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31st March 2020

INTRODUCTION

The purpose of this explanatory paper is to provide Council stakeholders with a guide
to the full Statement of Accounts and to give clear answers to the following key
questions:

¢ What did our services cost in the year?
e Where did the money come from?
e What are our assets and liabilities?

It is both a summary and an interpretation of the accounts, highlighting the key issues
that have arisen during the financial year. The full set of accounts are available on the
Council’s website at:

https://www.merton.gov.uk/council-and-local-democracy/finance/statement-of-accounts

THE STATEMENT OF ACCOUNTS
The Statement of Accounts, which has been prepared in accordance with the Local
Authority Code of Accounting Practice, is the source of information for this paper,
which focuses on the following key areas:

Comprehensive Income and Expenditure Statement - Shows the net cost of
Council services and the income received from fees and charges and specific grants
from Central Government.

Balance Sheet - Shows the Council’s assets and how they have been financed.

Pension Scheme (Defined Benefit Pension Scheme) - Shows member
contributions to the scheme and the benefits paid from it, together with details of
investment activity during the year. It excludes Pension Fund liabilities.

FINANCIAL HIGHLIGHTS 2019/20

e Total net assets increased by £120.4m, comprising a £120.7m increase in
unusable reserves and a £0.3m decrease in usable reserves. The £120.7m
increase in unusable reserves was due to a £57.3m increase in capital reserves
and Collection Fund adjustments, and an increase in the pensions reserve of
£63.4m.

e Borrowing remained unchanged at £113m at 31/03/20.

e The Council had a net underspend of £8.7m against its budget in 2019/20,
which has been added to earmarked revenue reserves.
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REVENUE SPENDING
Merton’s net cost of services was £174.1m, attributable to services as shown below:

Gross Gross Net
Service Areas Expenditure Income Expenditure
£m £m £m
Children, Schools and 241.0 178.0 63.0
Families
Community and 85.6 25.3 60.3
Housing
Corporate Services* 113.6 -83.1 30.5
Environme_nt and 62 1 418 20.3
Regeneration
Public Health 10.5 -10.5 0.0
Net Cost of Services 512.8 -338.7 1741

* Includes Housing Benefits

Distribution of Net Expenditure £m

Environment and
Regeneration
£20.3m

Children, Schools
and Families
£63.0m

Corporate Services
£30.5m

Community and
Housing £60.3m
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How was expenditure funded?

Other than income collected by departments from fees, charges and specific
government grants, services are paid for from contributions from the business rates
pool, council tax and special grants for specific purposes. The following chart shows
the actual funding of the net cost of services from local taxation and non-specific grant

income:

How Expenditure was Funded £m

£41.7m Business
Rates
25%

£93.9m Council Tax
55%

£16.0m Non Ring
fenced grants
9%

£18.4m Capital
Grants and
Contributions
11%
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CAPITAL SPENDING

Capital expenditure relates to spending on fixed assets such as buildings and
equipment where the benefits to the Authority last for more than one year. The Council
spent £23.2m in 2019/20 as shown below.

Capital Spending £m

£1.5m Intangible

Assets
7% £16.1m Property,
Plant and
£3.7m Revenue Equipment

Expenditure

Funded from 6
Capital under
Statute *
16%

£1.9 m Investment
in Wholly-owned
Housing Company
8%

9%

*This is revenue expenditure, which can be funded from capital resources under
statutory requirements.
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Capital spending was financed from a variety of resources as shown below.

Capital Financing £m

£9.6m Capital
Receipts
41%

£0.6m Direct
Revenue Funding
3%

£13.0m
Government Grants
and Other
Contributions
56%

Capital expenditure and the budget for the next four years, is shown by department in
the following table. The budget is based upon the budget approved on 4 March 2020

plus slippage:
Outturn . '

Department 2019/20 Capital Budget (£000's)

£000s | 2020/21 | 2021/22 | 2022/23 | 2023/24
Corporate Services 5177 23,700 11,528 2,895 15,410
Community and Housing 879 1,709 1,680 1,429 425
Children, Schools and
Families 8,584 4,489 6,630 1,900 1,900
Environment &
Regeneration 8,521 14,654 12,832 8,343 7,029
Total 23,161 44,551 32,671 14,567 24,764
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FINANCIAL HEALTH

The Balance Sheet gives a snapshot of the Council’s financial position at the year-
end (i.e. 31t March 2020). It shows what the Council owns (its assets) and what it
owes (its liabilities) and the funds which support them.

As at 31 March 2020 the Authority completed another year without the need to make
any new long term borrowing. Borrowing remained at £113.0m with £2m maturing in
2020/21.

Summary Balance Sheet

As at 31st As at 31st
March 2019 March 2020

Summary Balance Sheet £m £m
Fixed and Other Long Term Assets 713 758
Current Assets including investments, cash and 141 152
debtors
Current Liabilities including creditors and short

: -68 -72
term borrowing
Total Assets Less Current Liabilities 786 838
Long term borrowings -113 -111
Other liabilities and provisions -52 -50
Pension Fund Liability -343 -279
Total Long Term Liabilities -508 -440
Total Net Assets 278 398
Represented by:
Reserves and balances which can be spent -93 -93
Reserves and balances which cannot be spent -185 -305
Total Net Worth -278 -398
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RESERVES AND FUND BALANCES

In total, the Council now has usable reserves and fund balances amounting to £93m,
being £24m capital receipts and grants, and £69m fund balances and revenue
reserves which are broken down below.

Breakdown of Fund Balances and Revenue Reserves

Revenue Reserves £m

£70
£60
£50

£59.6

£40
£30 £24.0
£20 £13.8

£m

£10

£0
(£10)
(£20)

-£14.0

Earmarked Revenue General Fund General Fund held for ~ Capital Reserves
Reserves Schools

PENSION SCHEME

The pension scheme is financed by contributions from employees and the employer,
together with income and proceeds from investments administered by the Council.
The Council is required to report where the assets and liabilities stand on an I1AS19
commitment basis. On this basis, the assets in the scheme fell by £27m during the
year to £639m and the estimated pension liability reduced by £90m to £918m, leading
to an £63m reduction in the pension deficit, which stands at a notional £279m.
Although this is a significant notional liability, the basis on which the pension deficit is
valued for funding purposes is determined by a separate triennial actuarial valuation.
At the 2019 Triennial valuation there was a funding level of 103%.

CABINET REPORTING

The revenue outturn in the Statement of Accounts has been prepared in accordance
with the CIPFA Code of Practice, which is based on IFRS accounting. A reconciliation
of the Cabinet reporting, which is used for management purposes, to the CIPFA Code
of Practice reporting is provided within the 2019/20 Statement of Accounts as
disclosure note 1.
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Disclaimer: - All of the figures in this summary have been compiled having due regard
to proper accounting practice. In order to provide simplified and meaningful summary
information, some figures have been combined.
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