixed Asset Register was transferred from the historic spreadsheet used in previous years to the system sub-ledger built into t-Police.  A review of the migration of data was completed in early April but missed a number of duplicate assets included in the migration, in addition to EMSOU assets which had been incorrectly included.  These assets and the subsequent automatically generated transactions resulted in a number of reconciling differences between the FAR, the general ledger and accounts.  
The following actions will be undertaken:
1. The assets in question have been identified and agreed with audit and will be removed from the fixed asset register with any generated transactions reversed.  This will provide a correct opening balance.  
1. A full reconciliation of the opening balance will be completed and reviewed by the end of October.  
1. We will then complete a full review of all FAR transactions for the first six months of the year to October by the end of November and complete subsequent monthly reviews going forward.  A full FAR download, reconciled to the GL and the draft accounts, will be provided for 14/15 by the end of April 2015 as part of the accounts preparation process.  14/15 will be the first year the benefits of the t-Police FAR are realised as a significant time saving will be achieved through not having to fully update a spreadsheet register and manually generate all accounting transactions. 
Responsible officer:  Reporting manager.


	3
	3
	Component accounting
There is scope to improve arrangements for implementing component accounting in accordance with the requirements of the Code.
Recommendation
The PCC should consider a more formal approach to the introduction of component accounting.
	Improvements have been made in the approach to complying with component accounting for the 2013/14 accounts.  In particular all buildings above a value of £500k have now been divided into four main components with distinct values and asset lives allocated across each component on a percentage basis provided by the valuer.  The PCC land and buildings are re-valued annually at the end of the financial year through a desktop revaluation with a full revaluation every 5 years next due in 2016.  At the next full revaluation the valuer will be asked to provide detailed valuations for each component of the significant buildings and specific asset lives for each component. 
Responsible officer:  Reporting manager.




4. Statement of Accounts

4.1	Revised PCC and Chief Constable Accounts are included in the papers for this Committee.  These include all the changes noted above from the accounts reviewed in June.  

5. Post balance sheet events

5.1	Accounting standards require that relevant Post Balance Sheet Events be recognised in the Financial Statements up to the completion of the audit.  If events arise after this Committee but prior to the signing of the accounts appropriate disclosures will be made in the accounts and the Committee notified at the next meeting. 

6. Letter of representation

6.1	As part of the finalisation of the audit a letter of representation must be provided to the auditor for the PCC and CC.  A draft letter is included in Appendix B1 and B2.  This letter will be signed for both the PCC and Chief Constable by the relevant Authority’s CFO.  It includes declarations regarding the financial statements and governance arrangements which have been employed. 

7. Summarised Statement of Accounts

7.1	A summarised set of accounts has been prepared for the PCC Group for 2013/14 (Appendix C to this report).  These have been based on the group figures in the main accounts but with a number of accounting entries removed to provide a clearer picture to the reader of income and expenditure and the impact on useable reserves in the year.  These will be available on the PCC website.  

8. Approval of 2014/15 accounts

8.1	A consultation has been issued by Government on changes to the timetable for the completion of accounts.  The Government proposes to bring forward the existing dates of 30 June and 30 September to 31 May and 31 July as from the accounts for 2017-18 for accounts being signed and certified by the Responsible Financial Officer and then approved and published.   In preparation for this change it is intended to gradually bring forward the dates in the timetable.  A proposed accounts timetable for 2014/15 is currently being agreed.

9. Inquiries to those Charged with Governance

9.1	As part of the Audit process specific responses are required to certain Inquiries to those Charged with Governance.  The inquiries made together with the responding comments can be reviewed at Appendix D to this report. 


B.	FINANCIAL CONSIDERATIONS

The Financial Statements show the PCC’s and CC’s stewardship for the year 2013/14.

C.	LEGAL AND HUMAN RIGHTS CONSIDERATIONS

The statements are prepared so as to comply with all relevant accounting requirements and audited in accordance with those requirements.

D.	PERSONNEL, EQUAL OPPORTUNITIES AND DIVERSITY ISSUES (including any impact or issues relating to Children and Young People.)

	None specific

E.	REVIEW ARRANGEMENTS

The accounts are complete and are scheduled to be formally signed on 22nd September, the addition of any post Balance sheet events required during the period between this meeting and formal sign off will be reported to the next meeting of the Committee.

F.	RISK MANAGEMENT

There are risks associated with ensuring that the disclosures made in the accounts are in accordance with the legislation and codes of practice.  External Auditors have highlighted issues as part of their reporting which have been corrected in the accounts.  There are however residual risks of non-compliance which have been mitigated by the checks undertaken.

G.	PUBLIC ACCESS TO INFORMATION

Information in this report along with any supporting material is subject to the Freedom of Information Act 2000 and other legislation.
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