Islington Council

Statement of Accounts 2007/08

Islington Council — Statement of Accounts 2007/08

Contents

Foreword by Executive Member for Finance
Introduction by Director of Finance

Annual Governance Statement

Audit Opinion

Core Financial Statements

Explanatory Foreword to the Statement of Accounts
Statement of Accounting Policies

Statement of Responsibilities

Income And Expenditure Account

Statement of Movement on the General Fund Balance
Statement of Total Recognised Gains and Losses
Balance Sheet

Cash Flow Statement

Notes to the Accounts (including pension disclosures)

Supplementary Financial Statements

Housing Revenue Income and Expenditure Account

Statement of Movement on the Housing Revenue Account Balance
Notes to the Housing Revenue Account

Collection Fund Statement

Notes to the Collection Fund Statement

Group Accounts

Pension Fund

Glossary of Financial Terms

30" September 2008

A~ WN

18
26
27
28
28
29
30
31

76
77
78
81
82
83
89

98

Final version



Islington Council Statement of Accounts 2007/08

Foreword by Executive Member for Finance

This has been a successful financial year for Islington Council, bringing many improvements for
our residents.

The Statement of Accounts for 2007-08 gives an overview of our financial performance and
provides a snapshot of our financial position on 31 March 2008. But the numbers alone do not
tell the full story of our progress.

In a borough with wide gaps between rich and poor, sound financial management is critical in
meeting the challenges of building a stronger community, making Islington a greener and safer
place to live, and improving our housing and schools. Our ‘One Islington’ vision is an ambitious
one and delivering it depends on generating huge financial resources.

So | am pleased to report that in the last financial year:

e We delivered over £168 million of capital investment, notably spending nearly £100 million
on much-needed housing improvements. We built on our good track record of creating
affordable new homes — 405 were delivered by our housing association partners during the
year — and we began building the first new council houses in Islington for a generation.

e With excellent market timing we raised a record £100 million from (mainly) commercial
property sales in order to re-invest in new schools, housing, and regeneration projects.

e We approved the most comprehensive three-year capital programme in the borough’s
history, which will bring investment of £548 million over the next three years. Parks and
highways will see unprecedented levels of spending, and the complete rebuilding of leisure
centres will leave an impressive Olympic legacy.

o We kept our promises to residents on Council Tax, once again ensuring Islington’s bills are
below the London average. Furthermore 40,000 local taxpayers benefited from our unique
£20 discount as a ‘thank you’ for paying by Direct Debit.

e We improved our Council Tax collection rate again, to a best-ever 94.7 per cent within the
financial year. We also achieved £8 million of efficiency savings without impacting on
frontline services. Tight control of revenue spending helped us to bring in a small surplus
against budget for the year.

We were pleased that during the year the Audit Commission upgraded our Use of Resources
assessment from level 2 to level 3, reflecting the progress we have made in delivering value for
money for residents.

All this was achieved in a climate when the economy began to slow, and government grant
settlements stayed below the level of inflation.

With a deteriorating economy, rising energy costs and further reductions in government grant,

all councils in London face difficult times ahead. However | am confident that the reserves we
have put aside in better times will help Islington meet those challenges.

Councillor Andrew Cornwell
30 June 2008
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Introduction by the Director of Finance

| have great pleasure in presenting the Statement of Accounts for the year ended 31* March
2008. These accounts give a high level overview of the Council's finances and explain what we
have done differently this year to improve the flow of information to all our stakeholders.

Basis of these accounts

In compiling these Accounts the Council is required to follow a common format called the
Statement of Recommended Practice, otherwise known as the 'SORP'. This enables readers
across all local authorities to follow local differences in spending on a comparable basis.

Overview of the Council's finances

The Council spent over one billion pounds last year. This is made up of the gross cost of the
day to day services we provide, plus the investments made in your assets and in new facilities
for the Borough. In the Income and Expenditure Account, on the line called 'Net Operating
Expenditure’, you will see that the gross cost of these services was £1.123bn, and in the Note
on Capital Expenditure, you will see that we spent £168m on your assets/facilities.

To pay for all this the Council received money from a variety of sources; the largest contribution
came in the form of Central Government Grants (over £700m) whilst locally for residents their
contribution is in the form of Council Tax. In 2007/08 this contribution amounted to £76m. This
income resulted in a surplus of approximately £4m (£0.9m General Fund, £3.3m schools) for
the year. Financing our investments was new borrowing by the Council of £47m, Grants and
other External Contributions amounted to £45m, contributions from the sale of Council Assets
totalled £55m and the balance of £21m came from revenue sources such as from Council Tax.

In the Balance Sheet, you will see that, at year-end, the Council had net assets of over £2
billion. The vast majority of this was made up of Fixed Assets, most notably Council Housing
and Other Land and Buildings such as schools and administrative buildings.

Feedback and Public Inspection of the Accounts

We would welcome any feedback or comments you may have on the accounts or the
presentation of them. In addition, as advertised, the annual public inspection of accounts runs
from the 1% of July to the 28" of July.

Mike Curtis
Director of Finance
24" June 2008
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Annual Governance Statement

1.2

1.3

1.4

2.2

2.3

3.2

3.2.1

3.2.2

Scope of responsibility

Islington Council is responsible for ensuring that its business is conducted in accordance with the
law and proper standards, and that public money is safeguarded and properly accounted for, and
used economically, efficiently and effectively. It 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 a combination of economy, efficiency and effectiveness.

In discharging this overall responsibility, Islington is responsible for putting in place proper
arrangements for the governance of its affairs, facilitating the effective exercise of its functions,
which includes arrangements for the management of risk.

In 2007 the Chartered Institute of Public Finance and Accountancy (CIPFA) and the
Society of Local Authority Chief Executives (SOLACE) published “Delivering Good
Governance in Local Government: Framework”. Following this, the Corporate
Governance Group was tasked with drafting Islington’s code of governance consistent
with the CIPFA/SOLACE Framework. At the time of drafting this Annual Governance
Statement (AGS), the draft code of governance is out for consultation with Group
members and colleagues. The Code will be finalised and approved by Members during
2008/09 and then made available on the Council’'s website.

This statement explains how the Council has complied with the requirements expected to be set
out in a Local Code of Governance and also meets the requirements of regulation 4(2) of the
Accounts and Audit Regulations 2003 as amended by the Accounts and Audit (Amendment)
(England) Regulations 2006 in relation to the publication of a statement on internal control.

The purpose of the governance framework

The governance framework comprises the systems and processes, and 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.

The system of internal control is a significant part of that framework and is designed to manage
risks to a reasonable level. It cannot eliminate all risk of failure to achieve policies, aims and
objectives and can therefore only provide reasonable and not absolute assurance of effectiveness.
The system of internal control is based on an ongoing process designed to identify and prioritise
the risks to the achievement of Islington’s policies, aims and objectives, to evaluate the
likelihood of those risks being realised and the impact should they be realised, and to manage
them efficiently, effectively and economically.

The governance framework has been in place at Islington for the year ended 31 March 2008 and
up to the date of approval of the annual report and statement of accounts.

The governance framework
The key elements of Islington’s systems and processes that comprise its governance arrangements
are as follows:

Identifying and communicating the authority’s vision of its purpose and intended outcomes
for citizens and service users

Islington’s vision was set out in its Corporate Plan 2006-2009, ‘One Islington’, which states that
the Council and its key partners will achieve ‘One Islington’ by working with residents and
businesses to improve public services, the environment and people’s health and wellbeing.

It is further developed in the Corporate Strategy, Service and Financial Plan 2007- 10 which
states that the Council’s overriding aspiration for this period is to achieve excellence in the eyes

4
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3.2.3

3.24

3.2.5

3.3

3.3.1

3.4

341

3.4.2

3.4.3

3.5

of key stakeholders, residents, customers, local businesses and partners. The council aims to
achieve this by:
e Listening to Islington
We will do even more to consult residents on their views and needs and act on what we
hear so that local people have a greater say over what happens in their area.
e Stronger communities
Working with the community and partners, we will continue to work to improve the quality
of life of all residents and reduce the gap between the most and least deprived. We will
actively support minority or disadvantaged groups and take strong steps to ensure that
everyone has the chance to make the most of what Islington has to offer.
o A greener, cleaner and safer borough
Working with residents, businesses and partners we will take practical action to minimize
harmful impacts on the environment and reduce crime and the fear of crime in order to
create a greener, cleaner and safer place to live and work now and for future generations.

Islington’s priorities are communicated to its citizens and stakeholders in newsletters, on the
Council’s website and in Council offices. The Residents” Council Tax booklets include
information on residents’ priorities from the previous and current year and what is being done to
achieve them.

Partnerships formed under the Local Area Agreement are underpinned by a common vision and
the shared objectives of the partners contribute to the objectives and priorities of the Council.
These are embodied in the Sustainable Community Strategy published in 2008. Progress by the
strategic partnership is reported to and monitored by the Islington Strategic Partnership Executive
quarterly.

The Council produces an annual report which provides an overview of its vision, strategy and
plans and how it is performing in its endeavour to achieve them.

Reviewing the authority’s vision and its implications for the authority’s governance
arrangements

The authority’s vision for the local area was last reviewed following the 2006 council elections,
when new priorities were set out for Islington. Changes in governance arrangements, when
required, are made by the Council to facilitate the achievement of its priorities.

Measuring the quality of service for users, for ensuring they are delivered in accordance
with the authority’s objectives and for ensuring that they represent the best use of resources

Islington has a comprehensive performance management system in place. Service, financial and
corporate planning processes are linked to ensure that financial aspirations are appropriately
based on service commitments and objectives, for the coming year and in the medium-term.
Additionally, Directorates report monthly on their key financial, risk and value for money
indicators.

The quality of service provided is also regularly monitored with Area Committees maintaining
strong links with local communities. Islington also has a complaints process whereby all
complaints received are recorded and addressed.

The Audit Commission (Annual Audit and Inspection Letter, March 2007) states that the Council
is improving well and has been assessed as a “three star’ authority under the CPA framework. The
Council was rated 3 out of 4 for its use of resources, an increase from a rating of 2 out of 4 in
2006.

Defining and documenting the roles and responsibilities of the executive, non executive,
scrutiny and officer functions, with clear delegation arrangements and protocols for
effective communication
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3.5.1

3.5.2

3.5.3

3.6

3.6.1

3.6.2

3.6.3

3.6.4

3.7

3.7.1

3.7.2

3.7.3

3.74

The roles and responsibilities of the executive, non executive, scrutiny and officer functions are
clearly stated in the Council’s Constitution which was last updated in May 2008. The Council has
prepared a regulatory framework in which these responsibilities are also set out.

The Executive has overall responsibility for Islington’s good governance and all matters reserved
for its decision are set out in the Constitution, as are the responsibilities of council committees,
the Head of Paid Services, the Monitoring Officer and the Section 151 Officer and other officers.
The Constitution also includes the Council’s Financial Regulations and procedural rules, which
are regularly updated.

Changes to the roles and responsibilities of the executive, non executive, scrutiny and officer
functions are subject to regular review. Bespoke training workshops or briefings are designed, as
appropriate, to communicate these changes.

Developing, communicating and embedding codes of conduct, defining the standards of
behaviour for members and staff

High standards of conduct and behaviour are expected in all aspects of Islington’s work,
including working with partnerships. Human Resource policies and Codes of Conduct promote
high standards of behaviour and are re-enforced by appropriate training programmes. Member
and officer Codes of Conduct set out the expectations the Council has of its Members and officers
and this contributes to setting and maintaining the culture of the authority.

Part 5 of the Constitution contains the Member Code of Conduct was adopted by full Council in
May 2007; it includes the Protocol on Member/Officers Relations. Members have received
training on the new Code of Conduct. Additionally, all officers who advise members directly
have received training on the new Code.

The Standards Committee is responsible for monitoring the Code and for ensuring that Members
exercise leadership in line with it. The Monitoring Officer is responsible for contributing to the
promotion and maintenance of high standards of conduct by providing support to the Standards
Committee.

The Council also operates a robust anti-fraud function and whistle blowing hotline. All
complaints raised via this forum are thoroughly investigated.

Reviewing and updating standing orders, standing financial instructions, a scheme of
delegation and supporting procedural notes/manuals, which clearly define how decision are
taken and the processes and controls required to manage risks

The Monitoring Officer and Section 151 Officer have overall responsibility for ensuring standing
orders, standing financial instructions, the scheme of delegation and supporting material are up to
date and clearly communicated.

Written contract standing orders are set out in the Procurement Rules, which are included in the
Constitution and available on the Council’s internet site. When the Rules are updated staff are
made aware of any changes through internal briefings.

The Constitution also includes the Council’s Financial Regulations which are reviewed, regularly
updated and approved by the Council.

Decision making responsibilities are incorporated in the Procurement Rules and Financial
Regulations, both of which are designed to minimise risk to the Council.
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3.8.2
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3.9.1

3.9.2

3.9.3
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3.95

3.9.6

3.10

3.10.1

3.10.2

3.10.3

Undertaking the core functions of an audit committee, as identified in CIPFA’s Audit
Committees — Practical Guidance for Local Authorities

The terms of reference of the Corporate Services Committee are included in the Constitution and
include, what are widely considered, core functions of an audit committee. It receives reports
from Internal Audit, the external auditors and risk related reports. We are confident that it
operates in accordance with CIPFA’s guidance.

At the time of drafting this statement, it is anticipated that the Council will re-designate the
Corporate Services Committee as its audit committee with effect from September 2008. This will
also include broadening the terms of reference and the introduction of independent members to
add greater professional expertise.

Ensuring compliance with relevant laws and regulations, internal policies and procedures
and that expenditure is lawful

All reports to committees must contain legal, financial and equality implications.

The annual Internal Audit plan is risk based and is developed to provide assurance regarding
compliance with relevant laws, regulations, internal policies and procedures.

Chief Officers are responsible for ensuring their staff operate lawfully and Human Resource
policies and the Code of Conduct promote high standards of behaviour and are re-enforced by
appropriate training programmes.

All internal and external audit reports are available to the Corporate Services Committee. The
Counter fraud policy was approved by the Corporate Services Committee and Corporate
Management Board. It was initially developed and approved in 2006 and has been updated and
approved during 2007.

The Council is actively involved in the National Fraud Initiative (NFI), a data matching exercise
which cross matches data from a number of participating authorities to identify inaccuracies in
data or potential fraud. Various categories of data were included in the exercise during 2007/08,
which has resulted in over £300,000 being recovered from housing benefit claimants and nine
successful prosecutions. It has also highlighted three cases of pension over-payment, which are
currently being pursued.

The Council has not had a Public Interest report in recent years.
Whistle blowing and receiving and investigating complaints from the public

Islington has a whistle blowing policy which was widely publicised when launched and is
available on the Council’s intranet. The Council has ensured the whistle blowing policy is user-
focused, encouraging potential whistle-blowers to step forward. This policy is also provided to
contractors.

The policy provides contact details for individuals internal to the organisation and bodies external
to the organisation through which concerned staff and stakeholders can ‘blow the whistle’. A
free national telephone line provided by ‘Public Concern at Work’ is available to all staff from
which they can get access to free legal advice on whistle blowing matters. The Standards
Committee receive quarterly reports on ethical indicators that include whistle blowing activities

Islington has a formal process for receiving and handling complaints from the public. All
complaints made are recorded and monitored and reported both departmentally and corporately.
Complaints statistics are analysed, used to improve service delivery and regularly reported to the
Executive. The Standards Committee is responsible for Islington’s complaints procedures and
receives regular reports on complaints.
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3.11
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3.11.2

3.11.3

3.12

3.12.1

3.12.2

3.12.3

3.13

3.13.1

3.13.2

Identifying the development needs of members and senior officers in relation to their
strategic roles, supported by appropriate training

Islington is committed to the ongoing development of Members and officers. Members are
surveyed annually to decide their training needs that Members’ Services agrees with each party
Chief Whip. There is an ongoing programme of relevant training available to Members as well as
mentoring opportunities.

Officers attend corporate induction when they join Islington, after which directorate or role
specific training is provided as appropriate. There is an annual appraisal process which may be
used to identify training needs and officers have individual learning plans which are logged on
their personal profile on the intranet.

Additionally, the Executive, Corporate Management Board and both political groups have
facilitated ‘away days’ each year which help them to improve their performance collectively.

Establishing clear channels of communication with all sections of the community and other
stakeholders, ensuring accountability and encouraging open consultation

The Council’s vision of ‘One Islington’ is founded on the principle of working with its
stakeholders and partners. Islington has a Local Area Agreement with many local partners which
represent all sections of the community. Area Committees were established to bring the Council
closer to each individual area within the borough and public consultations are specifically
designed to reach all sections of the community, including those groups considered *hard to
reach’.

Islington has a dedicated, professional consultation team, responsible for co-ordinating and
supporting consultation and research. There is a ‘Citizens Panel’, made up of 920 residents aged
16 and above, who have agreed to be consulted by Islington Strategic Partnership about issues
and services that affect their lives. It was originally set up in September 2003 and was refreshed
in 2005.

Over 2,200 people responded to the council’s consultation on the budget for 2007-08. Different
consultation methods were used, including a face-to-face survey of 1,017 people, questionnaires
in the residents’ magazine and in-depth interviews with 20 local businesses. A consultation
strategy that will set out a clear set of principles and standards to deliver consistent and joined up
consultation is currently being developed.

Incorporating good governance arrangements in respect of partnerships and other group
working as identified by the Audit Commission’s report Governing Partnerships: Bridging
the Accountability Gap, and reflecting these in the Council’s overall governance
arrangements

The Council works closely with its partners through Islington Strategic Partnership, ensuring the
priorities of the strategic partnership are aligned with corporate priorities and objectives. During
2007/08 Islington Strategic Partnership (ISP) developed a strategic risk register, which is
monitored and updated at partnership meetings. Lead Council Officers are responsible for
ensuring risks are appropriately controlled and mitigated, working with their partnership
colleagues.

The Audit Commission’s Corporate Assessment Report (March 2007) found that the Council is
innovative in the use of partnerships to deliver community priorities, thus delivering
improvements to people's lives. The report also identified the ongoing work to address capacity
issues amongst its voluntary sector partners as well as ensuring that ISP’s decision making
processes are understood and transparent. Overall, managing performance with partners was
found to be good, and the process for overseeing achievement of the objectives detailed within
the Local Area Agreement was considered clear. Recommendations arising from the report are
being addressed.
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4.1

4.2

4.3

4.4

51

5.2

5.3

Review of effectiveness

Islington is required to conduct, 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 committees and management who have responsibility for the development and
maintenance of the governance environment, the Assistant Director of Finance (ADF) Audit &
Risk’s annual report, and by work undertaken by the external auditors and other review agencies
and inspectorates.

Throughout 2007/08 the following activities contributed to the Council’s review of its
governance framework:

Review of governance arrangements

The Council reviewed its governance arrangements against the requirements of the
CIPFA/SOLACE Governance Framework and found that its arrangements are largely aligned
with its principles and requirements. The small gaps that exist are reflected in this Statement.

Review and update of the Constitution
The Constitution is reviewed and updated at least annually to reflect changes in governance
arrangements, such as functioning of a committee or changes in the Financial Procedures.

Review of the effectiveness of Internal Audit by the ADF (Audit & Risk)
Each year the effectiveness of the Internal Audit function is reviewed. For 2007/08, its
effectiveness was assessed by:

e achieving delivery of the audit plan: the CIPFA recommended target is 90%; actual
delivery for 2007/08 was 98%.

¢ Implementing Internal Audit recommendations: the CIPFA recommended performance
indicator is that 90% of agreed internal audit recommendations are implemented; Islington
has exceeded this with 97%.

o CIPFA survey: the survey sought responses from audit clients on their satisfaction with the
audit service they receive on a scale of poor (1) to excellent (6). The Council’s audit
clients assessed the service they receive as good (4).

o Peer review: A reciprocal peer review carried out by the LB Camden identified significant
progress in improving quality of the service being delivered.

We have been advised on the results of the above reviews, in which no significant governance
issues were identified. Plans are in place to address weaknesses and ensure continuous
improvements of the system.

Overall, there are no significant weaknesses in the system of internal control; controls are
generally in place and operating effectively.

Significant governance issues

From our planning for 2008/09 and work in 2007/08, we are tracking Islington’s key risks and
governance issues. We do not believe that the council has significance governance issues, but
recognise that it needs to further improve its governance arrangements in relation to:

Embedding of risk management throughout the Council

Islington has made considerable progress in embedding risk management in recent years. All
departmental management teams are now required to review their risk registers each month and
risk information is now included in the monthly performance monitoring letter considered by the
Monthly Performance Panel. The Council will continue to make this a priority. An electronic risk
management training package is being evaluated with a view to purchasing an appropriate
product in 2008/09.

Partnership governance arrangements

High priority recommendations following a review of Islington’s partnership arrangements are
currently being implemented and include reviewing the voluntary sector COMPACT and
developing protocols to have projects exit strategies.

9
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5.4 Financial Reporting
Following some critical comments from the Audit Commission about the quality of the draft
accounts and some of the working papers, the council has put in place a robust improvement plan.
Progress of the plan has been monitored closely by senior management and the Corporate
Services Committee.

55 We propose over the coming year to address the above matters to further enhance our governance
arrangements. We are satisfied that the steps outlined above will address our significant
governance issues and the need for improvements that were identified in our review of
effectiveness. Their implementation and operation will be monitored as part of the next annual

review.
Signatures
37
Signed by
Date
Signed by /
Chief Executive Date
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Independent auditor’s report to the Members of the Islington London Borough Council
Opinion on the accounting statements

I have audited the Authority and Group accounting statements, pension fund accounts and
related notes of the Islington London Borough Council for the year ended 31 March 2008 under
the Audit Commission Act 1998. The Authority and Group accounting statements comprise the
Authority and Group Income and Expenditure Account, the Authority Statement of the
Movement on the General Fund Balance, the Authority and Group Balance Sheet, the Authority
and Group Statement of Total Recognised Gains and Losses, the Authority and Group Cash
Flow Statement, the Housing Revenue Account, the Collection Fund and the related notes. The
pension fund accounts comprise the Fund Account, the Net Assets Statement and the related
notes. The Authority and Group accounting statements and pension fund accounts have been
prepared under the accounting policies set out in the Statement of Accounting Policies.

This report is made solely to the members of the Authority in accordance with Part 1l of the Audit
Commission Act 1998 and for no other purpose, as set out in paragraph 36 of the Statement of
Responsibilities of Auditors and of Audited Bodies prepared by the Audit Commission.

Respective responsibilities of the Director of Finance and auditor

The Director of Finance’s responsibilities for preparing the financial statements, including the
pension fund accounts, in accordance with relevant legal and regulatory requirements and the
Statement of Recommended Practice on Local Authority Accounting in the United Kingdom
2007 are set out in the Statement of Responsibilities for the Statement of Accounts.

My responsibility is to audit the Authority and Group accounting statements, pension fund
accounts and related notes in accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland).

| report to you my opinion as to whether the Authority and Group accounting statements and the
pension fund accounts present fairly, in accordance with relevant legal and regulatory
requirements and the Statement of Recommended Practice on Local Authority Accounting in
the United Kingdom 2007:

the financial position of the Authority and its income and expenditure for the year;
the financial position of the Group and its income and expenditure for the year; and

the financial transactions of the pension fund during the year and the amount and
disposition of the fund’s assets and liabilities, other than liabilities to pay pensions and other
benefits after the end of the scheme year.

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

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

11
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Basis of audit opinion

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

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

Opinion
In my opinion:

the Authority financial statements present fairly, in accordance with relevant legal and
regulatory requirements and the Statement of Recommended Practice on Local Authority
Accounting in the United Kingdom 2007, the financial position of the Authority as at 31 March
2008 and its income and expenditure for the year then ended;

the Group financial statements present fairly, in accordance with relevant legal and
regulatory requirements and the Statement of Recommended Practice on Local Authority
Accounting in the United Kingdom 2007, the financial position of the Group as at 31 March 2008
and its income and expenditure for the year then ended; and

the pension fund accounts and related notes present fairly, in accordance with the
Statement of Recommended Practice on Local Authority Accounting in the United Kingdom
2007, the financial transactions of the Pension Fund during the year ended 31 March 2008, and
the amount and disposition of the fund’s assets and liabilities as at 31 March 2008, other than
liabilities to pay pensions and other benefits after the end of the scheme year.

Conclusion on arrangements for securing economy, efficiency and effectiveness in the
use of resources
Authority’s responsibilities

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

Auditor’s responsibilities

| am required by the Audit Commission Act 1998 to be satisfied that proper arrangements have
been made by the Authority for securing economy, efficiency and effectiveness in its use of
resources. The Code of Audit Practice issued by the Audit Commission requires me to report to
you my conclusion in relation to proper arrangements, having regard to relevant criteria
specified by the Audit Commission for principal local authorities. | report if significant matters
have come to my attention which prevent me from concluding that the Authority has made such
proper arrangements. | am not required to consider, nor have | considered, whether all aspects
of the Authority’s arrangements for securing economy, efficiency and effectiveness in its use of
resources are operating effectively.

Conclusion

I have undertaken my audit in accordance with the Code of Audit Practice and having regard to
the criteria for principal local authorities specified by the Audit Commission and published in
December 2006, | am satisfied that, in all significant respects, the Authority made proper
arrangements to secure economy, efficiency and effectiveness in its use of resources for the
year ended 31 March 2008.

12
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Best Value Performance Plan

| have issued our statutory report on the audit of the authority’s best value performance plan for
the financial year 2007/08 on 20 December 2007. | did not identify any matters to be reported to
the authority and did not make any recommendations on procedures in relation to the plan.

Certificate

| have carried out the audit of the accounts in accordance with the requirements of the
Audit Commission Act 1998 and the Code of Audit Practice issued by the Audit
Commission. However, the audit cannot be formally concluded, and an audit certificate
issued, until | have resolved issues arising from correspondence with the public relating
to prior years. | am satisfied that the amounts involved will not have a material effect on
the statement of accounts.

Independent auditor’s report to Members of Islington Council

Issue of audit opinion

In my audit report for the year ended 31 March 2008 issued on 30 September 2008 | reported
that, in my opinion, the financial statements presented fairly, in accordance with the Statement
of recommended practices on Local Authority Accounting in the United Kingdom 2007, the
financial position of the Council and its Group as at 31 March 2008 and its income and
expenditure for the year then ended.

Issue of conclusion

As stated in my audit report for the year ended 31 March 2008 issued on 30 September 2008, |
report that in my opinion, in all significant respects, Islington Council made proper arrangement
to secure economy, efficiency and effectiveness in its use of resources for the year ended 31
March 2008.

Certificate

In my audit report dated 30 September 2008, | explained that the audit could not be formally
concluded on that date until consideration of matters brought to my attention by local authority
electors relating to prior years had been completed. These matters have now been concluded.
No other matters have come to my attention since that date that would have a material impact
on the financial statement on which | gave an unqualified opinion and value for money
conclusion.

| certify | have completed the audit of the statement of accounts in accordance with the
requirements of the Audit Commission Act 1998 and the Code of Audit Practice issued by the
Audit Commission.

iAo

Andrea White

District Auditor

Audit Commission

First Floor, Millbank Tower
Millbank,

London

SWI1P 4HQ

22 December 2009
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Explanatory Foreword to the Statement of Accounts and Summary of the
Council’s Financial Performance in the Financial Year 2007/08

This foreword provides an explanation, in overall terms, of the council’s financial position and will assist in
the interpretation of the accounting statements. It is not the purpose of this foreword to comment on the
policies of the Council, rather to explain the financial facts.

Explanation of the format of the statements within these accounts

This Statement of Accounts comprises:

e an Explanatory Foreword

a Statement of Accounting Policies setting out policies adopted for the preparation of the accounts
a Statement of Responsibilities for the Statement of Accounts

Accounting Statements

Notes to the Accounts (including pension disclosures).

The accounting statements contain the ‘core’ financial statements grouped together, the supplementary
single entity financial statements relevant to this Council, and Group Accounts.

The Core Financial Statements comprise

e Income and Expenditure Account — a summary of the resources generated and consumed by the
council in the year

e Statement of the Movement on the General Fund Balance — summarises the movement on the
General Fund balance by adding to and deducting from to the income and expenditure items required
by statute

e Statement of Total Recognised Gains and Losses (STRGL) — shows the total movement in the
Council’s funds and reserves for the year

e Balance Sheet - highlights the Council’s financial position as at 31st March 2008, in particular what
we own versus what we owe

e Cash Flow Statement - illustrates the Council’s total cash transactions in the financial year, split
between revenue (day to day) expenditure, capital (long term investment in assets) expenditure and
financing (how we pay for the expenditure) transactions.

The Supplementary Financial Statements applicable to Islington Council comprise:

e Housing Revenue Account Income and Expenditure Account and Statement of Movement on the
Housing Revenue Account Balance — shows transactions relating to Council dwellings

e Collection Fund — receipts and payments relating to council tax and business rates.

The Group Accounts comprise:

e Group Income and Expenditure Account - a summary of the resources generated and consumed by
the Council and Homes for Islington (HFI) in the year

e Reconciliation of the Single Entity Income and Expenditure Account Surplus or Deficit — splits the
group income and expenditure deficit between the Council and HFI

e Group Statement of Total Recognised Gains and Losses - shows the total movement in the group
(the Council and HFI) funds and reserves for the year

e Group Balance Sheet - shows the Group’s financial position as at 31st March 2008

e Group Cash Flow Statement - illustrates the Group’s total cash transactions in the financial year, split
between revenue (day to day) expenditure, capital (long term investment in assets) expenditure and
financing (how we pay for the expenditure) transactions.

The Pension Fund Account and amounts attributable to Trust Funds are shown separately because they
are not part of the entity accounts of the local council. For the Pension Fund administered by Islington
Council, these include:

e Fund Account - a summary of the resources generated and consumed by the fund in the year; and
e Net Assets Statement - shows the fund’s financial position as at 31st March 2008.
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Significant changes in accounting policies

The 2007 SORP introduced a number of significant changes to local authority accounting, the most
significant being the Revaluation Reserve and Financial Instruments. The Revaluation Reserve replaces
the old Fixed Asset Restatement Account. The Revaluation Reserve is UK GAAP compliant and only
records the gains the Council has achieved in the value of its assets over time. To do this the Council is
required to maintain comprehensive asset records including historic and current values. For
implementation purposes the SORP allowed councils to use the asset values at 31 March 2007 as its
historic values and all revaluations will be measured against those values. Implementation of this new
requirement has involved significant officer time and will require enhancements to the Council’s financial
systems. The other significant change introduced by the SORP has been the incorporation of FRS 25 and
FRS 26 (Financial instruments). The SORP requires the Council to record and account for its financial
assets and liabilities in line with UK GAAP. This again has involved significant work and the changes as a
result of this are summarised in the accounts under note 2 ‘Prior Period Adjustments’.

Budget 2007/08

On 27 February 2007, the Council set a budget requirement of £223.061m. This resulted in a basic
amount of band D Council Tax of £915.52 (£901.99 in 2006/07) and a total amount of band D Council Tax
(including GLA) of £1,219.40 (£1,190.60 in 2006/07).

General Fund Outturn 2007/08

At the end of the year, the Council spent £0.9m less than its budget, resulting in working balances of
£11.7m following the transfer of £3m to the Climate Change Fund. The Council's schools spent £3.3m
less than the budget during the year, leaving schools’ balances at £7.6m.

The main variances from the budget were: additional investment interest of £2.3m resulting from the
receipt of £69m for the sale of a large part of the commercial property portfolio; a balance of £1.6m
remaining unallocated from the contingency budget; and a £0.6m underspend on parking as a result of
reduced contract costs and an improvement in the recovery rate on parking control notices. As a result of
these variances a contribution of £3.9m into a levies reserve was agreed to assist in funding the
anticipated above inflation increase in levies in future years.

A comparison between departmental revenue outturn and budget is given below. The resulting net
outturn is analysed over General Fund services.

Gross Gross Over/(Under
Service Expenditure Income  NetOutturn  Net Budget spend)
£000 £000 £000 £000 £000
Frontline Services
Children's Services 166,626 (198,426) (31,800) (31,922) 122
Environment and Regeneration 118,767 (64,094) 54,673 54,678 5)
Housing & Adult Social Services 163,077 (83,860) 79,217 79,239 (22)
Central Services
Corporate Services 25,804 (22,336) 3,468 3,461 7
Customer Focus 43,673 (41,274) 2,399 2,925 (526)
Finance 215,869 (216,400) (531) (483) (48)
Central Items 78,960 (74,879) 4,081 4,484 (403)
Total General Fund 812,776 (701,269) 111,507 112,382 (875)
Schools' underspend for the
year 147,822 (40,474) 107,348 110,679 (3,330)

Balances

To achieve its ambitions the Council recognises that it has to improve its financial strength and resilience.
As part of its medium term financial strategy, the Council aims to maintain the General Fund balances to
5% of the budget requirement over the medium term. At 31 March 2007 balances totalled £13.8m. The
Council agreed in setting the 2007/08 budget to transfer £3m from working balances into a Climate
Change Fund to support capital projects that would reduce CO2 emissions in Islington. The position at
the 31 March 2008, following the General Fund underspend for the year of £875,000, is that General
Fund balances (excluding schools) now total £11.7m, achieving the 5% medium term financial strategy
objective.
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Housing Revenue Account

The Housing Revenue Account (HRA), which has to be kept as a separate account for all the expenses
and income relating to Council housing, had a surplus for the year of £0.7m against a gross income of
£204m. The HRA reserve as a consequence is now £8.7m (£8.1m in 2006/07).

Significant changes since last year's accounts

Prudential Borrowing

Under the prudential regime, which came into effect on 1 April 2004, the government introduced
Supported Capital Expenditure (SCE) allocations to help fund capital expenditure. In addition, the
government has given local authorities the power to borrow additional sums to fund capital expenditure,
as long as that borrowing is within prudential limits that the council has set to ensure that the borrowing
can be affordable, sustainable and prudent. Prudential borrowing made by the council does not attract
government support and the cost of that borrowing would fall on the appropriate revenue account
(General Fund or HRA). In 2007/08 the Council did not undertake any unsupported borrowing. In
2006/07 the Council undertook unsupported borrowing of £11.9m.

Climate Change Fund

On 27 February 2007 the Council agreed to establish a Climate Change Fund to provide funding for
capital projects which would reduce CO2 emissions in Islington. The projects to be funded will achieve
significant reductions in carbon emissions either through the generation of renewable energy or through
transport projects. The fund was established by transferring £3m from the Council’'s working balances
which at that time were in excess of the Council's medium term financial strategy target level of 5%.

Looking Ahead

Building Schools for the Future

The Building Schools for the Future programme will enable the complete rebuilding or substantial
refurbishment of all secondary schools in the borough and will be a major regenerative force in Islington
over the next five to ten years.

Council tax and Budget 2008/09

The Council, on 28 February 2008, set a budget requirement of £233.542m for 2007/08. This resulted in
a basic amount of band D Council Tax of £938.41 and a total amount of band D Council Tax (including
GLA) of £1,248.23.
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Capital Expenditure and Funding
Capital expenditure on the provision of new or enhanced assets is largely met from borrowing, capital
receipts, government grants and contributions from third parties.

Capital expenditure for the year totalled £168.4m compared with £178.0m in 2006-07. This expenditure
was financed by borrowing (£46.5m), grants (£15.6m), major repairs reserve (£21.0m) other third party
contributions (£8.4m), revenue (£21.4m) and capital receipts (£55.1m).

Capital expenditure included the following:

£m
Description
Council housing stock 99.7
New Schools, refurbishments and extensions 23.9
Transportation infrastructure and highways, including local safety and street security 17.2
Enhancing and increasing Greenspace 3.7
Social services 5.0

The Council’s capital budget continues to be reliant on the generation of significant capital receipts to
fund the investment plans. In 2007-08 significant capital receipts were received, including £69m from the
sale of a large part of the commercial property portfolio.

The capital budget, set by the Council in February 2008, plans to spend almost £550m from 2008-09 to
2010-11 on delivering vital service improvements and significantly contributing to the regeneration of the
borough, including investment in schools (including the Building Schools for the Future programme), new
Council housing, and improvements to the existing council housing stock, highways, greenspace and
leisure facilities.

In excess of 40% of this investment will be funded from capital receipts from the disposal of the remaining
commercial property portfolio, rationalisation of the office portfolio, and sales of other surplus assets. In
addition there will be additional prudential borrowing and contributions from the Housing Revenue
Account and General Fund revenue budgets to support the capital programme.
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Statement of Accounting Policies

1. General Principles

The Statement of Accounts summarises the Council’s transactions for the 2007/08 financial year and its
position at the year-end of 31 March 2008. This statement has been prepared in accordance with the
Code of Practice on Local Authority Accounting in the United Kingdom 2007: A Statement of
Recommended Practice (the “SORP”). The accounting convention adopted is historical cost, modified by
the revaluation of certain categories of tangible fixed assets and financial assets.

2. Accruals of Income and Expenditure

Activity is accounted for in the year that it takes place, not simply when cash payments are made or
received. In particular:
e Fees, charges and rents due from customers or tenants are accounted for as income at the date the
Council provides the relevant goods or services
e Supplies are recorded as expenditure when they are consumed — where there is a material gap
between the date supplies are received and their consumption, they are carried as stocks on the
balance sheet
e Works are charged as expenditure when they are completed, before which they are carried as
works in progress on the balance sheet
e Interest payable on borrowings and receivable on investments is accounted for in the year to which
it relates, on a basis that reflects the overall effect of the loan or investment
e Where income and expenditure have been recognised but cash has not been received or paid, a
debtor or creditor for the relevant amount is recorded in the balance sheet. Where it is doubtful that
debts will be settled, the balance of debtors is written down and a charge made to revenue for the
income that might not be collected
e Non-HRA income and expenditure is credited and debited to the relevant service revenue account,
unless they properly represent capital receipts or capital expenditure.

Exceptionally, treatment of the following is not in accordance with the SORP:
e Utility accounts are recognised when payment is due and no adjustment is made to reflect the
applicable financial year;
e Accruals are generally not raised where amounts are below a threshold, although managers’
discretion may be used. For revenue, the threshold is £1,000 and for capital £50,000.
Neither of these exceptions has a material effect on the financial statements.

Estimation Techniques

Estimation techniques are methods adopted by the Council, where required, to arrive at estimated
monetary amounts, corresponding to the measurement bases selected, for assets, liabilities, gains,
losses and changes to reserves. Individual accounting policies indicate any estimation techniques used
by the Council.

3. Provisions

Provisions are made where an event has taken place that gives the Council an obligation that probably
requires settlement by a transfer of economic benefits, but where the timing of the transfer is uncertain.
For instance, the Council could be involved in a court case that might eventually result in the making of a
settlement or the payment of compensation.

Provisions are charged to the appropriate service revenue account in the year that the Council becomes
aware of the obligation, based on the best estimate of the likely settlement. When payments are
eventually made, they are charged to the provision set up in the balance sheet. Estimated settlements are
reviewed at the end of each financial year — where it becomes more likely than not that a transfer of
economic benefits will not now be required (or a lower settlement than anticipated is made), the provision
is reversed and credited back to the relevant service revenue account. Where some or all of the payment
required to settle a provision is expected to be met by another party (e.g. from an insurance claim), this is
only recognised as income in the relevant service revenue account if it is virtually certain that
reimbursement will be received if the obligation is settled.

Where a material contingent loss cannot be accurately estimated or an event is not considered sufficiently
certain, it has not been included in the financial statements, but has been shown as a contingent liability
in the disclosure notes. Contingent assets (possible assets that arise from past events and whose
existence will be confirmed only by the occurrence of one or more uncertain future events not wholly
within the Council’'s control) are not accrued for within the accounting statements.
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4. Reserves

The Council sets aside specific amounts as reserves for future policy purposes or to cover contingencies.
Reserves are created by appropriating amounts in the Statement of Movement on the General Fund
Balance. When expenditure to be financed from a reserve is incurred, it is charged to the appropriate
service revenue account in that year to score against the Net Cost of Services in the Income and
Expenditure Account. The reserve is then appropriated back in the Statement of Movement on the
General Fund Balance so that there is no net charge against Council Tax for that expenditure. Certain
reserves are kept to manage the accounting processes for tangible fixed assets, financial assets and
retirement benefits and do not represent usable resources for the Council — these reserves are explained
in the relevant policies below.

5. Government Grants and Contributions (Revenue)

Whether paid on account, by instalments or in arrears, government grants and third party contributions
and donations are recognised as income at the date that the Council satisfies the conditions of
entitlement to the grant/contribution, there is reasonable assurance that the monies will be received and
the expenditure for which the grant is given has been incurred. Revenue grants are matched in service
revenue accounts with the service expenditure to which they relate. Grants to cover general expenditure
(e.g. Revenue Support Grant) are credited to the foot of the Income and Expenditure Account after Net
Operating Expenditure.

6. Retirement Benefits

Employees of the Council are members of one of two separate pension schemes:
e The Teachers’ Pension Scheme, administered by Capita Teachers’ Pensions on behalf of the
Department for Children, Schools and Families (DCSF).
e The Local Government Pension Scheme, administered by Islington Council and by the London
Pensions Fund Authority (LPFA) for former employees of the Greater London Council and the Inner
London Education Authority.

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 be identified to the Council. The scheme is therefore accounted for as
if it were a defined contributions scheme. No liability for future payments of benefits, other than those
relating to discretionary pension benefits, is recognised in the balance sheet and the education service
revenue account is charged with the employer’s contributions payable to the scheme in the year.

The Local Government Pension Scheme
The Local Government Scheme is accounted for as a defined benefits scheme:

e The liabilities attributable to this Council of both the Islington Council and LPFA pension schemes
are included in the balance sheet on an actuarial basis using the projected unit method — i.e. an
assessment of the future payments that will be made in relation to retirement benefits earned to
date by employees, based on assumptions about mortality rates, employee turnover rates, etc.
and projections of earnings for current employees.

e Liabilities are discounted to their value at current prices, using a discount rate of 5.4% (based on
the indicative rate of return on high quality corporate bonds [Sterling Corporates Index, AA over
15 years]).

e The assets of both pension funds attributable to the Council are included in the balance sheet at
their fair value:
=  Quoted Securities — mid-market value
= Unquoted Securities — professional estimate
= Unitised Securities — average of the bid and offer rates
= Property — market value.

e The change in the net pensions liability is analysed into seven components:

= Current service cost — the increase in liabilities as a result of years of service earned this
year — allocated in the Income and Expenditure Account to the revenue accounts of
services for which the employees worked

= Past service cost — the increase in liabilities arising from current year decisions whose
effect relates to years of service earned in earlier years — debited to the Net Cost of
Services in the Income and Expenditure Account as part of Non Distributed Costs

= Interest cost — the expected increase in the present value of liabilities during the year as
they move one year closer to being paid — debited to Net Operating Expenditure in the
Income and Expenditure Account
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= Expected return on assets — the annual investment return on the fund assets attributable
to the Council, based on an average of the expected long-term return — credited to Net
Operating Expenditure in the Income and Expenditure Account

» Gains/losses on settlements and curtailments — the result of actions to relieve the Council
of liabilities or events that reduce the expected future service or accrual of benefits of
employees — debited to the Net Cost of Services in the Income and Expenditure Account
as part of Non Distributed Costs

= Actuarial gains and losses — changes in the net pensions liability that arise because
events have not coincided with assumptions made at the last actuarial valuation or
because the actuaries have updated their assumptions — debited to the Statement of
Total Recognised Gains and Losses

= Contributions paid to the two pension funds — cash paid as employer’s contributions to
the pension fund.

Statutory provisions limit the Council to raising Council Tax to cover the amounts payable by the Council
to the pension funds in the year. In the Statement of Movement on the General Fund Balance this means
that there are appropriations to and from the Pensions Reserve to remove the notional debits and credits
for retirement benefits and replace them with debits for the cash paid to the pension fund and any
amounts payable to the fund but unpaid at the year-end.

Discretionary Benefits

The Council has restricted powers to make discretionary awards of retirement benefits in the event of
early retirements. Any liabilities estimated to arise as a result of an award to a member of staff (including
teachers) are accrued in the year of the decision to make the award and accounted for using the same
policies as are applied to the Local Government Pension Scheme.

7. Value Added Tax (VAT)

Income and expenditure excludes any amounts related to VAT, as all VAT collected is payable to HM
Revenue and Customs and all VAT paid is recoverable from them.

8. Overheads and Support Services

The costs of overheads and support services are charged to those services that benefit from the full

supply or service in accordance with the costing principles of the CIPFA Best Value Accounting Code of

Practice 2007 (BVACOP). The total absorption costing principle is used — the full cost of overheads and

support services are shared between users in proportion to the benefits received, with the exception of:

e Corporate and Democratic Core — costs relating to the Council's status as a multi-functional,
democratic organisation;

e Non Distributed Costs — costs not associated with current service provision such as disused property
and the cost of discretionary benefits awarded to employees retiring early.

These two cost categories are defined in BVACOP and accounted for as separate headings in the
Income and Expenditure Account, as part of Net Cost of Services.

9. Intangible Fixed Assets

Expenditure on assets that do not have physical substance but are identifiable and controlled by the
Council (e.g. software licences) is capitalised when it will bring benefits to the Council for more than one
financial year. The balance is amortised to the relevant service revenue account over the economic life of
the investment to reflect the pattern of consumption of benefits.

10. Tangible Fixed Assets

Tangible fixed assets are assets that have physical substance and are held for use in the provision of
services or for administrative purposes on a continuing basis.

Recognition: expenditure on the acquisition, creation or enhancement of tangible fixed assets is
capitalised on an accruals basis, provided that it yields benefits to the Council and the services that it
provides for more than one financial year. Expenditure that secures but does not extend the previously
assessed standards of performance of an asset (e.g. repairs and maintenance) is charged to revenue as
it is incurred. Expenditure below £10,000 is treated as de minimis and charged to revenue unless it is on
existing assets when it is assumed to increase the value of the asset by the cost.

Measurement: assets are initially measured at cost, comprising all expenditure that is directly attributable
to bringing the asset into working condition for its intended use. Assets are then carried in the balance
sheet using the following measurement bases:
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e Investment properties and assets surplus to requirements — lower of net current replacement cost
or net realisable value;

e Dwellings and other land and buildings — lower of net current replacement cost or net realisable
value in existing use;

e Vehicles — depreciated historical cost

e Infrastructure assets and community assets — depreciated historical cost.

Dwellings and other land and buildings, included in the balance sheet at current value, are revalued
where there have been material changes in the value, but as a minimum every five years. Increases in
valuations are matched by credits to the Revaluation Reserve unless they arise from the reversal of an
impairment loss previously charged to a service revenue account, when they are credited to the Income
and Expenditure Account.

The Revaluation Reserve contains revaluation gains recognised since 1 April 2007 only, the date of its
formal creation. Gains arising before that date have been consolidated into the Capital Adjustment
Account.

Impairment: the values of each category of assets and of material individual assets that are not being
depreciated are reviewed at the end of each financial year for evidence of reductions in value. Where
impairment is identified as part of this review or as a result of a valuation exercise, this is accounted for
by:
e Where attributable to the clear consumption of economic benefits — the loss is charged to the
relevant service revenue account
e Otherwise — written off against any revaluation gains attributable to the asset in the Revaluation
Reserve, with any excess charged to the relevant service revenue account.

Where an impairment loss is charged to the Income and Expenditure Account but there are accumulated
revaluation gains in the Revaluation Reserve for that asset, an amount up to the value of the loss is
transferred from the Revaluation Reserve to the Capital Adjustment Account.

Assets Under Construction: where works will result in an asset but are not completed by the end of the
financial year, the cost is charged to assets under construction which are included in the balance sheet as
non-operational assets. Assets under construction are carried in the balance sheet at accumulated
historical cost during the period of construction and are exempt from depreciation. In exceptional cases,
impairment losses might need to be charged during the construction period, should they arise. Once
assets are ready for operational use, the assets generally need to be valued in accordance with the basis
relevant to that particular class of assets.

Disposals: when an asset is disposed of or decommissioned, the value of the asset in the balance sheet
is written off to the Income and Expenditure Account as part of the gain or loss on disposal. If there is
indication that the current value of the asset is no longer representative of the recoverable amount in an
arms length transaction the current value will be reviewed prior to writing off. Receipts from disposals are
credited to the Income and Expenditure Account as part of the gain or loss on disposal (i.e. netted off
against the carrying value of the asset at the time of disposal). Amounts in excess of £10,000 are
categorised as capital receipts. A proportion of receipts relating to housing disposals (75% for dwellings,
50% for land and other assets, net of statutory deductions and allowances) is payable to the Government.
The balance of receipts is required to be credited to the Usable Capital Receipts Reserve, and can then
only be used for new capital investment or set aside to reduce the Council’s underlying need to borrow
(the capital financing requirement). Receipts are appropriated to the Reserve from the Statement of
Movement on the General Fund Balance.

The written-off value of disposals is not a charge against Council Tax, as the cost of fixed assets is fully
provided for under separate arrangements for capital financing. Compensating amounts are appropriated
to the Capital Adjustment Account from the Statement of Movement on the General Fund Balance.

Depreciation: depreciation is provided for on all assets with a determinable finite life (except land,
investment properties and assets under construction), by allocating the value of the asset in the balance
sheet over the periods expected to benefit from their use.

Deprecation is calculated on the following bases:

e Dwellings — an amount equivalent to the Major Repairs Allowance which is recognised as a
reasonable estimate for housing dwellings.

e  Other buildings — straight-line allocation over the life of the property.

e Vehicles, plant and equipment — a percentage of the value of each class of assets in the balance
sheet. Vehicles are valued at depreciated historical cost as this is believed to be an appropriate
proxy for current value. Plant and equipment are included in the balance sheet at the lower of net
current replacement cost (NCRC) or net realisable value in existing use (NRV)
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e Infrastructure — straight-line allocation over 25 years.

Grants and contributions: where grants and contributions are received that are identifiable to fixed assets
with a finite useful life, the amounts are credited to the Government Grants Deferred Account. The
balance is then written down to revenue to offset depreciation charges made for the related assets in the
relevant service revenue account, in line with the depreciation policy applied to them.

11. Charges to Revenue for Fixed Assets

Service revenue accounts, support services and trading accounts are debited with the following amounts
to record the real cost of holding fixed assets during the year:
o Depreciation attributable to the assets used by the relevant service
e Impairment losses attributable to the clear consumption of economic benefits on tangible fixed
assets used by the service
e  Amortisation of intangible fixed assets attributable to the service.

The Council is not required to raise Council Tax to cover depreciation, impairment losses or
amortisations. However, it is required to make an annual provision from revenue to contribute towards
the reduction in its overall borrowing requirement (equal to at least 4% of the underlying amount
measured by the adjusted Capital Financing Requirement, excluding amounts attributable to Housing
Revenue Account activity). Depreciation, impairment losses and amortisations are therefore replaced by
revenue provision in the Statement of Movement on the General Fund Balance, by way of an adjusting
transaction with the Capital Adjustment Account for the difference between the two.

12. Deferred Charges

Deferred charges represent expenditure that may be capitalised under statutory provisions but does not
result in the creation of tangible assets. Deferred charges incurred during the year have been written off
as expenditure to the relevant service revenue account in the year. Where the Council has determined to
meet the cost of the deferred charges from existing capital resources or by borrowing, a transfer to the
Capital Adjustment Account then reverses out the amounts charged in the Statement of Movement on the
General Fund Balance so there is no impact on the level of Council Tax.

13. Leases

Finance Leases

The Council accounts for leases as finance leases when substantially all the risks and rewards relating to

the leased property transfer to the Council. Rentals payable are apportioned between:

e A charge for the acquisition of the interest in the property (recognised as a liability in the balance
sheet at the start of the lease, matched with a tangible fixed asset — the liability is written down as the
rent becomes payable) and

e A finance charge (debited to Net Operating Expenditure in the Income and Expenditure Account as
the rent becomes payable).

Fixed assets recognised under finance leases are accounted for using the policies applied generally to
Tangible Fixed Assets, subject to depreciation being charged over the lease term if this is shorter than the
asset’s estimated useful life.

Operating Leases

Leases that do not meet the definition of finance leases are accounted for as operating leases. Rentals
payable are charged to the relevant service revenue account on a straight-line basis over the term of the
lease, generally meaning that rentals are charged when they become payable. Rentals receivable under
operating leases are recorded in the relevant service revenue accounts over the term of the lease and
credited to the Income and Expenditure Account.

14. Financial Liabilities

Financial liabilities are initially measured at fair value and carried at their amortised cost. Annual charges
to the Income and Expenditure Account for interest payable are based on the carrying amount of the
liability, multiplied by the effective rate of interest for the instrument. For most of the borrowings that the
Council has, this means that the amount presented in the Balance Sheet is the outstanding principal
repayable and interest charged to the Income and Expenditure Account is the amount payable for the
year in the loan agreement.

Gains and losses on the repurchase or early settlement of borrowing are credited and debited to Net
Operating Expenditure in the Income and Expenditure Account in the year of repurchase/settlement.
However, where repurchase has taken place as part of a restructuring of the loan portfolio that involves
the modification or exchange of existing instruments, the premium or discount is respectively deducted
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from or added to the amortised cost of the new or modified loan and the write-down to the Income and
Expenditure Account is spread over the life of the loan by an adjustment to the effective interest rate.

Where premiums and discounts have been charged to the Income and Expenditure Account, regulations
allow the impact on the General Fund Balance to be spread over future years. The Council has a policy of
spreading the gain/loss over the term that was remaining on the loan against which the premium was
payable or discount receivable when it was repaid. The reconciliation of amounts charged to the Income
and Expenditure Account to the net charge required against the General Fund Balance is managed by a
transfer to or from the Financial Instruments Adjustment Account in the Statement of Movement on the
General Fund Balance.

15. Financial Assets
Financial assets are classified into two types:

e loans and receivables — assets that have fixed or determinable payments but are not quoted in an
active market

e available-for-sale assets — assets that have a quoted market price and/or do not have fixed or
determinable payments.

Loans and Receivables

Loans and receivables are initially measured at fair value and carried at their amortised cost. Annual
credits to the Income and Expenditure Account for interest receivable are based on the carrying amount
of the asset multiplied by the effective rate of interest for the instrument. For most of the loans that the
Council has made, this means that the amount presented in the balance sheet is the outstanding principal
receivable and interest credited to the Income and Expenditure Account is the amount receivable for the
year in the loan agreement.

However, the Council has made a number of loans at less than market rates (“soft loans”), e.g. to
employees, voluntary organisations or other entities. When soft loans are made, and if material, a loss is
recorded in the Income and Expenditure Account for the present value of the interest that will be foregone
over the life of the instrument, resulting in a lower amortised cost than the outstanding principal. Interest
is credited at a marginally higher effective rate of interest than the rate receivable from the soft loan
debtor with the difference increasing the amortised cost of the loan in the balance sheet.

Statutory provisions require that the impact of soft loans on the General Fund Balance is the interest
receivable for the financial year — the reconciliation of amounts debited and credited to the Income and
Expenditure Account to the net gain required against the General Fund Balance is managed by a transfer
to or from the Financial Instruments Adjustment Account in the Statement of Movement on the General
Fund Balance.

Where assets are identified as impaired because of a likelihood arising from a past event that payments
due under the contract will not be made, the asset is written down and a charge made to the Income and
Expenditure Account.

Any gains and losses that arise on the derecognition of the asset are credited/debited to the Income and
Expenditure Account.

Available-for-Sale Assets

Available-for-sale assets are initially measured and carried at fair value. Where the asset has fixed or
determinable payments, annual credits to the Income and Expenditure Account for interest receivable are
based on the amortised cost of the asset multiplied by the effective rate of interest for the instrument.
Where there are no fixed or determinable payments, income (e.g. dividends) is credited to the Income
and Expenditure Account when it becomes receivable by the Council.

Assets are maintained in the balance sheet at fair value. Values are based on the following principles:
e Instruments with quoted market prices — the market price
e Other instruments with fixed and determinable payments — discounted cash flow analysis
e Equity shares with no quoted market prices — independent appraisal of company valuations.

Changes in fair value are balanced by an entry in the Available-for-Sale Reserve and the gain/loss is
recognised in the Statement of Total Recognised Gains and Losses (STRGL). The exception is where
impairment losses have been incurred — these are debited to the Income and Expenditure Account, along
with any net gain/loss for the asset accumulated in the Reserve.
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Where assets are identified as impaired because of a likelihood arising from a past event that payments
due under the contract will not be made, the asset is written down and a charge made to the Income and
Expenditure Account.

Any gains and losses that arise on the derecognition of the asset are credited/debited to the Income and
Expenditure Account, along with any accumulated gains/losses previously recognised in the STRGL.

Where fair value cannot be measured reliably, the instrument is carried at cost (less any impairment
losses).

The Council has determined, after professional advice, that it holds ‘fair value though profit and loss’
assets. These are assets that it, or its representatives, hold for the purpose of trading. These assets are
measured on the balance sheet at fair value and any realised or unrealised gains or losses are
recognised in the Income and Expenditure Account.

Instruments Entered Into Before 1 April 2006

The Council entered into a number of financial guarantees that are not required to be accounted for as
financial instruments. These guarantees are reflected in the Statement of Accounts to the extent that
provisions might be required or a contingent liability note is needed under the policies set out in
paragraph 3 above.

16. Stocks

Stocks are included in the balance sheet at cost.

17. Interests in Companies and Other Entities

The Council has material interests in companies and other entities that have the nature of subsidiaries,
associates and joint ventures and require it to prepare group accounts. In the Council’s own single-entity
accounts, the interests in companies and other entities are recorded as investments, i.e. at cost, less any
provision for losses.

18. Private Finance Initiative (PFI)

PFI contracts are agreements to receive services, where the responsibility for making available the fixed
assets needed to provide the services passes to the PFI contractor. Payments made by the Council
under a contract are generally charged to revenue to reflect the value of services received in each
financial year.

Prepayments

A prepayment for services receivable under the contract arises when assets are transferred to the control
of the PFI contractor, usually at the start of the scheme. The difference between the value of the asset at
the date of transfer and any residual value that will return to the Council at the end of the contract is
treated as a contribution made to the contractor and is accounted for as a prepayment (it reduces the
annual unitary charge from that which would have to be paid if the contractor had provided the asset).
The prepayment is written down (charged) to the respective revenue account over the life of the contract
to show the full cost and value of services received in each year. However, as the charge is a notional
one, under proper practices, it is reversed out in the Statement of Movement on the General Fund
Balance to remove any impact on Council Tax or housing rents.

Dowry payments, made at the start of and during the contract, which result in lower unitary payments
over the life of the contract are accounted for by setting up the contribution (dowry) as a prepayment for
services receivable and writing the balance down to revenue over the life of the contract as services are
received to reflect their real cost.

Reversionary Interests

The Council has passed control of certain land and buildings over to the PFI contractor, but they will
return to the Council at the end of the scheme. These are known as reversionary interests. An
assessment has been made of the net present value that these assets will have at the end of the scheme
(unenhanced) and a reversionary interest asset has been created in the Council’s balance sheet. As the
asset is stated initially at net present value, over the life of the scheme, the discount will need to be
unwound by earmarking a (decreasing) part of the unitary payment to ensure the reversionary interest is
recorded at current prices when the interests revert to the Council.

Residual Interests

Where assets created or enhanced under the PFI scheme are to pass to the Council at the end of the
scheme at a cost less than fair value (including nil), an amount equal to the difference between the fair
value and the payment to be made at the end of the contract is built up as a long term debtor over the
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contract life by reducing the amount of the unitary payment charged to revenue, to reflect the fact that
some of the unitary payment contributes to this asset.

PFI credits
Government Grants received for PFI schemes, in excess of current levels of expenditure, are carried
forward as an earmarked reserve to fund future contract expenditure.

19. Local Area Agreement Grant

A local area agreement (LAA) is a three-year agreement between the Government Office (GO) for the
area and a local strategic partnership (LSP) representing the local authorities, other public, private,
voluntary and community interests for the area. The LAA sets out the priorities for a local area (e.g. a
London Borough), in defined areas of activity. The upper-tier local authority for the area, in this case
Islington Council, must act as the accountable body for the LAA.

Under an LAA many of the central government grants received by local authorities are ‘pooled’ in order to
give greater flexibility in the use of funding. The pooled grants lose their identities and are paid as LAA
Grant. The accountable body receives all the LAA Grant. The grant determination is made to the
accountable body, which is responsible for the financial management of the LAA and for ensuring that
robust performance management arrangements are in place. An accountable body is responsible for
ensuring that appropriate mechanisms are in place to distribute and account for funding passed to other
partners. It also sets the terms on which payments are made to partners but the LAA Guidance makes it
clear that those terms must mirror those in the grant determination.

The Council accounts for LAA Grant in a way that reflects the substance of the terms of the LAA and the
way the LAA operates in practice. The Council as the lead authority receives the grant but how the grant
is allocated is outside of the control of the Council and is determined by the Islington Strategic
Partnership (ISP). Only that part of LAA grant which is allocated to the Council by the ISP is accounted
for as income to the Council.
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Statement of Responsibilities for the Statement of Accounts

The Statement of Responsibilities for the Statement of Accounts is prepared in accordance with
the requirements of the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the
United Kingdom 2007. The authority’s designated Chief Finance Officer (as defined by Section
151 of the Local Government Act 1972 and Section 112 of the Local Government Finance Act
1988) is the person responsible for the proper administration of the Council’s financial affairs.

A) Council's Responsibilities

The Council is required to:

e Make arrangements for the proper administration of its financial affairs and to secure that
one of its officers (the Chief Finance Officer) has the responsibility for the administration of
those affairs. In Islington Council, the Chief Finance Officer is the Director of Finance

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

e Approve the Statement of Accounts.

B) Chief Finance Officer's Responsibilities

The Chief Finance Officer is responsible for the preparation of the Council's Statement of
Accounts, in accordance with proper practices as set out in the CIPFA Code of Practice on
Local Authority Accounting in the United Kingdom (the Code of Practice).

In preparing this Statement of Accounts, the Chief Finance Officer has:

e Selected suitable accounting policies and then applied them consistently;
e Made judgements and estimates that were reasonable and prudent;

e Complied with the Code of Practice.

The Chief Finance Officer has also:
e Kept proper accounting records which were up to date;
e Taken reasonable steps for the prevention and detection of fraud and other irregularities.

C) Certificate

| certify that this Statement of Accounts presents fairly the financial position of Islington Council
as at 31* March 2008 and income and expenditure for the year ending on that date.

M

Mike Curtis
Director of Finance
30" September 2008

Approval of the accounts

| certify that the draft Statement of Accounts has been approved by resolution of the Corporate
Services Committee of the London Borough of Islington in accordance with the Accounts and
Audit Regulations 2003 (as amended).

Councillor Laura Willoughby
Chair - Corporate Services Committee
30" June 2008
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Income and Expenditure Account

Statement of Accounts 2007/08

This account is a summary of the resources generated and consumed by the Council in the
year. It shows the Net Cost of Services — spending and charges for the main services operated
by the Council — to which is added other relevant sums — such as interest and capital receipts —

and, finally, how this net spending is financed by central and local taxes.

2006/07
Expenditure
£'000

64,005
49,943
75,715

(1,840)
6,898
(1,329)
23,331
(97,358)
119,365
(767)
58,804
15,931

(7.272)
6,901

192,962
(73,181)
(23,705)

(119,926)

(23,850)

Income & Expenditure Account

Frontline Services

Children's Services

Environment & Regeneration
Housing & Adult Social Services
Central Services

Corporate Services

Customer Focus

Finance

Central Items

Housing Revenue Account Services

Net Cost of Services

Gain or Loss on Disposal of Fixed Assets
Interest Payable & Similar Charges
Amounts payable into Housing Capital Receipts Pool

Interest and Investment Income
Pensions Interest Cost and Expected Return on
Pensions Assets

Net Operating Expenditure
Income from the Collection Fund
General Government Grants

Distribution from non-domestic rate pool

(Surplus)/Deficit for the year

2007/08 2007/08
Expenditure Income
£'000 £'000
300,216 (227,004)
103,510 (48,907)
136,828 (58,814)
11,451 (8,009)
36,129 (34,124)
178,991 (180,079)
34,002 (20,791)
206,448 (218,585)
1,007,575 (796,313)
6,250
55,059 (113)
14,280
(11,650)
43,669 (39,028)
1,126,833 (847,104)

2007/08
Net Expenditure
£'000

The reason for the deficit for the year is attributable to impairment charges to the HRA, refer to
page 61 for further details.
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Statement of Movement on the General Fund Balance

The Income and Expenditure Account shows the Council’s actual financial performance for the
year, measured in terms of the resources consumed and generated over the last twelve
months. However, the Council is required to raise Council Tax on a different accounting basis,
the main differences being:
e Capital investment is accounted for as it is financed, rather than when the fixed assets
are consumed
e The payment of a share of housing capital receipts to the Government scores as a
loss in the Income and Expenditure Account, but is met from the usable capital
receipts balance rather than Council Tax
e Retirement benefits are charged as amounts become payable to pension funds and
pensioners, rather than as future benefits are earned.
The Statement of Movement on the General Fund Balance compares the Council’s spending
against the Council Tax that it raised for the year, taking into account the use of reserves built
up in the past and contributions to reserves earmarked for future expenditure.

2006/07 Statement of Movement on the General Fund Balance 2007/08
£'000 £'000
(23,850)  (Surplus)/Deficit for the year on the Income & Expenditure Account 56,669
Net additional amount required by statute and non-statutory proper practices to be
22,649 debited or credited to the General Fund Balance for the year (57,873)
(1,201) Increase in General Fund Balance for the Year (1,204)
(16,920) General Fund Balance brought forward (18,121)
(18,121) General Fund Balance carried forward (19,325)
(4,318)  Amount of General Fund Balance held by schools under local management schemes (7,648)
(13,803) Amount of General Fund Balance generally available for new expenditure (11,677)
(18,121) (19,325)

Statement of Total Recognised Gains and Losses

This account is a summary of the main elements of movement in the Council's financial
activities for the year. It reconciles spending on services (Surplus/Deficit on the Income and
Expenditure Account) to the Council’s Balance Sheet at the year-end — movement in Net Worth.

2006/07 Statement of Total Recognised Gains and Losses 2007/08
£'000 £'000
(23,850)  (Surplus)/Deficit on the Income & Expenditure Account for the year 56,669
(15,697)  (Surplus)/Deficit arising on revaluation of Fixed Assets (171,700)
(49,034)  Actuarial gains/losses on Pension Fund Assets and Liabilities 119,161
2,363  (Surplus)/Deficit on the Collection Fund 193
(5,475)  Other gains and losses required to be included 0
(91,693) 4,323
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Balance Sheet

This account brings together all accounts that have a balance at the year-end. It also
demonstrates the Council's net worth — equivalent to shareholders’ equity in a company.

Statement of Accounts 2007/08

31 March 2007
£'000
1,487

1,853,386
519,164
2,631
91,762
12,515

54,978
75,696
4,747
2,616,366
373,960
9,548

2,999,874

368
143,501
113,115

3,256,858

143,795
15,985
13,870

3,083,208
(696,043)
(189)
(13,190)
(104,475)
(2,647)
(209,029)
(1,014)

0
2,135,809
0

74,196
18,120
(209,029)
1,494
28,227
8,174
(370)

30" September 2008

2,056,621

2,056,621

Balance Sheet

Intangible Fixed Assets
Tangible Fixed Assets
Operational Assets

Council Dwellings

Other Land and Buildings
Vehicles, Equipment & Plant
Infrastructure Assets

Community Assets
Non-Operational Assets

Fixed Assets Under Construction
Investment Properties

Surplus Non-operational Assets
Total Fixed assets

Long Term Debtors & Prepayments
Deferred Premiums

Total Long-Term Assets
Current Assets

Stock and Work-in-Progress
Sundry debtors

Investments

Total Assets

Current Liabilities
Creditors

Short-term Borrowing

Cash and Bank Overdrawn

Total Assets Less Current Liabilities

Long -Term Borrowing

Deferred Capital Receipts

Provisions

Government Grants - Deferred

Deferred Liabilities

Liability related to defined benefit pension scheme
Deferred Discount

Total Assets Less Liabilities
Financed by:

Revaluation Reserve

Capital Adjustment Account
Financial Instruments Adjustment
Capital Receipts Reserve
General Fund Balance
Pensions Reserve

Major Repairs Reserve
Earmarked Reserves
Housing Revenue Account
Collection Fund

Total Net Worth
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Cash Flow Statement

This account presents the Council’s accounts purely in terms of cash movements for the
financial activities for the year.

Statement of Accounts 2007/08

2006/07
£'000

73,627

(58,666)
11,646

(47,020)

(145,288)
(19,473)
0

(2,273)

42,835
51,097

3,648
(69,454)

(42,847)

37,140

(105,830)

115,999
10,169

4,462

30" September 2008

Cash Flow Statement

Net Revenue Activities

Returns on Investments and Servicing of Finance

Cash Outflows
Interest Paid

Cash Inflows
Interest Received

Net Servicing of Finance

Capital Activities

Cash Outflows

Purchase of Fixed Assets

Other Capital Cash Payments

Net Capital Grants Used

Increase in Long Term Investments

Cash Inflows
Sale of Fixed Assets
Capital Grants Received

Other Capital Cash Receipts

Net Capital Activities

Net Cash (Inflow) / Outflow Before Financing
Management Of Liquid Resources
Increase / (Decrease) in Short Term Deposits
Financin