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Annual Report to Those Charged With Governance (ISA 260)

1. Executive summary

Purpose of this report

This report has been prepared for the benefit of discussion between
Grant Thornton UK LLP and the Audit Committee of London Borough
of Barnet (the Council). The purpose of this report is to highlight the key
issues arising from the Council's financial statements for the year ending
31 March 2011.

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

The Council is responsible for the preparation of financial statements
which record its financial position as at 31 March 2011, and its income
and expenditure for the year then ended. We are responsible for
undertaking an audit and reporting whether, in our opinion, the Council’s
financial statements present a true and fair view of the financial position.

Under the Audit Commission’s Code of Audit Practice we are also
required to reach a formal conclusion on whether the Council has put in
place proper arrangements to secure economy, efficiency and
effectiveness in its use of resources.

Page 3 of 162

Audit conclusions

Financial statements opinion

We were presented with draft financial statements on 31 May 2011 and
accompanying working papers on 6 June 2011. This is a month earlier than
normal and we recognise the significant achievement by the Council's
finance team in managing this. The working papers were of a high quality
and the financial statements have been compiled in accordance with the
Code of Practice on Local Authority Accounting in the United Kingdom
2010/11 (the Code), based on International Financial Reporting Standards
(IFRS). Co-operation in dealing with audit issues has been strong, such that
we were in a position to issue this report in draft , based on a substantially
complete accounts audit, on 15 July 2011.

We identified seven adjustments, that did not impact upon the general fund
but that have an impact on the Council's income and expenditure position
(comprehensive income and expenditure statement). The audit adjustments
on the balance sheet (statement of financial position) were of a
presentational nature only and had no overall net effect on the Council's
reported assets and liabilities.
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The key messages arising from our audit of the Council's financial
statements are:

+ The Council has successfully made the transition to accounting under
International Financial Reporting Standards (IFRS).

- Significant changes in the valuation of property plant & equipment
have been reviewed and found to be in line with accounting
standards.

+ There were a small number of significant accounting adjustments
(Summarised in Appendix B).

« There were a number of control issues arising that the Council should
address (summarised in Appendix C).

We anticipate providing an unqualified opinion on the Council's financial
statements, following approval by the Audit Committee on 6 September
2011.

Further details of the outcome of the financial statements audit are given
in section 2.

Value for Money Conclusion

In providing the opinion on the financial statements we are required to
reach a conclusion on the adequacy of the Council's arrangements for
ensuring economy, efficiency and effectiveness in its use of resources (the
Value for Money Conclusion).

We expect to present an unqualified Value for Money Conclusion in
regard to the Council's arrangements to ensure economy, efficiency and
effectiveness in its use of resources.
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However, we would like to draw attention to the control weaknesses around
contract management identified by internal audit. It is important that the
Council carefully manages the completion of a number of current actions
to improve contract management controls. We, and internal audit, will
continue to monitor and report on progress until we have sufficient
assurance that the identified weaknesses have been fully resolved.

Further details of the outcome of our value for money review are given in
section 3.

The way forward

Matters arising from the financial statements audit have been discussed with
the Chief Finance Officer. We have made a small number of
recommendations, which are set out in the action plan at Appendix C. This
has been discussed and agreed with the Chief Finance Office and the senior
finance team.

Use of this report

This report has been prepared solely for use by the Council to discharge our
responsibilities under ISA 260, and should not be used for any other
purpose. We assume no responsibility to any other person. This report
should be read in conjunction with the Statement of Responsibilities and
the Council's Letter of Representation.

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

Grant Thornton UK LLP
25 August 2011
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2. Financial statements

Matters identified at the planning stage

We report our findings in line with our planned approach to the audit which was communicated to you in our Audit and Approach Memorandum dated April 2011.

Our response to the matters identified at the planning stage are detailed below.

Issue Audit areas affected  Work completed Assurances gained

* We have reviewed the Council's process for restating the 2009/10 * As previously reported, our work on the
account balances, that form the comparative and opening balances in processes put in place by the Council for
the 2010/11 accounts. This was necessary to bring the 2010/11 IFRS restatement provided assurance that the
accounts into line with new Code of Practice for Local Authority key changes had been made.
Accounting (the Code), which is based on International Financial * The accounting policies followed by the
Reporting Standards (IFRS). Prior to 2010/11 Local Government Council are compliant with the Code . We
Accounting ﬁ:;?:ﬁzz cc;;I Accounts had been based on UK accounting standards. As a result of have found that transactions are processed in
under IFRS statements this change, the Council made a number of adjustments to 2009/10. line with the stated accounting policies.
* We have reviewed the Council's revised accounting policies to ensure * Our detailed review of the note to the
compliance with the new Code and we tested accounts balances to accounts provided assurance that the
ensure that these followed the revised policies. significant changes were identified and that
* We have considered the information contained with the note to the the note complied with the Code
accounts which details the impact of the transition to IFRS and requirements.

reviewed the content for compliance with the Code.
Page 5 Of 162 © 2011 Grant Thomton UK LLP. Al rights reserved. 4




Annual Report to Those Charged With Governance (ISA 260)

Issue Audit areas affected

All areas of
the financial
statements

Financial

performance
pressures

Work completed

* Using our knowledge from regular meetings with senior management

we completed a detailed analytical review of the Council's
performance for the year, investigating variances which were not
inline with our expectations and agreeing them to independent
evidence.

We have used substantive testing, taking a risk based approach to
determine sample sizes, to test a sample of payments made in April
and May 2011. This work included consideration of existence, the
value and the timing of the transaction. In addition we reviewed the
creditor listing, tracing key balances to supporting information and
ensuring that where necessary accruals had been appropriately
recognised.

* We considered the provisions recognised by the Council at year end,

together with movements against previously recognised provisions
for appropriateness. We also used our knowledge of the Council and
information gained from other areas of our audit work to ensure that
all required provisions had been recognised.

Our work on Council reserves considered the use of reserves during

the year and the balances held at year end to understand the Council's
financial position at year end.
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Assurances gained

* Our review of the Council's performance for
the year included review of financial
information and discussion with officers. Our
work on the financial statements at year end
provided assurance that published results are
in line with Council activities during the year.

* The work completed on creditors, payments
and accruals has provided sufficient assurance
that amounts have been appropriately
recognised and in the correct period.

* Detailed testing of the Council's provisions,
including additions during the year, confirmed
that provisions are reasonable and in line with
the accounting standards. Our knowledge of
the Council has not indicated the omission of
significant provisions at year end.

* The Council's reserves have been reviewed for
accounting treatment and the appropriate use
of reserves. This did not identify any areas of
concern.
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Audit areas affected

Revaluation of
fixed assets

equipment

Work completed

* The new Code of Practice for Local Authority Accounting requires
that the Council continue to value its 'specialist assets', which do not
have a readily ascertainable market value, at Depreciated
Replacement Cost, but that this now be derived using the Modern
Equivalent Asset (MEA) valuation technique. The intention is that
this would provide a more accurate value than the old methodology,
as it recognised the difference between a modern building and a like
for like replacement of an old building. The MEA approach currently
allows for a wide range of interpretation of what constitutes a
modern equivalent building and therefore requires significant
judgements to be made by management. In the Council's case this
resulted in a significant net increase in the value of these assets in
2010/11 compared to values in the prior year. We therefore reviewed
in detail the Council's approach to this change in the valuation
methodology, including the Council's treatment of different types of
specialist assets (schools, libraries, leisure centres, recycling depots,
registry offices, museums, mortuaries, cemeteries and crematoria).

Our work in this area included a detailed review of the methodologies

applied by the Council and the assumptions on which these were
based.
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Assurances gained

* The Council's approach to MEA is to use the

current cost of providing the same function
as the existing asset, including the need to
meet modern regulations. Where available, as
in the case of schools, the cost is based on
actual build costs derived from recent local
projects. This provided the explanation of
why the Council has seen a net increase in
value. We examined the Council's approach in
the light of the Code and other available
guidance. We concluded that the Council's
methodology was robust, had a strong
rationale and did not contravene existing
accounting guidance as it currently exists.

Where actual local cost information is not
available, as for the other types of specialist
assets, national information on contract
pricing from the Building Cost Information
Service (BCIS) is used as a basis for the
valuation adjusted to reflect the existing state
of repair. The Council's accounting policy
reflects this approach.

© 2011 Grant Thornton UK LLP. All rights reserved. 6
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Issue Audit areas affected  Work completed Assurances gained

* Using a risk based sampling approach we reviewed the * We have reviewed this approach and
valuation changes processed through the Council's accounts determined that it is a reasonable compromise
for appropriateness of the accounting entries processed and where information on cost, that incorporates
compliance with the accounting standards. modern regulations and planning intentions, is
not available. We are satisfied that the
 Under IFRS when recognising upward valuations the Council approach taken by the Council is reasonable
should reverse impairments previously recognised against that and acceptable within the Code of Practice
asset since the last formal valuation for that asset. We tested a for Local Authority Accounting.
sample of such assets to ensure that appropriate entries had
been processed to reverse previous impairments through the * In testing a sample of assets valued in
income and expenditure account. 2010/11 we noted that the calculation of the
reversal for previous impairments, did not
Revaluation of Property, * The basis for the calculation of Housing Stock values changed extend to the asset's last full valuation. An
fixed assets plant and during the year and we checked to ensure that the new adjustment has been agreed with management
equipment guidance had been correctly implemented. to correctly account for this adjustment.

* The new guidance on the calculation of
Housing Stock values changed during the year
and this was correctly reflected in the 2010/11
balances. A prior year adjustment was also
implemented to correct the interpretation of
the guidance in prior years.

* Our testing in all other areas of valuations has
provided satisfactory assurance that such
transactions are correctly accounted for.
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Issue Audit areas affected

Revaluation of

Property,
plant and
equipment

investment
properties

Property,
plant and
equipment

Accounting for

fixed assets

Work completed

¢ Our work programme included a review of the Council's approach to

valuation of investment properties, including consideration of asset
reclassifications into investment properties for compliance with
accounting standards. The Council's approach to investment
properties is for all assets to be valued on a 5 year cycle, which is
consistent with its policy for all other assets. We understand that the
property team consider market changes throughout the year and that
if necessary complete additional valuations.

As part of our IFRS restatement work we reviewed a sample of lease
contracts held by the Council to determine whether the substance of
the contract was one of a finance lease and the asset should be
included in the Council's accounts or an operating lease where only
the rental charges are reflected in the accounts.

Our IFRS restatement work also included review of the Council's

asset reclassifications to assets held for sale and surplus assets for
compliance with the Code.
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Assurances gained

* Our testing demonstrated that documentation

of the valuations process appropriately
considered market conditions. However, the
Code requires all investment properties to be
valued at 'fair value' (in an arms length
transaction). The Council should evidence
their review of market conditions which may
take the forma of an overarching document
to support the approach taken and
compliance with the Code.

Our testing of leases did not identify any
contracts which were incorrectly categorised
which provided assurance that the Council's
review of all leases was satisfactory and had
considered the correct factors to reach a
decision.

Whilst there were significant asset
reclassification entries processed as part of
the IFRS transition, our work provided
assurance that the entries were in accordance
with the definitions for each asset category as
set out in the Code.

© 2011 Grant Thornton UK LLP. All rights reserved. 8
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Issue Audit areas affected  Work completed Assurances gained

* Our audit approach included substantive testing of all fixed asset * Our work in these areas has identified some
transactions, including additions, disposals, depreciation, assets under classification adjustments and some disclosure
construction, non-enhancing expenditure and the PFI scheme. amendments, which have subsequently been

AesmuTiG o Property, prc?cessed by management. We have gained
o BEEE S plant and satisfactory assurance that the accounting
e entries processed for fixed asset transactions
are appropriate and supporting evidence is
available.

* We have maintained regular contact with the Council throughout the * The reconciliation was performed by the
implementation process and were aware of all operational issues software provider and while this work
associated with the project. Consequently, we undertook a detailed identified benefit entitlement differences
review of the reconciliation performed on the "go live" transition between the two systems, the Council
date to gain assurance over the accuracy of data transfer between the continued payment at the old rate and are
two systems. currently working through the differences to

Housing and ensure correct entitlement information is
council tax recorded in the new system. We tested a
benefit sample of such instances and gained
expenditure assurance that payments continued to be
made at the old rate throughout 2010/11,
whilst also noted that many had been
subsequently corrected in 2011/12. The work
completed has provided overall assurance that
the benefit expenditure recorded in the

accounts is not materially misstated.

New revenue
and benefit
system
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Issue Audit areas affected  Work completed Assurances gained

* Our testing of provisions identified those balances where judgement * Our review of the provisions noted that
was considered to be significant and reviewed the evidence provided where new provisions are created or values
by the Council to support those provisions. increased these are supported by
documentation explaining the need for the
* When auditing the debtor balances contained in the Council's provision. This is then reviewed and signed
accounts we undertook discussions with Council officers to off by the Chief Finance Officer as approved.
understand the basis for their expected future recovery and why the This process used by the Council provides
proposed level of provisions were appropriate. satisfactory assurance that judgemental
provisions are reviewed and considered prior
* In our review of the Council dwelling valuation we specifically to recognition in the accounts.
considered the indices and assumptions used by the Council in
Use of All areas of preparing this valuation. * Detailed debtor testing did not identify any
estimates and the financial concerns over the judgements made regarding
el st SN recoverability of debtor balances.

* In our work on the Council dwelling
valuations we noted that the assumptions
were clearly documented and our work
concluded that the judgements made in
preparing the valuation were reasonable.

* The Council should ensure an overarching
document is prepared to support the
approach taken to valuations.
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Issue Audit areas affected  Work completed Assurances gained

* The Council has a number of capital grants where monies had been * The Council has treated £25m of capital
received at year end but not yet utilised. We tested a sample of these grants as liabilities on the balance sheet where
grants and the conditions attached to determine the appropriate the funds have not yet been utilised. We
accounting treatment. sampled £14m of these and noted that there

is no evidence to suggest the grant conditions

Income and _ . :
Accounting for expenditure will not be satisfied. The Code requires such

grants account and grants to be recognised in full through the
reserves income and expenditure account with the
portion of funds not utilised transferred to a
'capital grants unapplied' reserve. The Council
has agreed to process an adjustment to
reclassify these balances in line with the Code.
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Status of the audit

We carried out our audit is accordance with the proposed timetable and
deadlines communicated to you in our Audit Approach Memorandum.
Our audit is substantially complete although we are finalising our
procedures in the following areas:

- sign off of the audit of the Council's Pension Fund

- review of the final version of the financial statements as part of our
normal audit sign-off procedures

- obtaining and reviewing the Council's letter of representation

- reviewing post balance sheet events, up to the signing of the
accounts.

We anticipate providing an unqualified opinion on the Council's financial
statements, following approval by the Audit Committee on 6 September
2011.

In addition, we would like to acknowledge that the Council's finance staff
dealt with our audit queries efficiently and provided timely responses to
requests for additional information.

A small number of additional issues arose during the course of the audit,
which whilst not considered material to the reported financial
performance , should be considered by the Audit Committee. These are
set out in the following paragraphs. Where appropriate, we have made
recommendations for improvement, as set out in the agreed action plan at

Appendix C.
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Other matters arising from the financial statements audit
Following certification by the Council's responsible Finance Officer , we
were presented with draft financial statements for audit. We are pleased to
report that the financial statements were accompanied by high quality
working papers and that finance staff provided us with a high level of
support.

Segmental Reporting

Under the requirements of the Code based on IFRS, Councils are required
to disclose their business operating segments. An operating segment is a
separately identifiable component of the Council, which earns revenues and
incurs expenses, and whose operating results are regularly reviewed by the
Council's chief operating decision maker ("CODM"), to assess the
segment's performance and allocate resources. The Council disclosed nine
operating segments in its 2010/11 financial statements, namely Adults,
Central expenses, Chief executive, Children's services (net of DSG),
Commercial services, Deputy chief executive, Environment and operations
and Planning, housing and regeneration.

We have reviewed the disclosure presented in the accounts against the
information presented to the Council's Cabinet Resource Committee
regarding financial performance and note that the information is consistent.
On the basis of this Committee being the CODM we are satisfied that the
disclosures made comply with the requirements of the Code.

Transition to IFRS

As previously reported the Council commenced its work on transition to
IFRS early and we were able to review the arrangements for transition and
key accounting changes prior to year end. We would like to formally
recognise the work done by the finance team in this area and their approach
to working with us at an early stage to review the work done prior to the

© 2011 Grant Thornton UK LLP. All rights reserved. 12
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Disclosure of the Remuneration of Senior Employees

In the draft accounts the Council did not include senior employee
disclosures for those individuals who have held office at the Council in
2010/11 on a temporary ot interim basis (i.e. not paid through payroll).
We received a formal question under the Audit Commission Act 1998
from a local elector on this matter.

Following discussion with management that the note has been amended
to include details for interim postholders.

Supplier payments

We received a formal elector question and associated documentation
about the adequacy of controls over purchase orders and the payment of
invoices, from a local elector. We incorporated this into our work in
testing supplier payments and confirmed that there were some system
weaknesses around the completeness and timeliness of purchase orders
against which supplier payments were made. We note that this issue was
raised by internal audit during the year and that the Council has since
made changes to the I'T system to rectify the problem.

We found no evidence of inappropriate payments and note that the
Council had arrangements in place to mitigate the risk by matching of
goods or services received to invoices prior to payment, and through the
overriding budget monitoring controls.

Other accounts issues arising

In addition to the matters raised above, there were 2 number of minor
presentational changes that arose during the course of our audit that have
been made to the financial statements, including:

+ Revision of the property, plant and equipment note to the accounts
including some minor disclosure amendments.

- Correction of some figures within the financial instruments note to
enable reconciliation with other areas in the accounts.

- Inclusion of details relating to the Council's valuation team.

- Amendment to the maturity analysis of PFI liabilities.

- Some minor amendments to the Housing Revenue Account to ensure
figures reconcile with the main accounts where appropriate.

« Inclusion of additional information in the accounting policy for
property, plant and equipment to increase the clarity.

Misstatements

A number of misstatements were identified during the audit the most
significant of these are detailed below. The adjustments processed have had
no impact upon the Council's general fund.

+ Recognition of decanted Council dwelling incorrectly removed from
the asset valuation totalling /£3.1m.

- Impairment of buyback properties disposed of as part of the Edgware
regeneration project totalling £4.9m.

+ Reduction of [4.2m from school valuations due to application of
incorrect obsolescence rate.

+ Recognition of £3.4m of benefit expenditure relating to 2010/11 paid
in 2011/12 together with corresponding subsidy income receivable
from central government.

Page 14 Of 162 © 2011 Grant Thornton UK LLP. All rights reserved. 13
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« Reversal of impairments recognised in prior years totalling £6.7m in
the income and expenditure account.

« Recognition of capital grant income received in the income and
expenditure account and unutilised monies included in the capital
grants unapplied reserve.

+ Reduction in government debtors due to incorrect classification of
£1.5m between business rate debtors and council tax debtors.

The auditor is required to communicate all uncorrected misstatements,
other than those considered to be cleatly trivial, to the entity's
management and to request that management corrects them. Our audit
has not identified any amendments to the financial statements that have
not been processed by management. All of the misstatements are set out
at Appendix B.

Evaluation of key controls

Internal Controls

We have undertaken sufficient work on key financial controls for the
purpose of designing our programme of work for the financial statements
audit. Our evaluation of the Council's key financial control systems did
not identify any significant control issues, additional to those already
identified by internal audit, that present a material risk to the accuracy of
the financial statements. Where we have identified issues relating to the
Council's internal controls and made recommendations for improvement
these are detailed in Appendix C.

Review of IT

We performed a high level review of the IT control environment as part
of our review of the internal control system. We concluded that there
were no material weaknesses within the IT arrangements that could
impact on our audit of the accounts. There were two main control

weaknesses, on which we have made recommendations (Appendix C): Page 15 of 162

+ The review of IT user access rights is inconsistent across different
systems, affecting individuals who change roles or functions.

+ We noted that there is no Intrusion Detection System (IDS) to alert the
Council to instances of unauthorised access to its network (although we
acknowledge that the Council undertakes penetration testing of its
network security to identify improvement areas.)

We have also identified a number of minor I'T control issues which have
been communicated to management. These do not present a material risk to
the accuracy of the financial statements or in regard to fraud, and are
therefore not detailed in this report.

Review of internal audit

We periodically review the Internal Audit function for compliance with
requirements of the 2006 CIPFA Internal Audit Standards. Our most recent
review in March 2011 concluded that the Council met these requirements.
We consider that the Council has put in place sufficient resource to deliver
the internal audit plan and has an appropriate risk based methodology,
which is comparable to other London Boroughs. We also considered
whether the Council had sufficient flexibility in its resource to respond
adequately to unplanned risks arising in the year. We are satisfied that the
existing arrangements are sufficient to achieve this.

We draw on this work in forming our overall Value for Money (VIM)
conclusion in the Council's arrangements for securing economy, efficiency
and effectiveness in its use of resources. This work also supports our review
of the Annual Governance Statement (AGS) which in turn informs our
VIM conclusion and our audit of the financial statements.

© 2011 Grant Thornton UK LLP. All rights reserved. 14
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Where internal audit have identified control issues, or where there has
been no internal audit coverage we have not placed reliance on internal
controls and have taken a more substantive based audit approach. This
means that we place more reliance on analytical procedures and detailed
transaction testing. Where issues arising from our audit work have been
identified these are reported as part of our key findings from the audit.
Where we have identified additional internal control issues, not previously
reported by internal audit or other sources, we have made
recommendations for improvement (Appendix C).

Internal audit opinion

We noted that the Council's Assistant Director of Finance - Audit and
Risk Management provided a limited assurance opinion in respect of the
system of internal control in place during the year. This was due to a
number of limited assurance opinions given in respect of work done
during the year.

The concerns raised related to specific areas of the control framework
which we took into account when designing our audit approach.

Management of the risk of fraud

We have sought assurances from the Chief Finance Officer and the Chair
of the Audit Committee in respect of processes in place to identify and
respond to the risk of fraud at the Council. We have also considered the
work of the Council's counter fraud service. From these enquiries we have
established that those charged with governance have sufficient oversight

over these processes to give them the assurances they require in regard to
fraud.

In the course of our accounts audit work, we did not uncover any
evidence of fraud or previously undisclosed control weaknesses which

might undermine the Council's process for mitigating the risk of fraud. Page 16 of 162

Annual Governance Statement (AGS)

We have examined the Council's arrangements and processes for
compiling the AGS. In addition, we read the AGS and considered whether
the statement is in accordance with our knowledge of the Council.

We reviewed the draft AGS and considered the document to be
satisfactory in terms of content, a fair representation of Council
operations during the year and in line with the Code. We concluded that
although there were some areas for improvement, the overall
arrangements were satisfactory and appropriate to ensure that
management actions are reviewed effectively.

Public questions

We received questions from the public in respect of the financial
statements for the year ended 31 March 2011. These related to senior
officer remuneration disclosures and supplier payments. We have
considered the points raised, as required under the Audit Commission Act
1998, and set out our response to these matters in this report (page 13).
No formal audit action will result from this work.

Next steps

The Audit Committee is required to approve the financial statements for
the year ended 31 March 2011 on behalf of the Council. In forming it's
conclusions the Committee's attention is drawn to the adjustments to the
financial statements and the required Letter of Representation.

© 2011 Grant Thornton UK LLP. Al rights reserved. 15
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3. Value for money

Value for money conclusion
The Audit Commission Code of Audit Practice 2010 describes the Council's

responsibilities to put in place proper arrangements to:

+ secure economy, efficiency and effectiveness in its use of resources
- ensure proper stewardship and governance
- review regularly the adequacy and effectiveness of these arrangements.

For the year ended 31 March 2011 we are required to give our conclusion
based on the following two criteria specified by the Audit Commission:

+ the Council has proper arrangements for securing financial resilience

+ the Council has proper arrangements for challenging how it secures
economy, efficiency and effectiveness.

Area Work completed

In order for us to provide an unqualified conclusion, the Council needs to
demonstrate proper arrangements in place for securing economy, efficiency
and effectiveness in its use of resources.

We expect to present an unqualified Value for Money conclusion in regard
to the Council's arrangements to ensure economy, efficiency and
effectiveness in its use of resources. We set out the basis for this conclusion
in this section of the report, with reference to the control weaknesses
around contract management and other issues referred to in the Assistant
Director of Finance - Audit and Risk Management's annual opinion.

Programme of work - review of proper arrangements

Our work considered proper corporate performance and financial
management arrangements as defined by the Code. The findings from our
risk assessment and work in these areas is summarised below:

Conclusion

Reviewed as part of financial resilience work and from

our overall review of Council performance against its

strategic targets.

Page 17 of 162

Proper arrangements considered to be in place.
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Area Work completed Conclusion

Considered in our review of the Council's financial . .
Proper arrangements considered to be in place.

resilience

Reviewed as part of financial resilience work

: . Proper arrangements considered to be in place.
and our audit of the financial statements. p S p

Considered in our risk assessment of the Council’s

arrangements to prioritise resources and improve In the context of Council operations as a whole, our
efficiency and productivity. We have also considered the conclusion is that the identified control weaknesses, whilst
effectiveness of the Council's actions to address control significant, are not so fundamental as to result in a qualified
weaknesses identified in recent internal audit reports. VEM conclusion. (See pages 20 to 23 for more detail).

Considered as part of our risk assessment of the
Council’s arrangements to prioritise resources and Proper arrangements considered to be in place.

improve efficiency and productivity
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JAVCEY

Work completed

Considered in our review of the Council's financial
resilience and review of the AGS.

Considered in our review of financial resilience and
review of the AGS. We have also considered the
Council's current and planned actions to address vatious
control weaknesses identified by internal audit.

Considered as part of our risk assessment of the
Council’s arrangements to make effective use of natural
resources.

Considered as part of our risk assessment of the
Council’s arrangements to prioritise resources and
improve efficiency and productivity.

Considered in our review of the Council's financial
resilience and as part of our risk assessment of the
Council’s arrangements to prioritise resources and

improve efficiency and productivity.

Conclusion

Proper arrangements considered to be in place

There are known control weaknesses in contract management
and other areas, as identified by internal audit. However, we
consider that actions have and are being taken to address
these weaknesses and conclude that they are not sufficient to
result in a qualified VM conclusion this year.

Proper arrangements considered to be in place.

Proper arrangements considered to be in place.

Proper arrangements considered to be in place.
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Matters arising from the review of Value for Money
Key outcomes from our local programme of work are detailed below.

Securing Financial Resilience

As patt of the work informing our 2010/11 Value for Money (VFM)
conclusion we have undertaken a review to determine if the Council has
proper arrangements in place for securing financial resilience.

In so doing we have considered whether the Council has robust financial
systems and processes in place to manage its financial risks and
opportunities, and to secure a stable financial position that enables it to
continue to operate for the foreseeable future.

The definition of foreseeable future for the purposes of this financial
resilience review is 12 months from the date of this report.

We have reviewed the financial resilience of the Council by looking at its:

- key indicators of financial performance
- approach to strategic financial planning
- approach to financial governance

- approach to financial control.

Our summary findings are that the Council's financial performance
indicators are in line with expectations and overall compare favourably in
the context of other London Boroughs. The Council has adequate
arrangements around financial planning, governance and control in
overall terms, subject to our comments elsewhere in this report around
contract management.

Our overall conclusion is that whilst the Council faces significant
financial challenges in 2011/12 and beyond its current arrangements for
achieving financial resilience are adequate.
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Securing Economy, Efficiency and Effectiveness

We have conducted targeted work to ensure that the Council has
prioritised its resources to take into account budget constraints and
whether it has delivered value for money in its priority service areas.

We based our review on an assessment of key risk indicators, in order to

direct our detailed work for 2010/11. We have undertaken some specific

pieces of work that support and inform our conclusion in respect of this
criteria:

We reviewed the Council's arrangements to provide governance and
scrutiny over management actions, focusing on the effectiveness of
member scrutiny of key decisions and projects. We concluded that
although there were some areas for improvement, the overall
arrangements were satisfactory and appropriate to ensure that
management actions are reviewed effectively.

We followed up our 2009/10 report on the overall governance
arrangements for the 'One Barnet' framework. We concluded that the
recommended actions had been implemented appropriately or, where
circumstances had changed, that appropriate compensating measures
were in place.

We assessed the Council's performance against its strategic objectives
as a measure of delivering value for money and found that, although
performance levels varied across the services, with some targets not
achieved, the Council had met the majority of its planned performance
targets in 2010/11.
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We also considered issues raised with us by local electors in relation to
the financial statements (referred to on pages 13 and 15) when forming
our conclusion on VFM.

We considered the control weaknesses that resulted in the Council's
Assistant Director of Finance - Audit and Risk Management, issuing a
limited assurance' internal audit opinion of the Council's system of
internal control in 2010/11. Although the number of limited assurance
conclusions is a concern, evidence demonstrates a2 marked
improvement during the year in the implementation of internal audit
recommendations, showing that the Council is taking action to address
the issues raised.

We reviewed the Council's investigation into contract management
issues following the recent internal audit report on the contractual
failings in relation to the use of MetPro. The results of this work are set
out below.

Contract management

Contract management was an area of specific concern raised during the
year by electors and the Assistant Director of Finance - Audit and Risk
Management. Following the internal audit report on MetPro, the
following actions were agreed:

management would implement the action plan in relation to the
identified specific failings

management would carry out a further review to establish the extent to
which the Council was entering into arrangements with suppliers
without having a formal signed contract

internal audit would review progress and provide quality assurance and
internal challenge over management actions

we would review progress and carry out further work necessary to be
assured over the Council's response.
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The agreed actions have been carried out by management and internal audit
as planned.

We have reviewed the Council's progress in implementing the MetPro
recommendations. It is our view that the Council is on track to deliver the
required actions by the agreed deadlines.

The Council's further investigation into contract management has included
extensive work in producing a current contracts register and collating
underlying records. Internal audit has been involved in reviewing the
process. A report of the key findings has been produced for the Audit
Committee.

Our work involved interviews with directors, procurement managers,
service management and internal audit and review of the contract register
and supporting evidence.

We sought to establish whether:
the recently compiled contracts register was sufficiently complete to use

for our testing to support our conclusion on VEM

the entries on the register suggesting that a contract was in place were
supported by appropriate evidence

in the absence of a signed contract there were adequate arrangements in
place to ensure VEM

the extent of unmitigated VFM risk was so fundamental as to result in a
qualification of our VFM conclusion or to require the use of our special
reporting powers under the Audit Commission Act 1998.

Our findings are set out in overleaf.
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Audit areas affected  Work completed Findings

+ The Council has recently completed an +Although the register requires further review and validation by
exercise to produce a register of all management to ensure it is fully complete, the content was sufficient to
arrangements requiring a contract allow us to carry out our VM assessment work.

under Council policies. . .
p + We tested a sample of 40 items from the contracts register to confirm

+ We conducted work to assess the that contracts were actually in place. Our work confirmed that the
completeness and accuracy of the underlying evidence supported the entries in the contract register, either
register and analysed the extent of through a formal signed contract or formal sign-off under delegated
arrangements with suppliers that did authority limits.

i oeavee 2 fesaanell e ot + The Council's register indicated that approximately 18% (£94.9m) of the

total value of current arrangements that should be subject to contract
Securing under the Council's financial regulations, did not have fully compliant
Economy, contracts in place. The Council has benchmarking information that

Contract Efficiency and suggests that this is not unusual compared to other LLondon Boroughs.

Management Effectiveness

- Within this figure, the majority related to arrangements to purchase
accommodation and care - approximately 75% (£71.4m) within Adults
and 18% (£16.7m) within Children's services. The remaining 7%
(£6.8m) related to other contracts across the services.

« We acknowledge that the specific nature of social care spot contracting
arrangements requires a more flexible approach to contracting than, for
example, an arrangement to supply goods. We also note that contract
management had already been raised as an issue in Adults Services, with

associated actions agreed, in an internal audit investigation in January
2011.

+ The main reasons for non compliance were contracts being drawn up
but not being signed and arrangements covered by a contract being
rolled forward without formal sign off.
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Issue Audit areas affected  Work completed Findings

+ We undertook further work on + For Adults we found that in most cases overall framework
arrangements within Adults and Children's contracts and individual placement contracts with suppliers had
where the register indicated that complaint been issued, but copies signed by the supplier had not been
contracts were not in place. This looked at obtained. However, in mitigation the day rate paid for each
the extent to which adequate processes were placement had been set by the Council, providing a control over
in place to manage value for money in terms cost. In addition, we found that the Council's annual inspection
of four key elements: cost, public safety, process for both venue and resident was in operation provided a
quality and fraud. This focused on the control over safety, quality and fraud.

perceived greatest area of risk, specifically
private sector placements (rather than other
public sector bodies with whom the Council
enters into supplier arrangements).

- For Children's we found that in the majority of cases, overall
framework contracts were in place and individual funding
agreements had been signed by suppliers. An effective inspection

Contract Securing process was also in place.
E : . . . .
Management E]E:fci):igrr?c{/ and - We noted that in both cases, the majority of suppliers were subject
Effectiveness to central government regulation (primarily CQC and Ofsted)
providing additional assurance in regard to safety, quality and
fraud.

- We noted that significant number of suppliers in this category were
other governmental bodies (such as the NHS) or were in regard to
specialist care, where a competitive market for services purchased
did not exist, further mitigating VEFM risk in these cases.
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Contract management conclusions:

Weaknesses in contract management have been identified by the
Council, most notably around not having formally signed contracts for
significant numbers of supplier arrangements.

The Council's work in this area demonstrated that there are mitigating
controls in place to ensure safeguarding and service quality, guard
against fraud and to provide some assurance that expenditure
represents value for money.

No evidence was found to indicate the presence of improper persons
or activity in arrangements not covered by compliant contracts and
there have been no instances of fraud reported by the Council's
counter fraud service in relation to suppliers deemed non-compliant on
the asset register.

Our review of this work and further testing supports the conclusions
reached by management and internal audit.

There is a clear need for the Council to carefully manage the
completion of a number of current actions to improve contract
management controls, including ensuring that formal contracts are in
place for all relevant expenditure and periodically reviewing these to
ensure that the arrangements represent VEM (see action plan at

Appendix C).

Value for Money Conclusion

Considering all of the findings and conclusions set out in this report, we
expect to present an unqualified Value for Money Conclusion in regard to
the Council's arrangements to ensure economy, efficiency and effectiveness
in its use of resources.

Based on our findings, the existing level of public reporting of the identified
weaknesses and the progress that the Council is making in dealing with
these, we confirm that we do not, at this time, need to exercise our statutory
reporting powers under the Audit Commission Act 1998.

We stress the importance of the Council carefully managing the completion
of a number of current actions to improve contract management controls.
We, and internal audit, will continue to monitor and report on progress until
we have sufficient assurance that the identified weaknesses have been fully
resolved.

In the context of Council operations as a whole, our conclusion is that the
identified contract management control weaknesses, whilst significant, are
not so fundamental as to result in a qualified VFM conclusion.
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A. The reporting requirements of ISA 260

Purpose of report

The purpose of this report is to highlight the key
issues affecting the results of the Council and the
preparation of the Council's financial statements
for the year ended 31 March 2011.

The document is also used to report to
management to meet the mandatory
requirements of International Standard on
Auditing (UK and Ireland) 260.

We would like to point out that the matters dealt
with in this report came to our attention during
the conduct of our normal audit procedures
which are designed primarily for the purpose of
expressing our opinion on the financial
statements of the Council.

This report is strictly confidential, and although
it has been made available to management to
facilitate discussions, it may not be taken as
altering our responsibilities to the Council arising
under the terms of our audit engagement.

The contents of this report should not be
disclosed with third parties without our prior
written consent.

Responsibilities of the directors and auditors
The directors are responsible for the preparation
of the financial statements and for making

available to us all of the information and
explanations we consider necessary. Therefore, it
is essential that the directors confirm that our
understanding of all the matters in this report is
appropriate, having regard to their knowledge of
the particular circumstances.

Clarification of the roles and responsibilities
with respect to internal controls

The Council's management is responsible for the
identification, assessment, management and
monitoring of risk, for developing, operating and
monitoring the system of internal control and for
providing assurance to the Audit Committee that
it has done so.

The Audit Committee is required to review the
Council's internal financial controls. In addition,
the Audit Committee is required to review all
other internal controls and approve the
statements included in the annual report in
relation to internal control and the management
of risk.

ISAUK 260 requires communication of:

The Audit Committee should receive reports
from management as to the effectiveness of the
systems they have established as well as the
conclusions of any testing conducted by internal
audit or ourselves.

We have applied our audit approach to
document, evaluate and assess your internal
controls over the financial reporting process in
line with the requirements of auditing standards.

Our audit is not designed to test all internal
controls or identify all areas of control weakness.
However, where, as part of testing, we identify
any control weaknesses, we will report these to
you.

In consequence, our work cannot be relied upon
to disclose defalcations or other irregularities, or
to include all possible improvements in internal
control that a more extensive special
examination might identify.

We would be pleased to discuss any further work
in this regard with the Audit Committee.

* relationships that have a bearing on the independence of the audit firm and the integrity and

objectivity of the engagement team
* nature and scope of the audit work

* significant findings from the audit
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Independence and robustness

Ethical standards require us to give you full and

fair disclosure of the matters relating to our

independence. In this context we ensure that:

¢ the appointed audit partner and audit manager
are subject to rotation every seven years;

* Grant Thornton, its partners and the audit
team have no family, financial, employment,
investment or business relationship with the
Council;

* our fees paid by the Council do not represent
an inappropriate proportion of total fee
income for either the firm, office or individual
partner; and

e at all times during the audit, we will maintain a
robustly independent position in respect of
key judgement areas

Audit and non-audit services
Services supplied to the Council for the year
ended 31 March 2011 are as follows:

£
Audit services
Statutory audit 415,000
Other services
Grant certification work 85,000%*

* estimated based on charge for 2009/10

Audit quality assurance

Grant Thornton's audit practice is currently
monitored by the Audit Inspection Unit, an arm
of the Financial Reporting Council which has
responsibility for monitoring the firm's public
interest audit engagements.

The audit practice is also monitored by the
Quality Assurance Directorate of the ICAEW.
Grant Thornton also conducts internal quality
reviews of engagements.

Furthermore, audits of public interest bodies are
subject to the Audit Commission's quality review

process.

We would be happy to discuss further the firm's
approach to quality assurance.
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B. Audit adjustments

Adjustment type

Misstatement - A change in the value of a balance presented in the financial statements
Classification - The movement of a balance from one location in the accounts to another
Disclosure - A change in the way in which a balance is disclosed or presented in an explanatory note

Adjustments to the financial statements

Adjustment type

Misstatement

£000 Account balance

13,130

Council dwellings

Impact on financial statements

The adjustment increases the value of Council dwellings and reduces the
value of impairments charged to the income and expenditure account during
the year in respect of assets incorrectly removed from the valuation. The value
of this adjustment is then reversed from the general fund to the capital
adjustment account as part of the Council's unusable reserves.

Misstatement

14,955

Investment properties

The adjustment decreases the value of investment properties relating to
council property buy backs disposed of by the Council during the year as part of
the Edgware regeneration project. The impairment of these assets is processed
through the income and expenditure account and then reversed from the general
fund to the capital adjustment account as part of the Council's unusable reserves.

Misstatement

13,387

Provision of services

The adjustment increases the service expenditure in respect of benefit
payments relating to 2010/11 not paid until April 2011, however, a
corresponding income adjustment is also processed to reflect the subsidy income
would be received from central government in respect of the Council's
expenditure.

Misstatement

16,690

Financing income

The reversal of impairment charges recognised in previous period following an
asset valuation is processed as income through the income and expenditure
account. The balance is then reversed from the general fund into the capital
adjustment account as part of the Council's unusable reserves.
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Adjustment type

Misstatement

£000 Account balance

£4,225

Other land and buildings

Impact on financial statements

The adjustment decreases the gross value of schools by £4,391, less a reduced
depreciation of £166 due to application of the incorrect obsolescence rate when
calculating year end valuation. The adjustment to gross book value is processed
against the revaluation reserve and the reduced depreciation charge is reversed
from the general fund to the capital adjustment account as part of the Council's
unusable reserves.

Misstatement

125,582

Capital grants unapplied

The Council can be reasonably expected to satisty the conditions attached to
these utilised capital grants and therefore should be recognised in full through
the income and expenditure account. The unspent monies would then be
reversed between the general fund and capital grants unapplied reserve account.

Misstatement

11,502

Government debtors

The adjustment relates to the Council's share of £1,918 misclassified as business
rate debtors. The misclassification of the balance between business rate debtors
and council debtors also reduces the surplus on the collection fund by
£1,918.
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C. Action plan

Priority

High - Significant effect on control system
Medium - Effect on control system

Low - Best practice

Recommendation Priority Management Comments Implementation date

and responsibility

1 Documentation to support decisions, judgements and estimates Medium | Property Services currently documents the | Responsibility:
approach taken for each property valuation | Property Services
it undertakes. The council accepts that it 31 March 2012
may be useful to have a summary document
that sets out the general approach to each
category of asset and will work to produce
this in time for inclusion in next year's
Statement of Accounts working papers.

New auditing standards introduced in 2010/11 (the clarity ISAs) have
required us to place an increased emphasis on the judgements and
decisions made by the Council in preparing their accounts. and how this is
documented. In line with these new requirements, the Council should
prepare an overarching document to set out the approach taken for
property valuations.

2 Leases Medium | Property Services will check that all legal Responsibility:
documents now form part of the asset Property Services
Vgluzlltlon process. Thls should ensure that 31 March 2012 (for
within the 5 year rolling programme, all .

. those asset in current
documents are available. Any that are car valuation cycle)
unavailable will be noted on a separate list y Y
with reasons.

Our testing of lease contracts noted that of the 40 tested in 6 cases
documentation was insufficient with either no documentation, unsigned
lease contracts or lease contracts which had expired with no contractual
extension. The Council should undertake a complete review of all such
lease contracts to ensure that appropriate documentation is present and
where required seek to agree updated lease contracts.
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Recommendation

Priority

Management Comments

Implementation date

and responsibility

3 Follow up of internal audit recommendations Medium | The quarterly and annual internal audit Responsibility.
. . . . repor ments any high priori Assistant Director
We noted that some in some specific service areas there was evidence that eport docu ents any hugh priorty ssistant Iirectors /
. . . - . recommendations that have not been Deputy Chief
internal audit recommendations had not been progressed in line with , . . .
. . . implemented by management. This report is| Executive / Internal
agreed timescales. In these areas there is a need for improved .
. o . . presented to the Statutory Officers Group | Audit
management oversight and more proactive risk management in their work d the Audit C ” cerl
. . . n it Commi n rter
to address the issues raised. The Council should take steps to change and Anc the 24 © ce on a quarterly 31 March 2012
P 8 basis. Where relevant t
. . is. re r nt senior managemen
improve the management culture in this regard. asis cre reievant seliot manageme
respond to Audit Committee regarding why
the recommendation has not yet been
implemented in the agreed timescales.
Each service has an Assistant Director
nominated as an audit lead who receive
regular updates of agreed dates for action of|
all priority 1 recommendations, they act as
the point of contact for Internal Audit to
liaise with if any problems are noted.
4 Regular Review of Access Rights Medium | The council is working internally to Responsibility:
. . . . . streamline the process so that IS are Information Systems
The review of IT access rights is inconsistent across different systems, , tep . Y
o . o . informed in a timely fashion when staff
affecting individuals who change roles or functions within the Council. , , : 31 March 2012
change job roles. IS will work with managers
* Access rights for all systems should be reviewed on a periodic basis (at and HR to achieve this.
least quarterly) to identify any inappropriate settings.
* The Council should ensure that when a member of staff changes job
role, the line manager notifies the Information Systems team promptly
so that the access levels can be amended accordingly.

Page 31 of 162

© 2011 Grant Thornton UK LLP. Al rights reserved. 30



Annual Report to Those Charged With Governance (ISA 260)

Recommendation Priority Management Comments Implementation date

and responsibility
5 Intrusion Detection Systems (IDS) Medium | The council will continue to assess risk to its| Responsibility:
network security and as part of this, if IDS | Information Systems

In order to mitigate the risk of unauthorised access to Council I'T ) :
is shown to provide value for money and

systems, the Council undertakes penetration testing of its network . . 31 January 2012
. . . ' . remove clear risk, it will be considered for
security. This identifies areas for improvement. We noted that there is no il .
Intrusion Detection System (IDS) to alert the Council to instances of Implementation.
unauthorised access to its network. We suggest that the Council considers
and formally concludes on whether this control should be introduced.
6 VFM and Compliance with Contract Policies High The Assistant Director of Audit and Risk Responsibility.

Management is producing an assurance

Director of
report for the December meeting of the irector o

Commercial Services

The Council should carefully manage the completion of a number of
current actions to improve contract management controls, including ; i ,

. ) . Audit Committee on completion of the
ensuring that formal contracts are in place for all relevant expenditure and

S . required actions. The Assistant Director of | Ongoin,
periodically reviewing these to ensure that the arrangements represent d ) . o 8oms
VEM Commercial Assurance is monitoring

completion of the action plan weekly.
Following on from this, implemented
control improvements will be monitored by
the Director of Commercial Services.
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SECTION 1

Introduction and review of the year 2010/11
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Explanatory foreword

Foreword and statement of responsibilities

This statement of accounts sets out the financial statements for the London Borough of Barnet, its
pension fund and the group accounts.

The authority is required to:

e Make arrangements for the proper administration of its financial affairs and to ensure that
one of its officers has responsibility for the administration of those affairs. In Barnet that
officer is the Chief Finance Officer (CFO), Andrew Travers.

¢ Manage its affairs to secure economic, efficient and effective use of resources and safeguard
its assets.

e Approve the statement of accounts, which is done by elected members.

Internal financial control
The council recognises its responsibilities to ensure proper financial management and control of its
affairs. The council approves an annual revenue and capital budget and publishes annual accounts,
which are approved by the Council and are subject to external audit.
Andrew Travers, the CFO, is also the Deputy Chief Executive and reports directly to the Chief
Executive. The Finance Directorate holds responsibility for leading on risk management strategy. The
Finance Directorate maintains a regular review of the council’s financial systems and investigates any
irregularities that arise. Further information is contained in the annual governance statement.
The Chief Finance Officer’s responsibilities
The CFO is responsible for the preparation of the authority’s statement of accounts in accordance
with proper practices as set out in the CIPFA/LASAAC code of practice in local authority accounting
in the United Kingdom.
In preparing the statement of accounts, the CFO has:

e Selected suitable accounting policies and then applied them consistently;

o Made judgements and estimates that are reasonable and prudent;

e Complied with the code of practice.
The CFO has also:

e Kept proper accounting records which are up to date;

o Taken reasonable steps for the prevention and detection of fraud and other irregularities.
The CFO is required to sign and date the statement of accounts for the year ended 31 March 2011,

stating that it gives a true & fair view of the authority at the accounting date and its income and
expenditure for the year.
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The statement of accounts - Introduction

This details the process in place during 2010/11 for ensuring proper financial management and
control. It then reviews the effectiveness and raises any major issues that have arisen in the year.

There are some significant changes to the format of the accounts for 2010/11 due to the statutory
introduction of International Financial Reporting Standards (IFRS). Due to this change in accounting
policies, there has been a restatement of the 2009/10 accounts to bring them in line with the new
standards.

Statement of accounting policies

This explains the basis on which the accounts have been prepared and their compliance with relevant
regulatory body guidance.

The authority’s accounting statements comprise of:

0) The core financial statements

Movement in Reserves Statement

This statement shows the movement on the different reserves held by the authority, analysed into
useable and unusable reserves. It analyses the increase or decrease in net worth of the authority as
a result of incurring expenses, generating income and from movements in the fair value of its assets.
It also analyses the movement between reserve accounts to increase or reduce the resources
available to the authority according to statutory provisions.

Comprehensive Income and Expenditure Statement (CIES)

This summarises the resources generated and consumed by the authority in providing services
during 2010/11. The account also shows how the council’s services are funded; the four main
sources being specific income, council tax, redistributed non-domestic rates and government grants.
Balance Sheet

This records the authority’s year-end financial position. It shows the balances and reserves at the
authority’s disposal, its long-term debt, net current assets or liabilities, and summarised information
on the fixed assets held. It excludes the pension fund.

Cash Flow Statement

This summarises the inflows and outflows of cash arising from transactions with third parties for
capital and revenue transactions.

(i) The applicable supplementary single entity financial statements

Housing revenue account (HRA)

This records the authority’s statutory obligation to account separately for the costs of its landlord role.
It shows major elements of housing revenue expenditure, maintenance, administration and capital
financing costs, and how these are met by rents, housing subsidy and other income.

Collection fund statement

The council is responsible for collecting council tax and non-domestic rates, the latter on behalf of the
government. The proceeds of council tax are distributed to two preceptors: the council itself and the
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Greater London Authority (GLA), acting as an agent in this instance. The fund shows the income due
from council tax, non-domestic rates and the application of the proceeds.

(iii) Group accounts

The authority has only one wholly owned subsidiary company, Barnet Homes Ltd., an arms length
management organisation (ALMO), over which it has full control and influence through the
management agreement. The primary aim in establishing this company is to remove it from public
sector borrowing controls and to allow a greater commercial freedom. These group accounts
therefore show the consolidated position for the council. For statutory purposes Barnet Homes Ltd
produce their own statement of accounts.

The Code requires the council to produce group versions of its core financial statements:

group Comprehensive Income and Expenditure Statement
group Movement in Reserves Statement

group Balance Sheet

group Cash Flow Statement

It also requires the production of a further statement which demonstrates how the group statement
links to the council’s own income and expenditure account:

e reconciliation of the single entity income and expenditure account surplus or deficit to the
group income and expenditure account surplus or deficit

(iv) Pension fund accounts
The pension fund account shows the contributions to the fund during 2010/11 and the benefits paid
from it. The net assets statement sets out the financial position for the fund as at 31 March 2011. The

fund is separately managed by the council acting as trustee and its accounts are separate from those
of the council.
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Review of the financial year
Introduction

This section sets out some of the key features of the council’s general and financial
performance for 2010/11.

Council performance

In 2009/10 the council’s performance was assessed by the Audit Commission under the
Comprehensive Area Assessment (CAA) process and the conclusion was that overall,
Barnet performed well.

The Audit commission announced that in 2010/11 the council’s performance will no longer
be carried out under the CAA, but will instead undergo a Value for Money (VfM) audit and
the conclusion will be based on the following two criteria:

e The council’s arrangement for securing financial resilience
e The council’s arrangements for challenging how it secure economy, efficiency and
effectiveness

Financial performance

The council entered 2010/11 in a strong financial position with general balances of
£15.780m. This position provided the council with some measure of flexibility to meet the
financial challenges it faced in 2010/11 most notably: the government support cuts
introduced by the coalition government as part of their emergency budget.

Notwithstanding these pressures, financial year 2010/11 saw a balanced spend on
services financed by the General Fund. This was forecast and reported to Members
through the course of the year, and lead to General Fund Balances as at 31 March 2011 of
£15.780m. This is above the £15m target level of balances as set out in the council’s
Medium Term Financial Strategy.

The General Fund

The General Fund acts like a ‘current account’ which exists to finance the council’s day to
day costs of providing services. All expenditure, other than that relating to capital and the
Housing Revenue Account (see below) is charged to the General Fund. At the start of
financial year 2010/11 the council planned in year General Fund expenditure of £267.186m
(net of specific service related grants and income from fees and charges).

2010/11 Revised council Actual net spend Difference (actual -

spending plan original)

£000 £000 £000

Individual schools' budget 185,330 185,373 43
Net Service 267,186 267,590 404
Contribution to /(from) balances 2 - (2)
Budget requirement 452,518 452,963 445
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A detailed breakdown of actual expenditure in 2010/11 by Service Area is set out in the
Comprehensive Income and Expenditure Statement.

43% of the net General Fund expenditure was funded by central government through
general grants. Council Tax funded around 57% of the net General fund expenditure in
2010/11, as illustrated below:

Revenue Support

Grant
Council tax 5% Business Rates

57% 30%

ABG
8%

@ Revenue Support Grant
B Business Rates
OABG

o Council tax

The following table sets out the council’s spending on individual service areas:

Net expenditure per service area 2010/11

10% 1% 10%

1%

16%

4%

43%

@ Central services to the public

m Cultural, environmental, regulatory & planning services
O Children's and education services

O Highways and transport services

W Housing services

O Adult social services

m Corporate and democratic core costs

O Non distributed costs
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Earmarked reserves

Earmarked reserves are amounts of money set aside to cover expenditure in future years
for specific purposes. Earmarked reserves at the start of the financial year were £32.567m
and increased to £40.513m as at 31 March 2011.

Housing Revenue Account

The Housing Revenue Account (HRA) covers expenditure on providing, maintaining and
managing council owned housing stock. This expenditure is offset by income from rent.
Under the 1989 Local Government Housing Act, the HRA is ring fenced (held separately)
from other accounts and its expenditure can not be subsidised from the General Fund (or
vice versa).

In 2010/11 the HRA returned a surplus (increase of in year income over in year
expenditure) of £0.087m (£0.380m surplus in 2009/10). This surplus has been transferred
to cumulative HRA Balances which stand at £4.230m as at 31 March 2011 (£4.143m as at
31 March 2010).

Part of the Council’s capital programme involves the major regeneration of some of the
Borough’s Housing Estates. As these projects progress it is expected that the number of
Council-owned dwellings will fall, reducing rental income but without a proportionate fall in
associated operating costs. This will provide a challenge to the future financial viability of
the HRA and will be a key area of focus through the financial planning process.

Capital Programme

During the year the council maintained investment in the priority areas of schools, housing,
highways and infrastructure. Total capital expenditure was £84.353, financed by a
combination of borrowing (£25.379m), Government Grants (£40.396m), Developer
Contributions (£2.698) Sale of Surplus Assets (£9.975m) and contributions from revenue
(£5.905m).

The new East Barnet secondary school building and the new Broadfields primary school
opened earlier in the year followed by the completion of a brand new purpose building for
the co-location of Northway Special School and Fairway Primary School. The rebuilding
and expansion of Colindale School commenced as did a project to significantly improve
Child’s Hill school’s facilities for early years and for children with autism.

Investment in Housing has seen additional homes start on site at Stonegrove and also the
start of stage one at West Hendon. Both of these schemes have also been supported by
funding from the Homes and Community Agency. Furthermore, we have seen the
completion of 6 large family homes in Long Lane (a Housing Association programme).
There was also significant improvement in Disabled Facilities and the greatest
achievement was the completion of the Decent Homes programme managed by Barnet
Homes.

Investment in Highways saw the completion of the first two phases of the Pothole
Elimination Programme & continued investment in the Carriageways & Footways
programme. In Environment, work began on the Dollis Valley Greenwalk Scheme to
improve the borough's open spaces & access to the riverside.

Investment in infrastructure has continued the programme of developing the Council’s Core
ICT systems — geared to modernising the way the Council works in order to improve
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service delivery and value for money, for example computerised storage of documents,
Customer Relations Management software, mobile and home working facilities, as well as
the installation of a new benefits system incorporating improved provision for online
applications. Other notable infrastructure improvements included the refurbishment of
Friary House from a derelict state.

Pension fund

Although the Pension Fund accounts are now approved as a separate document, it is
important to comment on the impact of the global financial crisis on the overall valuation of
the fund.

The value of the fund as at 31 March 2011 was £662.275m, the majority of which is
invested in the stock market. The fund increased in value by £30.875m.

Looking forward - Transformation

It is clear that resources for all public services will be severely constrained over the next
few years. For local government, we are anticipating significant real terms reductions in the
level of central government support. The Council’s response to this challenge is the ‘One
Barnet’ programme, which aims to transform the way local services are delivered in Barnet.
In this way we hope to improve value for money for Barnet’s citizens, delivering ‘more for
less’.

There have been Earmarked reserves set aside to specifically facilitate the smooth
implementation of the One Barnet programme.

The Council has progressed its transformation programme from 2008 and refined the
drivers for change in the 2011/12 Budget Report. They are specifically:

1. To find new ways to tackle challenging problems.

2. There is greater certainty about the scale of the financial challenge. Within the
Council there is a funding gap of £46.6m over the next three years, and our public
sector partners face challenges of a similar scale. There are other known pressures
which require us to make savings of £53.4m.

3. Digital technology continues to change and develop, as do the ways that people use
it to change and grow. Residents will continue to expect us to deliver against those
standards of instant information and access to services.

Further to this it is recognised that the Council’s identification of the need to develop a new
partnership with our residents to deliver services in future is echoed by the Coalition
Government’s focus on a Big Society. The Government’s focus on localism and devolution
sets a national context for our aim to provide local leadership and joined up services
across the public sector.

The Council’s response to the drivers identified has been, and remains, to create a
citizen-centred council to ensure that citizens get the services they need to lead
successful lives, and to ensure that Barnet is a successful place. We continue to believe
that this is best delivered through the adoption of the three key principles of the
programme.

1. A new relationship with citizens

* Enabling residents to access information and support and to do more for
themselves
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2. A one public sector approach
» Working together in a more joined up way with our public sector partners to deliver
better services

3. A relentless drive for efficiency
* Delivering more choice for better value

A One Public Sector approach is fundamental to One Barnet. Democratic accountability
remains at the heart of serving residents successfully. The Council work with partners to
create truly joined up services, with the citizens at their heart.

The statement of the Chief Finance Officer

The required financial statements appear on pages xx-xx and have been prepared in accordance with
the accounting policies set out on pages xx-xx.

Andrew Travers
Interim Deputy Chief Executive & Chief Finance Officer

Statement of the Chairman of the Audit Committee

| confirm these accounts were approved by the Audit Committee on behalf of the London Borough of
Barnet at the meeting held on 6" September 2011.

Cllr Lord Monroe Palmer
Chairman of Audit Committee
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SECTION 2

Annual Governance Statement
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ANNUAL GOVERNANCE STATEMENT
2010/11

1. Scope of Responsibility

Barnet London Borough Council is responsible for ensuring that its business is conducted in accordance with
the law and proper standards, and that public money is safeguarded, properly accounted for, and used
economically, efficiently and effectively. The Council also has a duty under the Local Government Act 1999 to
make arrangements to secure continuous improvement in the way in which its functions are exercised, having
regard to economy, efficiency and effectiveness.

In discharging this overall responsibility the Council is also responsible for putting in place proper
arrangements for the governance of its affairs and facilitating the effective exercise of its functions including
the management of risk.

Barnet London Borough Council has approved and adopted a code of corporate governance, which is
consistent with the principles of the CIPFA/SOLACE Framework delivering Good Governance in Local
Government. This statement explains how the Council has complied with the code and also meets the
requirements of regulations 4[2] of the Accounts and Audit Regulations 2003 as amended by the Accounts
and Audit Regulations 2006 in relation to the publication of a statement of internal control.

The Director of Corporate Governance has completed his biennial review of the Code of Corporate
Governance.

2. The Purpose of the Governance Framework

The governance framework encompasses the systems and processes, culture and values, by which the
authority is directed and controlled and its activities through which it accounts to, engages with and leads the
community. It enables the authority to monitor the achievement of its strategic objectives and to consider
whether those objectives have led to the delivery of appropriate, cost-effective services.

Internal Control Environment:

The Internal Control Environment is a system of checks and balances designed to manage risk, facilitate
policy and decision making and deliver effective performance management in a cost effective and efficient
manner thereby ensuring the Council uses its resources effectively:

Performance Management System
Corporate Strategy and Business Planning
Annual Budget and Monitoring

Code of Corporate Governance

Project Management

Anti Fraud Policy (and the work of the Corporate Anti Fraud Team)
Financial Regulations and Procedures
Code of Conduct

Whistle Blowing Policy

Risk Management Framework

Complaints Policy

HR Policies

Equalities Framework

Information Standards

Standards Committee

Scrutiny Panels

Audit Committee

Contract Procedure Rules

RIPA Policy
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The Governance Framework:

The governance framework has been in place within Barnet London Borough Council for the year ended 31st
March 2011 and up to the date of approval of the annual report and accounts. The governance cycle adopted
by the Council is as follows:-

THROUGHOUT THE YEAR
Review/Update Risk Registers
Performance Review reports
Management Reports

Internal Audit, Risk Management
and CAFT Reports

SEPTEMBER

DECEMBER

Report progress External Audit
on | etter
implementing
Final sign offof ~ actionsto CDG

ANNUAL
GOVERNANCE
STATEMENT

AGS Training needs determined for
the Audit Committee
AGS approved by Leader and
Chief Executive Internal Control Checklist
summarised and conclusions drawn

JUNE MARCH

Annual Internal Audit Opinion Review of Internal
and Annual Renort from CAFT Audit Effectiveness
Review of Corporate
External Audit reports on Governance
financial resilience and Arranaements
Value for Money

Reports from Ofsted
Internal Audit Annual and COC

MAY Renart. incliudina overall

APRIL

3. The Corporate Governance Environment

The Councils governance environment is consistent with the six principles of the CIPFA/SOLACE framework.

Principle 1: Identifying and Communicating the Council’s Vision and Purpose

The diagram below outlines the relationship between the local strategic plans:-

Sustainable Community
Strategy The One Barnet Sustainable
v Community Strategy sets out
One Barnet Partnership the ten year yisiqn for_ the
Board borough. This vision is framed
around achieving four strategic
l aspirations which are:
e Successful London
Corporate Plan (One Suburb
Barnet Partnership Plan) e Healthy and
independent living
| | T | e Investing in Young
o . People and their
Strong safel Investing in Children Healthy and A successful families
communities and Young People Independent London
for everybody and their families Living Suburb * Strong safe
communities for
everybody
Each of these aspirations will
Delivery Boards be delivered through multi-
agency partnerships
Safer Children’s Health and
Communities Trust Board Well —Being
Board Board
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Since May 2008 the Council has been developing its transformation programme. The transformation
programme, known locally as the One Barnet Programme, becomes increasingly relevant as we work to
deliver better services for our residents at a time of increasing population, rising expectation and reduced
public budgets. The over-arching feature of the One Barnet programme is to create a citizen-centred Council
which enables Barnet citizens to get the types of services they need to lead successful lives and which
ensure the borough continues to be a successful place. This is based on three key principles:

1. A new relationship with citizens

Redefining a new relationship with citizens so that they can work with us as a part of ‘Big Society’ taking
responsibility themselves where they can.

2. A one public sector approach

Working seamlessly with our partners to develop a new public sector approach which will require us to better
co-ordinate our work and exploit the efficiencies and benefits of joint working.

3. A relentless drive for efficiency
Focusing relentlessly of efficiency to ensure every public pound is spent wisely.

The One Barnet Partnership Board has strategic oversight of the One Barnet Programme. It is chaired by the
Leader of the Council, and also includes the Deputy Leader, as well as Chief Executive, Deputy Chief
Executives and Representatives from key public sector local strategic partners. The Board is intended to be
a consultative body only and does not take decisions in its own right. The Board will consider matters before it
and make any recommendations as necessary to the Council’s Cabinet or any other of the Council’'s decision
making bodies.

The Council's Directors Group (CDG) acts as the Programme Board, approving the initiation of projects to
deliver the programme’s aims and monitoring progress of the programme.

Local Strategic Partnership (LSP) and One Barnet Programme Board

The Council recognised that it needed to review the potential overlap between the One Barnet Board
and the LSP, although regular reports on the former were made to the latter for information. A project
was included within the One Barnet programme, to review governance to ensure that both sets of
structures were integrated as far as possible, and partnership governance arrangements were fit for
purpose and provided options for partners to share authority jointly within a framework of democratic
accountability. During this review a number of LSP members highlighted the overlap in membership
between the two bodies, while a number of Government initiatives which formed the basis of the
LSP’s work plan, such as Comprehensive Area Assessment and Local Area Agreements, have been
scrapped.

The One Barnet Programme Board on 18 November 2010 agreed that the LSP be collapsed into the
One Barnet Partnership Board, which would still fulfil any residual functions of the LSP. Terms of
reference and membership of the new Board were agreed.

During 2011/12 a report will be submitted to Cabinet to formally create a One Barnet Partnership Board which
takes on LSP functions, and to make the required amendments to the Council’s constitution.

During 2010-11 the One Barnet Overview and Scrutiny Committee was in place to review the proposals being
taken to the Programme Board as part of its activities to ensure early engagement in their development. The
Panel evaluated and challenges business cases, reviews options appraisals, examines linkages between the
strands of the One Barnet programme, oversees implementation and refers issues to the One Barnet
Programme Board and/or Cabinet as appropriate. Going forward the scrutiny arrangements for the
programme will be performed by the Budget and Performance Overview and Scrutiny.

Page 47 of 162



Principle 2: Members and officers Working Together to Achieve a Common Purpose
with Clearly Defined Functions and Roles

Elected members are collectively responsible for the governance of the Council. The Local Government Act
2000 introduced new executive arrangements whereby full Council, following proposals from the Executive,
agrees the Council's policy framework, budget and key strategies. The Executive (the Cabinet), which
comprises elected members, is responsible for implementing them and is responsible for exercising all
functions of the Council except to the extent they have been categorised as non-executive functions (e.g.
planning, licensing, elections and other miscellaneous functions).

This effectively separates decision-making and scrutiny of those decisions. The Chief Executive, Section 151
Officer, Monitoring Officer and other senior managers are responsible for advising the Cabinet and scrutiny
committees in legal, financial and other policy considerations.

The Cabinet comprises a Leader and nine executive Members with the following

Executive portfolio responsibility (during the review period):

Roles:
e Leader of the Council Strategy & Communications

e Deputy Leader of the Council Education Children and Families
e Customer Access and Partnerships

e Community Safety and Cohesion

e Resources and Performance

e Environment

e Housing Planning and Regeneration

e Adults

e Governance and Civic Affairs

e Public Health

Clear Decision Formal procedures and rules govern the Council’s

Maki business:
aking:
g e Constitution

e Scheme of Delegations

Financial Regulations

Scrutiny Process Guidance
Terms of reference for the Pension Fund Panel

Compliance: Specific statutory responsibility rests with:

e Chief Executive (Head of Paid Service)

o Director of Corporate Governance (Monitoring Officer)
e Deputy Chief Executive (Section 151 Officer)
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Monitoring:

¢ Financial and operational data is reported to the Cabinet and Review panels
quarterly

e Work programmes of the Overview & Scrutiny Committees and the Audit
Committee include a challenge to both policy development and performance
review

o Performance monitoring has further improved in 2010/11 for example with the
inclusion of risks in business and financial planning information

e The institution of a dedicated Budget and Performance Overview & Scrutiny
Committee has also enabled more effective Member oversight of the Council’s
performance

Value for
Money:

The Council has been very successful at driving the efficiency

Agenda with the costs being one of the lowest in London.

However there is still much to do. Recognising this the new

streamlined corporate plan has ‘better services with less money’ as one

of only three key priorities. Some key activities to take this agenda forward are:

e Establishment of an Investment Advisory Board

e Service savings targets

e Improved performance management/service planning
e London Efficiency Challenge

e Benchmarking exercises

e One Barnet Programme

e Every committee or Delegated Powers report has a corporate requirement to
detail the value for money implication of the issue under consideration

Partnerships:

Partnership working is pivotal to Barnet’s success. The One Barnet Partnership
Board is key to this success. These other strategic partnership boards will be
responsible for managing the delivery of the strategic outcomes -

e Safer Communities Board
e Children’s’ Trust Board
¢ Health and Well-Being Board

Principle 3: Values of Good Governance and Standards of Behaviour

The Council recognises that good governance is underpinned by shared values demonstrated in the

behaviour of its Members and staff.

The Director of Corporate Governance is the Monitoring Officer and is responsible for ensuring that the
Council acts in accordance with the Constitution. However Directors have the primary responsibility for
ensuring that decisions are properly made within the operations of the Directorates. The standards of conduct
and behaviour expected of Members and officers are clearly set out in a number of the codes of conduct for

Members and for officers.

e Members’ Code of Conduct

o Officers’ Code of Conduct

e Protocols for Member — Officer Relations
e Members’ Licensing Code of Practice
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e Members’ Planning Code of Good Practice
Training programmes for both members and staff support these codes.

An induction programme immediately following the local elections in May 2010 with associated
documentation and intranet area provided Members with the above documents and ensured relevant
information, such as declarations for the Register of Members' Interests was collected. The principles of a
Member Development Programme for 2010-12 were agreed in March 2010 and that programme continues to
provide sessions on a variety of subjects. Those sessions most relevant to good governance and standards
of behaviour include:

Code of Conduct including Planning requirements

Social Media including Code of Conduct

Equalities

Health & Safety (corporate Health & Safety responsibilities for Members)
Safeguarding (Adults and young people)

Corporate Parenting

Audit & Risk Management

Treasury Management

Additional sessions specifically for planning related governance and decisions making also took place.
These sessions as well as other informational and personal development sessions will continue in 2011/12.
The Deputy Chief Executive is the nominated Chief Financial Officer in accordance with Section 151 of the

Local Government Act 1972. The Chief Internal Auditor has direct access to all three statutory officers and
has well established reporting lines to Members.

Core Principle 4. Making Transparent Decisions Which are Subject to Scrutiny and
Risk Management

The Council recognises that all of its decisions must be legal and reasonable in the knowledge that all
decisions are challengeable. The Council must therefore be able to demonstrate that decision makers
followed a proper process, the decision was properly documented and was taken having regard to all relevant
considerations.

Scrutiny Function

The Scrutiny function works effectively to challenge performance and policy development which is supported
by focussed reviews undertaken by Task and Finish Groups (such as remodelling older peoples housing with
support and the Council’s response to cold weather) and Scrutiny Panels (such as the One Barnet Scrutiny
Panel and the Housing Allocations Scrutiny Panel).

Overview & Scrutiny Committees, which comprise non-executive members, question and challenge the policy
and performance of the Cabinet and also the Council's policy and performance in respect of non executive
functions. The successful instilling of a culture of pre-decision Scrutiny is integral to the continued effective
operation of the Scrutiny function, allowing meaningful member oversight of and contributions to major
strategic and policy items.

Scrutiny has also had an ongoing role in the Council budget process, allowing member oversight of the long
and short term financial picture, together with guiding the Council's direction with regard to budget
consultation. The budget papers for the 2011-12 medium term financial plan were scrutinised by the Budget
and Performance Overview and Scrutiny Committee throughout the year. The Committee’s meeting in
October 2010 considered the outline proposals, the December meeting scrutinised the budget headlines, and
the January meeting considered some detailed evidence in respect of the impact on the voluntary sector. This
Committee also scrutinised the Treasury Management strategy in November.

A full review was undertaken in 2010/11 of the Council's Overview & Scrutiny arrangements that had been in
place since 2009. The findings of the review were considered by the Business Management Overview &
Scrutiny Committee, the Policy and Performance Overview & Scrutiny Committee and the Special Committee
(Constitution Review) in March and April 2010. Following on from these considerations, the recommendations
of the Special Committee (Constitution Review) were adopted at the Annual Meeting of Council on 17 May
2011.
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Audit Committee

A strength of the internal control system is the role of the Audit Committee. The purpose of an Audit
Committee is to provide independent assurance of the adequacy of the internal control environment, and to
oversee the financial reporting process. The Audit Committee’s membership has been significantly enhanced
during the current financial year by the inclusion of two independent members that provide additional skills
and knowledge to the assurance processes.

To achieve its overall aim, the Committee is responsible for the following key functions:

e Reviews of internal audit strategy, annual plan and performance, including review of summary internal
audit reports, and seeks assurances that action has been taken as necessary;

e Consider, where appropriate, the reports of external audit and inspection agencies.

e Consider the effectiveness of the authority’s risk management arrangements, and seek assurances that
action is taken to mitigate risks;

e Ensure that the authority’s assurance statements, including the Corporate Governance
Statement, properly reflect the risk environment and any actions required to improve it;

e Ensure that there are effective working relationships between external and internal audit, inspection
agencies, and other relevant bodies, and that the value of the audit process is actively promoted;

The Chief Internal Auditor completes an annual review of the effectiveness of the Audit Committee, which
found that they have been largely effectively in their role in meeting their objectives.

Standards Committee

The Standards Committee is responsible for:

e Promoting high standards of conduct

e Assisting members to observe the Code of Conduct

e Advising the Council on the adoption of revisions to the Code of Conduct
e Monitoring the operation of the Code of Conduct

e Provision of training on the Code of Conduct

The granting of any dispensations

Monitoring and reviewing an annual report of the Register of Members’ interests and declarations
Monitoring and reviewing the Council’s Ethical Governance Assessment

Assessing and reviewing Member complaints alleging a breach of the Code of Conduct

Robust Risk Management Arrangements

The Council has continued to progress the development and embedding of risk management, both
corporately, and across all Service areas during the financial year. Formal risk management arrangements
provide for risk identification, analysis and ownership. Service Plans utilise service based risk registers in their
objective setting and overarching or corporate wide risks are identified within the Corporate Risk Register.
Arrangements for risk management are now ‘live’ as they are managed through the Council's risk
management system JCAD. This system allows for regular updating and reporting.

All Cabinet and Committee reports include a section on risks ensuring members make fully informed
decisions.

Quarterly risk management and fraud forums are held to share best practice and to agree procedural
improvements and the Internal Control Checklist process to aid managers proactively manage their service
risks. Service and Corporate risks are included within quarterly performance reports, these reports are
presented to the Council Directors Group (CDG) and Cabinet Resources Committee

As part of the budget setting process the Chief Financial Officer will assess the financial risks facing the

Council and will recommend to the Council a prudent level of reserves, provisions and balances having taken
into account those risks.
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The Internal Audit Function

The Internal Audit function operates under the Local Government Accounts and Audit Regulations, in addition
the work of the Service reflects professional best practice which is guided by the Code of Practice for Internal
Audit on Local Government and by the policies, procedures, rules and regulations established by the
Authority.

There is a ‘managed audit approach’ with the Council's external auditor which ensures that there is no
duplication of effort on audit activity and that key concerns are shared and adequately planned for. Key
documents such as the Internal Audit Strategy and the Internal Audit, Risk Management and CAFT Plan are
shared with external audit prior to Audit Committee approval. External audit review the work of internal audit
during the year with a view of placing reliance on their work over controls feeding into the year end accounts
process.

Management is responsible for operating a sound system of internal control and having arrangements for the
prevention and detection of fraud and other irregularities. Internal audit procedures are designed to focus on
areas as identified by management as being of greatest risk and significance and as such internal audit relies
on management to provide them full access to their accounting records and transactions for the purposes of
their audit work and to ensure the authenticity of these documents.

Effective and timely implementation of recommendations by management is important for the maintenance of
a reliable internal control system. Progress reports are prepared for the Audit Committee on a quarterly basis;
these include summaries of all reports that were issued with limited or no assurance. The Audit Committee is
able to follow up areas of fundamental weakness through quarterly exception recommendation reports.

The internal audit service aspires to creating a positive culture of improvement, there have been a number of
improvements to the service during 2010-11 to ensure that it assists the Council in improving areas of high
risk. The areas of improvement in the current year include:

Refocusing communications with services to ensure the areas of significance are highlighted;
The implementation of a timely follow-up process on priority one (high risk) recommendations;
Reinstatement of customer satisfaction surveys to better understand areas of development
Better reporting to the Audit Committee of audits with limited or no assurance

Raising the profile of internal audit within the Council

Joining up plans with Corporate Anti-Fraud Team (CAFT) for the most efficient use of resources

Internal Audit has concluded overall, based on the findings of work undertaken at Barnet Council that only
limited assurance can be given on the systems of internal financial control in place. The Annual Audit Report
identified a number of key themes that the Council needs to address going forward, which are included as key
governance issues going forward in this report.

Corporate Anti-Fraud Team (CAFT):

Under Section 151 of the Local Government Act 1972 the Council has a statutory obligation to ensure the
protection of public funds and to have an effective system of prevention and detection of fraud and corruption.
The Director of Corporate Governance has the delegated authority for providing and maintaining this service.

The objective of the CAFT is to assist officers and Members in the effective discharge of their responsibilities.
To this end, the CAFT furnishes them with assurance, analysis, appraisals, recommendations, counsel, and
information concerning the activities it is required to become involved with. The objective includes promoting
fraud awareness across the authority

CAFT is an independent, objective activity designed to add value and improve the council’s operations. It
helps the council achieve its objectives by bringing a systematic, disciplined approach to investigation
evaluating and improving the effectiveness of fraud prevention and detection and the subsequent prosecution
of individuals and organisations where appropriate. The council has a zero tolerance approach to fraud and
other irregularity including any Money Laundering activity.

The CAFT operate under the Council's approved Counter Fraud and Anti Money Laundering Frameworks.

The purpose of these Frameworks is to ensure that we have an appropriate set of policies and guidelines in
place in order to ensure fraud and money laundering activity is minimised through effective prevention,
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detection, investigation and deterrent measures and that we have a unified cohesive approach to reflect best
practice.

The work and effectiveness of the Team is reported regularly to the Audit Committee. Improvement has
occurred for 2011-12 in the development of the proactive fraud plan which seeks to allocate resources to
areas of fraud risk to any uncover any potential or actual cases of fraud., Proactive work is used to identify
areas of concern before they lead to actual fraud whereas the reactive work that CAFT completes generally
looks to review procedures after an actual fraud has occurred. As discussed previously, this has joined up
resources with internal audit and risk management.

Strong Financial Management:

The system of internal financial control is based upon a framework of regular management information,
financial regulations, administrative procedures and a structure of delegation and accountability. Internal
financial controls include:

e  The establishment of key controls within the accounting systems of the Council

e A robust system of budgetary control including formal detailed quarterly monitoring including projected
outturns, and additional summary reports. Provisional outturn statements are produced and presented
as close to the end of the financial year as possible followed by Final outturn

e  Budget challenge sessions to periodically review all areas of the Council

e Financial reports which indicate financial performance up to year end and include action plans for
dealing with pressure areas

e The production of regular financial reports at various levels within the Council which indicate actual
expenditure against budgets as well as forecasts

e A clear and concise capital appraisal process for prioritising and approving all capital projects and
financing

e Adherence to Prudential Indicators approved by Council to ensure that the Council only undertakes
capital expenditure for which it can afford both the financing costs and the running costs;

e  Provision of a financial management training course for all new budget managers;
e Financial Training for new budget holders through out the financial year and in preparation for year end

e  Provision of Project Management training

We are also committed to presenting more information to the public in the interests of transparency, for
example we were early adopters of publishing the £500+ expenditure report. Work also continues in making
our financial information understandable and relatable to how we spend taxpayer's money, the Council’s
infograph breaks down expenditure by service.

External Audit:

The Council's external auditors are Grant Thornton UK LLP. Officers of the Council meet with the external
auditor on a monthly basis to discuss regular business and to address any areas of concern the auditors may
have. The external auditors also meet with the Chairman of the Audit Committee in private at least once a
year as a matter of good governance. The external auditor produces a number of key documents for the
Council to review in the year that contribute to our assessment of the governance arrangements. Their work
has changed during the year with a reduction in inspection from five key areas around use of resources to a
focus on financial resilience and value for money. There is a continual focus on the financial statements and
key financial systems that feed into that process.

Core Principle 5: Developing the Capacity of Members and Officers to be Effective

The Council needs people with the right skills to direct and control staff. To this end both Members and staff
need to have the right skills to drive the organisation forward. The Council’s learning and development needs
are met through training, e-learning and other methods.
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Members
e All new members are provided with a detailed induction programme into the operations, objectives,
partnerships, and codes of the Council.

e As stated in Core Principle 3, a two year Member Induction and Development Programme was
developed in consultation with Members and Officers, and was implemented at the start of the
municipal year 2010/11. The sessions included within the programme cover governance and
standards, as well as developmental sessions on subjects like Effective Chairmanship and
informational sessions on subjects such as Complex Procurement. A larger Partnerships event in
Autumn 2010 ran as part of the Member Development Programme and supported the ethos of One
Barnet.

Officers
The Council has implemented a new Employee Performance Management strategy to strengthen the
relationship between corporate objectives and individual performance.

Aims of the Employee Performance Management are:-
e To drive organisational and cultural change
e To develop a culture of continuous improvement
e To integrate performance management into everything we do

It is through the delivery of this strategy that performance standards and expectations have been reset, for
employees:-

Live our values and behave in a way that always puts the customer first

Fair and equitable performance management process

Recognise good and address poor performance

Develop and retain the right skills mix for today and the future

Invest in high potential employees ensuring readiness to take up future roles

Core Principle 6: Engaging with Local People and Stakeholders

The Council is committed to engaging with its citizens. Community participation and engagement is essential
to secure sustainable improvement in public services and to engage citizens in the public decision making
processes that affect their lives.

There is a range of consultation and engagement mechanisms to identify local people’s views and priorities.
The Council is responsive to local views and is particularly sensitive to the needs of vulnerable people.
Planning recognises local needs in more disadvantaged areas.

The Council adopted a Consultation and Engagement Strategy in 2004, which was re-launched in January
2010 as an Engagement Strategy. As a consequence some traditional modes of communication have been
used such as Residents Forums, and a Civic Network. However, in recent years communication vehicles
have gone through radical change. This change and the economic climate has led to less use of some more
traditional means of engagement and the Civic Network, while running two meetings in the review year,
ceased to exist in April 2011.

The Council has maximised the use of these new opportunities of communication during the review period,
including:-

Website:

e  Website re-launched in 2009, which is being significantly
redeveloped for 2011/12. The council’s website is an area the
council is developing to assist with ensuring a transparent decision
making process and to encourage public engagement with the
council and the decision making process.

e  Social networking links from home page and increased use of social
media

e ‘Improved ability for citizens to post comments
e ‘Fix My Street’ — ability for residents to post issues

e Pledge Bank — opportunity for communities to obtain funding by
making a part commitment
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e Citizen's Space — central portal for access to all consultation
activities in the borough

The Chief Executive met with Ward Members in their wards in a
programme of ward visits. Officers from all departments variously
joined each walk and the resulting group walked around a selection
of areas in the ward. The walks occasionally included organised
interviews with local groups or residents but mainly these
interactions were ad hoc and less forced, allowing a snapshot of
local opinion to complement the issues raised by the ward Members.
Ward Members were able to raise issues both large and small for a
response from Directorates or in some cases, partner organisations
such as Barnet Homes and NHS Barnet.

The walk acts as a movable round table discussion, seeing the
issues and successes on the ground and encouraging officers to
interact with each other and with Members in a less formal setting.
The Ward Walk programme is set to continue in 2011/12.

The council ran two stages of consultation on the 2011/12 budget.

Ward Walks:

Budget Consultation:

Stage one took place ahead of the publication of budget proposals.
An “Ideas Website” crowd-sourced suggestions from residents. The
site contained a video with the Cabinet Member for Resources
explaining the council’s spending constraints. This video had around
1000 views. The site generated over 200 suggestions and over 300
comments. It had 3,041 unique visits and 21,991 page views. It was
promoted in Barnet First and the magazine contained a tear-out sheet
so that residents without web access could also comment.

The Council also ran service specific consultations on barnet.gov.uk.
using the survey monkey tool.

The second stage of on-line consultation allowed residents to
comment online on each line of the budget proposals. A separate
event was held with the Citizens’ Panel gathering similar feedback.

Services also held events with service users on specific proposals.

4, Review of Effectiveness

The Council has responsibility for conducting, at least annually, a review of the effectiveness of its
governance framework including the system of internal control. The review of effectiveness is informed by the
work of senior officers of the Council who have responsibility for the governance environment, the Head of
Internal Audit's annual report, and any comments made by the Council’'s external auditors and any other
review agencies and inspectorates. In addition, the Council has assessed its group relationships (Barnet
Homes) as part of this review framework.

In practice the Council has a continuous process in place for maintaining and reviewing the effectiveness of
its governance framework which includes the following:-

Financial and operational detailed monitoring presented to senior
Monitoring: managers, the Cabinet Resources Committee, and Scrutiny Committees on
a quarterly basis and an additional two summery reports.
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e Monitored by Audit Committee in year
Internal Audit: e Further strengthening of resources and profile enhanced
e Implementation of revised reporting procedures

¢ No significant issues identified in year end service control reports

Year End e Statutory Officer assurances obtained on internal control and
governance arrangements

e Review and cross referencing of inspection and audit reports and no
issues identified.

Processes:

All risk registers, service and corporate, are available on the Council’s risk
Risk Management: management system ‘JCAD’ and is considered a ‘live’ system available to
review by those that have access.

Monthly meetings held between the Chief Executive, Monitoring Officer,
Section 151 Officer and attended by the Head of Internal Audit, Deputy
Section 151 Officer and Assistant Chief Executive. These meetings are

Statutory Officers

Group held to discuss key governance and control issues around the Council.
Met regularly and covered work programme in addition to fully operating
the system of local regulation through Sub-Committee assessment
meetings and hearings. For the third successive year the Committee

Standards . : S

Committee: presented its Annual Report to the meeting of Council in July 2010.

Amongst other matters the Committee oversaw the introduction of the
online Register of Members Interests and the production of the third
Ethical Governance Assessment.

Met regularly throughout the year

Regular reports received on:-

e Risk management

e Internal Control

e Antifraud

e Governance

e Financial Reporting

Audit Committee:

Overview & Scrutiny Overview & Scrutiny reviews its effectiveness on a yearly basis, with the
findings reported with its annual report to Full Council.

Special Committee Special Committee (Constitution Review) reviews the Council's

(Constitution Review) Constitution over the course of the municipal year to ensure that good

governance is maintained by it accurately reflecting current legislation and
practice. The Committee met in October 2010, February 2011 and twice in
April 2011. Recommendations from the Committee were adopted at the
Annual Meeting of Council on 17 May 2011

Significant Governance Issues:

A number of areas for improvement were identified in the proceeding Annual Governance Statement. An
update of those issues is set out below:

Key Improvement Area Current position

CAFT Pro Active Fraud Programme 2010/11 will include The Internal Audit, Risk Management
high risks areas based on outcomes from previous CAFT and Corporate Anti-Fraud Team
investigations, ‘No Assurance’ |A reports, and national areas of (CAFT) produced a joint annual plan
concern for local government. This includes the impact of the for 2011-12 in order to use their
recession on local authority fraud risks. resources more efficiently.
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An overarching Information Management Strategy to pull
together the various policies and procedures relating to
information governance and data processing and management

Whilst a significant amount of work
has been undertaken in further
developing individual policies and
procedures, the overarching IMS has
not progressed. It is and will be a
priority action for the corporate
Information Governance Council and
the recently appointed Head of
Service in 2011/12

A detailed action plan for addressing the data protection issues
highlighted in the ICO Audit Data Protection Audit Report

Substantial progress was made on
implementing the detailed action
plan. The Council most recently had
a follow-up audit by the Information
Commissioner’s Office who gave
‘reasonable assurance’ that
procedures were adequate for data
protection. This demonstrated a
significant improvement on the
previous assessment. However our
own internal view is that this is an
area where there is a need for
ongoing improvements particularly in
respect of ensuring better security of
paper documents in 2011-12.

Internal audit will provide quarterly progress reports to the Audit
Committee on performance against the agreed annual plan.

This work has been addressed
through-out the year with quarterly
progress reports presented to the
Audit Committee.

Internal Audit will work with directors and senior managers on
strengthening the risk management system

There has been considerable work
completed to improve risk
management and the roll-out of the
‘live’ risk management system called
JCAD. Reporting has improved to
the Audit Committee.

A comprehensive training programme for Members of the Audit
Committee will be prepared and delivered to enhance the
Committee’s performance

A training programme was devised
which had the needs of members
considered. This work is on-going
into 2011-12 but no longer remains a
significant governance issue.

Improving the Overview & Scrutiny structure to maximise the
effectives of the Scrutiny function, including entrenching a pro-
active culture of pre-decision Scrutiny.

A review of the Scrutiny
arrangements has taken place and
a new Scrutiny structure has been
implemented at the Annual Council
Meeting in May 2011.

Ensure partnership governance arrangements fit for purpose,
specifically of the LSP

Work continues to address the
partnership governance and to
refocus the One Barnet Partnership
Board since the demise of the LSP.
Partnerships is carried forward into
2011-12.

Raise the profile of risk management within the organisation
and embed within the business planning process.

Work completed in 2011-12 to further
embed risk management within
business planning processes. Work
will continue however is not a serious
governance issue for 2011-12.
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5.2011/12 Improvement Areas

Key Improvement Area: Assigned To:

An overarching Information Management Strategy to pull together the various Director of

policies and procedures relating to information governance and data processing Commercial

and management Services

Contract Management/Procurement — work is underway to ensure that the Council | Director of

has an accurate and complete contracts register and that centrally there is a Commercial

process to monitor spend in accordance with the contract procedure rules (CPR). Services and All
Directors

Data Quality — all services are to review their arrangements to have reliable,
accurate, timely, complete, relevant and valid data, in particular services will
review their quality assurance processes and work with the Assistant Chief
Executive to perform ‘spot checks’ of current arrangements.

Assistant Chief
Executive

Oversight of devolved processes — work is required to set a series of expectations

Assistant Director

financial planning and to ensure that strategies are reviewed from the previous
period and included within forward looking plans.

for Assistant Director level and below for the level of internal controls required to of Human

‘meet the grade’ Re_sources/D_eputy
) Chief Executive

Measuring success of strategies — work is underway to better join business and All

Directors/Deputy
Chief Executive

Data protection — the Council has completed a large scale review to address

concerns raised by the Information Commissioner in respects of personal data Director of
which has largely addressed major concerns, however during 2011-12 the focus Corporate
will be on the security of paper documentation containing personal information. Governance
IT functionality — a detailed action plan has been devised to take forward the Director of
current arrangements within the IT service, work around project management .

. ; - . Commercial
arrangements will seek to address some IT dependencies within the Services. Services

Partnerships — work is underway to make the best use of partnerships by agreeing
mutual responsibilities, accountabilities and expectations. This includes forming a
better understanding of neighbouring boroughs and their fit within key decision

Assistant Chief

governance and openness and provides transparency in decision making.

making bodies. Executive
Work is required to understand how the Localism Bill will impact upon the Council’s
governance arrangements and also affect our relationship with the community Di

. : - v ) irector of
particularly in the context of the provision for local authorities to work with locally Corporate
established Neighbourhood Forums to prepare Neighbourhood Plans. The Bill is Governance
progressing through Parliament and Royal Assent is not expected until late 2011
with the main provisions implemented in 2012.
As the One Barnet Programme progresses work is required to set out the Director of
principles on how the relationship between a potential provider and the Council will | Commercial
work in a way that clearly defines roles and responsibilities, supports good Services/Deputy

Chief Executive
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6. Certification

To the best of our knowledge, the governance arrangements, as defined above have been effectively
operating during the year with the exception of those areas identified in Section 5. We propose over
the coming year to take steps to address the above matters to further enhance our governance
arrangement. We are satisfied that these steps will address the need for improvements that were
identified during the review of effectiveness and will monitor their implementation and operation as
part of our next annual review.

Leader of the Council:

Date:

Chief Executive:

Date:
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SECTION 3

Core financial statements
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Movement in Reserves Statement

This statement shows the movement in the year on the different reserves held by the council, analysed into 'usable reserves' (i.e. those that can be applied to fund
expenditure or reduce local taxation) and other reserves. The Surplus or Deficit on the Provision of Services lines shows the true economic cost of providing the
council's service, more details of which are shown in the Comprehensive Income and Expenditure Statement. These are different from the statutory amounts required
to be charged to the General Fund balance and the Housing Revenue Account for council tax setting and dwellings rent settings purposes. The net increase /
decrease before transfers to earmarked reserves line shows the statutory General Fund balance and Housing Revenue Account balance before any discretionary
transfers to or from earmarked reserves undertaken by the council.

General Earmarked Housing Capital Major Capital Total Total Total
Fund Reserves Revenue Receipts Repairs Grants Useable Unusable Authority
Balance Account Reserve Reserve  Unapplied Reserves Reserves Reserves
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Balance at 31 March 2010 Note 27,678 32,567 4,143 17,012 3,798 27,390 112,588 835,387 947,975
Movement in reserves during 2010/11
Surplus / (Deficit) on provision of services (279,242) - - - - - (279,242) - (279,242)
Other Comprehensive Expenditure and Income - - - 8 47 - 55 270,269 270,324
Total Comprehensive Income and Expenditure (279,242) - - 8 47 (279,187) 270,269 (8,918)
Adjustments between accounting basis & funding basis 7 290,019 - 87 4,521 6,411 (1,808) 299,230 (299,230) -
under regulations
Net Increase / Decrease before Transfers to 10,777 - 87 4,529 6,458 (1,808) 20,043 (28,961) (8,918)
Earmarked Reserves
Transfer to / from Earmarked Reserves 8 (7,946) 7,946 - - - - - - -
Increase / Decrease in Year 2,831 7,946 87 4,529 6,458 (1,808) 20,043 (28,961) (8,918)
Balance at 31 March 2011 carried forward 30,509 40,513 4,230 21,541 10,256 25,582 132,631 806,426 939,057
General Earmarked Housing Capital Major Capital Total Total Total
Fund Reserves Revenue Receipts Repairs Grants Useable Unusable Authority
Balance Account Reserve Reserve  Unapplied Reserves Reserves Reserves
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Balance at 31 March 2009 30,713 34,626 3,763 10,568 4,384 25,664 109,718 1,035,059 1,144,777
Movement in reserves during 2009/10
Surplus / (Deficit) on provision of services (59,553) - - - - - (59,553) - (59,553)
Other Comprehensive Expenditure and Income 100 - - 15 34 - 149 (137,398) (137,249)
Total Comprehensive Income and Expenditure (59,453) - - 15 34 (59,404) (137,398) (196,802)
Adjustments between accounting basis & funding basis 54,359 - 380 6,429 (620) 1,726 62,274 (62,274) -
under regulations
Net Increase / Decrease before Transfers to (5,094) - 380 6,444 (586) 1,726 2,870 (199,672) (196,802)
Earmarked Reserves
Transfer to / from Earmarked Reserves 2059 (2,059) - - - - - - -
Increase / Decrease in Year (3,035) (2,059) 380 6,444 (586) 1,726 2,870 (199,672) (196,802)
Balance at 31 March 2010 carried forward 27,678 32,567 4,143 17,012 3,798 27,390 112,588 835,387 947,975
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Comprehensive Income and Expenditure Account

This account summarises the resources that have been generated and consumed in providing services and managing the Council during the period 1
April 2010 to 31 March 2011. It includes all day to day expenses and related income on an accruals basis, as well as the cost of fixed assets
consumed in the period and the projected value of retirement benefits earned by employees in the year.

On its services the council spent:

Central services to the public

Cultural, environmental, regulatory & planning
services

Children's and education services
Highways and transport services
Housing services

Adult social services

Corporate and democratic core costs

Non distributed costs
(Surplus) / Deficit on Continuing Operations

Other Operating Expenditure

Financing and Investment Income & Expenditure
(Surplus) / Deficit of Discontinued Operations
Taxation and Non-Specific Grant Income
(Surplus) / Deficit on Provision of Services

(Surplus) / Deficit on revaluation of non-current
assets

(Surplus) / Deficit on available for sale financial
assets

Actuarial (gains) / losses on pension assets /
liabilities

Other Comprehensive Income and Expenditure

Total Comprehensive Income and Expenditure

*Restated

2010/11 2009/10 *
Note Gross Gross Net Gross Gross Net
expenditure income expenditure expenditure income expenditure
£'000 £'000 £'000 £'000 £'000 £'000
10,263 (3,466) 6,797 8,353 (3,249) 5,104
78,259 (16,201) 62,058 75,444 (16,272) 59,172
429,824 (323,130) 106,694 422,626 (305,658) 116,968
42,307 (14,058) 28,249 45,617 (14,412) 31,205
579,048 (305,407) 273,641 312,080 (289,751) 22,329
112,064 (15,696) 96,368 106,499 (15,697) 90,802
7,626 (300) 7,326 7,454 (3,023) 4,431
20,312 (87,847) (67,535) 31,401 (6,641) 24,760
1,279,703 (766,105) 513,598 1,009,474 (654,703) 354,771
9 63,729 - 63,729 3,284 (152) 3,132
10 20,985 (6,903) 14,082 24,349 (12,324) 12,025
11 - (312,167) (312,167) - (310,375) (310,375)
279,242 59,553
(126,428) (77,411)
(433) (527)
(143,463) 215,187
__ (270,320 _ 137,249
8,918 196,802
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Balance Sheet

The Balance Sheet shows the value as at 31st March 2011 of the assets and liabilities recognised by the council. The net assets of the council (assets -
liabilities) are matched by the reserves held by the council. Reserves are reported in two categories. The first category of reserves are useable reserves,
i.e. those reserves that the council may use to provide services, subject to the need to maintain a prudent level of reserves and any statutory limitations
on their use (e.g. the Capital Receipts reserve that may only be used to fund capital expenditure or repay debt). The second category of reserves is
those that the council is not able to use to provide services. This category of reserves includes reserves that hold unrealised gains and losses (e.g. the
Revaluation Reserve), where amounts would only become available to provide services if the assets are sold; and reserves that hold timing differences
shown in the Movement in Reserves Statement line 'Adjustments between accounting basis under regulations'.

31 March 2011 31 March 2010* 31 March 2009*
Note £'000 £'000 £'000 £'000 £'000 £'000
Property, Plant & Equipment 12 1,242,268 1,454,870 1,407,807
Investment properties 12 64,173 56,744 39,625
Intangible assets 12 3,152 1,448 2,197
Long term debtors 1,942 2,087 2,473
Long term investments 24,442 24,442 9,606
Total long term assets 1,335,977 1,539,591 1,461,708
Current assets
Inventories 16 574 379 458
Short term investments 37,623 - 38,565
Short term Debtors 18 94,382 58,078 57,468
Assets Held for Sale 12 3,040 13,157 10,772
Cash and cash equivalents 19 96,251 211,319 199,481
Total Current Assets 231,870 282,933 306,744
Short term Creditors 21 (99,539) (158,343) (136,955)
Short term Borrowing 15 (6,136) (12,239) (6,103)
Cash and cash equivalents 19 (52,599) (25,424) (25,138)
Provisions 22 (3,465) (810) (975)
Total Current Liabilities (161,739) (196,816) (169,171)
Long term borrowing 15 (198,380) (204,401) (211,484)
Provisions 22 (8,118) (15,285) (8,255)
Other Long Term Liabilities (260,553) (458,047) (234,765)
Total Long Term Liabilities (467,051) (677,733) (454,504)
Net Assets 939,057 947,975 1,144,777
Usable Reserves 23 132,631 112,588 109,718
Unusable Reserves 24 806,426 835,387 1,035,059
Total Reserves 939,057 947,975 1,144,777

*Re-stated
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Cash Flow Statement

The cash flow statement shows the changes in cash and cash equivalents of the council during 2010/11. The statement shows how the council
generates and uses cash and cash equivalents by classifying cash flows as operating, investing and financing activities. The amount of net cash
flows arising from operating activities is a key indicator of the extent to which the operations of the council are funded by way of taxation and grant
income or from the recipients of services provided by the council. Investing activities represent the extent to which cash out flows have been made for
resources which are intended to contribute to the council's future service delivery. Cash flows arising from financing activities are useful in predicting

claims on future cash flows by providers of capital (i.e. borrowing) to the council.

2010/11 2009/10*

Note £'000 £'000 £'000 £'000
Net (Surplus) or Deficit on the provision of services 279,242 61,279
Adjustments to net surplus or deficit on the provision of services for non cash (282,073) (58,244)
movements
Adjustments for items included in the net surplus or deficit on the provision of 63,700 (43,399)
services that are investing and financing activities
Net cash flows from Operating Activities 25 60,869 (40,364)
Investing Activities 26 29,897 49,581
Financing Activities 27 51,476 (20,769)
Net (increase) or decrease in cash and cash equivalents 142,242 (11,552)
Cash and cash equivalents at the beginning of the reporting period (185,895) (174,343)
Cash and cash equivalents at the end of the reporting period (43,653) (185,895)

* Restated
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1. Accounting Policies

i. General Principles

The Statement of Accounts summaries London Borough of Barnet's (LBB) transactions for the financial
year 2010/11 and its position at the year end of 31%' March 2011. LBB is required to prepare an annual
Statement of Accounts by the Accounts and Audit Regulation 2003, which those Regulations require to
be prepared in accordance with proper accounting practices. These practices primarily comprise the
Code of Practice on Local Authority Accounting in the United Kingdom 2010/11 and the Best Value
Accounting Code of Practice 2010/11, supported by International Financial Reporting Standards (IFRS)
and statutory guidance.

The accounting convention adopted in the Statement of Accounts is principally historical cost, modified
by the revaluation of certain categories of non-current assets and financial instruments.

ii. Accruals of Income and Expenditure

The accounts of the council are prepared on an accruals basis in accordance with the Code of
Accounting Practice. This means that sums due to and from the council during the year are included in
the accounts whether or not the cash has actually been paid or received in the year. Such amounts are
included as part of the Receivables and Payables figures on the Balance Sheet. With regards to interest
due but not paid on loans and investments (as at the Balance Sheet date) the council’s policy is to add
this to the carrying value of the loan or investment and not to debtors or creditors.

iii. Cash and Cash Equivalents

Cash is presented by cash in hand and deposits with financial institutions repayable without penalty on
notice of not more than 24 hours. Cash equivalents are investments that have a maturity date of less
than three months at the Balance Sheet date.

In the Cash Flow Statement, cash and cash equivalents are shown net of bank overdrafts that are
repayable on demand and form an integral part of the council’s cash management.

iv. Exceptional Iltems

When items of income and expense are material their nature and amount is disclosed separately, either
on the face of the Comprehensive Income and Expenditure Statement or in the notes to the accounts,
depending on how significant the items are to an understanding of the council’s financial performance.

v. Prior Period Adjustments, Changes in Accounting Policies and Estimates and Errors

Prior period adjustments may arise as a result of a change in accounting policies or to correct a material
error. Changes in accounting estimates are accounted for prospectively, i.e. in the current and future
years affected by the change and do not give rise to a prior period adjustment.

Changes in accounting policies are only made when required by proper accounting practices or the
change provides more reliable or relevant information about the effect of transactions, other events and
conditions on the council’s financial position or financial performance. Where a change is made, it is
applied retrospectively (unless stated otherwise) by adjusting opening balances and comparative
amounts for the prior period as if the new policy had always been applied.

Material errors discovered in prior period figures are corrected retrospectively by amending opening
balances and comparative amounts for the prior period.

vi. Charges to Revenue for Non-Current Assets
Services, support services and trading accounts are debited with the following amounts to record the
cost of holding fixed assets during the year:
e Depreciation attributable to the assets used by the relevant service
e Revaluation and impairment losses on assets used by the service where there are no
accumulated gains in the Revaluation Reserve against which the losses can be written off
e Amortisation of intangible fixed assets attributable to the service.
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The council is not required to raise council tax to fund depreciation, revaluation and impairment losses or
amortisations. However, it is required to make an annual contribution from revenue towards the
reduction in its overall borrowing requirement equal to an amount calculated on a prudent basis
determined by the authority in accordance with statutory guidance (England and Wales). Depreciation,
revaluation and impairment losses and amortisations are therefore replaced by the contribution in the
General Fund Balance (Minimum Revenue Provision), by way of an adjusting transaction with the
Capital Adjustment Account in the Movement in Reserves Statement for the difference between the two.

vii. Employee Benefits

Benefits Payable During Employment

Short-term employee benefits are those due to be settled within 12 months of the year-end. They include
such benefits as wages and salaries, paid annual leave and paid sick leave, bonuses and non-monetary
benefits for current employees and are recognised as an expense for services in the year in which
employees render service to the council. An accrual is made for the cost of holiday entitlements earned
by employees but not taken before the year-end which employees can carry forward into the next
financial year. The accrual is made at the wage and salary rates applicable in the following accounting
year, being the period in which the employee takes the benefit. The accrual is charged to Surplus or
Deficit on the Provision of Services, but then reversed out through the Movement in Reserves Statement
so that holiday benefits are charged to revenue in the financial year in which the holiday absence occurs.

The basis used to estimate the accrual is three fold:

¢ Employees that work ‘Term Time Only’ (TTO), mainly teachers — a percentage based on how
many holidays fall in the financial year is applied to annual salary, employer’s national insurance
contribution and employer’s pension contribution.

e Non-teaching staff leave — holiday remaining at year end (to a maximum of § days, as per
council’'s policy) is applied to annual salary, employer's national insurance contribution and
employer’s pension contribution.

¢ Non-teaching staff eligible for flexi contract — worst case scenario (+10hrs) will be assumed for all
staff eligible for flexi contract and applied to their annual salary, employer’s national insurance
and employer’s pension contribution.

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the council to terminate an
officer's employment before the normal retirement date or an officer's decision to accept voluntary
redundancy. These costs are charged on an accruals basis to the Non Distributed Costs line in the
Comprehensive Income and Expenditure Statement when the council is demonstrably committed to the
termination of the employment of an officer, or group of officers, or making an offer to encourage
voluntary redundancy.

Where termination benefits involve the enhancement of pensions, statutory provisions require the
General Fund balance to be charged with the amount payable by the council to the pension fund or
pensioner in year, not the amount calculated according to the relevant accounting standards. In the
Movement in Reserves Statement appropriations are required to and from the Pensions Reserve to
remove the notional debits and credits for pension enhancement termination benefits and replace them
with debits for the cash paid to the pension fund and pensioners and any such amounts payable but
unpaid at the year-end.

Post Employment Benefits
Employees of the council are members of two separate pension schemes:
e The Teachers’ Pension Scheme, administered by Department for Education (DfE)
e The Local Government Pensions Scheme (LGPS)
Both schemes provide defined benefits to members (retirement lump sums and pensions), earned as
employees worked for the council.

However, the arrangements for the teachers’ scheme mean that liabilities for these benefits cannot
ordinarily be identified specifically to the council. The scheme is therefore accounted for as if it were a
defined contribution scheme and no liability for future payments of benefits is recognised in the Balance
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Sheet. The Children’s and Education Service line in the Comprehensive Income and Expenditure
Statement is charged with the employer’s contributions payable to the Teachers’ Pensions in the year.

Defined benefit schemes

The attributable assets of the scheme are measured at fair value and include current assets and
investments. The attributable liabilities are measured on an actuarial basis using the projected unit
method. Scheme liabilities are discounted at the AA corporate bond rate. The surplus or deficit in the
scheme is the excess or shortfall of the value of the assets in the scheme over or below the present
value of the scheme liabilities. The change in the defined benefit asset or liability is shown in the income
and expenditure account and analysed into the following components, current service costs, interest
cost, expected return on assets and actuarial gains and losses, and past service costs and gains and
losses on settlements and curtailments.

Defined contribution schemes

The teacher's scheme, whilst being a defined benefit scheme is treated as a defined contribution
scheme as explained above. This means that the pension costs reported for any year is equal to the
contributions payable for the scheme for the same period. The costs are recognised within net cost of
services.

Accounting for Retirement Benefits within HRA

Day to day housing management is carried out by Barnet Homes therefore Barnet's HRA employs very
few staff directly. The cost of obtaining a separate HRA actuarial report, to split the notional cost of HRA
staff from those employed by the general fund cannot be justified. For this reason although the HRA has
been reported on an IAS19 basis, no attempt has been made to show a separate liability related to
defined benefit provision.

Pension reserve

The pension reserve is the financial accounting mechanism to ensure that IAS19 has no impact on
council tax; this is where the actuarial gains / losses are charged. The cost of providing pensions for
employees is funded in accordance with the statutory requirements governing each scheme.

Where the payments made for the year do not match the change in the council’s recognised asset or
liability for the same period, the recognised cost of pensions will not match the amount required to be
raised in taxation. This difference is removed by an appropriation to or from the pension’s reserve, which
equals the net change in the pension’s liability recognised in the Comprehensive Income and
Expenditure Account.

viii. Events after the Balance Sheet Date
Events after the balance sheet date are those events, both favourable and unfavourable, that occur
between the end of the reporting period and the date when the Statement of Accounts is authorised for
issue. Two types of events can be identified:
¢ those that provide evidence of conditions that existed at the end of the reporting period —
the Statement of Accounts is adjusted to reflect such events
¢ those that are indicative of conditions that arose after the reporting period — the Statement
of Accounts is not adjusted to reflect such events, but where a category of events would
have a material effect, disclosure is made in the notes of the nature of the events and
their estimated financial effect.

Events taking place after the date of authorisation for issue are not reflected in the Statement of
Accounts.

ix. Financial Instruments

The accounting standards in respect of financial instruments were incorporated into the Local Authority
SORP in 2007. The 2010 Code of Practice notes that where they continue to be relevant, the
transitional provisions of the UK standards adopted by the 2007 SORP remain.

Page 67 of 162



The definition of the financial instrument is: “Any contract that gives rise to a financial asset of one entity
and a financial liability or equity instrument of another entity.”

The term “financial instrument” covers both financial assets and financial liabilities. These range from
straightforward trade receivables and trade payable to more complex transactions such as financial
guarantees, derivatives and embedded derivatives. The Council’s borrowing, service concession
arrangements (PFl and finance leases), and investment transactions are classified as financial
instruments.

The council’s financial liabilities and financial assets are carried on the balance sheet at amortised cost.
The amortised cost is derived by taking the amount of the instrument at its inception, deducting the value
of cash repayments made in year and adding on the interest charged / credited to the Comprehensive
Income and Expenditure account. However, the Code requires that the fair value of these instruments is
disclosed in the notes to the account. The fair value of an instrument is the amount for which it could be
sold for in an open market based on the present value of the future cash flows.

Premiums paid on the early settlement of debt are also classified as Financial Instruments. Regulations
allow such premiums to be charged to general fund balances over the number of years equal to that
which was remaining on the original loan, or to charge such premiums over a shorter time frame if
desired. The council’s policy is to spread the premium over the term that was remaining on the original
loan which gave rise to the premium. The council provides further information on its Financial
Instruments in the Notes to the Core Statements.

Xx. Government Grants and Contributions
Whether paid on account, by instalments or in arrears, government grants and third party contributions
and donations are recognised as due to the council when there is reasonable assurance that:

¢ the council will comply with the conditions attached to the payments, and

e the grants or contributions will be received.

Amounts recognised as due to the council are not credited to the Comprehensive Income and
Expenditure Statement until conditions attached to the grant or contribution have been satisfied.
Conditions are stipulations that specify that the future economic benefits or service potential embodied in
the asset acquired using the grant or contribution are required to be consumed by the recipient as
specified, or future economic benefits or service potential must be returned to the transferor.

Monies advanced as grants and contributions for which conditions have not been satisfied are carried in
the Balance Sheet as creditors. When conditions are satisfied, the grant or contribution is credited to the
relevant service line (attributable revenue grants and contributions) or Taxation and Non-Specific Grant
Income (non-ringfenced revenue grants and all capital grants) in the Comprehensive Income and
Expenditure Statement.

Where capital grants are credited to the Comprehensive Income and Expenditure Statement, they are
reversed out of the General Fund Balance in the Movement in Reserves Statement. Where the grant has
yet to be used to finance capital expenditure, it is posted to the Capital Adjustment Account. Amounts in
the Capital Grants Unapplied reserve are transferred to the Capital Adjustment Account once they have
been applied to fund capital expenditure.

Area Based Grant (ABG) is a general grant allocated by central government directly to local authorities
as additional revenue funding. ABG is non-ringfenced and is credited to Taxation and Non-Specific Grant
Income in the Comprehensive Income and Expenditure Statement.

xi. Intangible Assets

These are assets that do not have a physical form but which are identifiable and provide the council with
rights to future economic benefits. The council carries just one type of intangible asset on its balance
sheet, being the purchase of software licences. The policy is to amortise cost of the asset to revenue
over its economic life, to reflect the pattern of consumption or benefits.
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xii. Interests in Subsidiaries
The council has material interests in Barnet Homes Ltd. It has the nature of a subsidiary and therefore
requires it to prepare group accounts.

The council reviews annually the extent to which other entities (over which the council has a material
interest) need to be consolidated into the Group Accounts. In consolidating the accounts, all transactions
and balances between the council and its subsidiaries are eliminated in full.

xiii. Inventories and Long Term Contracts
Inventories are included in the Balance Sheet at the lower of cost and net realisable value.

Long term contracts are accounted for on the basis of charging the Surp