Explanatory Foreword

1. Introduction
1.1  This foreword gives:

e asummary of the various statements which make up the 2004/05
accounts

e abroad picture of where the money comes from and what it is spent on

e asummary of the revenue expenditure on services and capital expenditure on
new assets over the course of the year.

2. Summary of Statement of Accounts
2.1  The accounts for 2004/05 are set out on pages 4 - 6 and 17 — 36. They consist of:

e statement of accounting policies

e summary revenue account — this covers income and expenditure on the service

e Dbalance sheet — this sets out the financial position on 31 March 2005

» cash flow statement - this summarises cash coming in or going out from
transactions with others for revenue and capital purposes

» statement of total movements in reserves — this sets out how reserves have
changed and been used during the year.

Where the money comes from

3.1  On1April 2004 the Authority moved to a precept status. The Authority’s income now
comes from general Government grants, a share of national business rates and the council
tax. In addition specific Government grants are received for certain services and fees are
charged to customers for some services. Interest is also earned on day to day balances.

The proportion of the Council’s income from these sources is as follows:
%

Council tax 50.9
National business rates 26.4
General Government grants 18.9
Fees, charges & interest 2.2
Specific Government grants 1.6

100

What the money is spent on
4.1  The Authority spent its money as follows:

2003/04 2004/05

% %
Firefighters’ pay and allowances 53 53
Pensions 12 13
Other employee costs 15 14
Other costs 20 20
100 100
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Overview of the year — revenue account

5.1  The Authority set its budget requirement at £58,368,000 which was 13.75% more than
the original budget for 2003/04.

The main components of the 2004/05 budget and actual income and expenditure are
set out below.

Original
Budget  Actual Variation
£'000 £'000 £'000

Net cost of services 58,705 58,473 -232
Asset management account surplus -1,656  -1,923 -267
Interest receivable 0 -316 -316
Pensions interest cost and expected
return on pensions assets 15,920 15,910 -10
Net operating expenditure 72,969 72,144 -825
Provision for debt repayment:
- Minimum Revenue Provision 183 176 -7
- Less depreciation and deferred charges

included in net operating expenditure -1,421 1,419 2
Contributions to/(from) other reserves 88 4,301 4,213
Movement on pensions reserve -14,236  -17,619  -3,383
Amount to be met from Government grant, 57583  57.583 0
Local taxpayers and balances
Council tax precept income 30,880 30,880 0
General Government grant 11,461 11,461 0
National business rates 16,027 16,027 0
Budget requirement 58,368 58,368 0
Variation in revenue account balance 785 785 0
Revenue account balance
Brought forward 1 April 04 615 615 0
Carried forward 31 March 05 1,400 1,400 0

5.2  Atthe end of the year net expenditure totalled £54.1m which was £4.3m lower than the
budget requirement.
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8.2
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This position reflects three main factors:

e aprecautionary approach to setting up the Authority’s financial position on moving to
precepting status from 2004/05

e anumber of difficult-to-predict spending and income areas which have all moved in the
same direction over 2004/05 and

» efforts made by the service to minimise spending in order to achieve the best possible
position for future development.

Overview of the year — capital expenditure
In 2004/05 the Authority spent £1,574,000 on capital projects:

Scheme: £°000
Vehicles 1,360
Home Fire Risk Check Initiative 140
Other schemes 74

1,574
Debt

The Authority currently has thirteen loans totalling £5,100,000.
On a day to day basis the Authority is able to lend to and borrow from Hampshire County
Council.

Changes

The Authority ceased to levy on Hampshire County Council, Portsmouth City Council and
Southampton City Council on 31 March 2004. The Authority now receives a share of the
national business rate and Government grant directly and sets its own council tax precept.
On 1 April 2004 the Authority received £615,000 for its starting revenue account balance
based on a formula agreed between the three former constituent authorities and this
Authority.

The Authority implemented the new Financial Reporting Standard on Retirement benefits
(FRS17) in preparing its financial statements for 2003/04. In 2003/04 the present value of
pension liabilities was assessed using a rate determined by the Government Actuaries
Department based on the assumed long term real rate of return on long dated index linked
stocks. In 2004/05 the Accounting Code of Practice required liabilities to be discounted on
the AA corporate bond rate, as prescribed by FRS17. This had the effect of reducing the
discount rate by 1.1% in 2004/05 and this revised assumption added approximately £50m to
the value of pension liabilities in 2004/05. This liability is both long term and volatile.
Employer’s rates on the Local Government Pension Scheme have been subject to an annual
phased increase as a result of the March 2001 actuarial valuation and will continue to
increase on a phased basis following the March 2004 valuation, with the aim of restoring full
funding over the longer term.

Further information

Further information can be obtained about the accounts from the Treasurer to the Fire and
Rescue Authority at the County Treasurer’s Department, Hampshire County Council, The



Castle, Winchester, Hampshire, SO23 8UB, telephone (01962) 847518, or e-malil
jane.lovett@hants.gov.uk.



Statement of Accounting Policies

1. General principles

1.1  The accounts have been prepared in accordance with the Code of Practice on
Local Authority Accounting in Great Britain: A Statement of Recommended
Practice (SORP) 2004 and the Accounts and Audit Regulations 2003. Any
significant non-compliance is explained in the following notes.

2. Debtors and creditors

2.1 Debtors and creditors have been accrued in accordance with the Code of
Practice.

2.2 There is, however, one exception. Electricity and other utility companies’
payments are accounted for at the date of meter reading rather than being
shared between financial years. This applies every year and therefore does not
have a material effect on the year’s accounts.

3. Reserves and provisions

3.1  Variations to reserves and provisions are shown in the notes to the summary
revenue account

3.2 Provisions represent legal liabilities when the amount or date of payment is
uncertain. They are charged to the revenue account in the year they are
recognised.

3.3  The Authority holds two provisions. The first is a provision for bad debts
which is deducted from the total for debtors. The second is for uninsurable
and other claims. This covers costs which may arise as a result of the
Authority being uninsured for a period, possible tribunals and other claims
made against the Authority.

3.4  The Authority has the following reserves:

« the Revenue Account balance is the surplus of revenue income over
expenditure. It can be used to supplement income in future years

» the capital reserve is used to help pay for future years’ capital
payments

e the modernisation reserve will be used to help finance the range of
initiatives required by the modernisation programme

» the underspendings reserve is used to carry forward specific budget
underspends from one year to the next

= the transitional grant reserve will be used to repay the transitional
funding as and when required by the Government.

= the pensions reserve, which is not cash backed, represents the
difference between the Authority’s recognised liability in relation to
pensions and the amount raised through taxation to pay that liability.
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4.

4.1

4.2

4.3

4.4

4.5

4.6

5.1

5.2

5.3

6.1

Fixed Assets

All spending on a fixed asset which yields benefits for a period of more than
one year is treated as capital expenditure in the accounts.

Fixed assets are valued on the basis recommended by the Chartered Institute
of Public Finance and Accountancy (CIPFA) and in accordance with the
Statements of Asset Valuation Principles and Guidance Notes issued by the
Royal Institution of Chartered Surveyors. Fixed assets are classified into the
groupings in the Code of Practice on Local Authority Accounting.

Land, property and other assets used for service provision are called
“operational assets”. They are included in the balance sheet at the open
market value for their present use when there is sufficient evidence to support
the value, or at depreciated replacement cost otherwise.

Assets not used to provide services are called “non-operational assets” and are
assets that are currently not in use. These are included in the balance sheet at
open market value.

Surpluses arising on the valuations of fixed assets have been credited to the
fixed asset restatement account. Land and building assets were revalued
during 2004/05 and the accounts reflect these values.

Income from the disposal of fixed assets is accounted for in the year in which
it occurs. This is used to meet expenditure for capital purposes.

Basis of charges for capital

Notional interest charges are based on asset valuations at the beginning of the
financial year. In 2004/05 an interest rate of 3.5% was used as prescribed by
the CIPFA/Local Authority (Scotland) Accounts Advisory Committee
(LASAAC) Joint Committee.

Depreciation charges are made on all fixed assets other than land and non-
operational assets in line with FRS 15.

Depreciation is calculated on a straight line basis over the useful economic
lives of the assets. In the case of permanent buildings a provisional average
residual life has been assumed of 25 years for building components and 100
years for the other parts of the building pending a detailed review of the
economic lives of individual assets. Furniture and equipment is assumed to
have a life of ten years and vehicles between five and 15 years.

Deferred charges

Deferred charges are payments, which are capitalised but do not create
tangible fixed assets. There are, for 2004/05, two categories of expenditure
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7.1

8.1

9.1

10.

10.1

11.

111

coming under the heading of deferred charges, deferred revenue costs relating
to the setting up of the Authority and the costs associated with the Home Fire
Risk Check Initiative.

Redemption of debt

The Authority’s borrowing limit for capital purposes is based on the
cumulative amount of capital expenditure it has incurred and for which it has
received borrowing approval from the Government. The borrowing limit
increases each year by the amount of that years capital approvals and reduces
by the amount of that years minimum revenue provision. The Council makes
provision for the redemption of debt in accordance with requirement that a
minimum revenue provision is put aside from revenue. This must be at least
equal to 4% of the borrowing limit for capital purposes at the start of each
financial year.

Stocks and stores

Stocks worth £595,000 have been included in the consolidated balance sheet.
Several stocks are held with the largest relating to vehicle spares, uniforms
and operational equipment. All stocks are valued at latest buying price which
is not in line with the SORP however the difference is immaterial.

Support Services

The costs of the support services are allocated over services according to their
usage by direct services with the exception of some corporate services which
are allocated on the basis of net expenditure.

Pension arrangements

The Authority participates in two different pension schemes which meet the
needs of employees. Both schemes provide members with defined benefits
relating to pay and service. The costs of providing pensions for employees are
charged to the accounts in accordance with the statutory requirements.

Leasing

The Authority has, on occasions, used operating leases to acquire vehicles as
an alternative to capital financing. The rentals on the leases are charged to
services in the revenue account. The Authority took the decision not to take
out any further operating leases for operational vehicles in February 2004.
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1.3

1.4

2.1
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3.1

3.2

Scope of responsibility

Hampshire Fire and Rescue Authority 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.

The Authority 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, the Authority is also responsible for ensuring
that there is a sound system of internal control which facilitates the effective exercise of
the Authority's functions and which includes arrangements for the management of risk.

In accordance with the requirements in the Accounts and Audit Regulations 2003, this
statement sets out how the Authority has sought to meet these requirements during
2004/05.

The purpose of the system of internal control

The system of internal control is designed to manage risk to a reasonable level rather than
to eliminate all risk of failure to achieve policies, aims and objectives; it 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 risk to the achievement of the Authority'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 internal control environment

The Authority has responsibility for conducting, at least annually, a review of the
effectiveness of the system of internal control. The review of the effectiveness of the
system of internal control is informed by the work of the internal auditors and the
executive managers within the Authority who have responsibility for the development and
maintenance of the internal control environment, and also by comments made by the
external auditors and other review agencies and inspectorates. The system of internal
control has been in place for the year ended 31 March 2005 and up to the date of approval
of the annual report and accounts. The next section outlines the internal control
environment in which the Authority operates and reviews the effectiveness of the
controls.

The Authority sets out its key aims and objectives in its Corporate Plan and Integrated

Risk Management Plan (IRMP). These are supplemented by a number of medium-term
functional or business plans which set out in more detail the actions and activities that will

7



Statement of Internal Control

3.3

3.4

3.5

3.6

3.7

3.8

be pursued. These plans are integrated and monitored as part of the Authority’s well-
established corporate planning process and performance management framework.

The IRMP, in particular, sets out for the benefit of all our stakeholders the key corporate
aims and the primary actions the Authority will take to achieve them. It shows how the
Authority will respond to changes and challenges, identifies common aims with partners
and sets priorities and targets for improvement. The IRMP is approved by the full
Authority. Actions set out in the IRMP are reviewed regularly and the Plan itself is
informed by the outcomes of consultation, performance results, other review programmes
and factors such as local and national policies and initiatives. It is published on the
Authority’s website together with current information on actual performance against
targets. It is also published in hard copy for circulation internally and to key partners.
The IRMP is supported by promotional activities and campaigns to ensure that the
Authority’s five corporate aims and targets provide a cornerstone for all internal and
external communication activities.

The Authority’s Performance Review Committee has responsibility for overseeing service
planning and reporting on performance. The Corporate Management Team (CMT) also
plays an important role in working with officers on drafting new policies and actions.

The development and revision of the IRMP is subject to an extensive corporate
consultation strategy involving key stakeholders (including residents, partners and staff).
The research findings are published, in summary, on the Authority’s website as part of
our extensive consultation strategy.

The Authority has a Constitution, originally adopted with effect from 1 April 1997 which
sets out in full the processes by which its policies are made and decisions taken. It sets out
clearly the role of the Authority and its Standing Committees. It also identifies the role of
the Governance Committee (established in 2004) to give added focus on governance
issues.

The financial management of the Authority is led by the Treasurer in conjunction with the
Chief Officer and is integrated with and influenced by the corporate planning and
monitoring processes set out above. This includes processes for forward planning of
expenditure, consultation on budget proposals, setting and monitoring income and
budgets, and completion of final accounts. All are intended to be accurate, informative,
timely and within statutory requirements. The approaches taken are summarised annually
in the Authority’s Budget Book.

The Authority’s Financial Regulations and Scheme of Delegation to Officers have been
reviewed and revised during 2004/05.
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4

4.1

4.2

4.3

4.4

Review of effectiveness of internal control

In order to ensure compliance with policies, procedures and statutory requirements the
Authority has a range of controls and processes in place which are summarised in this
section. These processes also help the Authority to ensure the economical, effective and
efficient use of resources, to secure continuous improvement in excising its functions, and
to provide effective performance management and reporting.

Statutory roles of Monitoring Officer and Section 151 Officer to ensure internal control
procedures are efficient and effective and are being complied with on a routine basis to
ensure legality and sound financial standing.

The role of Monitoring Officer is combined with that of Clerk. He works with the
Authority’s Internal Auditor and they have close working relationships with the Standards
Committee and Governance Committee. The Standards Committee has responsibility for
maintaining high standards of probity amongst members through the provision of advice
and training and by carrying out investigations referred to it by the Standards Board. The
Governance Committee is responsible for monitoring, reviewing and reporting to the
Authority the governance arrangements.

The Authority, its standing committees and the Chief Officer have a full range of
professional officer (including legal and financial) advice to enable them to carry out their
functions effectively and in compliance with statutory requirements. Legal and financial
services are provided through a contract for services with Hampshire County Council.
This is supplemented by specialist legal advice (mainly for fire and rescue specific
activities and occasional employment advice) by other external providers. The External
Auditor is satisfied with the Authority's arrangements (Annual Audit Letter 2003/04) and
aware of the Authority’s intention to review the contracts for services with Hampshire
County Council in 2005/06.

Internal Audit provide independent and objective assurances across the whole range of
the Authority's activities.

The Governance Committee has approved the Internal Audit Strategy and Plan for
2005/06 and will receive the Annual Internal Audit Opinion for 2004/05 at its July 2005
meeting.

The Authority’s Internal Auditor has provided an Annual Statement of Assurance which
is included in the Final Accounts report for 2004/05.

External Audit provide a further source of assurance by reviewing and reporting upon the
Authority's internal control processes and any other matters relevant to their statutory
functions and codes of practice.

The Annual Audit Letter for 2003/04 commented positively on the Authority’s
governance arrangements and performance.
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