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Status of our reports 
The Statement of Responsibilities of Auditors and Audited Bodies issued by the Audit 
Commission explains the respective responsibilities of auditors and of the audited body. 
Reports prepared by appointed auditors are addressed to non-executive directors/ 
members or officers. They are prepared for the sole use of the audited body. Auditors 
accept no responsibility to: 

• any director/member or officer in their individual capacity; or  
• any third party.  
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Ladies and Gentlemen 

 

2009/10 Annual Governance Report  
 

I am pleased to present the final version of my report on the results of my audit work 
for 2009/10. 

I discussed and agreed a draft of the report with the Corporate Director of Resources 
on 6 September 2010. 

My report sets out the key issues that you should consider before I complete the audit.  

It asks you to: 

• consider the matters raised in the report before approving the financial statements 
(pages 7 to 10); 

• take note of the adjustments to the financial statements set out in this report 
(Appendix 2); 

• agree to adjust the errors in the financial statements I have identified, which 
management has declined to amend or set out the reasons for not amending the 
errors; (Appendix 3); 

• approve the letter of representation on behalf of the Council before I issue my 
opinion and conclusion (Appendix 4); and 

• agree your response to the proposed action plan (Appendix 6). 
 

Yours faithfully 

 

 

Lynne Snowball 
District Auditor 

9 September 2010 

 

 



Key messages 

Key messages 
This report summarises the findings from the 2009/10 audit which is substantially 
complete. It includes the messages arising from my audit of your financial 
statements and the results of the work I have undertaken to assess your 
arrangements to secure value for money in your use of resources.  
 
 
Financial statements Results Page 

Unqualified audit opinion Yes 7 

Financial statements free from material error No 8 

Adequate internal control environment Yes 8 

Value for money Results Page 

Adequate arrangements to secure value for money Yes 12 

Audit opinion 
1 My audit is substantially complete, subject to clearing residual issues where I am still 

awaiting more information from the Council. 

2 There were three material errors relating to tangible fixed assets, government grants 
deferred and long term borrowing in the Balance Sheet.  

3 I expect to issue an unqualified opinion on the financial statements on 27 September 
2010, subject to satisfactory clearance of residual issues. 

Financial statements 
4 The Council prepared the financial statements in time for the statutory deadline of  

30 June with comprehensive and accurate electronic working papers provided to 
support the accounts. I identified a number of errors in the accounts. 

Value for money 
5 Based on my use of resources work, I plan to issue an unqualified conclusion stating 

the Council has adequate arrangements to secure economy, efficiency and 
effectiveness in the use of resources. 
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Key messages 

Independence 
6 I can confirm the audit has been carried out in accordance with the  

Audit Commission’s policies on integrity, objectivity and independence. 

 

 

 

5   Stockton on Tees Borough Council 
 



Next steps 

Next steps 
This report identifies the key messages that you should consider before I issue my 
financial statements opinion, value for money conclusion, and audit closure 
certificate. It 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.  
 

7 I ask the Audit Committee to: 

• consider the matters raised in the report before approving the financial statements 
(pages 7 to 10); 

• take note of the adjustments to the financial statements which are set out in this 
report (Appendix 2); 

• agree to adjust the errors in the financial statements I have identified that 
management has declined to amend or set out the reasons for not amending the 
errors (Appendix 3);  

• approve the letter of representation on behalf of the Council before I issue my 
opinion and conclusion (Appendix 4); and 

• agree your response to the proposed action plan (Appendix 6). 
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Financial statements 

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 Audit 
Committee members you have final responsibility for these statements. It is 
important that you consider my findings before you adopt the financial statements 
and the annual governance statement. 

Opinion on the financial statements 
8 My audit of the Council's financial statements is largely complete. The table below 

summarises the outstanding areas of work. I will update the Audit Committee at its 
meeting with the progress made in each area. 

Table 1 Audit work outstanding at 31 August 2010 
 

Area of work Comments 

Tangible fixed assets I wrote to the Council's valuer on 22 March to ask for 
information and assurances, I received a response on  
26 August. I will consider the response to make sure I can 
rely on the valuations of tangible fixed assets provided by 
the valuer. 

Group accounts I have not yet received a copy of Tristar's audited accounts 
to confirm the entries in the Group accounts accurately 
reflect the final audited accounts (Due mid-September). 

Review of the final version 
of the Council's financial 
statements. 

I will undertake a final review, once I have received revised 
accounts, incorporating agreed amendments. 

Review of post balance 
sheet events. 

I will undertake the final part of my review immediately 
before giving the audit opinion. 

 

9 Subject to satisfactory clearance of outstanding matters, I plan to issue an audit report 
including an unqualified opinion on the financial statements. Appendix 1 contains a 
copy of my draft audit report. 

Errors in the financial statements 
10 My audit identified a number of errors and uncertainties in the draft financial 

statements presented for audit. Appendix 2 contains a list of all adjusted errors. I found 
three material errors relating to tangible fixed assets, government grants deferred and 
long term borrowing in the balance sheet. 
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Financial statements 

Table 2 Material errors identified 
 

Issue Finding 

Fixed Assets There was a change in the way councils account for PFI schemes in 
2009/10, meaning that asset values needed to be included in the balance 
sheet in most cases. Accountancy staff brought the historic cost of the 
PFI asset into tangible fixed assets as an addition to land and buildings 
of £8.9 million. Valuer's staff separately brought the current cost of the 
asset, following revaluation into tangible fixed assets as an addition to 
assets under construction of £16.5 million. The entries should not be 
shown as additions and should be an adjustment to the opening balance 
and then a revaluation. Overall tangible fixed assets were £8.9 million 
overstated on the Balance Sheet. 

Government 
Grants 
Deferred 

Government grants deferred are created when the Council receives 
capital grants to buy or enhance fixed assets and are written back 
through the income and expenditure account as the assets are 
depreciated. Government grants deferred were overstated by £11.4 
million grant received to buy and demolish council houses which no 
longer have any value in the asset register. 

Long tem 
borrowing 

Long term borrowing included £50 million of debt the Council had repaid 
in April 2010 that should have been classified as short term borrowing. 

 

11 Appendix 3 contains the errors management has decided not to amend, and the 
uncertainties identified in my audit. The total potential net impact on the income and 
expenditure account would be a decrease in income of up to £1.8 million. 

12 I ask you to consider these errors and uncertainties, and where you do not agree to 
adjust the errors in the financial statements I have identified, I ask you to set out the 
reasons for not doing so. 

Weaknesses in internal control 
13 My audit work has not identified any material weaknesses in internal control. However 

my work on general IT controls concluded that overall arrangements are in place but 
could be strengthened. 
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Financial statements 

Recommendation 
R1 The Council should strengthen general IT controls by:  

•  improving formal documentation; 
•  introducing formal change control arrangements; 
•  improving the management of user accounts; and 
•  carrying out full disaster recovery testing. 

Letter of representation 
14 Before I 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. I have asked for 
specific representations about FRS17 pensions’ information, long term investments, 
group accounts, VAT partial exemption and the PFI scheme. 

Key areas of judgement and audit risk 
15 In planning my audit I identified specific risks and areas of judgement that I have 

considered as part of my audit.  

Table 3 Key areas of judgement and audit risk 
 

Issue or risk Finding 

Last year I identified the Council had not 
carried out an impairment review of the 
value of Council house assets in the 
balance sheet. In response, the Council 
made a material adjustment (£35 million) 
to the accounts to reflect the changes in 
value caused by the current economic 
climate. 

The Council has carried out an impairment 
review of all tangible fixed asset 
valuations. Our testing of asset valuations 
has not found any major issues. 

The pension fund information used in the 
accounts is based on estimated figures. In 
previous years there have been 
subsequent changes to the accounts to 
reflect year end figures. 

Assurances were received from the 
pension fund auditor and there are no 
subsequent changes needed to the 
2009/10 figures. 

We identified a large number of errors in 
the Housing Benefits claim in 2008/09. 

Early testing of cases in the housing 
benefit claim is underway. We have tested 
housing benefit reconciliations and carried 
out analytical review which gives us 
assurance the claim will not be materially 
misstated. 
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Financial statements 

 

Issue or risk Finding 

The Council is introducing a new fixed 
asset system. Implementation is not yet 
complete so we cannot test whether there 
are satisfactory controls in place and that 
these are working effectively at this stage. 

The new fixed asset system was 
introduced at the year end. Testing of year 
end balances has not identified any major 
issues. The controls in the new system will 
be tested as part of our 2010/11 audit. 

The Local Government Statement of 
Recommended Practice for 2009/10 
includes the requirement for local 
authorities to adopt the accounting 
standard IFRIC 12 for service concession 
arrangements, which includes PFI 
schemes. In most cases this is expected to 
bring PFI assets on to the balance sheet. 

The new accounting requirements resulted 
in the Council including the PFI in the 
balance sheet. A review of accounting 
treatment did not raise any major issues, 
but the entries were duplicated and had to 
be amended. 

We need to review the audited accounts 
for Tristar as part of the Council's 
statements on group accounts. These 
have not been available until the end of the 
audit in previous years, but have not 
resulted in any changes to the accounts. 

We expect to receive Tristar's audited 
accounts in September 2010. We have 
carried out testing through our work on the 
HRA that confirms the entries in Tristar's 
accounts are not materially misstated. I 
have included reference to this issue in the 
Letter of Representation that you have 
been asked to sign. 

Changes to the Accounts and Audit 
Regulations include the requirement to 
disclosure more information about senior 
employees' remuneration. 

Review of disclosures in the accounts 
confirmed that appropriate information has 
been disclosed, in line with the guidance. 

Accounting practice and financial reporting 
16 The accounts had a number of material and minor errors this year and areas where 

disclosures and notes to the accounts needed to be revised or developed. Good 
internal quality review prior to approval of the accounts can identify and address such 
errors. This will be particularly important given that the 2010/11 accounts will be 
prepared under IFRS rules providing a significant challenge to all local authorities.   

17 I consider the non-numeric content of your financial reporting as part of the audit. 
Table 2 contains the issues arising. The final version of the accounts was amended to 
correct all of these issues.  
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Financial statements 

 

 

Issue or risk Finding 

The explanatory foreword should include a 
reference to changes in accounting policy 
and their affect on the financial statements.

No explanation of changes to accounting 
policies or their affect on current and 
previous years' financial statements.  

The accounting policies should include 
details of changes to accounting policies 
and a description of the Council's 
approach to significant estimates. 

No explanation of changes to accounting 
policies, no accounting policy explaining 
the Council's treatment of estimates or use 
of significant estimation techniques.  

Disclosure should be in accordance with 
the Statement of Recommended Practice. 

A number of disclosures needed 
expanding or adding.  

Comparative prior year figures in the 
statements should be consistent with last 
year's audited statements. 

A number of incorrect brought forward 
balances.  

 

 
Recommendations 
R2 The Council should review the information to be included in the explanatory 

foreword, the accounting policies, disclosure requirements and balances brought 
forward as soon as possible after the opinion is given on this year's accounts to 
avoid errors and omissions in next year's financial statements.  

R3 The Council should ensure that there is a robust quality control review to identify 
any inconsistencies, errors and omissions before the draft financial statements are 
approved. 
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Value for money 

Value for money 
I am required to decide whether the Council put in place satisfactory corporate 
arrangements for securing economy, efficiency and effectiveness in its use of 
resources. This is known as the value for money conclusion. I have based my 
conclusion on my work on the scored use of resources judgement. 

Value for money conclusion 
18 I assess your arrangements to secure economy, efficiency and effectiveness in your 

use of resources against criteria specified by the Audit Commission. I have shown my 
conclusions on each of the areas in Appendix 5.  

19 I intend to issue an unqualified conclusion stating the Council had adequate 
arrangements to secure economy, efficiency and effectiveness in the use of resources. 
Appendix 1 contains my draft report. 

 Key messages from our work 
20 The Council continues to deliver high quality, low cost services and is working hard to 

improve further despite challenging economic and financial conditions. Local people 
are involved in financial and service planning and commissioning services and they 
express high levels of satisfaction with the Council's services. 

21 The Council is seeking and improving value for money through a number of means 
including: 

• the ongoing Efficiency, Improvement and Transformation (EIT) review programme  
is being used to challenge how services are delivered and presenting Councillors 
with options for improvements. Savings of over £2 million have been identified 
through the first year reviews which have concluded to date; 

• the Council is rationalising assets, taking a strategic approach to ensure the 
Council only uses and keeps assets it needs to deliver services, disposing of 
unnecessary accommodation. Flexible working arrangements, service integration 
and partnership working are helping to make savings and reduce the resources 
needed to deliver services.; 

• working with partners to make affordable improvements, such as the new street 
lighting PFI with a neighbouring Council, which will allow service improvements 
which may not otherwise have been affordable; 

• business improvement processes are being focused on high cost or low performing 
services; and 

• innovative procurement practice. In particular, the model developed for procuring 
services from the Communities Fund, encourages innovation through a flexible 
approach to commissioning services to help and support disadvantaged people 
into employment. This is focusing on a key area for improvement in the local area.  
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Value for money 

22 The Council has a good track record of managing change. It has a planned approach 
to workforce development linked to Council priorities and future needs. It has also 
successfully reduced sickness levels from 10.14 days in 2008/09 to 9.07 days in 
2009/10. This helps the Council to ensure it has the capacity within its workforce to 
identify and deliver more improvements.   

23 The Council manages its finances and performance well. It has a good understanding 
of costs and of how the challenging economic conditions impact on the area and need 
for services. Budget processes are sound. Most data to support decision making and 
manage performance is good because of effective processes. Data is shared with 
partners to help effectively target collective resources and this is being extended. 
Some issues were identified with data for services for vulnerable children and limited 
progress has been made on the review of the data quality policy and strategy.   

24 Financial monitoring and reporting is timely and reliable, although there were material 
errors in the draft accounts, reported above.  

25 The Council has maintained its high standards of governance. The Council has an 
ethos and culture of high standards supported by good member support and 
development, strong governance and anti fraud and corruption arrangements. Member 
and officer working relationships remain strong and focused. Executive Scrutiny is 
challenging and effective. Continued good governance in partnership arrangements is 
assured through a rolling review programme.  

26 The Council's approach to risk management is strong and effective. It is risk aware but 
not risk averse and this contributes to its ability to innovate effectively.  

 
Recommendation 
R4 The Council should progress its review of the data quality policy and strategy to 

ensure that all data remains fit for purpose and continues to support effective decision 
making.  
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Glossary 

Glossary  
Annual governance statement  
27 A statement of internal control prepared by an audited body and published with the 

financial statements. 

Audit closure certificate  
28 A certificate that I have completed the audit following statutory requirements. This 

marks the point when I have completed my responsibilities for the audit of the period 
covered by the certificate. 

Audit opinion  
29 On completion of the audit of the accounts, auditors must give their opinion on the 

financial statements, including:  

• whether they give a true and fair view of the financial position of the audited body 
and its spending and income for the year in question;  

• whether they have been prepared properly, following the relevant accounting rules; 
and  

• for local probation boards and trusts, on the regularity of their spending and 
income.  

Qualified  
30 The auditor has some reservations or concerns. 

Unqualified  
31 The auditor does not have any reservations.  

Value for money conclusion  
32 The auditor’s conclusion on whether the audited body has put in place proper 

arrangements for securing economy, efficiency and effectiveness in its use of 
resources. 
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Appendix 1 – Independent auditor’s report to Members of Stockton on Tees 
Borough Council 

Appendix 1 – Independent 
auditor’s report to Members of 
Stockton on Tees Borough 
Council 
Opinion on the accounting statements 

I have audited the Authority accounting statements and related notes of Stockton on 
Tees Borough Council for the year ended 31 March 2010 under the Audit Commission 
Act 1998. The accounting statements comprise the Income and Expenditure Account, 
the Statement of Movement on the General Fund Balance, the Balance Sheet, the 
Statement of Total Recognised Gains and Losses, the Cash Flow Statement, the 
Housing Revenue Account, the Statement of Movement on the Housing Revenue 
Account, the Collection Fund, the Group Accounts and the related notes. These 
accounting statements have been prepared under the accounting policies set out in the 
Statement of Accounting Policies. 

This report is made solely to the members of Stockton on Tees Borough Council in 
accordance with Part II of the Audit Commission Act 1998 and for no other purpose, as 
set out in paragraph 49 of the Statement of Responsibilities of Auditors and of Audited 
Bodies published by the Audit Commission in April 2008. 

Respective responsibilities of the Corporate Director of Resources and auditor 
The Corporate Director of Resources’ responsibilities for preparing the accounting 
statements in accordance with relevant legal and regulatory requirements and the 
Code of Practice on Local Authority Accounting in the United Kingdom 2009: A 
Statement of Recommended Practice are set out in the Statement of Responsibilities 
for the Statement of Accounts. 

My responsibility is to audit the accounting statements in accordance with relevant 
legal and regulatory requirements and International Standards on Auditing (UK and 
Ireland).  

I report to you my opinion as to whether the accounting statements give a true and fair 
view, in accordance with relevant legal and regulatory requirements and the Code of 
Practice on Local Authority Accounting in the United Kingdom 2009: A Statement of 
Recommended Practice, of the financial position of the Authority and its income and 
expenditure for the year.  
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Appendix 1 – Independent auditor’s report to Members of Stockton on Tees 
Borough Council 

 

I review whether the governance statement reflects compliance with ‘Delivering Good 
Governance in Local Government: A Framework’ published by CIPFA/SOLACE in 
June 2007. I report if it does not comply with proper practices specified by 
CIPFA/SOLACE or if the statement is misleading or inconsistent with other information 
I am aware of from my audit of the accounting statements. I am not required to 
consider, nor have I considered, whether the governance statement covers all risks 
and controls. Neither am I required to form an opinion on the effectiveness of the 
Authority’s corporate governance procedures or its risk and control procedures. 

I read other information published with the accounting statements, and consider 
whether it is consistent with the audited accounting statements. This other information 
comprises the Explanatory Foreword. I consider the implications for my report if I 
become aware of any apparent misstatements or material inconsistencies with the 
accounting statements. My responsibilities do not extend to any other information. 

Basis of audit opinion 
I conducted my audit in accordance with the Audit Commission Act 1998, the Code of 
Audit Practice issued by the Audit Commission and International Standards on 
Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit includes 
examination, on a test basis, of evidence relevant to the amounts and disclosures in 
the accounting statements and related notes. It also includes an assessment of the 
significant estimates and judgments made by the Authority in the preparation of the 
accounting statements and related notes, and of whether the accounting policies are 
appropriate to the Authority’s circumstances, consistently applied and adequately 
disclosed. 

I planned and performed my audit so as to obtain all the information and explanations 
which I considered necessary in order to provide me with sufficient evidence to give 
reasonable assurance that the accounting statements and related notes are free from 
material misstatement, whether caused by fraud or other irregularity or error. In 
forming my opinion I also evaluated the overall adequacy of the presentation of 
information in the accounting statements and related notes. 

Opinion 
In my opinion the Authority accounting statements give a true and fair view, in 
accordance with relevant legal and regulatory requirements and the Code of Practice 
on Local Authority Accounting in the United Kingdom 2009: A Statement of 
Recommended Practice, of the financial position of the Authority as at 31 March 2010 
and its income and expenditure for the year then ended. 
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Appendix 1 – Independent auditor’s report to Members of Stockton on Tees 
Borough Council 

Conclusion on arrangements for securing economy, efficiency and effectiveness in 
the use of resources  

Authority’s Responsibilities 
The Authority is responsible for putting in place proper arrangements to secure 
economy, efficiency and effectiveness in its use of resources, to ensure proper 
stewardship and governance and regularly to review the adequacy and effectiveness 
of these arrangements.  

Auditor’s Responsibilities 
I am required by the Audit Commission Act 1998 to be satisfied that proper 
arrangements have been made by the Authority 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 in relation to proper 
arrangements, having regard to relevant criteria for principal local authorities specified 
by the Audit Commission and published in May 2008 and updated in October 2009. I 
report if significant matters have come to my attention which prevent me from 
concluding that the Authority has made such proper arrangements. I am not required 
to consider, nor have I considered, whether all aspects of the Authority’s arrangements 
for securing economy, efficiency and effectiveness in its use of resources are 
operating effectively. 

Conclusion  
I have undertaken my audit in accordance with the Code of Audit Practice and having 
regard to the criteria for principal local authorities specified by the Audit Commission 
and published in May 2008 and updated in October 2009, and the supporting 
guidance, I am satisfied that, in all significant respects, Stockton on Tees Borough 
Council made proper arrangements to secure economy, efficiency and effectiveness in 
its use of resources for the year ended 31 March 2010. 

Certificate 
I certify that I have completed the audit of the accounts in accordance with the 
requirements of the Audit Commission Act 1998 and the Code of Audit Practice issued 
by the Audit Commission. 
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Appendix 1 – Independent auditor’s report to Members of Stockton on Tees 
Borough Council 

 

Lynne Snowball 
Officer of the Audit Commission 

Nickalls House 

Metro Centre 

Gateshead 

NE11 9NH 

 

27 September 2010 
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Appendix 2 – Amendments to the draft accounts 

Appendix 2 – Amendments to the 
draft accounts 

I identified the following misstatements during my audit and managers have made the 
necessary adjustments. I bring them to your attention to aid you in fulfilling your 
governance responsibilities. 

Table 4  
 

 Income and 
Expenditure 
Account 

Balance sheet 

Adjusted 
misstatements 

Nature of adjustment Dr 
£000s 

Cr 
£000s 

Dr 
£000s 

Cr 
£000s 

Government 
grants deferred 

The government grants 
deferred figure in the 
Balance Sheet was reduced 
to remove grants relating to 
assets that the Council no 
longer owns, with an equal 
adjustment to write out of 
the capital adjustment 
account. 

Income 
11,431 

STRGL 
11,431 

GGD 
11,431 

CAA 
11,431 

Misclassification 
of grants in the 
income and 
expenditure 
account  

Grant incorrectly shown as 
NNDR was reclassified as 
Revenue Support Grant and 
included in general 
government grants. 

Govt 
grant 
3,081 

NNDR 
3,081 

  

Long term 
borrowing 

The long term borrowing 
figure in the Balance Sheet 
was reduced to transfer 
borrowing repaid in April 
2010 to short term 
borrowing. 

  L-term 
50,422 

S-term 
50,422 

Tangible fixed 
assets 

Reduced to correct for PFI 
asset incorrectly included 
twice (net impact of 
changes) 

   8,956 
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Appendix 2 – Amendments to the draft accounts 
 

 

Adjusted 
misstatements 

Nature of adjustment Dr 
£000s 

Cr 
£000s 

Dr 
£000s 

Cr 
£000s 

Tangible fixed 
assets note 16 to 
the financial 
statements 

The PFI scheme was 
moved from additions to 
land and buildings at 
historic value, to correctly 
reflect as an opening 
balance adjustment. 

  Note 16 
Op bal 
8,956 

Note 16 
Addition
8,956 

Tangible fixed 
assets note 16 to 
the financial 
statements 

The full value of £16,539k 
for the PFI scheme 
following revaluation was 
incorrectly included as an 
addition to Assets under 
construction (AUC) then 
transferred out under AUC 
reclassifications to Other 
Land and Buildings 
reclassified. These figures 
were all removed from the 
note and the net difference 
between historic cost and 
current cost of £7,583k was 
added to Other Land and 
Buildings revaluations.  

  Note 16 
Reclass 
(AUC) 
16,539 
 
Reval 
(L&B) 
7,583 

Note 16 
Addition 
(AUC) 
16,539 
 
Reclass 
(L&B) 
16,539 

Tangible fixed 
assets note 16 to 
the financial 
statements 

Opening balance 
adjustment included contra 
entries in cost and 
depreciation brought 
forward figures which 
should have been netted 
off. 

  Note 16 
Op bal 
adj 
19,155 

Note 16 
Op bal 
adj 
19,155 

Tangible fixed 
assets note 16 to 
the financial 
statements 

The other land and 
buildings additions figure 
incorrectly included 
revaluations for assets 
already held but previously 
shown at nil value. These 
were reclassified as 
revaluations instead of 
additions. 

  Note 16 
Reval 
3,567 

Note 16 
Addition
3,567 
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Appendix 2 – Amendments to the draft accounts 

Additional post balance sheet event disclosures were also added for the following: 

• to explain the potential impact of the proposed large scale voluntary transfer of 
housing stock; and 

• to reflect recently announced changes in 2010/11 to the basis used to calculate the 
FRS17 pension fund assets and liabilities, changing from the Retail Price Index to 
Consumer Price Index. 
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Appendix 3 – Unadjusted 
misstatements in the accounts 

I identified the following misstatements during my audit, but management has not 
adjusted the financial statements. I bring them to your attention to help you in fulfilling 
your governance responsibilities. If you decide not to amend, please tell us why in the 
representation letter. If you believe the affect of the uncorrected errors, individually and 
collectively, is immaterial, please reflect this in the representation letter. Please attach 
a schedule of the uncorrected errors to the representation letter. 

The total potential net impact on the income and expenditure account of the errors 
would be a reduction in income of £1,777,000 and £218,000 on the balance sheet 
total. 

Table 5  
 

Description of error or 
uncertainty 
 

Accounts affected Value of error or 
uncertainty 
£000s 

Service income includes transfers 
from government grants deferred 
to match annual depreciation 
charges (reflected in the 
SMGFB). The 2009/10 figures 
included entries relating to 
government grants deferred 
which were removed from the 
balance sheet following the audit 
(see adjustment Appendix 2), 
overstating service income in the 
income and expenditure account 
and depreciation in the SMGFB.  

Income and expenditure 
SMGFB 

281 

Provisions set up for rent bonds 
represent a known liability and 
should be reflected as creditors 
rather than provisions. 

Balance sheet 136 
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Appendix 3 – Unadjusted misstatements in the accounts 

 

Description of error or 
uncertainty 
 

Accounts affected Value of error or 
uncertainty 
£000s 

All government grants deferred 
are being written off over 40 
years regardless of the life of the 
asset that they relate to. Our 
testing showed there are grants 
associated with equipment and 
vehicles which may have shorter 
useful lives, leaving an 
uncertainty that the balance on 
government grants deferred is 
overstated. 

Balance sheet 
Income and expenditure 
SMGFB 

(269) 

Our testing of manually accrued 
sundry debtors found an error. 
We have extrapolated the error to 
calculate the maximum potential 
impact on sundry debtor manual 
accruals. 

Balance sheet 
Income and expenditure 

1,765 

Other gains and losses in the 
Statement of Total Recognised 
Gains and Losses (STRGL) 
includes £1.65m of capital 
charged direct to the capital 
adjustment account (CAA). This 
should be included in expenditure 
then charged to CAA through the 
Statement of Movement on 
General Fund Balance (SMGFB). 

SMGFB 
Income and expenditure 

1,650 

The SoRP indicates that deferred 
capital receipts should be 
included as a long term liability in 
total assets. The SoRP guidance 
notes indicate it should be 
included with reserves in total net 
worth. The Council has followed 
the SoRP. Our technical guidance 
states the guidance notes are 
correct. 

Balance sheet 218 
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Appendix 4 – Draft letter of 
representation 

September 2010 

Mrs L Snowball 

District Auditor 

Audit Commission 

Nickalls House 

Metro Centre 

Gateshead 

NE11 9NH 

  

Dear Mrs Snowball 

Stockton on Tees Borough Council 
Audit for the year ended 31 March 2010 
I confirm to the best of my knowledge and belief, having made appropriate enquiries of 
other directors of Stockton on Tees Borough Council, the following representations 
given to you in connection with your audit of the Council’s financial statements for the 
year ended 31 March 2010. All representations cover the Council’s accounts and 
group accounts included within the financial statements. 

Compliance with the statutory authorities 
I acknowledge my responsibility under the relevant statutory authorities for preparing 
the financial statements in accordance with the Code of Practice for Local Authority 
Accounting in the United Kingdom: A Statement of Recommended Practice which give 
a true and fair view of the financial position and financial performance of the Council 
and for making accurate representations to you.  

Uncorrected misstatements 
I confirm that I believe that the effects of the uncorrected financial statements 
misstatements listed below are not material to the financial statements, either 
individually or in aggregate. These misstatements have been discussed with those 
charged with governance within the Council and the reasons for not correcting these 
items are as follows; 

• Government grants deferred; 
• Sundry debtors manual accrual; 
• Provisions; 
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• Other gains and losses in the STRGL; and 
• Deferred capital receipts. 

Supporting records 
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 reflected 
and recorded in the accounting records. All other records and related information, 
including minutes of all Council, Cabinet, Audit Committee and CMT meetings, have 
been made available to you. 

Irregularities 
I acknowledge my responsibility for the design and implementation of internal control 
systems to prevent and detect fraud or error. 

There have been no: 

• irregularities involving management or employees who have significant roles in the 
system of internal accounting control; 

• irregularities involving other employees that could have a material effect on the 
financial statements; or  

• communications from regulatory agencies concerning non-compliance with, or 
deficiencies on, financial reporting practices which could have a material effect on 
the financial statements. 

I also confirm that I have disclosed: 

• 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; and 

• 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. 

Law, regulations, contractual arrangements and codes of practice 
There are no instances of non-compliance with laws, regulations and codes of 
practice, likely to have a significant effect on the finances or operations of the Council. 

The Council has complied with all aspects of contractual arrangements 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. 
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Fair values 
I confirm the reasonableness of the significant assumptions within the financial 
statements. For depreciation, accruals, provisions and contingent liabilities, I confirm: 

• the appropriateness of the measurement method; 
• the basis used by management to overcome the presumption under the financial 

reporting framework; 
• the completeness and appropriateness under the financial reporting framework; 

and  
• if subsequent events do not require adjustment to the fair value measurement. 

Group entities 
I confirm that all relevant entities have been included in the group accounts. The group 
accounts have been prepared using unaudited accounts from the subsidiaries and joint 
venture. In my judgement any changes to the accounts at audit will not have a material 
effect on the Council's group accounts. 

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

• year end valuations, including the effects of impairments in the year; 
• losses arising from sale & purchase commitments; 
• agreements & options to buy back assets previously sold; and 
• assets pledged as collateral. 

Compensating arrangements 
There are no formal or informal compensating balancing arrangements with any of our 
cash and investment accounts. Except as disclosed in Note 29f to the financial 
statements we have no other lines of credit arrangements. 

Contingent liabilities 
There are no other contingent liabilities, other than those that have been properly 
recorded and disclosed in the financial statements. In particular: 

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

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

• no financial guarantees have been given to third parties. 

Related party transactions 
I confirm the completeness of the information disclosed regarding the identification of 
related parties. 
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The identity of, and balances and transactions with, related parties have been properly 
recorded and where appropriate, adequately disclosed in the financial statements 

Post balance sheet events 
Since the date of approval of the financial statements by the Audit Committee, no 
additional significant post balance sheet events that have occurred which would 
require additional adjustment or disclosure in the financial statements. 

The Council has no plans or intentions that may materially alter the carrying value or 
classification of assets and liabilities reflected in the financial statements. 

Specific representations: 

FRS17 
There are no other material amounts relating to unfunded liabilities, curtailments or 
settlements of past service costs relating to pension provision other than those which 
have been properly recorded and disclosed in the financial statements. 

Long term investments 
The Council has no plans to redeem long term investments in advance of their 
repayment date. 

VAT partial exemption 
The Council has not yet completed the VAT partial exemption calculation to 
demonstrate that the 5% de minimis level has not been exceeded. The Council has 
taxed expenditure on the Billingham Forum refurbishment and is confident that the 5% 
level will not be exceeded. 

PFI scheme 

• no Council assets (cash, property, etc.) were transferred to the PFI operator;  
• there were no prepayments prior to the related property being recognised in the 

Balance Sheet; and  
• no guarantees were given as part of this Scheme. 

 

Signed on behalf of Stockton on Tees Borough Council 

 

Neil Schneider 
Chief Executive 

 

I confirm that this letter have been discussed and agreed by the Audit Committee on 
27 September 2010. 

 

Councillor B Woodhouse 
Chair of the Audit Committee 
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Appendix 5 – Value for money 
criteria 
 

KLOE Met 

Managing finances 

Planning for financial health Yes 

Understanding costs and achieving efficiencies Yes 

Financial reporting Yes 

Governing the business 

Commissioning and procurement Yes 

Use of information Yes 

Good governance Yes 

Risk management and internal control Yes 

Managing resources 

Natural resources Yes 

Strategic asset management Yes 

Workforce Yes 
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Page 
no. 

Recommendation Priority 
1 = Low 
2 = Med 
3 = High 

Responsibility Agreed Comments Date 

9 R1 The Council should strengthen 
general IT controls by: 
• improving formal documentation; 
• introducing formal change control 

arrangements; 
• improving the management of 

user accounts; and 
• carrying out full disaster recovery 

testing. 

2     

11 R2 The Council should review the 
information to be included in the 
explanatory foreword, the 
accounting policies, disclosure 
requirements and balances brought 
forward as soon as possible after 
the opinion is given on this year’s 
accounts to avoid errors and 
omissions in next year’s financial 
statements.  

3     
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Page 
no. 

Recommendation Priority 
1 = Low 
2 = Med 
3 = High 

Responsibility Agreed Comments Date 

11 R3 The Council should ensure that 
there is a robust quality control 
review to identify any 
inconsistencies, errors and 
omissions before the draft financial 
statements are approved. 

3     

13 R4  The Council should progress its 
review of the data quality policy and 
strategy to ensure that all data 
remains fit for purpose and 
continues to support effective 
decision making. 

2     
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