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Circular 02/07

Finance
FE Colleges: Accounting Policies and Return of Audited Financial Statements

Summary

This is the abstract of Circular 02/07, which provides guidance on annual financial statements for the year ending 31 July 2002 (due 31 January 2003) and consults on future guidance (responses due 5 June 2002).

Circular 02/07 supplements the SORP Accounting for Further and Higher Education Institutions and Circular 01/04 Sector Accounting Policies and Return of Audited Financial Statements. It is of interest to principals, finance directors and external auditors.

This abstract does not contain annexes A–D nor supplements A–E, (available on the Council’s website (www.lsc.gov.uk).) Responses to consultation are due by 5 June 2002, using the form at Annex B of Circular 02/07.

Further information

Please contact your local LSC office, or write to:

Peter Darwen
Area Director (Finance)
Provider Financial Support
LSC
Cheylesmore House
Quinton Road
Coventry CV1 2WT

Enquiries

Provider Financial Support
Tel 024 7649 3758
Fax 024 7649 3590

May 2002
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Circular 02/07 contains the following annexes.

A Cover Sheet for the Return of Audited Financial Statements and Finance Record for the Year Ended 31 July 2002

B Consultation Document

C Illustrative Corporate Governance Statement

D Revised Standard Unqualified Audit Opinion for Colleges’ Financial Statements for the Year Ended 31 July 2002

Circular 02/07 has the following supplements, published separately.

A Revised Model Report and Financial Statements for Casterbridge College for the Year Ended 31 July 2002

B Revised Enhanced Pensions Tables

C Risk Management

D Finance Record Proforma

E Notes and Guidance on the Finance Record 2001/02

Further Education Colleges: Accounting Policies and Return of Audited Financial Statements

Part 1: Introduction

1
This is the abstract of Circular 02/07.  Circular 02/07 provides guidance on the preparation of colleges’ financial statements for the year ending 31 July 2002 and identifies issues that will require consideration in the future.

2
The Council’s accounting policies apply to all colleges. They are not currently applicable to external institutions, private training providers or other public bodies in receipt of Council funding.

3
The accounting policies need not be applied to immaterial items (see The Interpretation of ‘Materiality’ in Financial Reporting in Related Documents below.)

Revisions to accounting/auditing guidance

4
The Council is in the process of revising the Audit Code of Practice. In the meantime colleges should continue to refer to Supplement B of Circular 01/04 Audit Issues. A revised unqualified audit opinion for the year ending 31 July 2002 is available in annex D of Circular 02/07.

5
Circular 01/04 took account of FRSs up to FRS 19 Deferred Tax and various exposure drafts. Circular 02/07 considers:

· FRS 17 Retirement Benefits
· FRED 22 Revision of FRS 3 Reporting and Financial Performance
· enhanced pensions calculations

· corporate governance

· risk management principles

· going concern and impairment reviews

· accounting for recovery of funds (tolerance account)

· audit opinion

· revised model report and financial statements for Casterbridge College

· finance record 2001/02.

Excluded from Circular 02/07 are UITF Abstracts 30–33 because of their limited applicability to the FE sector.

Related documents

6

· Guidance on Further Education Funding Eligibility and Rates    2001-02

· Statement of Recommended Practice (SORP): Accounting for Further and Higher Education Institutions
· Accounting Standards Board (ASB) Statement: SORPs: Policy and Code of Practice
· Circular 99/48 Financial Memorandum
· Circular 00/16 Monitoring Growth 1999/2000
· Annex E to Circular 01/01 Strategic Plans, Including Financial Forecasts and Accommodation Data
· Circular 01/04 Sector Accounting Policies and Return of Audited Financial Statements
· Circular 01/11 Monitoring Growth 2000/01
· Council of the Institute of Chartered Accountants in England and Wales: Statement 2.401 The Interpretation of ‘Materiality’ in Financial Reporting
· UITF Abstract 28: Operating Lease Incentives
· London Stock Exchange: Combined Code on Corporate Governance, June 1998.

Return of audited financial statements for 2001/02

7
For 2001/02 the Council requires audited financial statements for the year ending 31 July 2002 to be submitted no later than six months after the year end. Each college should send an original signed copy of its audited financial statements for 2001/02, together with its signed finance record and disk (and, where applicable, copies of the audited financial statements of its subsidiaries) to its local Learning and Skills Council (LSC) to arrive by 31 January 2003.

8
A cover sheet for the returns is available in Annex A of Circular 02/07.

Audit reports and management letters

9
External auditors should send a copy of the final version of their management letters (including college responses) to the local LSC at the same time that they are sent to the college (by 31 January 2003). Where they are unable to express an unqualified opinion on the college’s financial statements, auditors should immediately communicate this to the principal, the chair of the corporation, and the chair of the audit committee. They should also inform the executive director of the local LSC.

Guidance

10
Colleges with queries about accounting policy may wish to consult their external auditors or the local LSC. Colleges wishing to make general points about the development of accounting guidance should contact Peter Darwen at the national LSC.

Approval of reports and financial statements

11
Reports and financial statements must be approved by the corporation. They should be signed and dated as follows:

· members’ report: by the chair of governors

· balance sheet: by the principal and the chair of governors / other corporation member

· corporate governance statement: by the chair of governors

· internal financial controls statement: by the principal.

12
The above items should normally be signed on the same date. They must also be signed on, or very shortly before, the date on which the college’s external auditors sign and date their audit report.

Part 2: The Development of Accounting Policies for the FE Sector

SORP: Accounting for FE and HE Institutions (the F&HE SORP)

13
The F&HE SORP was introduced in 2000 to be effective for all accounting periods commencing on or after 1 August 1999. This continues to be the primary document to be followed by colleges.

14
The F&HE SORP is intended to apply to all colleges. Where an institution is a separate registered charity and less than 50 per cent of its income is from the Council, the charities SORP will probably give a better representation of the institution’s activities.

HE / FE Board for the SORP

15
The sponsoring body of the F&HE SORP is the Higher Education / Further Education Board for the SORP. It comprises:

· Committee of Vice-Chancellors and Principals (CVCP)

· Association of Colleges (AoC)

· a representative of the LSC

· the chair of the British Universities Finance Directors’ Group (BUFDG).

16
The HE/FE Board is required to keep its SORP under review and to report to the Accounting Standards Board (ASB) at least annually. The board considers:

· Urgent Issues Task Force (UITF) Abstracts

· Financial Reporting Statements (FRSs)

· the consistency of approach in the FE and HE sectors.

17
The Council has agreed with the HE/FE Board that:

· amendments to the F&HE SORP will be published by the Council through its Sector Accounting Policies circular

· the Council will issue any additional disclosure requirements.

Sector Accounting Policies Group

18
The Sector Accounting Policies Group was formed in January 2002 to provide regular guidance on FE accounting issues. Its aims are to:

· encourage colleges to consider accounting issues in good time

· provide a forum for discussing problems

· disseminate information by publishing its minutes on the Council’s website

· feed back to the HE/FE Board.

Part 3: Update to the F&HE SORP

19
The accounting guidance on the following UITF Abstracts and FRSs has been issued after consultation with the HE/FE Board.

UITF Abstract 28: Operating Lease Incentives
20
UITF Abstract 28 should be adopted for financial statements for accounting periods ending on or after 22 September 2001 in respect of lease agreements commencing in the current or preceding accounting period. Colleges should adopt the treatment for the year ending 31 July 2002.

21
The abstract addresses incentives that a lessor may provide to a lessee to enter into or renew an operating lease, particularly in respect of buildings. Colleges are more likely to be lessees.

22
All incentives should be recognised as an integral part of the payment for use of the leased asset, irrespective of their nature.

23
The lessee should recognise the benefit of the incentive as a reduction of the rental expense. The benefit should be allocated over the shorter of either the lease term or the period until a full market rental will be payable. It is expected that the allocation will be on a straight-line basis.

24
The lessor should recognise the cost of the benefit as a reduction in rental income over the same period.

25
Where colleges have entered into facilities management contracts, they will need to consider the rental portion and whether there was an element of incentive.

FRS 17: Retirement Benefits
26
In Circular 02/04, the Council indicated that FRS 17 Retirement Benefits was being implemented in stages over three years leading up to accounting periods ending on or after 22 June 2003, with the first set of disclosures required for accounting periods ending on or after 22 June 2001. Circular 02/07 identifies the necessary disclosure requirements for colleges to comply with FRS 17 in their financial statements for the year ending 31 July 2002. 

Teachers’ Pension Scheme (TPS)

27
Circular 01/04 recommended that the TPS be treated as though it were a defined contribution scheme. Circular 02/07 does not change this. However, the disclosure note has been amended and all references to notional assets and liabilities have been removed. An exemplar is given in Supplement A to Circular 02/07.
Local Government Pension Scheme (LGPS)

28
Some colleges with LGPS had difficulty implementing FRS 17 disclosure requirements in their financial statements for the year ending 31 July 2001. It is expected that these problems will be resolved for statements for the year ending 31 July 2002. In particular, local LSCs will work with colleges to ensure a co-ordinated request is made for information to the relevant LGPS.

29
The Chartered Institute of Public Finance and Accountancy (CIPFA) and the Local Authority (Scotland) Accounts Advisory Committee (LASAAC) Joint Committee has recently published its proposals for implementing FRS 17 in the local authority sector. The Joint Committee classifies the LGPS as a multi-employer scheme, where it is possible for individual employers (such as colleges) to identify their share of assets and liabilities. Therefore it should be accounted for as a defined benefit scheme, in accordance with FRS 17.

Disclosures

30
Under the transitional arrangements of FRS 17, there is no requirement to fully implement the accounting standard until the year ending 31 July 2003. In the light of ongoing debate, the Council recommends that colleges do not adopt the standard early and do not fully implement FRS 17 in the current year. For the year ending 31 July 2002, colleges should disclose in a note to the accounts what entries would be made in the financial statements if FRS 17 were fully implemented. Colleges should include:

· amount of net pension asset / (liability)

· analysis of the amount charged to the income and expenditure account

· analysis of net return on pension scheme

· amount recognised in the Statement of Total Recognised Gains and Losses (STRGL)

· movement in surplus / (deficit) in year

· history of experienced gains and losses (from 2006, five years must be shown).

31
The audit firms will qualify their audit reports (as non-compliant with FRS 17) should these disclosures not be incorporated in the current year’s accounts.

32
In addition, a number of college financial statements include SSAP 24 provisions in respect of the underfunding of the LGPS. In producing the FRS 17 disclosure note, such provisions will need to be factored into the disclosure. (In particular, such provisions will need to be added back to the reported college net assets per the balance sheet at 31 July 2002 to give a revised net asset figure for FRS 17 disclosure purposes.)

33
A sample pro forma note in respect of FRS 17 for the LGPS is provided in Circular 02/07 (paragraph 45) and in Supplement A to Circular 02/07.

FRED 22 – Revision of FRS 3: Reporting Financial Performance

34
In Circular 01/04 the Council provided colleges with guidance on FRED 22. The ASB and the International Accounting Standards Board (IASB) are working in partnership to develop a standard that builds on FRED 22. However, a revision to the F&HE SORP will be required to incorporate the proposals of any revised FRS, and it is not proposed that colleges meanwhile seek to adopt the proposals in FRED 22.

Enhanced pension provisions 

35
In Supplement B to Circular 02/07, Revised Enhanced Pensions Tables, the Council provides a revised set of enhanced pensions tables, which should be used in colleges’ annual financial statements for the year ending 31 July 2002. Supplement to Circular 02/07 contains:

· instructions on the use of the tables

· charge to the income and expenditure account in the year of early retirement

· the interest charge in current and subsequent years

· a summary of SSAP 24 conversion issues to meet FRS 17 requirements.

36
The Council recommends that colleges do not fully implement FRS 17 in the current year. However, under the Accounting Standard, further information will be needed in an FRS 17 disclosure note. These disclosures are in the same format as those for the LGPS fund, and colleges should consider combining the disclosures into one note.

37
For clarity, the revisions to the enhanced pension provisions apply to all enhancements (TPS and LGPS) and compiling the information for the FRS 17 disclosure note will need to be carried out by the college. Where provisions are material, the college may wish to consider obtaining advice from their external auditors or an actuary.

Part 4: Corporate Governance and Risk Management

38
The Turnbull Committee published guidance on internal control in September 1999. Although this was written for companies, it has been adapted for FE. The Turnbull Committee sought to reflect best practice in designing and operating systems of internal control, and in embedding a risk-based approach. The expectation is that the corporation will implement the spirit of the guidance in a way that helps achieve its institutional objectives, and will build on practices already in place.

39
The Turnbull guidance includes the following principles:

· making sure key risks have been identified and not lost in the detail

· not missing opportunities through striving to mitigate risk

· keeping the risk analysis under constant review

· embedding risk management within the general management of the college

· learning from control reviews and seeking continual improvement

· deriving key risks from the objectives of the college.

40
The corporation has overall responsibility for the adequacy and effectiveness of the college’s system of internal control. The corporation must set appropriate policies on internal controls and seek regular assurance that the system is functioning effectively. In connection with this, the Council will publish a revised Audit Code of Practice in summer 2002.

41
Circular 01/04 indicated that all colleges must make a full compliance statement covering all aspects of internal control for their financial statements for the year ending 31 July 2003. To achieve this, colleges will have to establish processes to meet Turnbull requirements by 1 August 2002.

Risk management principles

42
A significant element of meeting Turnbull requirements is the adoption of a risk-based approach to assessing systems and controls. Risk management aims to reduce the probability and impact of:

· occurrence of a significant undesirable event; or

· an important opportunity missed.

43
Risk management aims to reduce risk to a reasonable acceptable level. The management of risk should be embedded and ongoing in everyday operations and activities. It should not be a one-off exercise. It should be responsive to changing circumstances.

44
The core process of risk management needs to be systematic and documented. This can be achieved a risk register. The process involves: 

· deciding on the level of acceptable risk

· establishing the key objectives of the college

· identifying the risks to achieving the key objectives

· assessing the likelihood of each risk arising and its possible impact:

· leaving out of account controls and mitigating actions. This establishes inherent risk
· taking into account controls and mitigating actions. This establishes residual risk
· evaluating the effectiveness of mitigating actions already in place

· introducing new mitigating actions where required

· monitoring the risks, controls, and implementation of additional actions.

45
The management of risks should be tracked as part of the standard performance management arrangements that are already in place. It is important that ‘top risks’ are drawn out separately and not lost in the detail. The audit committee should formally consider the effectiveness of both the process and the internal control system to allow the corporation to make the required financial statement disclosures.

46
In Annex E of Circular 01/01 Strategic Plans, Including Financial Forecasts and Accommodation Data, the Council issued a checklist for colleges to use in compiling their risk management plan. Supplement C to Circular 02/07 adds to this guidance.

Financial statements disclosure

47
For the year ending 31 July 2002, colleges are required to include the following statements:

· corporate governance statement indicating compliance with the Turnbull combined code

· principal’s statement on the system of internal financial control at the college.

48
Annex C of Circular 02/07 contains examples of two corporate governance statements, one of full compliance, the other of partial compliance.

Part 5: Other Guidance

Going concern and impairment reviews

49
Any queries about the value of assets or the use of the going concern basis in preparing accounts should be raised with the Council’s director of finance and the local LSC.

Tolerance of over- or underachievement against funding agreement

50
Circular 01/11 Monitoring Growth 2000/01 warned institutions that the Council expects to recover any negative balances remaining in the tolerance account at 31 July 2002. Recovery will be at the average level of funding (ALF) for the final year (2001/02).

Accounting for college-administered funds, including Ufi funding

51
Colleges have increasingly acted as conduits for funding passed to other organisations, for example, Ufi funding. The DfES has recently confirmed that funding should be accounted net where Council funds are passed to other FE sector bodies, to avoid double-counting. Where Council funding passes to organisations outside the sector, funding should be accounted gross to ensure all funding is captured within the sector’s accounts.

52
Where revising the accounting approach would have a material effect on comparatives, they should be restated and disclosure made in the notes to the financial statements.

Audit opinion

53
Supplement B of Circular 01/04 Audit Issues provided a revised audit opinion for 2001/02. This has been further revised and complies with the F&HE SORP. It is provided in Annex D to Circular 02/07. Where institutions intend to comply fully with Turnbull for the year ending 31 July 2002, additional disclosure will be required, setting out the scope of the auditor’s work in this area. Arrangements should be agreed with the institution’s external auditors.

Revised model report and financial statements

54
The ASB has issued several new accounting standards since the F&HE SORP in July 2000. Circular 01/04 provided guidance. To help further, the Council has now provided in Supplement A of Circular 02/07 a revised model annual report for Casterbridge College for the year ending 31 July 2002. Colleges can download this from the Council’s website in the following formats:

· members’ report, auditor’s report and accounting policies disclosure note: in ‘Word’

· income and expenditure account, STRGL, balance sheet, cashflow statement and disclosure notes: in ‘Excel’.

55
Previous Council guidance set out the disclosure requirements specific to colleges. These are incorporated within the model Casterbridge College report. In the members’ report, colleges must include:

· a disability statement

· note on expenditure against the planned maintenance plan

· statement on the system of internal financial control signed by the principal

· detailed analysis of Funding Council grants

· detailed analysis of tuition fees and education contracts

· additional disclosures in respect of the remuneration of senior postholders and other higher-paid staff (including details of pay awards for specific individuals/groups)

· analysis of costs associated with overseas activities

· analysis of deferred capital grants received in the year.

Finance record

56
The finance record is the electronic version of the audited financial statements. It should be submitted with the audited financial statements to the local LSC by 31 January 2003. Colleges should download the finance record worksheet from the Council’s website and return the worksheet on a floppy disk to the local LSC. Supplement D to Circular 02/07 contains a copy of the finance record and Supplement E to Circular 02/07 provides notes and guidance for its completion.

Part 6: Consultation

57
The Council has continued the FEFC practice of annually publishing a detailed circular on sector accounting policies, and has provided the Casterbridge College annual reports. In contrast, the HEFCE publishes the F&HE SORP and leaves the detailed guidance on interpretation and implementation to the British Universities Finance Directors’ Group (BUFDG).

Question 1: Does the FE sector want the Council to continue to produce detailed accounting guidance, or does it want the Council to issue just general direction, such as to follow the F&HE SORP?

Question 2: Are the Provision for Enhanced Pensions tables and their instructions in supplement B to Circular 02/07 easy to follow? If not, how can they be improved?

58
The full consultation and a form for responses is in Annex B of Circular 02/07.


































