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PART A - OPEN TO THE PUBLIC 
 
 
 
5. EXTERNAL AUDITOR'S REPORT TO THOSE CHARGED WITH 

GOVERNANCE, ISA 260 (Pages 1 - 38) 

 
 This report allows the Committee to ask questions of the external auditor 

concerning his ‘Report to those charged with Governance (ISA260)’ and to 
approve the Statement of Accounts for 2010/11. 
 
Appendices 1 and 3 to follow 
 



 

 
PART A   

 

Report to: Audit Committee 

Date of meeting: 29 September 2011 

Report of: Head of Strategic Finance 

Title: External Auditor’s Report To Those Charged With Governance – 
ISA260 – (September 2011) And Approval Of The Statement Of 
Accounts For 2010/11 

 
 
1. SUMMARY 

1.1 This report allows the Committee to ask questions of the external auditor 
concerning his ‘Report to those charged with Governance (ISA260)’ and to 
approve the Statement of Accounts for 2010/11. 
 

2. RECOMMENDATIONS  

2.1 That the Committee notes the external auditor’s ‘Report to those charged with 
Governance’, 

2.2 That the Committee seeks any clarification it needs concerning the Statement of 
Accounts for 2010/11, 

2.3 That the Committee confirms that it is satisfied that the accounting policies 
adopted are the most appropriate, and, 

2.4 That the Statement of Accounts for 2010/11 be approved. 

 

 
 
 
 
Contact Officer: 
For further information on this report please contact:  
Dot Reynolds – Finance Manager – Shared Services 
telephone number: 01923 727219 
email: dot.reynolds@threerivers.gov.uk 
 
Report approved by:  
Bernard Clarke – Head of Strategic Finance 
. 
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3. DETAILED PROPOSAL 

 Introduction 

3.1 The Accounts and Audit (England) Regulations 2011 require the statutory 
accounts to be completed by 30th June but that they should not be considered by 
the Audit Committee until they have been audited. This consideration must take 
place before 30th September.  

3.2 The Auditor’s ‘Report to those charged with Governance’ is attached at Appendix 
1.  It is issued in accordance with ISA260 and incorporates a conclusion on final 
accounts work and a value for money judgement.  Representatives from Grant 
Thornton will attend the meeting to present the report and answer questions. 

3.3 Attached at Appendix 2 is a draft letter of representation which should be signed 
by the Chair of the Audit Committee and the Council’s Section 151 Officer (the 
Head of Strategic Finance). 

3.4 The Statement of Accounts for 2010/2011 is attached at Appendix 3 and must be 
signed by the two Council representatives as above. 

3.5 Financial Reporting Standard 18 requires the Committee to confirm that it is 
satisfied that the accounting policies adopted are the most appropriate. 

  

 Key Issues and Interpretation of the Accounting Statements 

3.6 The purpose of the Statement of Accounts is to give interested parties an 
understanding of the Council’s financial position. It also provides an opportunity to 
compare how the Council performed financially against the original plan published 
when setting the budgets in February 2010. Members are referred to the 
Foreword to the Statement of Accounts. 

3.7 The Financial Statements have been prepared, for the first time, under 
International Financial Reporting Standards (IFRS), a new statutory accounting 
framework which has replaced the United Kingdom Generally Accepted 
Accounting Principles (UK GAAP). This has brought about a change in the layout 
of the accounts and requires the restatement of comparative figures for the 
previous year. The Chartered Institute of Public Finance and Accountancy 
produces a Code of Practice on Local Authority Accounting which reflects the 
statutory requirements and has been followed in preparing the financial 
statements. 

3.8 The major accounting adjustments brought about by the introduction of IFRS are:- 
 

• a new definition of investment assets; 

• the classification of property leases as either finance or operational leases; 

• accounting for employee benefits that have been earned but not taken (e.g. 
leave); 

• component accounting where an asset has elements with different economic 
lives, and, 

• a change in the treatment of deferred grants. 
3.9 A draft Annual Governance Statement (AGS) was presented to the Committee 

and approved on 30th June 2011. The AGS has been updated to reflect the 
current position, is now included within the Statement of Accounts, and has been 
signed by the Mayor and Managing Director in accordance with statutory 
requirements. 
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 Financial Outturn for 2010/2011 

3.10 The Statement of Accounts is not a particularly user friendly document for 
considering the final outturn for 2010/2011. The Budget Panel (20th September), 
and Cabinet (26th September) received a report detailing in a more readable 
format the outturn for 2010/2011. The Cabinet Report has been reproduced at 
Appendix 4. 

  

4.0 IMPLICATIONS 

 

4.1 

 

Financial 

4.1.1 These have been included within the report. 

  

4.2 Legal Issues (Monitoring Officer) 

4.2.1 As stated in the body of the report the Council is legally obliged to approve the 
statement of accounts by 30 September 2011. 

  

4.3 Equalities 

4.3.1 There are no equality implications arising out of reporting of the final outturn for 
2010/2011. 

   

4.4 Potential Risks 

  

Potential Risk Likelihood     Impact Overall 
Score 

That the Statutory 
Accounts are not 
completed/ 
approved by the 
statutory deadline 
of 30th September 

       1           4     4 

 
 

 
Appendices 
 

1. Report to those charged with Governance (ISO260) – Grant Thornton  
   
2. Draft Letter of Representation 
  
3. Statement of Accounts 2010/11  

 
4. Summary of Financial Outturn 2010/2011 

 
 
Background Papers 
 

The Accounts and Audit (England) Regulations 2011 
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Audit Committee 29th September  Agenda item 5/6 APPENDIX 2 
 
 
Grant Thornton UK LLP 
Grant Thornton House 
Melton Street 
Euston Square 
London 
NW1 2EP 

 29 September 2011 

 
Dear Sirs 

Financial Statements for the Year Ended 31 March 2011 
 

We confirm to the best of our knowledge and belief that the following representations are made 
on the basis of appropriate enquiries of other officers and members with relevant knowledge and 
experience (and, where appropriate, of inspection of supporting documentation) sufficient to 
satisfy ourselves that we can properly make each of the following representations to you in 
respect of your audit of the above financial statements 

i We acknowledge our responsibilities for ensuring that financial statements are 
prepared which give a true and fair view of the financial position of the Council in 
accordance with the Code of Practice on Local Authority Accounting in the UK (the 
Code) and for making accurate representations to you.  

 
ii As far as we are aware: 

 
a there is no relevant audit information of which you are unaware 
b we have taken all steps that we ought to have taken to make ourselves 

aware of any relevant audit information and to establish that you are aware of 
that information 
 

iii We have complied with the requirements of all statutory directions and these matters 
have been appropriately reflected and disclosed in the financial statements. 

 
iv All the accounting records have been made available to you for the purpose of your 

audit and all the transactions undertaken by the Council have been properly recorded 
in the accounting records and reflected in the financial statements. 
 

v All other records and related information, including minutes of all Council and 
Committee meetings, have been made available to you 

  
vi We acknowledge our responsibilities for making the accounting estimates included in 

the financial statements.  Where it was necessary to choose between estimation 
techniques that comply with the Code, we selected the estimation technique 
considered to be the most appropriate to the Council's particular circumstances for 
the purpose of giving a true and fair view.  Those estimates reflect our judgment 
based on our knowledge and experience about past and current events and are also 
based on our assumptions about conditions we expect to exist and courses of action 
we expect to take. 
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vii Significant assumptions used by us in making accounting estimates, including those 
measured at fair value, are reasonable 

 
viii We confirm that we are satisfied that the actuarial assumptions underlying the 

valuation of pension scheme liabilities for IAS 19 disclosures are consistent with our 
knowledge.  We confirm that all settlements and curtailments have been identified and 
properly accounted for.  We also confirm that all significant retirement benefits have 
been identified and properly accounted for (including any arrangements that are 
statutory, contractual or implicit in the employer’s actions, that arise in the UK or 
overseas, that are funded or unfunded) 
 

ix The financial statements are free of material misstatements, including omissions 
 

x We acknowledge our responsibility for the design and implementation of internal 
control to prevent and detect error and fraud 
 

xi We have disclosed to you the results of our assessment of the risk that the financial 
statements may be materially misstated as a result of fraud 
 

xii We are not aware of any irregularities, including fraud, involving management or 
employees of the Council. We are not aware of any instances of actual or possible 
non-compliance with laws, regulations, contracts, agreements or the Council's 
constitution that might result in the Council suffering significant penalties, other loss or 
affecting the financial statements. No allegations of such irregularities, including fraud, 
or such non-compliance have come to our notice 
 

xiii We have disclosed to you all related parties and there were no transactions with 
officers, members or other related parties which should be disclosed in the financial 
statements except as disclosed in note 13 

 
xiv Except as stated in the financial statements 

a there are no unrecorded liabilities, actual or contingent 
b none of the assets of the Council has been assigned, pledged or mortgaged 
c there are no material prior year charges or credits, nor exceptional or non-

recurring items requiring separate disclosure 
 

xv There were no transactions, arrangements or agreements to provide credit facilities, 
(including loans, quasi-loans or credit transactions and guarantees to provide security 
for such matters), involving directors or officers that should be disclosed in the 
financial statements.  
 

xvi There are no claims, legal proceedings or other matters which may lead to a loss 
falling on the Council or which could result in the creation of an unrecorded asset, that 
should be disclosed in the financial statements 
 

xvii The Council has complied with all aspects of contractual agreements that could have 
a material effect on the financial statements in the event of non-compliance. There 
has been no non-compliance with requirements of regulatory authorities that could 
have a material effect on the financial statements in the event of non-compliance 
 

xviii We have no plans or intentions that may materially alter the carrying value or 
classification of assets and liabilities reflected in the financial statements. 
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xix No significant events having an effect on the financial position of the Council have 
taken place since the balance sheet date which necessitate revision of the figures 
included in the financial statements or inclusion of a note thereto 
 

xx We believe that the Council’s financial statements should be prepared on a going 
concern basis on the grounds that current and future sources of funding or support 
will be more than adequate for the Council’s needs. We believe that no further 
disclosures relating to the Council's ability to continue as a going concern need to be 
made in the financial statements. 

 
xxi We have compiled our financial statements in accordance with IAS 18, Revenue. We 

have recognised income when we have obtained the right to consideration following 
the fulfilment of contractual obligations concerning the supply of goods and services 

 
xxii The Council has determined the fair values of derivatives and other financial 

instruments through the calculation of the present value of the cash flows that will take 
place over the remaining term of the instruments using assumptions as detailed in 
note 34 to the financial statements.  

 
xxiii We have disclosed to you the likely outcomes of litigation or uncertain situations, 

which have been disclosed in the financial statements where appropriate. 
 
xxiv We have adjusted the misstatements brought to our attention on the audit differences 

and adjustments summary, attached to the ISA 260 Report to those charged with 
governance.   

 
xxv There have been no restatements made to correct a material misstatement in prior 

period financial statements that affect the comparative information. 
 
 
Approval 
 
The approval of this letter of representation was minuted by the Audit Committee at its meeting 
on 29 September 2011 

 

Signed on behalf of Watford Borough Council. 

 

Signature                                                          Signature    

 

 

Name       Councillor Ian Brown.                       Name        Bernard Clarke 

 

Position:   Chair Audit Committee             Position: Head of Strategic Finance 

Date         29th September 2011                         Date   29th September 2011 
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Appendix 4  
 

 

Report to: Cabinet 

Date of meeting: 26th September 2011 

Report of: Head of Strategic Finance  

Title: Summary of the Financial Outturn 2010/2011 
 
 
 
 

1.0 SUMMARY 
 

1.1 This report informs the Cabinet of the revenue and capital outturns for 2010/2011. 
 

 
 

2.0 RECOMMENDATIONS  
 

2.1 To approve the revenue outturn as summarised at Appendix 1 of £16,327k (before the 
use of reserves, balances and provisions). 
 

2.2 
 
 
 

To approve that specific unspent budgets have been carried forward into 2011/2012 
in the sum of £349,700 and as detailed at Appendix 5A. 

2.3 
 
 

To note that the Department for Communities and Local Government has approved 
the closure of the Council’s Housing Revenue Account and to approve that the 
balance of £1,310k be transferred to a newly created ‘Development Sites 
Decontamination Reserve’ (Appendix 5 refers)—this recommendation will need to be 
referred to Council. 
 

2.4 
 
 
 

To note that the Housing Benefit Subsidy provision is now no longer required and to 
approve that a residual balance of £367k should be transferred to a newly created 
‘Housing Benefit Subsidy Reserve’ (Appendix 5 refers)—this recommendation will 
need to be referred to Council. 
 

2.5 
 
 
 

To note that the VAT refund of £1,122k should be transferred to the four funds 
detailed at Appendix 5 and that, as a consequence, to approve that a new ‘Insurance 
Fund’ has been created—this will need to be referred to Council. 

2.6 
 
 

To consider the capital outturn as detailed at Appendix 6. 

 
 
 
Contact Officer: 
For further information on this report please contact Bernard Clarke, Head of 
Strategic Finance, telephone extension 8189, email bernard.clarke@watford.gov.uk 
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3.0 INTRODUCTION 

 
3.1 A key feature of the reporting of the Final Outturn for any financial year is to 

compare the actual position with the original estimate and forecast budget 
monitoring statements produced throughout the year. This comparison is essential 
as it provides an indication of the accuracy and robustness of financial control 
within the Council.   
 

3.2 It is important as part of that process that guidance is provided, as a simple 
comparison will not necessarily present a fair reflection of a constantly evolving 
situation. This report will hopefully provide a meaningful analysis of the revenue 
and capital outturns for 2010/2011. 
 

3.3 This report does not discuss changes to the presentation of the accounts which 
has been caused by changes to ‘Financial Reporting Standards’ as such changes 
do not actually affect the final outturn but simply re-order the placement of the 
financial figures. This issue will be covered in the formal report to the Audit 
Committee on 29th September 2011 which will consider the statutory Statement of 
Accounts. 

  
4.0 ORIGINAL ESTIMATES 2010/2011 

 
4.1 The original revenue estimates were approved by Council on 27th January 2010 

and have been summarised at Appendix 1. The net expenditure before the use of 
reserves and balances was anticipated to be £16,812k. It was anticipated that 
£280k of reserves and £345k of balances would be used in order to reduce the 
Council’s net expenditure to £16,187k. 

  
5.0 BUDGET MONITORING: THE FINANCE DIGEST 

 
5.1 Watford Council has a well developed budget monitoring system which compares 

original estimates with a forecast end of year financial outturn. The first report for 
2010/2011 covered the first quarter’s expenditure and income and was considered 
by the Budget Panel at its meeting on 20th July 2010 and comprised an 
explanatory report with a detailed Finance Digest.  
    

5.2 During 2010/2011 monthly budget forecasts were considered by the Leadership 
Team, Budget Panel,  quarterly reports were produced for Cabinet and copies of 
the Finance Digest was circulated to all members of the Council. 
 

5.3 The last budget monitoring report / Finance Digest for 2010/ 2011 covered the 11 
month period up to the end of February 2011. The position for the end of year 
(Month 12) is always delayed somewhat because it needs to be the final outturn 
and should include accountancy issues such as accruals; requests for carry 
forwards etc. 
 

5.4 The key features of the Month 11 budget monitor included: 
 

• a forecast outturn of £17,808k, reduced by : 

• the use of £828k from earmarked reserves 

• the use of £345k from general balances 

• the use of £180k from a housing benefit earmarked provision 
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5.5 This resulted in a forecast   £268k overspend compared to the original budget.      
A summary of the Month 11 forecast is attached at Appendix 1.  
 

  
6.0 SUMMARISED REVENUE OUTTURN 2010/2011 

 
6.1 Appendix 1 summarises the actual variances and actual outturn for 2010/2011 

when compared to the Original Estimate. Appendix 2 provides a simple 
reconciliation between Original Budget; Period 11 Forecast and Final Outturn.  
 

6.2 In summary, Appendix 1 indicates the actual variation between Original Estimate 
and Outturn was a £485k under spend. This is distorted however by two 
‘extraordinary items’ (VAT refund and Building Maintenance capitalisation—see 
Appendix 2 for fuller explanation) which resulted in a £1,465k windfall. In addition 
throughout the course of 2010/2011 reports were presented to Budget Panel / 
Cabinet in which the original estimate was increased and funded through the use 
of earmarked reserves and provisions. Interpreting these factors, then the true 
level of underlying variations was an overspend of £286k (1.7%) and which is 
explained at Appendix 2.  
 

6.3 A forecast overspend of £300k had been predicted early in the financial year and 
was largely due to the consequences of the economic downturn. This had the 
effect of reducing the Council’s investment interest (due to low rates of interest), 
combined with a shortfall in commercial and market rents. At a macro level 
therefore it could be interpreted that the Council’s budget monitoring and 
forecasting is exceptionally good. This would, however,  be glossing over the fact 
that a number of actual budget variations were not reported during the year and 
that, coincidentally, the ‘swings’ equated to the ‘roundabouts’. Full reporting of 
variations needs to be enforced therefore during 2011/2012. 
 

  
7.0 ANALYSIS OF DETAILED VARIATIONS 

 
7.1 Appendix 3 provides an analysis of the major variations (+/-£10k) that actually 

occurred at cost centre level. In many respects the current system of budget 
monitoring encourages the respective Portfolio Holder and Head of Service to 
manage their budgets at cost centre level. So, for example, due to the economic 
recession there had been a reduction in the volume of planning applications which 
had a significant effect upon anticipated development control income. This 
adverse variation was ‘managed’ through the Head of Service not filling 
vacancies—which is logical if activity levels are down. As a consequence the 
development control cost centre came in on budget and is not highlighted at 
Appendix 3. This approach is to be commended. 
 

7.2 The variations at Appendix 3 total £485k as per the Appendix 1 summary.  
 Looking forward, key issues  for 2011/2012 include: 
 

• better forecasting within Community Services (albeit circa £250k of the 
variation related to an adjustment to the SLM outsourced contract and an 
electricity refund both of which were outside the purview of the Head of 
Service). The Head of Service has addressed this issue for 2011/2012 and 
improved monitoring has been established.  

• commercial rent income needs to be closely monitored and this will be a 
key risk in 2011/2012 . 
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• the cost of revenues and benefit staffing levels exceeded original 
estimates by a large margin (see Shared Services Operating Costs at 
Appendix 3). This has considerably reduced the saving arising from the 
shared services joint initiative. The current situation cannot continue and 
must be arrested by more effective use of technology within the Division. 
This again is  a key risk for 2011/2012. 

• The cost of the housing benefit subsidy system to Watford significantly 
exceeded original budgets. This was reported during the year and was 
largely due to the original estimate being very ‘optimistic’. The 2011/2012 
assumptions built into the net cost of subsidies is far more realistic. This is 
a cost centre with circa £34m of subsidy income and is a key risk where 
close monitoring during 2011/2012 will be essential.  

 
7.3 The variations at Appendix 3 also include the windfalls relating to the VAT refund 

and the part capitalisation of building maintenance which, as referred to earlier 
should be discounted when considering underlying trends. 
 

  
8.0 SUMMARY OF SALARY AND AGENCY COSTS 

 
8.1 The cost of salaries and agency staff in order to provide day to day services is 

circa £15m and should be compared to the council’s budget for 2010/ 2011 of 
£16.8m. Any effective budgetary control system does therefore need to ensure it 
has accurate reporting and control of the staffing budgets.  
 

8.2 Appendix 4 therefore provides a summary of salaries/ agency budgets  across all 
the service areas (excluding staffing within Shared Services where the control is 
exercised through the Joint Committee). These figures exclude the cost of 
consultants who are engaged to carry out specific time limited tasks and do not 
deliver ongoing services. The original budget at Appendix 4 is after deleting 1% 
from each cost centre and which represents a vacancy factor built into detailed 
estimates. 
 

8.3 Appendix 4 is encouraging in that it indicates a £165k under spend which 
represents a 1.07% variation. Simplistically if the original estimates had assumed 
a 2% vacancy factor then there would have been no outturn variation. For 
2011/2012 a 1% vacancy allowance has again been assumed and there is no 
intention for any change for the foreseeable future.        
 

  
9.0 RESERVES, BALANCES and PROVISIONS 

 
9.1 In many ways, the most complex part of reporting the Revenue Outturn is to seek 

to explain the variations to the level of individual reserves. Appendix 5 provides a 
detailed summary of proposed movements to reserves, balances and provisions 
which will need specific approval from Cabinet /  Audit Committee / and Council. 
 

9.2 In terms of the revenue outturn in isolation, the position can be summarised as 
follows: 

• original estimates intended to take £280k from reserves and £345k from 
the General Fund working balance. 

• during the year, approval was received to increase the drawdown from 
reserves by a further £548k and from the housing benefit provision by 
£180k. 
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• due to the ‘windfalls’ relating to VAT and Building Maintenance, instead of 
drawing down reserves, £665k has been transferred into them. 

 
This is all illustrated at Appendix 1. 
 

9.3 
 
 

Appendices 5, 5A & 5B provide a full analysis of all movements to reserves, 
balances and provisions that have occurred both during and at the end of 
2010/2011 financial year. 
 

  
10.0 
 

CAPITAL OUTTURN 2010/2011  

10.1 A detailed analysis of the council’s capital programme has been attached at 
Appendix 6. The main features include 
 

• an original projected spend (including Section 106) of £13,700k 

• a final outturn spend (including Section 106)            of £10,312k 
 
This indicates a 24% level of slippage (compared to 29% in previous year). 
The Original Estimate however, was finalised in January 2010 and, during the 
course of 2010/2011 there have been regular reports through the Finance Digest/ 
Cabinet regarding amendments to the programme to reflect anticipated slippage/ 
increased cost/ new projects. The variances detailed below need therefore to be 
taken in this context. 
 

10.2 This variance of £3,388k very largely represents slippage into the 2011/2012 
financial year and, for general fund projects, is chiefly made up by: 
 
Under spend/ Slippage                                                             £k 
 
     * Health Campus –delay in land purchase                        724 
     * Colosseum—profiled expenditure slightly delayed      1,894 
     * Cultural Quarter Phase 1-longer timescale                     432 
     * Refuse Freighters—saving on procurement                   105 
     * Woodside Access Improvements-delay                          224 
     * Affordable Housing-no projects to fund                           235 
     * Decent Homes—reduced requirement                            157 
     * Wiggenhall Depot replacement-slightly delayed              286  
     * Backlog Repairs—money set aside for Depot work         485 
     * Events Market—slightly delayed                                        97   
                            
 
New projects 
    * Hollywell Community Centre                                         +480 
    * Woolworth’s Renovation                                                +932 
    *Watford Business Park (LAGBI funded)                         +103 
    * ICT-SAN implementation                                               +188                                                        
    
    

10.3 With regard to Section 106 projects, the original estimate of £744k only had a 
minor end of year under spend of £20k. The detail within Appendix 6 does 
illustrate that a number of projects have been delayed but this has been 
compensated by mid year approval to a programme of playground improvements. 
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10.4 The delay in either commencing or completing capital projects has now been 
reflected within the 2011/2012 projected capital budget. This again has been 
shown at Appendix 6 and which now details the complete (and updated) capital 
programme which was approved by Council on 26th January 2011. 
 

10.5 Appendix 6 also details how the capital programme has been funded in 
2010/2011and can be summarised as follows: 
 
  * Use of Capital Receipts                            £8,747k 
  * Use of Section 106 contributions              £   724k 
  * Use of Reserves—(the CPZ reserve)       £   276k 
  * Use of Grants and contributions               £   564k 
 

10.6 Finally Appendix 6 indicates how the Council’s current capital programme will be 
financed through to completion. And indicates: 
    

• there will be a surplus of capital receipts  of  £2,374k 

• there will be available Section 106 contributions of  £4,498k 
 
It will undoubtedly be the case that proposals for further capital projects (in 
particular Section 106 proposals) will be considered during the four year 
perspective of the capital programme. 
 

  
11.0 CONCLUSION 

 
11.1 The 2010/2011 revenue outturn represents a good result with a bottom line 

showing an increase in General Reserves of £665k. Watford’s ‘share price’ would 
undoubtedly increase if it was listed on the Stock Exchange. However this 
apparent good performance is flattered by the VAT refund of £1.122m (the 
Council had to put forward a strong case in order to achieve the refund and it was 
not a ‘windfall’ as such). This excellent, overall result is reinforced by the fact that 
the Council had reduced its council tax by 1.4% in 2010/2011 so that its residents 
were required to pay less for its local services. 
 

11.2 The underlying trend of revenue expenditure indicates an overspend of £286k 
which again is a good result against a background of the economic downturn 
which particularly affected the Council’s levels of income. Further, the financial 
forecast had been predicting a £300k shortfall throughout the year and, 
simplistically, indicates budget monitoring processes are largely fit for purpose. 
The salaries and agency outturn was particularly accurate and accounts for 93% 
of net expenditure. 
 

11.3 The 2010/2011 revenue outturn has highlighted areas where budget forecasting 
needs to be improved and the Leadership Team and Portfolio Holders will pay 
special attention to this and to the key risk areas.  
 

11.4 With regard to the capital outturn slippage continues to be an ongoing problem but 
it does need to be recognised that this mainly occurs in relation to the larger, 
strategic projects where the Council is often dependent upon partner 
organisations.  
 

11.5 Finally, the audited, statutory  Statement of Accounts will be reported for approval 
to the Audit Committee on 29th September. The first Finance Digest for 2011/2012 
has already been circulated to all members of the Council and a revised Medium 
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Term Financial Strategy was reported to Cabinet on 25th July. So, like the 
seasons, the never ending cycle has started for another year. 
 

 
 

12.0 FINANCIAL IMPLICATIONS 
 

 
12.1 

 
These have been included within the report. 
 

 
13.0 LEGAL IMPLICATIONS 

 
 
13.1 

 
The creation of new reserves is part of the overall budget of the Council and 
therefore under the constitution requires the approval of full council. 
 
 

 
14.0 POTENTIAL RISKS 
  

Potential Risk Likelihood Impact Overall 
Score 

That the External Auditor finds material 
errors within the Final Accounts process 

       2      4      8 

    

 
 

15.0 EQUALITIES 
 
15.1 

 
There are no equality implications in formally reporting the final outturn for 
2010/2011. 
 

 
 
Appendices 
 
Appendix 1 General Fund Summary 
Appendix 2 Reconciliation between Original Budget and Final Outturn 
Appendix 3 Revenue Variances over £10k 
Appendix 4 Direct Employee and Agency Summary 
Appendix 5 Reserves, Balances and Provisions 
Appendix 5A Carry Forward Items into 2011/2012 
Appendix 5B Summary of Reserves 
Appendix 6 Capital Outturn 2010/2011  
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Revenue Outturn:    General Fund Summary      APPENDIX 1 

Please Note that these figures relate to Direct Expenditure 
and Income within the control of individual service 
areas. They exclude recharges from other services 
and the base budget  figures will not agree with other 
published documents as a consequence. 

GENERAL FUND VARIANCE SUMMARY for  2010/11    

  

Original 
Budget 

Forecast 
Variances 
at Period 

11 

Actual 
Variances
during 
year       

Actual 
Outturn 

SERVICE AREA 
£000's £000's £000’s £000’s 

      
 

CORPORATE SERVICES 2,100 (58) (55) 
 

2,045 

      

COMMUNITY SERVICES 6,002 (68) (636) 
 

5,366 

      

ENVIRONMENTAL SERVICES 4,676 214 9 
 

4,685 

      

LEGAL AND PROPERTY SERVICES (2,219) 345 (203) 
 

(2,422) 

     

PLANNING 2,202 173 93 
 

2,295 

      

CORPORATE MANAGEMENT 618 0 (34) 
 

584 

    
 

STRATEGIC FINANCE (514) 390 9 
 

(505) 

      

SHARED SERVICES OPERATION 
COSTS 3,948   0 331 

 
 

4,279 

      

NET GENERAL FUND BUDGET 16,812 996 (485) 
 

16,327 
 

       

TRANSFER TO/(FROM) RESERVES (280) (548) 665 
 

385 

      

TRANSFER TO/(FROM) PROVISIONS 0 (180) (180) (180) 

      

USE OF GENERAL FUND WORKING 
BALANCE (345) 0 0 

 
(345) 

     

 
NET BUDGET REQUIREMENT 16,187 268 0 

 
16,187 
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                          FINANCIAL OUTTURN 2010/2011                  APPENDIX 2 
 
 
Reconciliation Between Original Budget / Period 11 Monitor/ and Final Outturn 
 
 
                                                                                                                  £000 
                                                                                                                 
Original Budget                                                                                     16,812 
 
Period 11 Forecast:                                                                               17,808 
 
Variation                                                                                                      996 
Due to: 
             Additional Use of Earmarked reserves      548 
             Use of Housing Benefit Provision              180 
             Forecast Overspend                                  268 
 
 
Final Outturn                                                                                          16,327 
 
Variation compared to forecast                                                            (1,481) 
 
Due to: 
             VAT Refund                                                            (1,122) 
             Capitalisation of part Building M’tce Programme   (   343) 
             Additional Service Variations                                        16 
 
 
The final outturn net expenditure including the VAT refund, capitalisation of building 
maintenance, and before the use of reserves and balances actually indicates a 
£485k under spend (see Appendix 3 for detail) when compared to the original 
estimate. 
This is not the true ongoing level of expenditure and the one off extraordinary items 
should be disregarded. By reference to the above summarised analysis, service 
variations for the 2010/2011 Financial Year indicates a forecast overspend of £286k 
(£268k + £16k). 
The causes of this are detailed within Appendix 3.   
 
 
Supplementary Notes: 
The Original Budget of £16,812k represents the anticipated net expenditure for the 
Council in 2010/2011 before the use of reserves and balances. It was anticipated in 
January 2010 (when the budget was finalised) that £280k of reserves and £345k of 
balances would be used to reduce the net expenditure to be financed from grants 
and council tax to £16,187k. 
An explanation regarding the use of reserves and the housing benefit provision is 
attached at Appendix 5. 
 
The VAT refund relates to a national situation whereby local authorities had 
incorrectly paid VAT to HMRC over a circa 10 year period. The HMRC finally repaid 
principal and simple interest to Watford in March 2011 (after the Period 11 Forecast 
had been produced). No provision had been made within the accounts during the 
year because HMRC were specifically trying to resist Watford’s claim and a 
substantial amount of evidence had to be produced in order to justify payment. There 
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is still approximately £300k of VAT (and simple interest) which is in dispute with 
HMRC. This has not been assumed to be ‘receivable’ by the Council and has been 
noted in the statutory Statement of Accounts as a potential contingent asset. Finally, 
there is still a national dispute regarding whether the HMRC should have paid 
compound interest. This potential additional refund has not been accrued- as a ‘test 
case’ needs to be established through the courts to establish the probability of 
success. Watford do not wish to be the ‘test case’ as there are a number of larger 
authorities where the ‘reward’ is greater. 
 
The capitalisation of part of the Building Maintenance Programme occurred during 
the final accounts closure process and again could not have been predicted at the 
Period 11 (end of February) Forecast / Budget Monitor. Part of the building 
maintenance works were found to be capable of financing through the use of capital 
receipts (rather than from revenue resources). The amount of money spent was 
exactly the same –it just came out of a different pocket. The reason for doing this is 
that revenue resources can be used to finance ongoing expenditure as well as 
funding capital projects. Capital receipts can only be used to finance capital projects. 
There is therefore more flexibility for the future in preserving revenue resources 
rather than capital receipts. There is, in effect, no actual cash saving and for that 
reason it should be discounted when considering the true extent of the final revenue 
outturn.   
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