
 

      
Report No JC 37/2007 

 
TAYSIDE CONTRACTS JOINT COMMITTEE – 12 NOVEMBER 2007 

 
Report by the Managing Director and Proper Officer 

 
Subject: EXTERNAL AUDITOR’S REPORT TO MEMBERS 2006/07 AND 

ANNUALREPORT AND ACCOUNTS 2006/07.  
 
 
ABSTRACT 
 
This report notes the key findings from Audit Scotland’s Report to Members on the  
2006/07 Audit and provides the Managing Director and Proper Officer’s response to 
the Auditor’s report, a full copy of which is attached. 
 
 
 
1. RECOMMENDATION 
 
 1.1 The Joint Committee is asked to note the contents of the External Auditor’s 

 report, and endorse this report as its formal response to the External Auditor. 
 
 1.2 The Joint Committee is asked to instruct the Managing Director and Proper 

 Officer to monitor the implementation of the agreed action plans arising out of 
 the External Auditor’s review in 2006/07.  

 
2. INTRODUCTION 
 
 2.1 The annual accounts were provided to the External Auditor in advance of the 

 due date of 30 June 2007 and were presented to the Joint Committee on 25
 June 2007. 

 
 2.2 The audit was completed by the External Auditor and the audit certificate 

 issued on 27 September 2007. 
 
 2.3 A copy of the External Auditor’s report is attached as an Appendix to this 

 report, together with a copy of the audited Annual Report and Accounts for 
 2006/07. 

 
 
3. FINANCIAL STATEMENTS AND RELATED MATTERS 
 
 3.1 Audit Certificate and Opinion 
 

 The External Auditor issued, on 27 September 2007, an unqualified audit 
 certificate stating that the financial statements present fairly the financial 
 position of the Joint Committee as at 31 March 2007 and its income and 
 expenditure for the year then ended. 
 
 
 
 



 

 2

 
 
3.2 Financial Position 
 

The Income & Expenditure account shows a net surplus of £1.276m for the 
year. A number of statutory and non-statutory accounting adjustments are 
required under the SORP and Generally Accepted Accounting Practice, after 
which adjustments a surplus of £492k is reported. This is supplemented by a 
transfer of £8k from the General Fund to meet the required distribution of 
£500k. 
 
Both the Construction Division and Facilities Services achieved their Statutory 
Trading Account target of breaking even over a rolling three year period.  For 
the period covering the years 2004/05, 2005/06 and 2006/07Construction 
Division recorded a cumulative surplus of £1.269m, while Facilities Services 
surpluses amounted to £0.783m. 

 
The Managing Director is therefore pleased to report achievement of the 
statutory targets and the agreed distribution to the constituent Councils. 

  
 3.3 Issues Arising 
 
  The Auditor notes that all of the target dates for accounts submission and 

 issue of the audit opinion were met.  
 

It is pleasing to note the generally positive nature of the Key Messages 
contained in the report, specifically: 
 
• An unqualified audit opinion has been issued on the financial  

 statements for 2006/07; 

• The Statement on the System of Internal Financial Control included in 
the accounts complies with accounting requirements and is not 
inconsistent with audit findings; 

• Many aspects of a sound corporate governance framework are in 
place; 

• A 5-year Business Plan for the period  2006 to 2011 had been 
developed in conjunction with members and constituent councils that 
identifies future opportunities and risks; 

• Anti-Fraud Strategy and Guidelines are in place. 
 
 

A number of adjustments were required to the figures presented in the 
unaudited accounts reported to the Joint Committee in report no. JC 15/2007 
on 25 June 2007.  The most significant of these adjustments related to the 
reclassification and accounting treatment of leases, and correction to the 
capital accounting treatment of finance leases. These corrections required 
amendment to prior year figures for 2004/05 and 2005/06 as well as revision 
of the 2006/07 figures presented in the unaudited accounts. The major 
impacts are as follows: 
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Prior Year Adjustments: 
 
• Increase in the fixed asset value by £1.578m as a result of reclassification 

of operating leases to finance leases which are required to be included in 
the balance sheet, along with the corresponding outstanding lease 
liability. 

• Reduction in the General Fund balance from £438k to £148k to amend an 
overstatement of surpluses in 2004/05 and 2005/06 resulting from 
incorrect treatment of the capital element of finance leases. 

 
Note 3 to the Core Financial Statements in the Annual Report provides a 
detailed explanation and analysis of these changes.   

 
  2006/07 Adjustments 
 

• Inclusion of sale of fixed assets increases the surplus by £60k 
• Reclassification of leases increases the surplus by £32k 
• Inclusion of capital cost of finance leases reduces the surplus by£156k 
• Transfer of £100k into the repairs and renewal fund has been reversed 
 
Other issues arising from the audit of the Annual Accounts, and addressed in 
the Risk Summary and Action Plan, are as follows: 
 

• A “de-minimis” level for fixed asset capitalisation, although informally 
applied at £5,000, needs to be formally documented and consistently 
applied. 

• Changes in the 2007 SORP need to be fully understood and implemented 
in the 2007/08 accounts. 

• A more formal and documented approach should be applied in assessing 
bad debt provision required. 

• Year end processes for the assessment of Work In Progress need to be 
more robust. 

• The style and standard of working papers needs to be improved to 
facilitate a smoother completion of the audit. 

• Internal Audit work should be risk-based and more formally planned and 
reviewed 

• Borrowing limits should be determined for capital investment funding, and 
loan arrangements with Dundee City Council should follow a more formal 
process. 

 
  The above issues and Tayside Contracts responses and actions have been 
  agreed with Audit Scotland, and incorporated into the Action Plan in the audit 
  report. 

  
3.4 Legality 

 
 The Auditor addresses compliance with relevant legislation and regulations, in 
particular with regard to financial transactions.  It is pleasing to note that the 
Auditor is satisfied that Tayside Contracts has adequately complied and 
fulfilled its responsibilities in these areas.  However, the Auditor highlights the 
ongoing issue regarding equal pay and compliance with the 1970 Equal Pay 
Act, noting that until such time as the single status agreement is implemented 
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there remains a possibility that the Joint Committee could be in contravention 
of that Act. 
 

3.5 Statement on the System of Internal Financial Control 
 
 It is pleasing to note that the statement complies with accounting 

requirements and is consistent with the audit findings such that confidence 
may be placed in the adequacy and effectiveness of financial controls. 

  
3.6  Future Outlook 

 
  The major issue facing the Joint Committee is completion of the job 

evaluation exercise and subsequent implementation of the Single Status 
agreement, and the management of future cost increases following 
implementation.  The Auditor highlights that evidence from other councils 
suggests that the cost impact can be as much as an increase of 10% to the 
ongoing pay-bill, and that the Joint Committee needs to ensure that steps are 
taken to ensure value for money is achieved from Single Status 
implementation. 

 
3.7 Pension liabilities  
 

Pension liabilities continue to pose a challenge for financial planning and 
accounting.  The impact of Financial Reporting Standard 17 (Retirement 
Benefits) is most evident in the net liability position in the Balance Sheet 
resulting from the pension liability of £10.413m, albeit reflecting an 
improvement of some £5m from the position last year.  This improvement 
reflects a positive investment and stock market performance in excess of the 
increase in estimated pension liabilities.  The more immediate impact on 
expenditure will be seen in further increases in the level of employers’ 
contributions, rising from the 2006/7 level of 275% (2007/08 = 295%) of 
employees’ contributions to an expected level of 315% by 2008/09. 

 
 
4. GOVERNANCE 
 

4.1 Corporate governance is concerned with the Joint Committee’s responsibility 
 to implement and monitor adequate arrangements to ensure the proper 
 conduct of its affairs, the legality of activities and transactions, and the 
 effectiveness of its management structures and processes.   The Auditor has 
 a responsibility to review and report on the operation of these arrangements, 
and, as in recent years, has reached the conclusion that the Joint Committee 
has many aspects of a sound corporate governance framework in place.  

 
Some concerns are raised in relation to the extent to which a risk-based 
internal audit methodology is applied, and also with regard to the formality of 
internal audit planning and review activities.   These concerns are noted and 
will be addressed as detailed in the action plan. 

 
  
4.2 Systems of Internal Control 

 
 The audit findings and agreed action plan from the reviews of internal control 
 systems were reported to the Joint Committee in August, report JC 32/2007 
refers.  The review focussed on the integrated job costing and financial 
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management system, and found that the system is underpinned by a sound 
framework of control.  A number of areas for improvement were identified, for 
which agreed action plans were developed and are being progressed.  

 
 
5. CONSULTATION 
 

The Clerk to the Joint Committee has been consulted on the preparation of this 
report. 

 
6. FINANCIAL IMPLICATIONS 
 
 There are no financial implications with this report. 
 
7. CONCLUSION 
 

It is pleasing to note from the Auditor’s Key Messages that the financial stewardship 
of Tayside Contracts Joint Committee in 2006/07 was satisfactory, and that there 
were no qualifications in his opinion in the Auditor’s report on the financial statements 
which present fairly the Joint Committee’s financial position.  The Risk Summary and 
Action Plan contains a number of agreed actions which will be progressed to the 
agreed action dates.  
 
There are always areas where improvements can be made if highest standards of 
financial stewardship are to be achieved, and implementation of the agreed action 
plans will make a substantial contribution towards that aim. 
 
Progress against the agreed action plans will be monitored by the Corporate 
Management Team, and progress reports submitted regularly to the Joint Committee. 
 
The Managing Director and Proper Officer would like to record their thanks to the 
Auditor and his team for the manner in which the audit was conducted, for the helpful 
reports produced and for their guidance in the application of accounting 
requirements. 
 

 
 
 

            
    
 
IAIN C WADDELL      DAVID K DORWARD 
MANAGING DIRECTOR      PROPER OFFICER 
 
 
 
 
BACKGROUND PAPERS 
 
 
No background papers were relied on in preparing this report. 


