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AUDIT AND GOVERNANCE COMMITTEE

AGENDA

Meeting to be held in the Civic Centre (Committee Room No. 1) on
Friday, 29" September, 2006 at 4.00 p.m.

ITEM PAGE
1. Receipt of Declarations of Interest (if any)
2. Apologies for Absence
3. Minutes of the Meeting of the Committee held on 1

30" June, 2006

(Copy herewith).

4, Statement of Accounts 2005/2006 — Audited Version 7
Report of the City Treasurer (copy herewith and
Statement of Accounts copy to follow).

5. Authorities Letter of Representation 9

Report of the City Treasurer (copy herewith).

6. The Annual Governance Report

Report of the Audit Commission (copy to follow).

This information can be made available on request in other languages.
If you require this, please telephone 0191 553 1041



7. Corporate Risk Profile

Report of the City Treasurer (copy herewith).

R.C. RAYNER,
City Solicitor.

Civic Centre,
SUNDERLAND.

21 September, 2006.
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Item No.3

At a meeting of the AUDIT AND GOVERNANCE COMMITTEE held in the CIVIC
CENTRE on FRIDAY, 30™ JUNE, 2006 at 1.30 P.M.

Present:-

Mr. G.N. Cook in the Chair.

Councillors D. Allan, C.R. Anderson, Mrs. M. Forbes, Mrs. J. Heron and L. Scott and
Mr. J. Paterson.

Declarations of Interest

The following personal declarations of interest were made:-

Councillor Mrs. M. Forbes and Mr. G.N. Cook declared a personal interest as Members
of the Tyne and Wear Fire and Rescue Authority.

Councillors D. Allan, C.R. Anderson and Councillor Mrs. J. Heron declared a personal
interest as Members of the Local Government Pension Scheme.
Apologies for Absence

No apologies for absence were submitted.

Corporate Governance Arrangements

The City Treasurer submitted a report (copy circulated) regarding the Corporate
Governance Arrangements which incorporated the following reports:-

- Risk Management Annual Report 2005/2006 and Policy Statement and Strategy
— Review and Update;

- Internal Audit Annual Report for 2005/2006;

- Annual Review of Corporate Governance Arrangements and Statement on
Internal Control 2005/2006.

The City Treasurer advised Members that the three reports provided information on
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different aspects of internal control. The Committee were advised that each report
would be introduced following which they would be afforded the opportunity to ask
questions.

(For copy report — see original minutes).

Risk Management Annual Report 2005/2006 and Policy Statement and Strategy —
Review and Update

The City Treasurer stressed the importance of risk management being essential to
achieve good management and brought Members’ attention to the Risk Management
Framework contained in the report. Members attention was drawn to the need to
maintain and review the Corporate Risk Profile and to ensure that Managers throughout
the Council were considering potential risks and managing them once identified.
Members were also made aware of the need to embed Risk Management throughout
the Council and thereby ensure that a pro-active risk management culture existed
throughout the Council. This would continue to be addressed through in-house training,
distribution of the Risk Watch magazine, through the preparation and review of the
Corporate Risk Profile and Directorate Risk Management Action Plans, and through the
provision of other related training e.g. project management.

Members were also informed that Sunderland City Council was one of only two
Councils to score the highest marks possible for risk management under the
Comprehensive Performance Assessment for the last four years. The City Treasurer
stated that on the basis of the arrangements detailed and evidence of their
effectiveness it could be concluded that arrangements for managing risk within the
Council were sound.

Councillor Allan advised the Committee that he was the ‘Members Champion’ for risk
management and stated that Members were enthusiastic about the performance of risk
management including ensuring they were getting the lowest cost of insurance
possible.

Councillor Anderson enquired as to how the risk management issues facing schools
would be controlled due to the fact they were semi-detached from the Council. The City
Treasurer advised that the Audit Commission had made it clear, from government
dialogue and guidance, what the responsibilities of the LEA are in relation to schools. It
was stated that all secondary schools had to meet the Schools Financial Management
Standard set by the DfES from April 2007 and the Council, as the LEA, has to ensure
schools will meet this standard and has therefore proposed and introduced measures
for Schools to follow during 2006/2007 to achieve this standard.

Councillor Forbes requested further information relating to how Partnerships were to be
monitored. The Committee were advised that as Partnerships covered a whole range
of issues the precise relationship of all parties needed first to be made clear whether
the partnership was under a statutory provision or was discretionary. It was stated that
a key requirement was to ensure the purpose and proposed outcome of the Partnership
was recorded and to ensure that any inherent risks were identified and managed. The
City Treasurer advised that, as it was a developing area, a report was to be presented
to Cabinet in September detailing all major partnership details, and this report would
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become an annual report to assist Members. The City Solicitor interjected at this point
that there was now a Partnership Code of Practice to ensure best practice was adopted
in this area throughout the Council.

Internal Audit Annual Report for 2005/2006

The City Treasurer made the Committee aware that, as the Internal Audit scrutinised
the Treasurer's Department he would not seek to exercise any undue influence on the
Internal Audit Plan or the findings. He then proceeded to outline the contents of the
report to the Committee.

The Chairman highlighted that 27% of significant recommendations were not yet
implemented. The City Treasurer advised that they had not been implemented on time
and efforts were being made to still further improve this area of performance. The
Committee were advised that this area of non-implementation was being addressed.

Following queries from Members regarding procurement issues, the City Treasurer
informed the Committee that auditors were now given a wider remit due to the
publication of revised professional guidance. He advised that where the areas to be
audited were highly complex or specialist the Internal Audit Division had either
developed specialist staff within the Division or else contracts in the necessary
expertise. It was stated that new procurement models and methods were emerging
and there was currently a review of the contract procedure rules to enable more control
over these wider range of models.

Annual Review of Corporate Government Arrangements and Statements of
Internal Control 2005/2006

The City Treasurer outlined the report to the Committee advising that the report was
positive on the whole but that there were areas for improvement which were being
attended to.

The Committee were advised that since the statement was prepared a paragraph was
missing due to an administrative error. The City Treasurer read out the paragraph
which was to be inserted, relating to the De-Criminalised Parking Enforcement Regime.
The Committee agreed that it was important this paragraph was also added to the
Statement of Internal Control.

After consideration of the reports, it was:-

1. RESOLVED that the reports be received and noted and that the amendment to
the report on the Annual Review of Corporate Government Arrangements and the
Statement of Internal Control 2005/2006 be approved.

Statement of Accounts 2005/2006 (Subject to Audit)
The City Treasurer submitted a report (copy circulated) presenting the Statement of

Accounts (Subject to audit) for the financial year 2005/2006 for the Committee’s
consideration and approval.
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(For copy report — see original minutes).

The City Treasurer proceeded to highlight the main areas of the report. Councillor Allan
pointed out that the date for the Public Inspection Period on page 4 of the report should
read 26™ August, 2006.

Mr. D. Napier, Assistant Chief Accountant, Sunderland City Council tabled a summary
of changes to the Statement of Accounts and outlined the changes to the Committee.
Members accepted the summary of changes to the Statement of Accounts.

The Chairman suggested that the most appropriate way to deal with the Statement of
Accounts was to consider the Consolidated Revenue Account and then the
Consolidated Balance Sheet.

Councillor Anderson enquired as to the nature of the provision for Section117 of the
Mental Health Act detailed on page 36 of the accounts. The City Treasurer advised
that following a court judgement care provided under s117 could not be charged for,
therefore Local Authorities had to identify these charges and take steps to refund them.

Councillor Allan requested further information on the Non-Distributed Costs detailed on
page 36. It was stated that this related mainly due to a one-off saving on the rates bill
in relation to the Civic Centre.

Following a query from Councillor L. Scott, Mr. Napier advised that the court costs had
increased significantly due to one high profile case which the Authority had had to deal
with in relation to the Coroners Service. The City Treasurer advised that Local
Authorities were required to provide for the costs of the Coroners service which had
grown significantly due to the higher profile of the service following recent court cases.
It was stated that the additional funds to meet the increased cost had been provided
from contingencies and not from the budget of Community and Cultural Services.

The Chairman enquired what the Strategic Investment Reserve consisted of. The City
Treasurer advised that the reserve was established with the net proceeds from the
transfer of the Council’s housing stock to Sunderland Housing Group the sale of 49% of
the Council’s interest in Newcastle Airport to Copenhagen Airports. It was stated that
the funds had been earmarked by Council for future developments and were being
used for specific purposes.

Councillor Allan brought attention to the fact that National and Non-Domestic Rates
(NNDR) were decreasing whilst the Revenue Support Grant (RSG) was increasing. It
was stated that both elements formed part of the formula grant received by the Council
and in the past both elements have been used to ensure the level of support to local
government is at the level of support set by government. To make a more appropriate
comparison both figures needed to be added together which shows that the Council
received an increase of 5.5% over the previous years figure in the accounts. The City
Treasurer advised that the valuation of the Rateable Value used in the NNDR
calculations had increased due to a recent national revaluation of business rates with
the effect that the rate poundage multiplier had been reduced accordingly. The level of

Y\Committee\Audit&Governance\MinutesPt\06.06.30.doc



NNDR or business rates nationally would reflect the number of active businesses
contributing.

Following a query from Councillor Forbes it was stated that the £12m difference in
employee expenses related mainly to the impact of pay awards and also the FRS17
pension adjustments required in the accounts. The City Treasurer advised that the
FRS17 adjustments had not impacted upon Council Tax payers.

Having no further queries, the Chairman requested questions relating to the
Consolidated Balance Sheet.

Referring to a query from Councillor Allan regarding surplus assets, Mr. Napier stated
that they were properties and land owned by the Council that were not currently being
used to provide a service. He advised that there were intentions to review these assets
to either provide services from in the future or where land and buildings could be
disposed of should demand or market conditions allow.

The City Treasurer advised the Committee that the Private and Public Sector Housing
expenditure detailed on page 54 of the report related to grants that were given to the
Housing/Public Sector renewal, where the Council did not hold an asset. It was

explained that the funds were provided to a third party to improve their asset subject to
appropriate grant conditions.

Having considered the Statement of Accounts 2005/2006 (subject to audit) in detail it
was:-

2. RESOLVED that the report be received and the Statement of Accounts
2005/2006 (Subject to Audit) be approved.

Audit Commission - Audit and Inspection Plan 2006/2007

The City Council's Audit Manager introduced this report which set out the planned

activity of the Audit Commission in undertaking audit and inspection activity during

2006/2007.

(For copy report — see original minutes).

Having given consideration to the report it was:-

3. RESOLVED that the report be received and noted.

Annual Internal Audit Plan 2006/2007

The City Treasurer submitted a report (copy circulated) to enable the Audit and
Governance Committee to consider and endorse the proposed Annual Internal Audit
Plan for 2006/2007.

(For copy report — see original minutes).
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The City Treasurer outlined the report to the Committee advising that lots of
consultation was undertaken to ensure internal audit are aware of the issues and
environment facing the Council.

Councillor Scott enquired as to what mechanisms were available to the Committee to
influence direction for internal audit. The City Treasurer advised the plan would usually
be brought to the Committee earlier but due to the timing of constitutional changes and
the creation of the Audit and Governance Committee, it was not possible to do so on
this occasion. It was stated that the plan was brought to the Committee to give an
insight into the areas which it is proposed to be covered and provide the Committee
with the opportunity to comment.

Following a query regarding outstanding audits, Mr. P. Davies, Assistant City Treasurer
Audit and Procurement advised that there were a lot of requests for audit services that
meant some could not be considered a priority at this time. He advised that nothing
significant had ever been excluded and stated that if a Directorate or Department asked
for a significant issue to be looked at they would be directed to who could be brought in
to deal with it or who could be commissioned to undertake it.

Having given consideration to the report it was:-

4, RESOLVED that the report be received and noted.

(Signed) MR. G.N. COOK,
Chairman.
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Item No.4

Audit and Governance Committee — 29" September 2006

Statement of Accounts 2005/2006 — Audited Version

1.0

1.1

1.2

2.0

21

211

21.2

3.0

3.1

3.2

3.3

3.4

PURPOSE OF REPORT

To report the communications received from the Audit Commission
concerning the financial statements for 2005/2006 and whether the
Authority has made proper arrangements for securing economy, efficiency
and effectiveness in its use of resources.

To provide a revised Statement of Accounts for 2005/2006, which have
been amended to take into account the auditors findings, for approval by
members of the Committee.

DESCRIPTION OF DECISION
Members are recommended to:-
Note the contents of the Audit Commission Communication.

Approve the Statement of Accounts for the Financial year ended 31
March 2006.

BACKGROUND

Members will be aware that the Audit Commission, as the Authority’s external
auditors, are required to report on the final accounts, and report other certain
matters to Members prior to an opinion being provided on the Authority’'s
accounts.

The Audit Commission has audited the financial statements of the Authority
under the Audit Commission Act 1998, the Code of Audit Practice issued by
the Audit Commission and International Standards on Auditing (ISA) issued by
the Auditing Practices Board.

Once the Audit and Governance Committee has noted the contents of this
communication, the Audit Commission can then formally provide an opinion on
the Statement of Accounts for the year ended 31 March 2006.

In line with ISA 260, the Audit Commission has produced an Annual
Governance Report, in which the auditor's opinion is that the financial
statements present fairly the financial position of the Authority as at 31% March
2006 and its income and expenditure for the year then ended. The Annual
Governance Report 2005/2006 is included on the Agenda.



3.5

3.6

4.0

4.1

4.2

The Statement of Accounts have been amended for what are considered to be
adjusted mis-statements following the audit. These amendments are detailed
in Appendix 1 for information and the revised Statement of Accounts are
detailed in Appendix 2.

This communication is in addition to the Annual Audit and Inspection
Letter, which will continue to be presented to the Cabinet and Council
annually.

KEY MESSAGES

The full communication will be circulated separately but based on
information available at the time of writing this report is likely to show that:

the external auditors propose to issue an unqualified audit opinion.
all non-trifling misstatements have been adjusted by management.
the external auditors have not identified any material weaknesses in
the accounting and internal control systems that Members were not
already aware.

¢ the external auditors have not identified any issues in relation to the
qualitative aspects of the Council’s accounting practices and financial
reporting.

¢ The external auditors have not identified any matters required by other
auditing standards that should be communicated to Members.

e The external auditors have not identified any other relevant matters
relating to the audit that need to be brought to Members attention.

e The external auditors have reported that the Council has made proper
arrangements for securing economy, efficiency and effectiveness in its
use of resources and propose to issue an unqualified value for money
conclusion in respect of 2005/2006.

On the basis of the amendments agreed with the external auditors, the
Audit Commission will formally provide an opinion on the amended
Statement of Accounts, before the 30th September 2006, by which time
the Council is required to publish its Statement of Accounts for 2005/2006.
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Item No.5

Mrs Lynn Hunt
Audit Commission
Nickalls House
Metro Centre
Gateshead

Tyne and Wear
NE11 9NH

Date: 21% September 2006
Ourref: CFA/DDN
Your ref:

Dear Lynn,

ANNUAL ACCOUNTS 2005/2006 — LETTER OF REPRESENTATION

We confirm to the best of our knowledge and belief, and having made appropriate
enquiries of other officials of Sunderland City Council (the Council), the following
representations given to you in connection with your audit of our financial statements for
the year ended 31 March 2006 are accurate and are as set out below.

Statutory Responsibilities

We acknowledge, as the designated member and officers responsible for the Council’s
financial affairs, our responsibility for ensuring the preparation of financial statements
which present fairly the position of the Council and for making accurate representations to
you. To the best of our knowledge, 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 financial records. To the best of our
knowledge all other records and related information, including minutes of all committees
and management meetings have been made available to you.

Accounting estimates

We acknowledge our responsibilities for making the accounting estimates included in the
financial statements. Those estimates reflect our judgement based on our knowledge and
experience about past and current events and are based on our assumptions about
conditions that we expect to exist and courses of action we expect to take. In that regard,
the financial statements present fairly the financial position of the Council. We have
complied with all aspects of contractual agreements that would require adjustments to, or
disclosure in, the financial statements.
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ASSETS

Fixed Assets

1. The net book values at which the fixed assets are stated in the balance sheet are
arrived at:

(a) after providing for depreciation on bases and at rates calculated to reduce
the cost of each asset to its estimated residual value by the end of its
estimated useful life, the Council has fully depreciated all assets in
accordance with the SORP;

(b)  after taking into account all capital expenditure on additions thereto, but no
expenditure properly chargeable to revenue.

All assets continue to be re-valued under our five year rolling programme.

Capital Expenditure

2. At 31 March 2006 there were no outstanding authorisations for the purchase of
fixed assets.

Long Term Investments

3. We confirm that all long term investments disclosed in the balance sheet have been
correctly valued with regards to market quotations and other information. We
confirm that we have no plans to dispose of these asserts in the foreseeable future.

Current Assets

4, Current assets in the balance sheet are expected to produce at least the amounts
at which they are stated. Adequate provision has been made against all amounts
owing to the Authority, which are known to be irrecoverable.

General

5. All liabilities have been taken up in the accounting records, including the liability for
the purchases to which title had passed prior to the stated date, and for all items
included in stocks.

Commitments

6. Other than already disclosed in the financial statements and set out below, we are
not aware of any pending or threatened claims or unasserted claims or
assessments that are required to be accrued or disclosed in the financial
statements.

There were no purchase commitments in excess of normal requirements with the
exception of the impact of two PFI schemes one of which commenced in 2002/2003
(Sandhill View School) and the other (Street Lighting and Highway Signs) which
commenced in 2003/2004, which | detail below:
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e The Council entered into a contract on 17" August 2001 for the replacement
of Sandhill View School plus a range of community and educational support
facilities. The impact of this scheme is included in the accounts in Note 14 to
the Consolidated Revenue Account (CRA) which provides the necessary
details of the contract and the extent of the commitments for the Authority
into future years.

e The Council also entered into a PFI contract with Balfour Beatty Power
Networks Ltd on 12" August 2003 for the replacement and provision of
Street Lighting and Highway Signs which commenced on 1% September
2003. The accounting entries have been fully incorporated into the accounts
within Note 14 to the Consolidated Revenue Account (CRA) which gives
provides details of the contract and the extent of the commitments for the
Authority into future years.

It should be noted that PFI credits were originally ongoing and were to be received
after the duration of the contract, which meant that Revenue Support Grant would
continue to be received after the life of the contract although this benefit could not
be quantified. This position has, however, been reviewed by the government and a
revised allocation of PFI credits was introduced from 1% April 2005 which has
impacted upon the PFIl schemes of the Council.

It is thus important to note that the Authority took this opportunity offered as part of
these reforms of the Local Authority PFI Grant announced by ODPM to move to the
annuity method of calculation of grant entittement. This change is fully reflected
within Note 14 to the Consolidated Revenue Account.

Contingent Liabilities

7.

Other than already disclosed in the financial statements and set out below, we are
not aware of any material commitments or contractual issues which require
contingent gains/losses to be disclosed or accrued in the accounts.

Like most other local authorities there are a number of part-time pension cases
which have been pending for some time. Although a number of test cases have now
been decided, potential payments are anticipated not to exceed £0.250 million
however this is only an estimate at this stage because of the remaining complexities
and uncertainties involved. It will be necessary for further test cases to be
determined before the position can be clarified.

During 1992/93 the Council's insurers, Municipal Mutual Insurance, ceased
accepting new business. The Council has a number of outstanding claims with MMI
and arrangements are in place to try and ensure an orderly settlement of the sums
due. Potential losses on insurance settlements, are estimated at £0.637m.



The City Council, together with the other Tyne and Wear Districts, are guarantors to
the Tyne and Wear Pension Fund in respect of employees of Northern Informatics
Applications Agency Limited.

The City Council acts as a guarantor to Back On The Map Limited to the Tyne and
Wear Pension Fund in respect of pensions for transferring employees.

Future possible payments may be required to the Sunderland Housing Group under
the terms of the Transfer Agreement established between the Council and the
Housing Group for claims relating to environmental pollution. This agreement was
drawn up as part of the Large Scale Voluntary Transfer which took place on 26th
March 2001 which transferred all Council Housing and related assets to Sunderland
Housing Group. The amount included in the Agreement under Warranty 13
stipulates that the Council's maximum liability to the Group under this deed in
respect of all claims howsoever made shall not exceed in aggregate the sum of
£240,000,000 and as yet no claims have been made.

A revised claim was received from Pyeroy of approximately £395,000, (previously
£260,000), in respect of the Wearmouth Bridge Works. The dispute has already
been considered by an Adjudicator who dismissed Pyeroy's claim, however they
have referred the dispute to formal arbitration. In the light of these developments
the Council intends to continue to resist Pyeroy's claim and has already sought
advice from Queen's Counsel on this matter. The Council is reasonably confident
Pyeroy will not succeed but it is still however considered prudent to disclose a
contingent liability in the accounts in case the Council loses the action.

The Council has a number of outstanding equal pay claims which are seeking
financial redress in respect of periods when unequal pay is alleged to have been
applied by the Council. The Council has settled a large number of claims by making
compensation payments, and has also made compensation payments to non
claimants who have the same circumstances as those claimants to whom
compensation payments have been made. There is the possibility that the Council
will have to meet other claims already made but not yet settled. The Council has
very prudently set up a provision and a reserve to meet these future potential
liabilities. The Council continues to mount a strenuous defence of the claims made
and has taken advice from leading Counsel. However, if the Council were to lose
future claims from workers not already included then there could still be scope for
these future cases having a significant financial impact on the Council. These
claims can not be assessed or quantified at this time.

The Council are guarantors to the No Limits Theatre Company to guarantee the
payment of standard pension benefit for the employees of the Company.

A claim has been received from Mowlem PLC of approximately £1million in respect
of the Queen Alexandria Bridge works. This dispute has been considered and
rejected by an adjudicator and referred to arbitration. The Council has rejected the
claim in respect of payment on the basis of the works being required to meet the
contracted standard but has made provision in respect of the increase in steel work.
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The Council's best estimate of the assessed liability should the Council lose the
action is £0.875m plus potential costs.

In June 2005, the Council via Government Office North East (GONE) received a
European Court of Auditors (ECA) report which indicated some technical issues had
been found in respect of the Sunderland ARC feasibility study project grant claim.
The Council is still in discussions with GONE about the possible financial
implications but as yet no firm decision has been made and, as a result, the Council
can only speculate on the likely costs to the Council in these matters. The Council
has put in place corrective action to prevent a reoccurrence of the issues raised by
the ECA and is currently awaiting a decision from GONE.

One North East and the Council are currently in negotiations over grant funding
awarded to the Council. There are a number of issues under discussion of which
the outcome is currently uncertain. The Council continues to pursue full settlement
of its grant award entitlement.

GENERAL

8.

10.

We consider that there is adequate insurance cover for all major risks, this is further
supported by the recent independent actuarial review of the insurance provision as
at 31%' March 2006.

We consider that the Authority will have sufficient cash resources available to
finance its operation at least for the following twelve months.

Authority Members interests, present or future, in any contract with the Authority
during the year ended 31 March 2006.

In respect of the 2005/2006 financial year a number of Council Members had a
controlling interest in a company, partnership, trust or entity which generated a
related party transaction with the Authority. The controlling interest was by way of
ownership, or as a director, trustee, or partner. These transactions amounted to
payments of £7.290 million made by the Authority in 2005/2006 (£6.297 million for
2004/2005), of which £0.397 million (£0.489 million for 2004/2005) relates to
Cabinet Delegation Scheme approved grants in support of the arts, sport,
promotions and tourism, £2.842 million (£1.904 million for 2004/2005) payments to
companies and £4.051 million (£3.904 million for 2004/2005) to voluntary
organisations.

It should be noted that all Council members pecuniary and non financial interests
which could conflict with those of the Council are open to public inspection as
required by the Local Authority (Members Interests) Regulations (S| 1992/618) laid
under section 19 of the Local Government and Housing Act 1989. In addition, the
awarding of any contracts by the Authority to individual companies is governed by
the Authority's Contract Procedure Rules as approved by the Council. The relevant
members must therefore declare an interest (which is minuted) and they do not take
part in any discussion or decision relating to the transactions concerned.
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11.

12.

13.

Save as disclosed to you above, the Council has not had, or entered into, at any
time during the period, any arrangement transaction or agreement to provide credit
facilities (including loans, quasi loans or credit transactions) for councillors and
officers or any person connected to them, to guarantee or provide security for such
matters. To the best of our knowledge there are no other material transactions
between related parties other than those which have been properly recorded and
disclosed in line with FRS 8 above. We therefore confirm that we have disclosed to
you all the information of which we are aware.

Airport Loan Notes

The third and final tranche of receipts relating to the sale of 49% of the shares in
Newcastle Airport took the form of a repayment of £25 million worth of loan notes
over a 10 year period. As agreed with Copenhagen Airports Limited the repayment
of these loan notes, to the constituent authorities, commenced in 2003/2004 and the
amount of principal repaid to date totals £1,365,534 for this Authority. This amount
is included in Capital Receipts. The interest earned on the remaining loans
outstanding was accounted for in the Consolidated Revenue Account. This
accounting treatment will continue until the loan notes have been fully repaid. See
note 6 to the Consolidated Balance Sheet.

FRS17

The Council continues to fully comply with the requirements of Financial Reporting
Standard 17 (Accounting for Retirement Benefits) and the Statement of Accounts
fully discloses all of the necessary accounting entries required. The accounting
policies reflect the necessary details and disclosure notes to the Statement of
Accounts for 2005/2006. The Accounting Policies are set out in Section 13, pages
27 and 28 of the Statement of Accounts and Notes 7c to the CRA and Note 17a to
the Consolidated Balance Sheet show disclosures in compliance with the SORP.
The CRA fully incorporates the FRS17 accounting entry requirements.

It must be stressed, however, that the figures included within the accounts for
pensions assets and liabilities have been provided by Hewitt, Bacon and Woodrow
Limited, actuaries to the Local Government Pension Fund (administered by South
Tyneside Council) using information provided by the scheme and assumptions
determined by the Council in conjunction with the Actuary. Actuarial calculations
involve estimates based on assumptions about events and circumstances in the
future, which may mean that the result of actuarial calculations may be affected by
uncertainties within a range of possible values.

Pooled Budgets

The Statement of Accounts incorporated the accounting requirements in respect of
Pooled budget arrangements for the first time in 2003/2004. Section 31 of the
Health Act 1999 allows partnership arrangements between National Health Service
(NHS) bodies, local authorities and other agencies in order to improve and co-
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14.

15.

16.

ordinate services. The aim of the partnerships is to provide a service to a target
client group and allow organisations to work in a more unified way. Included within
the Council's consolidated accounts are now three such partnership schemes, as
the Intermediate Care Pooled arrangements commenced from 15t April 2004, with
the Sunderland Teaching Primary Care Trust (STPCT). Note 15 to the Consolidated
Revenue Account provides further details of the three pooled arrangements the
Council is involved with the STPCT.

Audit Costs

The Council continues to include a note to the Consolidated Revenue Account
which provides details of the Audit fees incurred in respect of the various
professional audit activities carried out on behalf of the Council. Note 16 to the CRA
gives more details of the costs involved in accordance with the SORP.

The Housing Revenue Account — closure

The Council received the consent from the Secretary of State to close the Housing
Revenue Account because of our Large Scale Voluntary Transfer which took place
on 26™ March 2001 which meant that Council Housing is no longer provided by the
Council. This is the reason the Housing Revenue Account is not included in the
financial statements.

SORP 2005 and the Requirements for the 2005/2006 Accounts

The Council's financial statements have been provided in accordance with all
applicable accounting standards and CIPFA’s Code of Audit Practice on Local
Authority Accounting (Statement of Recommended Practice).

The Code of Practice on Local Authority Accounting in the UK: A Statement of
Recommended Practice 2005(SORP) introduced the following main changes to the
Statement of Accounts for 2005/2006:

Revision to Pension Fund Accounts in accordance with the updated Pension SORP;

A requirement to publish a Statement on Internal Control (SIC) in accordance with
Regulation 4(2) of the Accounts and Audit Regulations 2003;

An amendment to guidance on the recognition of dividend income;

Updating the Statement of Accounts for the impact of the Business Improvement
District Scheme (BIDS);

Clarification of the meaning of ‘Benefits’ and ‘Substance over form’ in relation to the
flow chart for determining whether the reporting authority has interest(s) in
subsidiaries, associates and joint ventures for the purpose of determining whether
financial reporting is required in respect of Group Accounts;

e
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Other minor accounting changes in line with Financial Reporting Standards and
Urgent Issues Taskforce Abstracts (UITA’s) issued up to 30" September 2004.

The Statement of Accounts and Accounting Policies of the Authority for 2005/2006
fully complies with the Statement of Recommended Practice 2005 and any
departures from the SORP are fully documented with reasons for the departure
where appropriate, the position regarding Group Accounts is set out below.

Group Accounts

The Council has carried out fully the processes as recommended by the SORP in
determining whether group accounts needed to be prepared and the Council has
found that it does not have any material financial relationships where the
requirements of Group Accounts applies. Group Accounts have therefore not been

produced for 2005/2006.

INCOME AND EXPENDITURE ACCOUNT

17.

Except as disclosed in the accounts, the results for the period were not materially
affected by:

(@) any change in the basis of accounting;
(b)  circumstances of an exceptional or non-recurrent nature;

(c)  charges or credits relating to prior years.

EVENTS SUBSEQUENT TO THE DATE OF THE BALANCE SHEET

18.

All events taking place between 22 June 2006 (the issuing date) and the date of this
letter which has assisted in accurately determining the Authority’s position at 31
March 2006, and its results for the year ended on that date, have been duly taken
into account. Since the date of the balance sheet, the following post balance sheet
event was reported:

The Local Government Pension Scheme (Amendment) Regulations 2006, (S|
2006/96), which took effect from 1st April 2006 made a number of changes to Local
Government Pension Scheme (LGPS) benefits including the right of scheme
members to elect to take an enhanced tax free lump sum in return for a reduced
annual pension. The terms on which the scheme allows for commutation are not
actuarially neutral and there is a net benefit to employers of scheme members
electing to take enhanced lump sums.

There have been no further material events since the balance sheet date which
would require revision of the amounts included in the financial statements or
disclosure in a note thereto. In particular, we have no plans or intentions that may
materially affect the carrying value or classification of assets and liabilities, other
than those already disclosed in the financial statements.

8



Should you have any queries about anything contained in this letter, please do not hesitate
to contact Dennis Napier on 0191 553 1841 or email dennis.napier@sunderland.gov.uk

Yours sincerely,
Signed on behalf of Sunderland City Council

Councillor Bob Symonds, Leader of the council Ged Fitzgerald, Chief Executive

Bob Rayner, City Solicitor Keith Beardmore, City Treasurer
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Item No.7

Audit and Governance Committee 29 September 2006

Corporate Risk Profile

Report of the City Treasurer

1.1

1.2

2.1

3.1

Purpose of Report

To note the updated Corporate Risk Profile and amendments outlined
in the report.

This report was considered by Cabinet on 13 September 2006 and the
minute is detailed below.

Corporate Risk Profile

The City Treasurer submitted a report (copy circulated) to inform
Cabinet Members of the updated Corporate Risk Profile and
amendments that had taken place and to seek endorsement to the
recommendations set out in the Profile.

(For copy report — see original minutes)

Cabinet Members having been advised that the updated Profile would
ensure that the major risk issues the Council faced were being actively
managed, it was:-

RESOLVED that :-

(1) the updated Corporate Risk Profile and amendments outlined in
the report be noted, and

(i) the recommendations set out in the Profile be endorsed.

Recommendation

The Committee is invited to consider the report.

Background Papers

Cabinet Report July 2005 Risk Management Policy Statement and
Strategy Report.
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CABINET 13 SEPTEMBER 2006

CORPORATE RISK PROFILE

Report of the City Treasurer

1.

1.1

2.1

3.1

3.2

4.1

4.2

0

Purpose of the Report

The purpose of the report is to inform Cabinet of the current position of the
Corporate Risk Profile and amendments that have taken place.

Description of Decision
Cabinet is recommended to:

> Note the updated Corporate Risk Profile and amendments outlined in the report.

Background

Risk Profiling is systematic risk identification and evaluation process designed to
provide an organisation with a clear focus on the major risk issues it faces. The
Profile will identify measures to assist in ensuring those risks are managed,
appropriate opportunities are taken advantage of; targets are achieved and service
delivery improved.

The outline risk issues contained within the latest Corporate Risk Profile were
presented as part of the Risk Management Policy Statement and Strategy Report to
Cabinet in July 2005. The Profile reflected the substantial changes and challenges
the Council faces in its ambitious agenda for the future. The Corporate Risk
Management Group has since carried out two major reviews of the Corporate Risk
Profile and the outcomes are contained in this report. A copy of the revised
Corporate Risk Profile is attached as Appendix 1.

Current Position

The Corporate Risk Management Group has carried out 2 major reviews of the Risk
Profile in October 2005 and March 2006, the latter review having been ratified at the
Corporate Risk Management Group meeting in July 2006.

The robust reviews again confirmed that the Corporate Risk Profile represented the
major risks facing the Council. However within individual areas issues evolve and
develop and new or amended actions have been recommended to ensure
successful management of these issues. A number of relatively minor changes
have been made to the original profile reported in July 2005 to more closely reflect



the outline nature of the risk and to combine issues that are more closely linked.
These are individually highlighted below

Additionally there were no new ‘risks’ individually identified to add to the Profile.
4.3  Summary of Major Changes to the Profile
4.3.1 Risk Issues Combined and Re-titled

a) Risk ID 4 Scoping the Service Provision and Selecting a Strategic
Partner.

Risk ID 7 Peoplefirst — determination and delivery of the Programme.

Risk ID 8 Capacity to successfully deliver a diverse portfolio of a
projects/programmes to meet strategic objectives.

Risk ID 18 Management of major projects/programmes.
The above risks have been combined to form a consolidated risk issue;

Risk ID 4 Delivery of the Transformation Agenda

b) Risk ID 3 Effectiveness of the ARC Delivery Plan
Risk ID 16  Future of the Port of Sunderland
The above risks have been combined to form a consolidated risk issue;

Risk ID 3 Effective Delivery and Promotion of Regeneration Activity

c) Risk ID 10  Implementation of the Community Cohesion Strategy
Risk ID 11  Achievement of the Equality Standard for Local Government.

To more closely reflect the linked nature of these risks this has been further
developed into;

Risk ID 10 a) Creating Inclusive Communities
b) Achieving Diversity within Council Services

4.3.2 Risks Re-titled

a) Risk ID 15  Adult Services — Delivery Standards



4.3.3 Risks

4.3.4 Risks

ol

a)

b)

a)

To more closely reflect the nature of the risk this has been re-titled,;

Risk ID 15 Adult Services — Transformation Agenda

Risk ID 20  Strategic Asset Management linked to efficient services and
delivery mechanisms

To more closely reflect the nature of this risk it has been re-titled,

Risk ID 20 Capital Strateqy, linked to efficient service and delivery
mechanisms

Extended and Re-titled

Risk ID 12  Single Status / Equal Pay — management of claims, costs and
job evaluations.

This risk has been extended to take into account related and developing
issues e.g. pensions and now is titled,

Risk ID 12 Pay and Conditions — Single Status / Equal Pay / Pensions
etc.

Risk ID 28  Successful implementation of the Financial Management
System to deliver business benefits.

This risk has been extended to recognise the increasing financial pressures
and issues the Council and Directorates will have to face in the short,

medium and long term and is now titled:;

Risk ID 28 Financial Pressures

Removed from the Profile
Risk ID 5 Education Services — Delivery Standards Ofsted Inspection.

Given the successful management of the risk, this has been transferred to
Children’s Services Directorate Register for future managing and monitoring.

The updated Corporate Risk Profile is attached to this report



5. Reason for the decision

5.1

To ensure that the major risk issues the Council faces are being actively managed.

6. Alternative Options

6.1

There are no alternative options to this report.

7. Background Papers

7.1

Cabinet Report July 2005 Risk Management Policy Statement and Strategy Report.

g
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