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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 framework,
and comments made by the external auditors
in their management letter and other reports.
[ have been advised on the implications of
the result of my review of the effectiveness of
the system of internal control by the Board,
the Audit and Risk Committee and a plan to
address weaknesses and ensure continuous
improvement of the system is in place.

The Board — The Board reviewed risks at each
of its monthly meetings and has received
regular reports from the Chair of the Audit and
Risk Committee.

Audit and Risk Committee — The Audit and
Risk Committee is chaired by a Non-Executive
Member of the Board and is scheduled to
meet four times per annum. During 2009/10,
the committee met five times. It is composed
entirely of Non-Executive Members and follows
a work plan in line with that recommended by
the HM Treasury Audit Committee Handbook.
The Committee directs the work programme
of the internal audit function which includes

a consideration of systems of internal control.
Both internal and external auditors have a right
of direct access to the Committee.

Internal audit - Risk Assurance Division
(RAD —the in-house internal audit function of
DWP) provides an internal audit service to the
Authority on an arm’s-length basis. Internal
audit has direct access to the Authority’s
Accounting Officer and the Audit and Risk
Committee and operates to Government
Internal Audit Standards. The annual audit
plan is risk-based and approved by the Audit
and Risk Committee, to whom internal audit
makes regular reports. All work undertaken is

Statement on internal control

subject to internal quality assurance processes.
For each assignment, internal audit provides
an opinion on the adequacy and effectiveness
of the system of internal control and makes
recommendations for improvement where
appropriate. Recommendations arising from
audits are followed up promptly to ensure that
appropriate action is taken and improvements
in the risk management, governance and
internal control processes are achieved where
necessary. At the end of the year, the Head of
Internal Audit produces an annual report which
is presented to the Audit and Risk Committee.
This report summarises the work completed
during the year and identifies any significant
issues which may impact upon the effectiveness
of the Authority’s control environment.

The overall opinion provided by RAD on the
adequacy and effectiveness of the Authority’s
systems of internal control, based on the audits
undertaken, was ‘reasonable assurance’.

Other explicit review/assurance
mechanisms include:

» Policies covering a wide range of issues,
providing part of an effective control
framework across a range of risks including,
inter alia: human resource (HR) matters;
workforce strategy; finance; procurement;
information technology; and regularity,
propriety and authorisation of expenditure.
Guidance on related arrangements is set out
in codes and other instructions.

e A system of internal controls designed to
manage HR and workforce strategy risks. This
includes a system for providing robust people
data which facilitates budget forecasting and
HR reporting. The Authority also has a number
of HR framework documents in place to ensure
full compliance with current employment law.




e During the reporting period the Authority’s

IT services were provided through DWP’s
information technology systems. Consequently
the Authority relied substantially on DWP
controls. From 5 July 2010, after PADA ceases
to exist and NEST Corporation is established,
NEST Corporation will be responsible

for maintaining its own systems and for
implementing its own controls. The provision
of IT services will in part be managed by

a supplier. The framework under which IT
services are implemented and managed

will be defined by compliance with our own
Information and Security Management
System, which will be a critical component of
achievement of ISO 27001 which has recently
been accepted by DWP as an acceptable
operating model for NEST Corporation.

The Authority’s own risk and control
framework includes a security policy which
adheres to Cabinet Office security standards.
The security policy sets out specific measures
to effectively control and manage information
and mitigate the risk of information loss.
Following an internal audit review of our
security policy, we have implemented
recommendations for improvement. The
Authority has also appointed a senior staff
member to the role of Senior Information
Risk Owner (SIRO). Cabinet Office guidelines
require the SIRO to be a Board level
representative, however, the Authority is
non-compliant with this requirement. This
departure was highlighted by our internal
auditors during their information security
audit. After careful consideration it was
decided that it is not appropriate to reassign
the role of SIRO for the remaining limited
lifetime of PADA. To overcome the potential
for conflict of interest, the Authority has put
in place processes for the SIRO to report
directly to the Audit and Risk Committee and

to the Board, thus acting as a direct advocate
for information risk away from the normal
management reporting line.

e Regular reports to the Authority’s Board
and Executive Team on progress against the
Authority’s key milestones and targets.

e The establishment of an appropriate
delegated budget management framework,
including budget setting, forecasting,
monthly management accounts, periodic
CEO-led expenditure reviews and continuous
forecasting of outturns.

e Progress against budget is reported monthly
to the Board. Updates of year-to-date
performance are provided and forecast issues
are considered. Remedial action is agreed and
monitored where necessary.

e A comprehensive Financial Policy and
Procedures document signed off by the Board
in February 2008, with revisions and updates
approved by the Board in January 2009
and March 2010. This policy draws heavily
on HM Treasury’s publication Managing
Public Money and DWP’s financial policies,
with an emphasis on value for money
and proper stewardship of public funds.

The document also covers the system of
internal financial controls, including those
associated with procurement and payment.
During the year we acted upon internal
audit recommendations to improve financial
guidance and subsequent compliance.

During the financial year, PADA as part of

the ERSP programme, was reviewed by the
Major Projects Review Group and the Office of
Government Commerce. PADA passed both
reviews and was approved to progress.



Statement on internal control
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e A process requiring all Executive Team
Members to assess the effectiveness of
controls operating in their business area
and to put in place plans to address any
deficient controls by means of a letter of
assurance process.

The 2009/10 Head of Internal
Audit’s opinion stated:

‘Based on the scope and results of the assurance
work undertaken during 2009-10 and summarised
within this report, in my opinion the PADA
governance, risk management and control
arrangements provide Reasonable Assurance
that material risks are identified and managed
effectively.

In my opinion, where remedial action has been
recommended to address control weaknesses,
[ am satisfied that appropriate action has
been taken or is planned to effect reasonable
management of risks within an acceptable
period of time.’

Significant internal control issues

There are no significant internal control issues
to report.

7 )

N
Tim Jones
Accounting Officer

Personal Accounts Delivery Authority
23 June 2010




The certificate and report of the
Comptroller and Auditor General
to the Houses of Parliament

[ certify that I have audited the financial
statements of the Personal Accounts Delivery
Authority for the year ended 31 March 2010
under the Pensions Act 2007. These comprise
the Net Expenditure Account, the Statement
of Financial Position, the Statement of Cash
Flows, the Statement of Changes in Taxpayers’
Equity and the related notes. These financial
statements have been prepared under the
accounting policies set out within them. I
have also audited the information in the
Remuneration Report that is described in that
report as having been audited.

Respective responsibilities of the
Accounting Officer and auditor

As explained more fully in the Statement

of Accounting Officer’s Responsibilities, the
Accounting Officer is responsible for the
preparation of the financial statements and
for being satisfied that they give a true and fair
view. My responsibility is to audit the financial
statements in accordance with applicable law
and International Standards on Auditing (UK
and Ireland). Those standards require me and
my staff to comply with the Auditing Practices
Board'’s Ethical Standards for Auditors.

Scope of the Audit of the Financial
Statements

An audit involves obtaining evidence about
the amounts and disclosures in the financial
statements sufficient to give reasonable
assurance that the financial statements are free
from material misstatement, whether caused
by fraud or error. This includes an assessment
of: whether the accounting policies are
appropriate to the Personal Account Delivery
Authority’s circumstances and have been
consistently applied and adequately disclosed;
the reasonableness of significant accounting
estimates made by the Personal Accounts
Delivery Authority; and the overall presentation
of the financial statements.

In addition, I am required to obtain evidence
sufficient to give reasonable assurance that

the expenditure and income reported in the
financial statements have been applied to

the purposes intended by Parliament and the
financial transactions conform to the authorities
which govern them.

Opinion on Regularity

In my opinion, in all material respects the
expenditure and income have been applied to
the purposes intended by Parliament and the
financial transactions conform to the authorities
which govern them.



Opinion on financial statements
In my opinion:

« the financial statements give a true and fair
view of the state of the Personal Account
Delivery Authority’s affairs as at 31 March
2010 and of its net expenditure, changes in
taxpayers’ equity and cash flows for the year
then ended; and

« the financial statements have been properly
prepared in accordance with the Pensions Act
2007 and Secretary of State for Work and
Pensions directions issued thereunder.

Opinion on other matters
In my opinion:

e the part of the Remuneration Report to
be audited has been properly prepared in
accordance with Secretary of State for Work
and Pensions directions issued under the
Pensions Act 2007; and

« the information which comprises the
Foreword, Chief Executive’s report, Directors’
report and the unaudited part of the
Remuneration report is consistent with the
financial statements.

Audit Certificate

Matters on which I report by
exception

I have nothing to report in respect of the
following matters which I report to you if, in
my opinion:

e adequate accounting records have not been
kept; or

e the financial statements are not in agreement
with the accounting records; or

¢ I have not received all of the information and
explanations I require for my audit; or

e the Statement on Internal Control does
not reflect compliance with HM Treasury’s
guidance.

Report

I have no observations to make on these
financial statements.

Amyas C E Morse

Comptroller and Auditor General
National Audit Office

157-197 Buckingham Palace Road
Victoria

London

SW1W 9SP

Date: 28 June 2010
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Personal Accounts Delivery Authority

Net Expenditure Account for the year ended 31 March 2010

Expenditure
Staff costs
Depreciation

Other expenditure

Income
Other income

Net expenditure

Cost of capital
Interest paid and payable

Net expenditure after cost of capital and interest

Reversal of cost of capital

Net expenditure transferred to general reserve

There were no other gains or losses during the year.

Restated

Year ended Year ended

31 March 2010 31 March 2009

Note £000 £000
3 (15,086) (13,209)
4,78 (51) (27)
4 (17,642) (17,950)
(32,779) (31,186)

3 3 206
(32,776) (30,980)

4 977 239
6 (1,682) (8)
(33,481) (30,749)

(977) (239)

(34,458) (30,988)

The accounting policies and notes on pages 54 to 78 form part of these financial statements.



Personal Accounts Delivery Authority

Statement of Financial Position as at 31 March 2010

Non-current assets

Property, plant and equipment

Intangible assets

Total non-current assets

Current assets

Trade and other receivables

Other current assets

Cash and cash equivalents

Total current assets

Total assets

Current liabilities

Trade and other payables

Other liabilities

DWP Loan

Total current liabilities

Non-current assets less net current liabilities

Non-current liabilities

DWP Loan
Provisions

Total non-current liabilities

Assets less liabilities

Reserves

General reserve

Other reserves

Note

10

11a
11a
11,12

11,12
13

Le

Restated

Financial statements

Restated
As at As at As at
31 March 2010 31 March 2009 1 April 2008
£000 £000 £000
1,078 166
3 2
1,081 168 -
260 169
13 528 7
439 561 3,285
712 1,258 3,292
1,793 1,426 3,292
(3,541) (5,863) (2,062)
(409) (203) (13)
(41,059) - -
(45,009) (6,066) (2,075)
(43,216) (4,640) 1,217
(5,623)
(682) (930)
(682) (6,553)
(43,898) (11,193) 1,217
(43,971) (11,286) 1,217
73 93 -
(43,898) (11,193) 1,217

The financial statements on pages 50 to 53 were approved by the Board on 17 June 2010 and were

signed on its behalf by the Accounting Officer.

Tim Jones

Accounting Officer, Personal Accounts Delivery Authority
23 June 2010

The accounting policies and notes on pages 54 to 78 form part of these financial statements.



Personal Accounts Delivery Authority
Statement of Cash Flows for the year ended 31 March 2010

Restated
Year ended Year ended
31 March 2010 31 March 2009
Note £000 £000
Cash flows from operating activities
Net (deficit) / surplus after cost of capital and interest (33,481) (30,749)
Adjustments for cost of capital charge 4 (977) (239)
Adjustment for non-cash items 4 45 17
(Increase) / decrease in trade and other receivables 9 424 (690)
Increase / (decrease) in trade and other payables' 11 (2,823) 3,991
Increase / (decrease) in provisions 13 (248) 930
Net cash outflow from operating activities (37,060) (26,740)
Cash flows from investing activities
Purchase of property, plant and equipment 7 (269) (90)
Purchase of intangible assets 8 (2) (2)
Net cash outflow from investing activities (271) (92)
Cash flows from financing activities
Grant-in-aid from parent department 1,773 18,485
Loan from parent department 35,436 5,623
Net cash inflow from financing activities 37,209 24,108
Cash and cash equivalents at beginning of the period 561 3,285
Cash and cash equivalents at end of the period 10 439 561

' The decrease in creditors during 2009/10 excludes capital creditors of £707k included within

assets under construction reported in Note 7.

The accounting policies and notes on pages 54 to 78 form part of these financial statements.
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Personal Accounts Delivery Authority
Statement of Changes in Taxpayers’ Equity for the year ended 31 March 2010

Lease incentive General Total
reserve fund

Note £000 £000 £000
Balance at 31 March 2008 - 1,308 1,308
Changes in accounting policy 2 - (91) (91)
Restated balance at 1 April 2008 - 1,217 1,217
Changes in taxpayers’ equity for 2008/09
Release of reserves to the Net Expenditure
Account
Non-cash charges: non-cash capital additions 93 - 93
Net expenditure transferred to general reserve - (30,988) (30,988)
Total recognised income and expense 93 (30,988) (30,895)
for 2008/09
Grant-in-aid from parent department - 18,485 18,485
Total taxpayers’ equity as at
31 March 2009 93 (11,286) (11,193)
Changes in taxpayers’ equity 2009/10
Release of reserves to the Net Expenditure . (20) ) (20)
Account
Non-cash charges: non-cash capital additions
Net expenditure transferred to general reserve - (34,458) (34,458)
Total recognised income and expense for
2009/10 (20) (34,458) (34,478)
Grant-in-aid from parent department - 1,773 1,773
Total taxpayers’ equity as at 73 (43,971) (43,898)

31 March 2010

The Authority’s parent department is the Department for Work and Pensions.

The accounting policies and notes on pages 54 to 78 form part of these financial statements.



Notes to the accounts

1 Statement of accounting policies

1.1 Basis of preparation and statement of
compliance

The financial statements have been prepared

in accordance with the 2009/10 Government
Financial Reporting Manual (FReM) issued by
HM Treasury. The accounting policies contained
in the FReM apply International Financial
Reporting Standards (IFRS) as adapted or
interpreted for the Public Sector context.

The financial statements are the first financial
statements PADA has prepared in accordance
with IFRS and accordingly IFRS 1 First Time
Adoption of International Financial Reporting
Standards has been applied in preparing
them. Reconciliations disclosing the effect of
the transition from UK GAAP to IFRS on the
Authority’s financial statements are shown

in Note 2. Comparative figures in respect of
2008/09 have been restated to reflect these
adjustments.

Where the FReM permits a choice of accounting
policy, the accounting policy which is judged

to be most appropriate to the particular
circumstances of PADA for the purpose of
giving a true and fair view, has been selected.
The particular policies adopted by PADA are
described below. They have been applied
consistently in dealing with items that are
considered material to the accounts.

The accounts have been prepared in UK sterling
—amounts presented to the nearest thousand
pounds, unless stated otherwise.

1.2 Going concern

The future financing of the Authority is to be
met through loan and grant-in-aid funding
via future supply to the Department for Work
and Pensions (DWP) to be approved annually
by Parliament. Although the Authority will be
wound up on 5 July 2010, up to which point
its loan facility is underwritten by DWP, its
functions, assets and liabilities will transfer

to the National Employment Savings Trust
(NEST) Corporation, to be established as a
NDPB as PADA is wound up. The transfer,
which is regarded for accounting purposes

as a Machinery of Government change, does
not affect the basis of valuation of assets and
liabilities disclosed in the financial statements.
As there is no reason to suggest that future
funding of NEST Corporation will not be
forthcoming, it has been deemed appropriate
to adopt the going concern basis for the
preparation of these accounts.

1.3 Accounting Standards, Interpretations
and Amendments

Effective in these financial statements

All International Financial Reporting Standards,
Interpretations and Amendments to published
standards, effective at 31 March 2010, have
been adopted for the first time in these financial
statements, taking into account the specific
interpretations and adaptations included within
the FreM.

In addition, early adoption of changes to IFRS
8 Operating Segments has been agreed by

the Financial Reporting Advisory Board for
public sector bodies and therefore disclosure of



total assets by operating segment is no longer
mandatory unless already reported to the
management board. The effective date of the
revision is 1 January 2010.

Effective for future financial years

The following IFRSs, IFRIC Interpretations and
Amendments applicable to PADA, have been
issued but are not yet effective and have not
been early-adopted by the Authority:

IAS 24 Related Party Transactions (effective

1 January 2011) — The amendment provides
exemption for full disclosure of transactions with
state-controlled entities and is not expected to
impact the current exemption allowed within
the FReM. IAS 24 also clarifies the definition of a
related party.

IFRS 9 Financial Instruments: Classification and
Measurement (effective 1 January 2013) — IFRS
9 is areplacement for IAS 39 and introduces
new requirements for the classification and
measurement of financial assets, together with
the elimination of two categories. The Standard
does not include financial liabilities. Further
proposals are to be introduced during 2010

and PADA will undertake an assessment of the
impact of IFRS 9 once these are known.

As a result of amendments to HM Treasury’s
budgeting regime, there will be an impact on
accounts from 1 April 2010 in respect of the
following:

e IAS 36 Impairment of Assets — Impairments
of property, plant and equipment that arise
from a clear consumption of economic
benefits are to be taken direct to the Net
Expenditure Account.

e Cost of capital charges are to be removed
from accounts in line with corresponding
changes to budgets.

Financial statements

1.4 Areas of judgement

The preparation of the financial statements
requires management to make judgements,
estimates and assumptions that affect the
application of policies and reported amounts of
assets and liabilities, income and expenditure.
These are based on historic and other factors
that are believed to be reasonable, the results
of which form the basis for making judgements.
The estimates and underlying assumptions

are reviewed on an ongoing basis. Specific
areas of judgement include chargeable and
non-chargeable estimates, depreciation and
amortisation periods and provisions.

1.5 Accounting convention

These accounts have been prepared under

the historical cost convention, modified for the
revaluation of certain assets and liabilities at fair
value, as determined by the relevant accounting
standard.

1.6 Expenditure

All expenditure is recognised on an accruals
basis.

1.7 Staff benefits

Short-term staff benefits, such as salaries and
paid absences, are accounted for on an accruals
basis over the period for which employees

have provided services in the year. To the
extent the Authority has benefited from service
thought likely to merit recognition via a bonus
payment, a general accrual for staff bonuses,
including directors, is included within staff costs.
However, as directors’ bonuses are not agreed
at the financial year-end, they are not included
in the remuneration report until payments

to individuals have been determined by the




Remuneration Committee. They will be included
in the first financial statements approved by the
Board after payment has been agreed by the
Remuneration Committee.

1.8 Pension costs

PADA operates the Personal Accounts Delivery
Authority Group Personal Pension Plan, a defined
contribution pension scheme for the Authority’s
directly employed staff. PADA recognises the
employer costs in the period in which they

are incurred.

The pension costs of civil servants on
secondment to PADA are covered by the
provisions of the Principal Civil Service Pension
Scheme (PCSPS) which are described in

DWP’s Resource Accounts. PCSPS costs for civil
servants on secondment to PADA are included
in the payment made by PADA to the ‘home’
departments of the staff concerned as part of
the reimbursement of their employment costs.
There is no residual liability for PADA in respect
of PCSPS.

1.9 VAT

The Authority does not make taxable supplies
and therefore is not registered for VAT.
Consequently, where input VAT is incurred or
payable, costs are shown inclusive of VAT.

1.10 Insurance

In accordance with HM Treasury guidance,
PADA does not purchase commercial insurance
unless it is required under the standard terms of
a service contract. Uninsured losses arising from
damage to or loss of assets, employer’s liability
and claims from third parties are charged
directly to the Net Expenditure Account

as incurred.

1.11 Income

Income is reflected in the Net Expenditure
Account and is recognised when it is probable
that future economic benefits will flow to the
Authority and those benefits can be measured
reliably. The only income received in the year
was interest earned on balances on deposit
with the Government Banking Service (formerly
Office of HM Paymaster General), accounted for
on an accruals basis.

1.12 Capital charge

A charge, reflecting the Government cost of
capital utilised by the Authority, is included in
the Net Expenditure Account. The charge is
calculated at the real rate set by HM Treasury,
currently 3.5% (2008/09 — 3.5% ), on the
average carrying amount of all assets less
liabilities, with the exception of cash balances
with the Government Banking Service where the
charge is nil.

1.13 Funding

The Authority is funded by DWP through the
mechanisms of grant-in-aid and loan funding.

Costs associated with the functions of
Government are not chargeable to members
and are met through grant-in-aid funding.
All grant-in-aid payments are credited to

the general reserve and considered to be
contributions from a controlling party.

Those costs not associated with functions of
Government are funded by means of a loan
from DWP, which is subsequently repayable
from charges levied on scheme members.
The loan is recognised as a liability within the
Statement of Financial Position.



1.14 Property, plant and equipment

Property, plant and equipment are stated

at valuation. However, as permitted by the
FReM, the Authority has elected to adopt a
depreciated historical cost basis as a proxy for
fair value where assets (other than buildings)
have a short useful life or are of relatively low
value. This therefore applies to all assets the
Authority discloses as property, plant and
equipment.

Assets are capitalised where they have an
expected useful life of more than one year and
where the original cost of the item exceeds
the Authority’s capitalisation threshold of
£1,000. Where an item costs less than the
capitalisation limit, but forms an integral part
of a package whose total value is greater than
the capitalisation level, the item is treated as a
capital asset.

On initial recognition, assets are measured at
cost, including any costs such as installation
which are directly attributable to bringing them
into working condition and any associated
decommissioning costs. Subsequent costs
are included in the asset’s carrying amount
or are recognised as a separate asset only
when it is probable that future economic
benefits associated with the item will flow to
the Authority and the cost of the item can be
measured reliably.

Unless otherwise provided for in an earlier
period, all expenditure on repairs and
maintenance is charged to the Net Expenditure
Account during the financial period in which

it is incurred.

Financial statements

1.15 Land and buildings

PADA occupies three properties, under a
combination of operating leases and rental
contracts; the costs for which are expensed as
they are incurred.

1.16 Intangible assets

Intangible assets are initially recognised at

cost and subsequently measured and reported
at fair value. Purchased software licences and
applications covering a period of more than
one year and above the capitalisation threshold
of £1,000 are capitalised as intangible assets.
Expenditure on annual software licences is
recognised in the Net Expenditure Account.

The Authority capitalises website development
costs in accordance with SIC 32 Web Site Costs
where the recognition criteria determined by
IAS 38 Intangible Assets are met. During the
reporting period no such costs have satisfied the
criteria.

1.17 Depreciation

Depreciation is charged on property, plant

and equipment using the straight-line method
as this reflects the expected pattern of
consumption of economic benefits. The rates
used are calculated to write down each asset
to its estimated residual value over its expected
useful life, as follows:

e Information technology and telecoms
equipment: 3 -5 years

e Furniture and office equipment: 2 — 5 years




Depreciation commences once an asset is
available for use and continues until the asset
is derecognised or categorised as held for sale
or written down to nil value. Depreciation is
calculated from the month following that

of acquisition or, if later, when the asset is
available for use. No depreciation is charged in
the month of disposal.

Residual values and estimated useful economic
lives of non-current assets are reviewed
annually; the financial impact being recognised
in the Net Expenditure Account over the
remaining life of the asset.

1.18 Amortisation

Amortisation is calculated on intangible assets
using the straight-line method as this reflects
the expected pattern of consumption of
economic benefits. The rates used are calculated
to write down each asset to its estimated
residual value over its expected useful life, or if
shorter as follows:

» Major software licences and software
development: 3 years

Amortisation commences once an asset is
available for use and continues until the asset
is derecognised or categorised as held for sale
or written down to nil value. Amortisation is
calculated from the month following that of
acquisition. No amortisation is charged in the
month of disposal.

Residual values and estimated useful economic
lives of non-current intangible assets are
reviewed annually; the financial impact being
recognised in the Net Expenditure Account over
the remaining life of the asset.

1.19 Revaluation and impairment of non-
current assets

The Authority carries out an annual valuation
review of its non-current assets. Increases in
value are credited to a revaluation reserve
whilst decreases in asset values are debited
to the revaluation reserve up to the level

of depreciated historical cost for any asset
previously revalued. Any excess devaluation is
charged to the Net Expenditure Account.

All non-current assets are tested annually for
impairment. An impairment loss is recognised
for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The
recoverable amount is the higher of an asset’s
fair value less costs to sell and value in use.

1.20 Financial assets and liabilities

Financial assets and financial liabilities are
recognised in PADA’s Statement of Financial
Position when it becomes party to contracts
that give rise to them. PADA determines the
classification of financial assets and liabilities

at initial recognition in line with the categories
designated by IAS 39 as appropriate. Financial
assets are derecognised when the right to
receive cash flows has expired or PADA has
transferred substantially all the risks and rewards
of ownership or control of the asset. Financial
liabilities are derecognised when the obligations
under the liability are discharged, cancelled or
expire. It is, and has been, PADA policy that no
trading in financial instruments is undertaken.



Loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that
are not quoted in an active market and which
are not classified as available for sale. Loans

and receivables are initially recognised at fair
value and subsequently held at amortised cost.
The fair value of trade and other receivables is
usually the original invoiced amount.

Cash and cash equivalents comprise current
balances with banks and similar institutions,
which are readily convertible to known amounts
of cash and which are subject to insignificant
changes in value.

Fair value

The fair value of a financial instrument is the
amount for which an asset could be exchanged,
or a liability settled, in an arm’s-length
transaction between knowledgeable willing
parties. Where the classification of a financial
instrument requires it to be stated at fair value,
that fair value is determined using expected
cash flows discounted back to a present value.

Impairment of financial assets

PADA assesses, at the end of the reporting
period, whether there is objective evidence
that financial assets are impaired as a result

of events that occurred after the initial
recognition of the asset and prior to the end of
the reporting period. If such events have had
an adverse impact on the estimated future
cash flows of the financial instrument they are
impaired and the value within the Statement of
Financial Position is reduced by the amount of
any impairment.

Financial statements

The amount of impairment loss is measured
as the difference between the asset’s carrying
amount and the present value of estimated
future cash flows and is recognised in the Net
Expenditure Account.

Interest, impairment losses and translation
differences on monetary items are recognised in
the Net Expenditure Account.

1.21 Inventories

PADA holds no inventories other than
consumable items, the costs for which are
expensed as they are incurred.

1.22 Provisions

Provisions are recognised when the Authority
has a present legal or constructive obligation
arising as a consequence of past events

and where it is probable that a transfer of
economic benefit will be necessary to settle
that obligation. These obligations, which are of
uncertain timing or amount at the end of the
reporting period, are included on the basis of
the best estimate of the expenditure required
to settle the obligation. Where the effect of
the time value of money is significant, the
estimated cash flows are discounted using
PADA’s weighted average cost of capital
(currently 4.69 % —2008/09 4.01 % ). The
increase in the provision due to unwinding of
the discount is recognised as an expense in the
Net Expenditure Account.




1.23 Leases

Leased assets classified as a finance lease are
capitalised at the lower of the present value of
the minimum lease payments discounted by
the interest rate implicit in the lease or the fair
value of the leased asset. Obligations relating

to finance leases are recognised as liabilities.
Lease payments are apportioned between
reductions in the capital obligation included in
creditors and the interest element of the finance
lease payment, which is charged to the Net

Expenditure Account over the period of the lease.

Leases where the lessor retains a significant
portion of the risks and rewards of ownership
are classified as operating leases and the lease
payments are charged to the Net Expenditure
Account over the term of the lease.

1.24 Lease incentives

Assets received from third parties which are
regarded as falling within the SIC 15 definition
of lease incentives are capitalised and credited
to a lease incentive reserve where appropriate.
The lease incentive reserve is amortised on a
straight line basis over the remaining term of
the lease and credited to the Net Expenditure
Account.

1.25 Contingent liabilities

Contingent liabilities are possible obligations
whose existence will be confirmed only by
uncertain future events or present obligations
where the transfer of economic benefit is
uncertain or cannot be reliably measured.
Contingent liabilities are not recognised but are
disclosed, unless they are remote.

In addition to contingent liabilities disclosed in
accordance with IAS 37, the Authority discloses
certain statutory and non-statutory contingent
liabilities where the likelihood of a transfer of
economic benefit is remote, but which must be
reported to Parliament in accordance with the
requirements of Managing Public Money.

These comprise:

e [tems over £250,000 that do not arise in
the normal course of business and which
are reported to Parliament by Departmental
Minute prior to the Authority entering into the
agreement; and

e All items (whether or not they arise in the
normal course of business) over £250,000
which are required by the FReM to be noted in
the accounts.

For the reporting period 2009/10, the Authority
has no contingent liabilities meeting the above
criteria.

Where the time value of money is material,
contingent liabilities that are required to

be disclosed under IAS 37 are stated at
discounted amounts and the amount reported
to Parliament separately noted. Contingent
liabilities that are not required to be disclosed
by IAS 37 are stated at the amounts reported to
Parliament.

1.26 Operating segments

IFRS 8 applies in full to PADA. In preparing

the financial statements, the Authority has
considered the requirements of IFRS 8 to report
results by operating segment. The Authority
has concluded that it does not have separate
operating segments as defined by the standard.
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2. First-time adoption of IFRS
This is the first year that PADA has presented its financial statements under IFRS.

The accounting policies presented in Note 1 have been applied in preparing the financial
statements for the year ended 31 March 2010, the comparative information presented for the year
ended 31 March 2009 and in preparation of an opening IFRS Statement of Financial Position as at
1 April 2008, the date of transition to IFRS.

The effect of the transition on the Authority’s financial position, operating costs and cash flows is
set out in the following tables and accompanying notes.

2a Reconciliation of operating costs for the year ended 31 March 2009

£000

Net operating deficit for 2008/09 under UK GAAP (30,652)

Less, cost of capital adjustment (239)

Net expenditure for 2008/09 under UK GAAP (30,891)
Adjustments for:

Accrual under TAS 19 Employee Benefits (89)

Net expenditure for 2008/09 under IFRS (30,980)




2b Restatement of financial position as at 31 March 2008

UK GAAP IFRS IFRS Statement
published Adjustments of Financial
accounts at Position as at
31 March 2008 1 April 2008
£000 £000 £000
Non-current assets
Property, plant and equipment
Intangible assets
Total non-current assets - - -
Current assets
Trade and other receivables
Other current assets 7 7
Cash and cash equivalents 3,285 3,285
Total current assets 3,292 - 3,292
Total assets 3,292 - 3,292
Current liabilities
Trade and other payables (1,971) (91) (2,062)
Other liabilities (13) (13)
Total current liabilities (1,984) 91) (2,075)
Non-current assets less net current liabilities 1,308 91) 1,217
Non-current liabilities
Provisions
Total non-current liabilities - - -
Assets less liabilities 1,308 (91) 1,217
Reserves
General reserve 1,308 (91) 1,217
1,308 91) 1,217




2c Restatement of taxpayers’ equity at 31 March 2009

Financial statements

Lease incentive General fund Total
reserve
£000 £000 £000
Taxpayers’ equity as at 31 March 2009 under UK GAAP 93 (11,106) (11,013)
Adjustments for:

Accrual under IAS 19 Employee Benefits (180) (180)
Taxpayers’ equity as at 1 April 2009 under IFRS 93 (11,286) (11,193)
2d Restatement of taxpayers’ equity at 1 April 2008

Lease incentive General fund Total
reserve
£000 £000 £000
Taxpayers’ equity as at 31 March 2008 under UK GAAP 1,308 1,308
Adjustments for:

Accrual under IAS 19 Employee Benefits (91) (91)

Taxpayers’ equity as at 1 April 2008 under IFRS - 1,217 1,217




2e Restatement of cash flows for the year ended 31 March 2009

Restated
UK GAAP IFRS Year ended
Year ended Adjustments 31 March 2009
31 March 2009
£000 £000 £000
Cash flows from operating activities
Net (deficit) / surplus after cost of capital and interest (30,660) (89) (30,749)
Adjustments for cost of capital charge (239) (239)
Adjustment for non-cash items 17 17
(Increase) / decrease in trade and other receivables (690) (690)
Increase / (decrease) in trade and other payables 3,902 89 3,991
Increase / (decrease) in provisions 930 930
Net cash outflow from operating activities (26,740) - (26,740)
Cash flows from investing activities
Purchase of property, plant and equipment (90) (90)
Purchase of intangible assets (2) (2)
Net cash outflow from investing activities (92) - (92)
Cash flows from financing activities
Grant-in-aid from parent department 18,485 18,485
Loan from parent department 5,623 5,623
Net cash inflow from financing activities 24,108 - 24,108
Mot s Gt o ond - e
Cash and cash equivalents at beginning of the period 3,285 3,285
Cash and cash equivalents at end of the period 561 - 561

2f Impact of transition to IFRS

The only substantive adjustment arising from the transition to IFRS relates to the recognition of
staff benefits in accordance with IAS 19. The Authority has recognised accruals in relation to leave
which has been earned by employees and secondees at the reporting date. In-year movements in

the accrual are recognised in the Net Expenditure Account.



3 Staff numbers and related costs

3a Staff costs

Financial statements

The Authority is staffed by a combination of direct employees, staff seconded from other

organisations (the majority from DWP), and a number of interim staff.

Restated
Year ended Year ended
31 March 2010 31 March 2009
£000 £000

Directly employed staff
Wages & salaries 9,078 2,036
Social security costs 1,015 238
Pension costs 497 76
Sub-total 10,590 2,350
Secondees 2,889 4,738
Interim staff 1,607 6,121
Total 15,086 13,209

3b Pension arrangements

PADA operates a defined contribution pension scheme for the Authority’s directly employed staff.
There were 105 employees in this pension scheme as at 31 March 2010 (31 March 2009 - 47).
PADA recognises the employer costs in the period in which they are incurred. At the year end date
there was one month’s contributions outstanding amounting to £70k (2008/09 — £32k).

3c Average number of staff employed

2009/10 2008/09

Average full  Average full time

time equivalents equivalents

Directly employed staff 134 23
Secondees 471 76
Interim staff 11 39
Total average staff 186 138




4 Other expenditure

Professional advice and support

Legal fees and expenses

Research costs

Recruitment & other staff costs

Building repair costs

Accommodation

Rentals under operating leases

Information technology and telephony
Other running costs

Auditor’s remuneration — statutory audit
Auditor’s remuneration — non-statutory audit
Internal audit

Loss on disposal of non-current assets
Release of reserve

Less building repair liabilities funded externally
Unwinding of discount on provisions

Sub total — Other expenditure
Depreciation

Cost of capital charges

Total

Note

4L4a

4b

4c

4d

Le
13
4f

4g

Restated

Year ended Year ended
31 March 2010 31 March 2009
£000 £000
8,503 11,282
3,888 859
1,476 1,451
1,471 1,560

- 930

733 611
646 647
496 363
321 493

67 60

- 6

44 48

14 10

(20) (20)

: (350)

3 -
17,642 17,950
51 27
(977) (239)
16,716 17,738

a Legal costsin 2009/10 are £3m higher than 2008/09 due to the work required to draw up the scheme administration contract, advising on the

order and rules and establishing NEST Corporation.

b In addition to its primary location, the Authority rents space from DWP in two fully serviced buildings. The Authority has no lease commitment
with the Department, the costs of occupancy of the two buildings being invoiced on a monthly basis and expensed as they are incurred.

¢ During the reporting period, PADA relied on the DWP’s IT contracts for its fully serviced IT network, hardware, software and associated
maintenance services. The assets used to provide the service are an integral part of assets serving DWP sites across the country and therefore
PADA receives its IT services via the overarching Departmental contracts. The Authority has a rental arrangement with the Department for the
supply of these services, the costs for which are expensed as they are incurred. This arrangement is cancellable at one month’s notice and the
Authority therefore has no operating lease commitment. The network assets are recognised in the Department’s financial statements.

d Non-audit work conducted by the Authority’s auditor, National Audit Office, during 2008/09 related to activity to confirm the Authority’s
preparedness for adopting International Financial Reporting Standards, which have been adopted in line with HM Treasury directions. During

2009/10, this work is classified as statutory audit activity and included within statutory audit costs.

e The Authority created a lease incentive reserve in 2008/09 to recognise the value of assets received as consideration to facilitate the transfer of
the lease for one of the properties now occupied by the Authority. The lease incentive reserve is being amortised over the period of the lease (5.75

years) on a straight line basis.

f During 2008/09, the Authority created a provision for property repairing liabilities expected to arise on expiry of the lease on one of the buildings
it occupies. The provision is discounted at the Authority’s weighted average cost of capital (4.69 % ). The discount is unwound each year, resulting

in an unwinding charge in the Net Expenditure Account.

g The cost of capital represents a notional charge on Government capital employed. The rate used to calculate this cost is HM Treasury’s standard
rate of 3.5 %, which was applied to the average value of total assets less liabilities with the exception of balances held with the Government

Banking Service, where the rate is nil.
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S Income
Restated
Year ended Year ended
31 March 2010 31 March 2009
£000 £000
Interest receivable 3 206

Interest received and receivable on cash balances the Authority held on deposit with the
Government Banking Service (formerly Office of HM Paymaster General) relating to the period is
treated as income.

The Authority’s principal source of funding is provided directly by DWP. These resources are not
accounted for as income (see also note 12).

6 Interest paid and payable

Interest paid and payable relates to interest charges suffered on balances outstanding on the loan
from DWP (see note 12).




7 Property, plant and equipment

Cost or valuation

As at 1 April 2009
Additions

Disposals

As at 31 March 2010

Depreciation

As at 1 April 2009

Charged in year

Disposals

Accumulated depreciation as at
31 March 2010

Net book value at 31 March 2010
Net book value at 31 March 2009

Asset financing:
Owned
Net book value at 31 March 2010

Furniture Information Assets under Total
& fittings technology  construction’

£000 £000 £000 £000

172 20 192

55 40 881 976

(19) (19)

208 60 881 1,149

(21) (5) (26)

(41) (9) (50)

5 5

(57) (14) - (71)

151 46 881 1,078

151 15 - 166

151 46 881 1,078

151 46 881 1,078
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7 Property, plant and equipment continued

Furniture Information Assets under Total
& fittings technology  construction’
Cost or valuation £000 £000 £000 £000
As at 1 April 2008 - - - -
Additions 183 20 - 203
Disposals (11) - - (11)
As at 31 March 2009 172 20 - 192
Depreciation
As at 1 April 2008 - - - -
Charged in year 22 5 - 27
Disposals (1) : s (1)
Accumulated depreciation as at
31 March 2009 21 > ’ 26
Net book value at 31 March 2009 151 15 - 166
Net book value at 31 March 2008 - - - -
Asset financing:
Owned 151 15 - 166
Net book value at 31 March 2009 151 15 - 166

1 The Authority has entered into a contract for domestic IT equipment for the NEST Corporation.

The annual review of all non-current assets (tangible and intangible) verified that the carrying value approximated to the fair value of the assets,
consequently no revaluation was required. During the year, assets were also reviewed for impairment. Any assets no longer of use to the Authority
were disposed of within the period, with any losses on disposal charged to the Net Expenditure Account. There were no impairments in the year.




8 Intangible assets

The Authority’s intangible assets comprise purchased software licences.

Cost or valuation

As at 1 April 2009
Additions

Disposals

As at 31 March 2010

Amortisation

As at 1 April 2009
Charged in year
Disposals

As at 31 March 2010

Net book value at 31 March 2010

Net book value at 31 March 2009

Cost or valuation

As at 1 April 2008
Additions

Disposals

As at 31 March 2009

Amortisation

As at 1 April 2008
Charged in year
Disposals

As at 31 March 2009

Net book value at 31 March 2009

Net book value at 31 March 2008

£000

£000




9 Trade receivables and other current assets

Amounts falling due within one year:
Other receivables
Other central Government bodies
Staff loans

Prepayments

10 Cash and cash equivalents

Opening balance
Net change in cash balances

Balance at 31 March

The following balances were held with:

The Government Banking Service
(formerly Office of HM Paymaster General)

Financial statements

Restated Restated
31 March 2010 31 March 2009 1 April 2008
£000 £000 £000
527 7
13 1
260 169
273 697 7
Restated Restated
31 March 2010 31 March 2009 1 April 2008
£000 £000 £000
561 3,285
(122) (2,724) 3,285
439 561 3,285
439 561 3,285




11 Trade payables and other liabilities

11a Amounts falling due within one year

Restated Restated
31 March 2010 31 March 2009 1 April 2008
Note £000 £000 £000
Trade payables 1,549 1,197 595
Other taxation and social security 339 171 13
Superannuation 70 32
Accruals 1,992 4,666 1,467
DWP loan 12 41,059
Total 45,009 6,066 2,075
11b Amounts falling due after more than one year
Restated Restated
31 March 2010 31 March 2009 1 April 2008
Note £000 £000 £000
DWP loan 12 - 5,623 -

11c Analysis by amounts owing to central Government

The following table identifies balances with other public sector organisations included within liabilities:

Restated Restated

31 March 2010 31 March 2009 1 April 2008

£000 £000 £000

Balances with other central Government bodies 41,620 5,971 608
Amounts owing to bodies external to Government 3,389 5718 1,467
Total 45,009 11,689 2,075

Within the balance owing to other central Government bodies is £41,059k of DWP loan funding
(2008/09 — £5,623k) and £339k (2008/09 — £171k) owing to HM Revenue and Customs for

employment-related tax and social security costs.
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12 DWP loan

The loan from DWP is provided to meet the scheme implementation costs, and will be repaid from
scheme charges. It is intended this loan will transfer to NEST Corporation on 5 July 2010. DWP

has assured the Authority that if such a transfer is not effected, it will ensure the Authority is in a
position to meet its liabilities. The loan is due to be repaid on 30 November 2010, the date subject
to variation by agreement between parties.

In March 2010, the interest rate applicable to the loan was confirmed with DWP at 7.58 %,
applied retrospectively, having previously been an interim rate of 6.84%. The change in interest
rate gave rise to additional interest of £1k applicable to 2008/09. Interest on the loan is payable
on 30 September and 31 March. Any changes to this funding arrangement will be accounted for
as they are made and reported in the financial statements of that period.




13 Provisions for liabilities and charges

13a Administration provisions

Provision for property repairs

£000
Balance at 1 April 2009 930
Provided in the year
Change in provision
Provisions not required written back
Provisions utilised in the year (251)
Unwinding of discount 3
Balance as at 31 March 2010 682
£000
Balance at 1 April 2008
Provided in the year 930
Change in provision
Provisions not required written back
Provisions utilised in the year
Unwinding of discount
Balance as at 31 March 2009 930

The Authority received a contribution towards building repairs from a previous tenant. The previous
tenant was another Government body. The Authority provided for these repairs during 2008/09.
Work relating to these repairs totalling £251k was carried out during 2009/10 and the provision has
been reduced accordingly.

13b Analysis of expected timing of discounted flows

Discount included in provision

£000
In the remainder of the spending review period to 31 March 2011 27
Between 1 April 2011 and 31 March 2013 90
Balance as at 31 March 2010 117

The provision relates to building surveyors’ estimates of amounts required to settle property
repairing liabilities which may arise. The provision represents estimated future cash flows discounted
at the Authority’s weighted average cost of capital (4.69 % ). The discount amounts to £117k and

is expected to unwind as shown above over the remaining period of the lease up to 2013/14, the
same period over which the expenditure is expected to be incurred.



14 Capital and other financial commitments

As at
31 March 2009

£000

Financial statements

Asat 1
April 2008

£000

As at
31 March 2010
Note £000
Contracted capital commitments
at 31 March 2010 not otherwise
included in these financial
statements
Property, plant and equipment a 637
Scheme administration contract b 23,259
Total 23,896

a. The Authority has entered into a contract for the provision of domestic IT equipment for NEST Corporation. This is to ensure NEST Corporation has
a suitable IT platform from the date of its establishment. All PADA assets and liabilities will transfer to NEST Corporation on that date.

b. PADA has signed a contract with Tata Consultancy Services for the provision of NEST administration services; the contract being in two stages. The
first stage of the contract, up to mid October 2010, will cost no more than £25m, of which £23.3m is capital. Should NEST Corporation proceed
with stage 2, the contract will operate until June 2020. This is a significant contract with fixed and variable cost elements that vary with member
volumes, which are inevitably uncertain. Stage 2 costs are estimated at £575m, of which the capital element is estimated at £64m. PADA has

entered into this contract to ensure NEST Corporation is on track to launch NEST in April 2011.

15 Commitments under leases

Operating leases

The future minimum lease payments under non-cancellable operating leases extant at the year-end date, in

the following periods are:

Restated Restated
31 March 2010 31 March 2009 1 April 2008
£000 £000 £000

Future minimum lease payments comprise:

Buildings:

Within one year 648 647 648
Between one year and 5 years 1,782 2,414 2,591
Thereafter - - 470
Total 2,430 3,061 3,709

The future minimum lease payments represent a lease for offices occupied by the Authority.
Rent is fixed in the lease, based on normal market rates, and is payable quarterly in advance.
The agreement imposes no restrictions on the Authority on how it conducts its business. There is
no break clause remaining and the prescribed term concludes in December 201 3. There is no

renewal clause.




16 Financial instruments
Financial assets

Cash and cash equivalents
Amounts due from other Government bodies
Imprest and advances

Total

The above figures exclude statutory debtors and prepayments.

Financial liabilities

Trade creditors
Accruals

Total

The above figures exclude statutory creditors.

Restated Restated
As at As at As at
31 March 2010 31 March 2009 1 April 2008
£000 £000 £000
439 561 3,285
- 527 7
13 1 -
452 1,089 3,292
Restated Restated
As at As at As at
31 March 2010 31 March 2009 1 April 2008
£000 £000 £000
1,549 1,197 595
1,992 4,666 1,467
3,541 5,863 2,062

It is, and has been, PADA’s policy that no trading in financial instruments is undertaken.

PADA does not face the degree of exposure to financial risk that many commercial businesses do. In addition financial assets and liabilities generated
by day-to-day operational activities are not held in order to change the risks facing PADA in undertaking its activities.

The Authority borrows money from DWP to fund activities which will subsequently be repaid from revenue raised from charges to scheme members.

The interest rate applicable to the loan is 7.58 % (see notes 6 and 12).

PADA'’s financial assets and liabilities which are outside the scope of activities to be charged to scheme members have either a nil or a fixed rate of

interest related to the cost of capital (currently 3.5%).

PADA has no exposure to foreign currency risk at the year end date.

The book value of PADA’s financial assets and liabilities as at 31 March 2010 are not materially different from their fair values.

17 Contingent liabilities disclosed under IAS 37

The interest rate applicable to the loan agreement remains provisional and subject to confirmation
by the European Union. Any change to the interest rate is expected to apply retrospectively and
would impact the amount chargeable to scheme members. However, this has not been provided for

as it cannot be reliably estimated in the absence of an agreed different rate of interest.
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18 Losses and special payments

Restated
Year ended 31 March 2010 Year ended 31 March 2009
£000 Cases £000 Cases
Losses:
Contract termination payment 5 1 - -

19 Related party transactions

The Personal Accounts Delivery Authority is a non-departmental public body accountable to the
Secretary of State for Work and Pensions. DWP is the Authority’s sponsoring department and the
two bodies are regarded as related parties. During the year the Authority had a number of material
transactions with DWP totalling £5.2m, including £1.7m loan interest. At 31 March 2010, the
Authority had an outstanding liability of £55k with DWP. The Authority also received loan funding
of £35.4m from the Department.

This relationship with DWP includes provision to the Authority of:

a) grant-in-aid and loan funding;

b) information technology services, office accommodation and internal audit services; and
c) secondees.

In addition, the Authority has had a small number of relatively low-value transactions with other

government departments and other central government bodies. The only significant transactions
being amounts totalling £1.4m with Partnerships UK, a public / private partnership with an arm’s
length relationship to HM Treasury.

No Board members, senior managers or other related parties have undertaken any material
transactions with the Authority during the year.




20 Late payment of commercial debt

The Late Payment of Commercial Debts (Interest) Act 1998, which came into effect on 1 November
1998 and the Late Payment of Commercial Debts Regulations 2002 which came into force on

7 August 2003 provides all businesses and public sector bodies with, amongst other entitlements,
the right to claim interest for late payment.

In 2009/10, £146 of interest (2008/09 — £335) was paid under the Late Payment of Commercial
Debts (Interest) Act 1998. This is included in ‘other expenditure’ in the Net Expenditure Account.

21 Events after the reporting period

After the end of the reporting period it has been announced that there will be an independent
review of automatic enrolment and the role played by NEST in supporting the pension reforms.

These accounts are authorised to be issued on 28 June 2010.
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How to contact us

Personal Accounts Delivery Authority
St Dunstan’s House

201-211 Borough High Street
London

SET 1JA

Public enquiries: 020 7940 8519
Fax: 020 7940 8574

Website: www.nestpensions.org.uk

Email: enquiries@nestpensions.org.uk
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