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QUARTERLY TREASURY MANAGEMENT REPORT — MONTH 3

1. Background

Treasury Management (TM) is a complex subject but in summary the core
elements of the strategy for 2011/12 are:

e To make use of short term variable rate debt to take advantage of the
continuing current market conditions of low interest rates.

e To constantly review longer term forecasts and to lock in to longer
term rates through a variety of instruments as appropriate during the
year, in order to provide a balanced portfolio against interest rate risk.

e To secure the best short term rates for borrowing and investments
consistent with maintaining flexibility and liquidity within the portfolio.

e To invest surplus funds prudently, the Council’s priorities being:
o Security of invested capital
o Liquidity of invested capital
o An optimum yield which is commensurate with security and
liquidity.
e To approve borrowing limits that provide for debt restructuring

opportunities and to pursue debt restructuring where appropriate and
within the Council’s risk boundaries.

In essence TM can always be seen in the context of the classic ‘risk and
reward’ scenario and following this strategy will contribute to the Council’s
wider TM objective which is to minimise net borrowing cost short term
without exposing the Council to undue risk either now or in the longer in
the term.

The main activities undertaken during 2011/12 to date are summarised
below:

¢ Investment returns during 2011/12 will continue to remain low as a
result of low interest rates, with interest received estimated to be
£1.2Min current year. However, the average rate achieved to date
(1.40%) exceeds the performance indicator of the average 7 day LIBID
rate (0.60%) mainly due to the rolling programme of yearly deals which
was restarted in October 2010 following advice from our Treasury
Advisors.

¢ |n order to continue to balance the impact of ongoing lower interest
rates on investment income we have continued to use short term debt
which is currently available at lower rates than long term debt due to
the depressed market. As a result the average rate for repayment of
debt, (the Consolidated Loans & Investment Account Rate — CLIA), at
3.18% is lower than that budgeted for but slightly higher than last year



(2.99%) which is in line with reported strategy. The predictions based
on all of the economic data are that this will continue for the remainder
of the year but it should be noted that the forecast for longer term debt
is a steady increase in the longer term and so new long term
borrowing will be taken out above this rate, leading to an anticipated
increase in the CRI (reaching 4.17% by 2013/14).

2. Economic Background

Inflationary pressures continued to build as oil and other food
commodities resumed their surge. QOil returned to record levels as
tensions in the Middle East spilt over and OPEC (Organisation of
Petroleum Exporting Countries) failed to agree supply levels at its
June meeting. Consumer Price Inflation 4.2% in June which was
down from 4.5% in May but still above the target of 2.0%. The Bank
of England’s May Inflation Report downgraded the UK’s economic
growth forecast whilst raising the potential inflation near term shocks.

The focus of the Bank of England’s Monetary Policy Committee was
concentrated on the lacklustre outlook for economic growth.
Although the economy grew by 0.5% in Q1 2011, over a six-month
period to March, growth was flat. For households and the consumer
there was little cheer as increases in wage growth were more than
outstripped by inflation, mortgage approvals slumped in April to their
lowest level since the data series began in 1993 and house prices
remained in the doldrums. The concerns about growth were further
triggered by a fall in the Purchasing Managers’ Index (PMI) showed
that manufacturing activity fell to a 20 month low. Official interest
rates were maintained at 0.5%and the International Monetary Fund
stated that monetary policy was “appropriate” in latest survey of the
UK economy.

In Europe, rates were also maintained by the European Central Bank
(ECB) at 1.25% but ECB President, Jean-Claude Trichet, re-
emphasised the ECB’s vigilance towards inflationary pressures
signalling a further tightening at its July meeting.

Greece’s funding woes became acute and the country’s sovereign
rating slid further down the non-investment scale. The second
tranche of the IMF/EU bailout was conditional on passing, (and
delivering), on the badly needed austerity plans and the sale of state
assets. Portugal was downgraded to junk status by Moody’s and the
threat of contagion cast a shadow over the Eurozone and its financial
institutions. Moody’s also announced a review of over 14 UK
institutions in June which the agency expected to take around three
months to complete.

UK Government gilts were the beneficiary of the poor growth outlook
and the turmoil in Europe. This was manifested in 5-year gilt yields
falling to 1.84% and 10-year yields falling to 3.13% on 24th June,
their lowest levels in 2011.



3. Outlook for Quarter 2

The economic interest rate outlook provided by the Council’s treasury

advisor, Arlingclose Ltd, as at July 2011 is detailed below. The Council will
reappraise its strategy from time to time and, if needs be, realign it with

evolving market conditions and expectations for future interest rates.

Sep-11 Dec-11 Mar-12 Jun-12 Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14

Jun-14 Sep-14

Official Bank Rate

Upside risk 0.25 0.25 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
Central case 0.50 0.75 1.00 1.25 1.50 1.75 2.00 2.25 2.50 2.75 3.00
Downside risk -0.25 -0.25| -0.25| -0.50| -0.50( -0.50| -0.50, -0.50, -0.50[ -0.50

0.50 0.50
3.00 3.00
-0.50/  -0.50

increases the dilemma for the Bank of England.

The higher inflation projection and the weaker outlook for growth

Given the precarious outlook for growth, rates will rise if there is firm

evidence the economy has survived the fiscal consolidation or there

is sustained inflationary pressure over the coming months.
The war of nerves between the ECB, EU ministers, IMF and Greece

will create volatility in the near term for the bond markets.

CPI has remained persistently high, currently at 4.2% and despite the

reduction in petrol prices, double digit gas and electricity price hikes
could push inflation close to 5% in 2011. CPI is forecast to remain
above the Bank of England’s 2% inflation target throughout 2012.

Retail sales are contracting and consumer spending has not shown

any growth over the year due to a fall in disposable income, weak
house price growth and a lack of consumer confidence.
Unemployment is close to 2.5M and will increase as the public sector
shrinks but private sector employment grows at only a modest pace.

S&P has revised its outlook on the long-term rating for the US to

negative amidst fears that the government will not agree a medium-
and long-term strategy to tackle their fiscal challenges.

4. Debt Management

Activity within the debt portfolio up to Quarter is summarised below:

Balance on Debt New Balance on | Increase/
01/04/2011 | maturing or | Borrowing | 30/06/2011 | (Decrease)
Repaid in
borrowing
£000's £000's £000's £000's £000's

Short Term Borrowing 35,324 7_7,020| (61,240) 51,104 15,%
Long Term Borrowing 189,358 (45) 55,000} 244,313 54,955
[Total Borrowing 224,682 76,975 (6,240)] 295,417| 70,735

Public Works Loan Board (PWLB) Borrowing: Despite the issue of
Circular 147 in October 2010, where new borrowing rates for fixed loans
increased by approximately 0.87% across all maturities, the PWLB




remains the preferred source of borrowing for the Council as it offers
flexibility and control.

Whilst there are an increasing series of claims that a competitive,
comparable equivalent to PWLB is readily available, the Council will adopt
a cautious and considered approach to funding from the capital markets.
The Council’s treasury advisor, Arlingclose, is actively consulting with
investors, investment banks, lawyers and credit rating agencies to
establish the attraction of different sources of borrowing, including bond
schemes, loan products and their related risk/reward trade off.

The Council use of internal resources (£64M) in lieu of borrowing has been
the most cost effective means of funding past capital expenditure to date.
This has lowered overall treasury risk by reducing both external debt and
temporary investments. However, this position will not be sustainable over
the medium term and the Council expects it will need to borrow £75M for
capital purposes by 2013/14.

The Council is due to fund £15M of its capital expenditure from borrowing
this year and to refinance £70M of existing loans, totalling £85M. New
loans amounting to £55M have been raised to the end of June using
PWLB10 year EIP, on the advice of our advisors to take advantage of the
10 year yield curve which is significantly below the 25 — 50 year rate. The
Council’s variable rate loans were borrowed prior to 20 October 2010 (the
date of change to the lending arrangements of the PWLB post CSR) and
are maintained on their initial terms and are not subject to the additional
increased margin.

Variable rate borrowing is expected to remain attractive for some time as
the Bank of England maintains the base rate at historically low levels and
the Council is expected to borrow an addition £29M by the end of the year
(assumed rate 1.7%). This strategic exposure to variable interest rates will
be regularly reviewed and if appropriate reduced; by switching into fixed
rate loans.

. Investment Activity

The Guidance on Local Government Investments in England gives priority
to security and liquidity and the Council’s aim is to achieve a yield
commensurate with these principles. The table below summarises activity
during the year:



Capital Expenditure Balance on |Investments New Balance on | Increase/
01/04/2011 Repaid Investments] 30/06/2011 | (Decrease)
in
investment
for Year
£000's £000's £000's £000's £000's
Short Term Investments 29,300 (13,300) 44,800} 60,800 31,500
Money Market Funds 40,575 (107,030) 151,350] 84,895 44,320
EIB Bonds 6,000 0 o] 6,000 0
Long Term Investments 36 0 o] 36 0
Total Investments 75,911 (120,330) 196,150] 151,731 75,820]

Security of capital has remained the Council’s main investment objective.
This has been maintained by following the Council’s counterparty policy as
set out in its TM Strategy Statement for 2011/12. This has restricted new
investments to the following institutions:

Other Local Authorities;
AAA-rated Stable Net Asset Value Money Market Funds;
Deposits with UK Banks and Building Societies
Debt Management Office.

Counterparty credit quality is assessed and monitored with reference to:
Credit Ratings. The council’s minimum long-term counterparty rating is A+
(or equivalent) across rating agencies Fitch, S&P and Moody’s. A break
down of investments as at 30 June 2011 by current credit rating and
maturity profile can be seen below:

Credit |Lessthan1]|1-3Months] 3-6 [6-9 Months|9-12 Months| Over 12 Total
Rating Month Months Months
£000's £000's £000's £000's £000's £000's £000's
A- 0
A+ 9,800 5,000 9,000 6,000 29,800
AA- 3,000 5,000 12,000 10,000 30,000
AA+ 0
AAA 84,895 1,000 6,036 91,931
97,695 5,000 17,000 20,000] 6,000| 6,036

Counterparty Update

e The Council added Sweden and one Swedish bank, Svenska
Handelsbanken, meeting the minimum criteria to the approved
counterparty list for 2011/12.

¢ Following the growing problems facing peripheral Europe, the Council
brought down the maturity limit for new investments with non-UK
banks from two years to a maximum of one year on 23 May 2011.




Similarly, following the growing problems facing Greece and the
Eurozone, the Council decided to restrict new investments with
approved UK institutions (except for Santander UK plc and
Clydesdale) to one year from 23 June 2011.

New deposits with Santander UK plc remain restricted to six months, and
new deposits with Clydesdale Bank are now restricted to one week.

Credit Issues

During Quarter 1 Moody'’s placed the ratings of a number of UK institutions
on review for possible downgrade. This is to align their ratings with
evolving systemic support post credit crisis. The review is likely to take
three months and will assess the extent of available systemic support and
the ability of the regulators to deal with a failure. It will also look at the
political impact of further taxpayer support for the banking system and the
UK government’s ability to take on additional liabilities.

This review could lead to downgrades of counterparties on the Council’s
lending list. The Council will keep the situation under review, and discuss
any implications with it's advisors. The outcome of the review could lead
to a review of the Council’s minimum credit criteria, as set out in its TM
Strategy Statement.

The maturity profile of the Council’s short term investments, together with
the long and short term credit ratings of the institutions with which funds
have been deposited is shown below. The authority does not expect any
losses from non-performance by any of its counterparties in relation to its
investments.

The Council’s investment income for the year is estimated to be £0.8M
against a budget of £0.6M. The UK Bank Rate has been maintained at
0.5% since March 2009 and short-term money market rates have
remained at very low levels. New deposits for periods up to one year have
been made at a weighted average rate of 0.76%. Last October we
reintroduced a rolling programme of yearly deals to support our core
balances, to date we have £21M invested at an average rate of 1.55%.

. Reform of the Council Housing Subsidy System

In its publication Implementing self-financing for council housing issued in
February 2011, the Department for Communities and Local Government
(CLG) set out the rationale, methodology and financial parameters for the
initiative. Subject to the Localism Bill receiving Royal Assent and a
commencement order being passed, the proposed transfer date is
Wednesday 28 March 2012.

CLG and CIPFA are both expected to issue further information on the
housing reform transaction in July of Quarter 2. Any new information will
be incorporated into the 30 year business plan and the treasury
implications addressed in conjunction with the Council’s advisors.



The self-financing model provides an indicative sustainable level of
opening housing debt. As the Council’s debt level generated by the model
is higher than the Subsidy Capital Financing Requirement (SCFR), the
Council will be required to pay the CLG the difference between the two,
which is approximately £63M. This will require the Council to fund this
amount in the medium term through internal resources and/or external
borrowing. The Council has the option of borrowing from the PWLB or the
market.

The treasury management implications of housing reform and an
appropriate strategy to manage the process are being actively reviewed
with the Council’'s Treasury Advisor including the issues surrounding any
early prefunding of the significant settlement payment (primarily the
powers to borrow and the cost of carry).

. Compliance with Prudential Indicators

All indicators in Quarter 1 complied with the Prudential Indicators
approved. Details of the performance against key indicators are shown
below:

7.1. Capital Financing Requirement

The Capital Financing Requirement (CFR) measures the Council’s
underlying need to borrow for a capital purpose. In order to ensure
that over the medium term net borrowing will only be for a capital
purpose, the Council ensures that net external borrowing does not,
except in the short term, exceed the CFR in the preceding year, plus
the estimates of any additional capital financing requirement for the
current and next two financial years. It differs from actual borrowing
due to decisions taken to use internal balances and cash rather than
borrow. The following table shows the actual position as at 31 March
2010 and the estimated position for the current and next two years
based on the capital programme being submitted to council on the 16
February:

Capital Financing
Requirement

2010/11
Actual
£M

2011/12
Estimate
£M

2011/12
Forecast
£M

2012/13
Estimate
£M

2013/14
Estimate
£M

Balance B/F

310]

360

360

3

69

371

Capital expenditure
financed from borrowing

59

11

19

11

Revenue provision for debt
Redemption.

Movement in Other Long
Term Liabilities

Cumulative Maximum
External Borrowing




The above limits are set to allow maximum flexibility within TM, for
example a full debt restructure, actual borrowing is significantly below
this as detailed below:

Balance on [ Balance on| 2011/12 2012/13 2013/14
01/04/2011 | 30/06/2011 | Estimate | Estimate | Estimate
£M £M £M £M £M
[Borrowing 224.677| 295,417| 277,302 279,863 266,858
Other Long Term Liabilities 71,722 71,722 71,657 73,886 78,153
Total Borrowing 296,309  367,139] 348,959 353,749 345,011

7.2. Balances and Reserves

Estimates of the Council’s level of overall Balances and Reserves for
2010/11 to 2012/13 are as follows:

2010/11 2011/12 2012/13 2013/14
Actual Estimate Estimate Estimate
£M £M £M £M
Balances and Reserves 56 46 36 20

7.3. Authorised Limit and Operational Boundary for External Debt

The Local Government Act 2003 requires the Council to set an
Affordable Borrowing Limit, irrespective of their indebted status.
This is a statutory limit which should not be breached.

The Council’s Affordable Borrowing Limit was set at £486M for
2011/12.

The Operational Boundary is based on the same estimates as
the Authorised Limit but reflects the most likely, prudent but not
worst case scenario without the additional headroom included
within the Authorised Limit.

The Operational Boundary for 2011/12 was set at £471M.

The Chief Financial Officer (CFO) confirms that there were no
breaches to the Authorised Limit and the Operational Boundary
and during the period to the end of June 2011 borrowing at its
peak was £295M.

7.4. Upper Limits for Fixed Interest Rate Exposure and Variable

Interest Rate Exposure

These indicators allow the Council to manage the extent to
which it is exposed to changes in interest rates.

The upper limit for variable rate exposure allows for the use of
variable rate debt to offset exposure to changes in short-term
rates on our portfolio of investments.

Limits for 2011/12




%

Upper Limit for Fixed Rate

Exposure 100
Compliance with Limits: Yes
Upper Limit for Variable Rate 50
Exposure

Compliance with Limits: Yes

7.5. Maturity Structure of Fixed Rate Borrowing

This indicator is to limit large concentrations of fixed rate debt

needing to be replaced at times of uncertainty over interest rates.

Lower Upper Actual Average % Fixed |Compliance
Limit Limit Fixed Debt | Fixed Rate | Rate as at with set
asat asat 30/06/11 Limits?
30/06/11 30/06/11
% % £000's % %

Under 12 months 0 45 59,384 1.87 23.55 Yes
12 months and within 24 0 5,000 4.08 1.98 Yes
months 45

24 months and within 5 0 10,000 2.78 3.97 Yes
years 50

5 years and within 10 years 0 50 112,733 3.23 44.71 Yes
10 years and within 20 0 0 0.00 0.00 Yes
years 50

20 years and within 30 0 10,000 4.68 3.97 Yes
years 75

30 years and within 40 0 30,000 4.62 11.90 Yes
years 75

40 years and within 50 0 25,000 0.04 9.92 Yes
years 75

50 years and above 0 100 0 0.00 0.00 Yes

252,117 3.45 100.00

7.6. Total principal sums invested for periods longer than 364 days

This indicator allows the Council to manage the risk inherent in
investments longer than 364 days.

Upper Limit for total 2010/11 2011/12 2012/13 2013/14 2014/15
principal sums invested Actual Approved Estimate Estimate Estimate
over 364 days
£M £M £M £M £M
50] 50] 50] 50] 50

7.7. Ratio of Financing Costs to Net Revenue Stream




This is an indicator of affordability and highlights the revenue
implications of existing and proposed capital expenditure by

identifying the proportion of the revenue budget required to meet

borrowing costs. The definition of financing costs is set out at
paragraph 87 of the Prudential Code. The ratio is based on costs net
of investment income.

Ratio of Financing Costs 2010/11 2011/12 2011/12 2012/13 2013/14
to Net Revenue Stream Actual Approved Estimate Estimate Estimate
% % % % %
General Fund 4.89 7.09 5.01 8.43 9.09
HRA 4..46 5.75 5.77 7.50 8.69
Total 6.01 7.49 6.61 8.25 8.47
8. Summary

In compliance with the requirements of the CIPFA Code of Practice this

report provides members with a summary report of the treasury

management activity up to the 30 June 2011. As indicated in this report

none of the Prudential Indicators have been breached and a prudent

approach has been taking in relation to investment activity with priority
being given to security and liquidity over yield.
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Schedule of changes made to Draft Statement of Accounts signed by the CFO 30 June 2011

None of the changes below affect the overall funds available to the Council

Key Changes
Point Details Page Notes [Notes
Cash Flow Statement Amendments for removal of the Equal Pay Provision not
reflected in Current Years Balance
15 - (Working Paper linked to the Accounts not updated from Cash Flow Tool Kit)
1 Cash Flow Statement Cash Flow Note Amendments for removal of the Equal Pay Provision not

reflected in the Note - Adjustment to Contributions to/(from) provisions Balance
67 25(a) Amended to (£5,453k)
(Working Paper linked to the Accounts not updated from Cash Flow Tool Kit)

See also adjustment 13 below)

Future Obligations in respect of the three on Balance Sheet PFI/IFRIC 12
Service Concessions:
Amendments to PFI - Schools Service Charges & Totals Disclosure Within 1
Year etc.
Totals

Within 1 Year 2,011 (1,844) 14,941 (14,774)
80 36 Within 2 to 5 Years 9,902 (9,626) 67,065 (66,789)

Within 6to 10 Years 13,573  (13,238) 91,615  (91,280)

Within 11 to 15 Years 14,752 (14,381) 91,724 (91,353)
Within 16 to 20 Years 16,480 (16,070) 59,810 (59,400)
Within 21 to 25 Years 1,355 (5,701) 22,916 (27,262)
Balance 31 March 58,073 (60,860) (348,071) (350,858)

2 PFI Disclosure

Payments made in 2010/11 in respect of PFl and IFRIC 12 Service Concessions
Liability Interest Service Total
Charges
Insertion of PFI Street Lighting 711 161 1,048 1,920
80 36
Totals 2,083 4,374 11,997 18,454

(1,372) (4,213) (10,949)  (16,534)

Fair Value figures for Loans Outstanding excluded fair value of LOBO'S (carrying
amount £9,058K). Increase fair value figures as follows

) ) 31st March 2011 from £224,499K to £234,562K (LOBO fair value £10,063k)
3 Financial Instruments 55 17

31st March 2010 from £149,477K to £159,659K (LOBO fair value £10,182k)

31st March 2009 from £123,061K to £133,655K (LOBO fair value £10,594k)

Table showing financial effect if interest rates had been 1% higher did not include the
impact of change in fair value of LOBO's

Amended the 'The decease in fair value of fixed rate borrowing/liabilities' which has
been increased by £1,392K from (14,146K) to (15,538K)

4 Financial Instruments 58 17

Table showing Credit Risk from Trade Receivables - The HRA Trade Debtors
5 Financial Instruments 57 17 Impairment figure for 31st March 2009 was showing the figure at 31st March 2010.
Amended from (£1,385K) to (£1,501K).

Increase in income (collectable from ratepayers) and payments (to national pool) of
6 Collection Fund 95 £110k leaving overall surplus unchanged. Linked spreadsheet had not been updated.

Amortisation of Intangibles should be £174k (not £243k) and Depreciation £364,260k
7 Cash Flow Statement 67 25(a) |(Not £364,191Kk) - incorrectly picking up the prior year's figure

Chief Executive's - Expenses increased from £744 to £4,095 - Excluded Relocation
8 Officer's Remuneration 71 30 Exps. of £3,151.64




Audit Committee 22 September 2011
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Schedule of changes made to Draft Statement of Accounts signed by the CFO 30 June 2011

None of the changes below affect the overall funds available to the Council

Key Changes

Point | Details | Page | Notes

[Notes

9 Events after the Balance Sheet 42 8

Additional Disclosure re: Pooled Budget Arrangement with NHS Successor Body:

On the 1st of April 2011 the Council entered into, under Section 75 National Health
Services Act 2006, a £15.2m per annum 10 year partnership agreement (pooled budget)
with NHSSC (NHS Southampton City). Enabling the Council to act as lead partner for
the Integrated Commissioning of Learning Disability Services and relevant financial
arrangements

10 Property, Plant and Equipment 50 14

Capital Commitments Disclosure - added Lordshill Academy to the table £13,957k -
Increasing table total to £69,463k (£55,506k)

Capital Grants and Contributions Receipts in

Advance 87

42

Additional Disclosure inserted Table and Note 42

12  |Defined Benefit Pension Schemes 83 39a)

Comprehensive Income and Expenditure Statement - split between LGPS and
Discretionary Benefits Arrangements as required by the Code

Provisions 64 22

Equal Pay
Removal of (£5,453k) Amounts used in year as showing a negative balance
within provisions

Creditors 63 21

Sundry Creditors
Removal of £5,453k Equal Pay Creditor

Balance Sheet 14 -

Short Term Creditors

Balance reduced by £5,453k to £77,387k
Provisions

Balance Increased by £5,453k to £9,081k

Cash Flow Statement 68 25 (a)

Notes to the Cash Flow Statement

Increase/(Decrease) in Creditors - Movement of (£5,453k) to give a net
Decrease of (£1,032k)

Contributions to/(from) Provisions - Increase of £5,453k to give a net movement
of Nil

(No impact on the bottom line of the Table)
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FINANCIAL FOREWORD

The information contained within these accounts is presented as simply and clearly as possible. However, the
accounts of such a large and diverse organisation as Southampton City Council are by their nature both
technical and complex. Consequently this foreword explains some of the statements and sections included
within this document and provide a summary of the Council's financial performance for 2010/11.

Local authorities are governed by a rigorous structure of controls to provide stakeholders with the confidence
that public money has been properly accounted for. As part of this process of accountability, the Council is
required to produce a set of accounts in order to inform stakeholders of the .Council that we have properly
accounted for all the public money we have received and spent and that the fi ial standing of the Council is
an a secure basis.

The Council's Financial Statements concentrate on clear and accurate:r i-of the financial position of the
Council in relation to a particular year. It does not however aim to fuifil the role of an annual report of a
company. This would duplicate much of the work already published in other documents produced by the
Council — in particular the City of Southampton Strategy, the Medlum Term Service and FlnanC|aI Plan and the
Corparate Improvement Plan.

The statements and notes are:

Responsibilities for the Financial Statements
This statement shows the responsibilities of the Cotihicil and the Chief Financial Officer.

Comprehensive Income and Expenditure Statement 12
This statement reports the net coét for th year of all the services provided by the
Council, including the Housing Revenile Acg ing the Collection
Fund. It demonstrates how the costs' have | aneral government
grants and income from local taxpayers. '

Movement in Reserves Statement 13
This statement shows the movement in the yéaton the different reserves held by the

expenditure

Balance Sheet 14
This shows the finangial pesition of the Coungil-as a whole and summarises all of its
assets and Eiabilities asat31 March 2011.

Cash Flow Stateme 15
; JThis summarises the ¢ash rece nd payments made by the Council to third parties
fer both revenue and capital purpeses.
Notes to the Core Financial Statements (including Accounting Policies) 16-86
Housing Revenue Account (HRA) 88-94
This acca mmatises the transactions relating to the provision, maintenance and
sale of Coun gses and flats.
Collection Fund 95-97
This statement shows the income received from Council Tax payers and Business
Rate payers and how the income is distributed.
Trust and Other Funds 98-101
This statement shows receipts and payments of funds for which the Council acts as
trustee.
Glossary 102-106
Annual Governance Statement 107-115
Auditor’s Report and Certificate 116-118



FINANCIAL SUMMARY

The Financial Statements bring tegether all the financial activities of the Council for the year, comprising two

distinct elements:

* Revenue (General Fund and Housing Revenue Account)
s Capital {(General Fund and Housing Revenue Account)

REVENUE

General Fund Revenue Account Summary

Our revenue account (known as the General Fund) bears the net cost of providing day-to-day services. In this
section of the foreword we will:

Compare actual spending to budget
Explain the big differences

Explain where the money came from and
Show where the money went

Comparing Actual Spending to Budget

£87.44M of business rates (Nati

£81.99M of
£1.14M Collec

It also assumed a contribution from.general reserves:angd working balances of £2.3M.

Smce the Gouncil set:its 2010 dget in February 2010, the economic outlook for the economy has
imisti debt is a major issue and prior to the General Election in May, it was

ould be required to review public spending in order to reduce the

OUrden in future years.

Soan after the election, an interim. budget was anncunced by the Government, which outlined majeor cuts in
public spending: At that time £6:2 billion of in year cuts in Government grant were announced of which more
than £1.1 billion were targeted at [ocal Government. The impact of these cuts on the City Council was the
withdrawal in ro rms of gver £4.6M of grants that represented a significant in year cut to funding.

The original budget ptans were updated during the course of the year and the contribution from working
balances was revised to £3.9M in February. Further changes resulted in an anticipated draw of £6.4M
compared to the originally planned £2.3M, an increase of £4.1M.

The final outturn for the year was £185.0M and draw from balances was £1.7M.

Overall, there was a net reduction in the use of the Autherity’s reserves and general balances in the year of
some £4.7M compared with the working budget.

Explaining the Big Differences

The major variances between the revised budget for the use of reserves and general balances in the year and
the actual usage are:

S0



£000°s

Savings in Portfolic budgets

Reduced net borrowing costs due to lower interest

rates and rephasing of the capital prcgramme {1,652)

Reduction & Re-phasing of Project Costs (Funded
from within the Revenue Develocpment Fund)

Unspent Contingencies

Other Variances {73)

Where the Money Came From

The following chart provides an analysis of our main sources of income for the year which totalled £619.5M
and also shows the comparative figures for_%;EOOQ/ 10 (£594.6M):

£M

E22010/11 8200910

£1.03
£0.84

1 £2.68
Other External Income j] £0.95

Neat Interast en Invastments

Other Internal Income

Dedicated Schools Grant

.29
£117.
—_— £190.73
Othor Governmont Granis & Confiouons F—————————————— LY,

Sales, Fees & Charges Eﬁ§§.13§8

11.54

]
Area Based Grant ] £19.10

Council Tax

| £81.99
Natienal Non-Demastic Rates frem the Pocel E72887544
) £18 43
Revenue Support Grant from Gentral Governmeant £12 70

Where the Money Went

The following table provides a high level summary of our net expenditure:



GENERAL FUND REVENUE EXPENDITURE 2010/11

Revised
Budget

£000's

50,831 Adult Social Care & Health
29,992 Children's Services & Learning
22,293 Environment & Transport

1,858 Housing

7,341 Leader's Portfolio

8,101 Leisure, Culture & Heritage
10,999 Local Services & Community Safety
38,309 Resources & Workforce Planning

169,724 Sub-total for Porttolios

25,596 Other ltems

195,320 Portfolio Total

588 Levies & Contributions
{13,052) Capital Asset Management

4,314 Other Expenditure & Income

187,170 NET GF SPENDING

(3,900) Draw from Balances:

183,270 Budget Requirement

£000's

50,812
31,260
25,745
1,858
7,341
8,461
11,060
40,874
177,411

21,537
198,948
588
(13,052)
3,198
189,682
(6,412)

183,270

£000's

{588)

183,270

Salaries & Wages
Other Employee Costs
Premises Costs

| Transportation Costs
Supplies & Services
Internal Charges
Other Direct Costs
(Includes School
Allocations)

Total Expenditure
Internal Income

Fees, Charges & Rents
Grants / Contributions

Total Net Expenditure

£000's
108,646
9,460
14
7
101
8

217,527

465

(31,
(49,171}
209,604}

_4-
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The summary of General Fund Revenue expenditure can no longer be directly reconciled to the
Comprehensive Income and Expenditure Account due to the changes in format introduced in 2006/07. At this
peoint, the Caonsclidated Revenue Account was replaced by the Income and Expenditure Account and the
Statement of Movement on the General Fund Balance. Subsequently this has been superseded by the
Comprehensive Income and Expenditure Account and the Mavement in Reserves Statement.

The analysis of Income and Expenditure on the face of the Comprehensive Income and Expenditure
Statement is that specified by the Best Value Accounting Code of Practice. However, decisions about
resource allocation are taken by the Cabinet and Council on the basis of budget reports analysed by Service
Portfolios. These reports are prepared on a different basis in particular:

» No charges are included within Service Portfolios in relation:
depreciation, revaluations and impairments losses are cha
Expenditure Statement

s The cost of retirement benefits is based on actual payments to the pension fund rather than notional
current service costs accrued in year.

capital expenditure, whereas
. Comprehensive Income and

Note 9 (Amotunts Reported for Resource Aliocat
information reported internally to that reported in the G
the first time to increase transparency and improve the

Decisions) serves to regpr
ensive Income and Expen
tanding of stgkeholders.

ile the financial
 Statement for

Housing Revenue Account Summary

The Housing Revenue Account {HRA) summatises | to the provision, maintenance and
sale of Council houses and flats. Although this'accou .the Core Financial Statements it
represents such a significant proportion of the services prowded by the Council that it is a requirement that it
has a separate account. The:agcount has to be self-financing and there is a legal prohibition on cross
subsidising to, or from the council tax‘payer. In this section of the foreword we will:

Budget

as set at £0.4M and the actual outturn for the year was a net income
BE£0.4M. The HRA working balance at 31 March 2011 is £1.6M.

Explaining the Big Differences
The major revente variances are detailed below:

Savings on responsive repairs
Cwerspend on programme repairs

Savings on Supervision and Management 1287}
Savings on Capital Financing Charges (221}

Increase in Subsidy paid to DCLG 101
Reduction in Dwelling Rent Income
Other variances




Where the Money Came From and Where the Money Went

The following chart provides an analysis of our main sources of income for the year and provides a high level

summary of our net expenditure.

Budget Variance
Income £000's £000's
Dwelling Rents 57.118 120
Other Rents 1,262
Total Rental Income 58,380
Service Charge Income from Tenants 1,100
Service Charge Income from Leaseholders 660
Interest Received 27 (13
0
Total Income 60,167 141

Expenditure

Responsive Repairs 10,695
Programmed Repairs 5,172 &
Total Repairs 15,867

Rents Payable

Debt Management
Supervision & Management
Capital financing charges
Major Repairs Allowance
Direct Revenue Financing
Housing Subsidy paid to CLG

aan
Total Expenditure 60,556 50,992 564

SURPLUS/(DEFICIT) FOR YEAR

The above summary of Housing Revenue Account: expenditure, which reflects the Council’'s actual year end
position of £0.4M.underspent, ¢canno longer be directly reconciled to the HRA Income and Expenditure
Account due to the changes in format introduced in 2006/07. At this point the Income and Expenditure

CAPITAL
General Fund Capital Summary
Our capital account $héws the income and expenditure transactions we make when we:
= Buy or sell land;praperty or other assets
s Build new property
* Improve our properties or other assets and/or
* Provide grants or loans to others for the above type of activity

Comparing Actual Spending to Budget

The budget for the year was to spend £104.6M on capital projects. QOur final capital spend for the year was
£11.4M less than the budget at £93.2M.



Adult Social Care & Health
Children’s Services & Learning
Environment & Transportation
Housing

Leader's

Leisure, Culture & Heritage
Local Services & Communty Services
Resources & Workforce Planning

Total General Fund 93206 (11,416)

Explaining the Big Differences

The final spend for the year was £11.4M lower than the get mainly slippage on sch
now be spent in 2011/12. Some of the major slippage was ofithe following schemes:

Lordshill Academy £2.4M

City Depot £0.9M

Accommodation Strategy £0.6M
ltchen Bridge Major Repairs £0.5M
Bitterne Park 6 Form £0.5M

Where the Money Came From.

The table below shows

£000's
Supported Borrowing 6,840
Unsupported Borrowing
Capital Receipts
| Capital Grants

Contributions 3
Direct Revenue Financing 3,787
Total 93,208

Account (HRA) Capital Summary

Our HRA capital account shows the income and expenditure transactions we make when we:

Improve our praperties (including the decent hames and decent homes plus programmes)
Build new property

Improve the neighbourhoods surrounding the property

Implement estate regeneration projects



Comparing Actual Spend to Budget

The budget for the year was to spend £35.5M on capital projects. Our final capital spend for the year was
£1.9M less than budget at £33.6M.

The table below summarises the capital expenditure for the year:

Budget Actual Varlance

Decent Homes

Decent Homes Plus
Decent Neighbourhoods
Estate Regeneration
Mew Build

Cther Schemes

TOTAL

Explaining the Big Differences

The final spend for the year was £1.9M lower than the budget mainly due to slippage on schemes which will
now be spent in 2011/12. Some of the majorslippaggwas on the following schemes:

Digital TV - £0.22M
Energy savings programme.- £0.14M

Decent Neighbourhoeds Tankerville - £0.12M
Decent Neighbourhgods Millbrg

Supported Borrowing 1498
Unsupported Borrowing 50304
Capital Receipts

Capital Grants / Contributions
Direct Revenue Financing
Major Repairs Allowance
Total

Reserves and Balances Summary

We maintain a number of earmarked reserves. These are special reserves kept for specific types of
expenditure.

We also maintain a general reserve to provide a financial cushion should something unexpected happen that
leads to significant unplanned expenditure. The final balance at the end of March 2011 was £17.4M.



Our revenue warking balance provides us with day-to-day cash flow cover for our revenue account because
inevitably there is a mismatch between the money being paid out and the money coming in. We drew £1.7M
from warking balances in the year.

In the medium term it is forecast that the general reserve will reduce from £17.4M to £4.5M which is the
minimum level recommended by the Chief Financial Officer following a risk assessment of the required level to
be maintained.

ACCOUNTING ISSUES AND DEVELOPMENTS

The Move to International Financial Reporting Standards

The financial statements for 2010/11 are the first to be prepared of ernational Financial Reporting
Standards (IFRS) basis, adapted for the public sector by the Code «of Practice en:Local Autharity Accounting
{The Code). This has resulted in the restatement of some opening balances and transactions, with the result
that some prior year comparative figures in the financial statements for 2010/11 are different from the
equivalent figures presented in the 2009/10 financial statemeti

The Accounting Policies applied to the 2010/11 Finang
appropriate, to comply with IFRS (See Note 5 to th
comparatives).

anged, where
ripact on the

The main changes are:

s Property, Plant and Equipment - Propé
assets) have been renamed, recléskified a4 de also requires changes in the
value of investment property to be ¢harged, a penditure and income from
investment properties,.to the Comprehensive Income and Expenditure Statement.

ent (previously known as fixed

on of Cash and Cash Equivalents has changed and
posit accounts and Money Market Funds which are
e than 24 hours.

Cash and cagh equivalents - The d¢f

* Government Grants and Contributions - Under the Code, grants and contributions for capital
schemes are recognised-as income:whern they become receivable and any conditions have been
met Capital Grants & Contributions Unapplied is recorded on the balance sheet as a usable
reserve nts and; tributions with outstanding conditions are credited to Capital Grant

Receipts

Previously, unused grants were held in a Capital Grants & Contributions Unapplied account in the
Liahilities section ¢f the Balance Sheet until they were expended, at which point they were
rred to Government Grants & Contributions Deferred account and recognised as income
ife of the assets which they were used to fund.

feclassification - As part of the implementation of IFRS Financial Reporting the Council
has reclassitied a number of Plant and Equipment operating leases to finance leases.

* Short-Term Accumulating Absences - The Council has made an accrual for the cost of
Teacher's Annual Leave entitlement not taken by the year end, in accordance with CIPFA’s
methodology. The accrual is charged to Surplus or Deficit on the Provision of Services, but then
reversed out through the Movement in Reserves Statement so that holiday benefits are charged
to revenue in the financial year in which the holiday absence accurs. No Accrual has been made
in respect of annual leave and flexi-time carried forward by non-teaching staff as this is
considered not to be material.

s Pension Fund Indexation Change - In its budget on 22 June 2010 the Gavernment announced
that future increases in public sector pensions will reflect movements in the Consumer Price

_9.



Index {GPI), effective from April 2011. Increases were previously determined by reference to the
Retall Price Index (RPI).

The rate at which pensions will increase is one of the key factors in determining the liabilities of
defined benefit pension funds. Any change in the rate at which pensions will increase will
therefore affect the value of pension fund liabilities. The CPI differs from, and tends to be lower
than, the RPI. The change from RPIto CPI has resulted in a reduction in the pensicons liabilities
and therefare the pension deficit on the balance sheet.

en accounted for as a
| item both within the
e HRA Income and

This £100.7M reduction in liabilities, due to the ahove change
{negative) past service cost, and has been treated as an ex
Comprehensive Income and Expenditure Statement £90.
Expenditure Statement £9.9M.

Revaluation of Property Plant and Equipment - The Council, as part of its 5 year rolling
pragramme, has revalued a number of properties.which has given rise tg a downward revaluation
of approximately £327.4M, of which £103.8M s to the General Fund'g 223.6M relates to
the HRA.

The General Fund amount has been trea al item within th prehensive

Income and Expenditure Statement.

as an excep

A large proportion of the HRA revaluation decrease, approximately £171M, is due to the reduction
in the Economic Use Value for Social Housing (EUV-8H) factor, for the South East, from 45% to
32%. :

Equal Pay Provision - The Council received g i Pay claims in 2009/10 and, whilst
accepting no liability, the Council made an Equal Pay Provision in the 2009/10 General Ledger to
meet any liabilities, which may aris¢ from the litigation. process, which was treated as an
exceptional item withinth nditure Account.

7 of Financial Reporting Standard 12 (Provisions,
), the Council has chosen not to disclose the
be shown within the Statement of Accounts in

disclose the informaticn-would seriously prejudice the Council’s position with regard to ongoing
litigation:

S 10-



1. The Council’s Responsibilities

The Council is required to:

Make arrangements for the proper administration of its financial affairs and to secure that one of its
Officers has the responsibility for the administration of those affairs. In this Council that Officer is
the Head of Finance.

Manage its affairs to secure economic, efficient use of resources and safeguard assets.
Approve Financial Statements.

2. The Chief Financial Officer’s Responsibilitie

The Council’'s Chief Financial Officer (CFO) is the Head of Finance. The CFO is responsible for the
preparation of the Council’'s Financial Statements which, in terms of the CIPFA/LASAAC “Code of Practice
on Local Authority Accounting in Great Britain®, is requirgd to present a true and fair ¥jew of the financial
position of the Gouncil at the accounting date and its i and expenditure for the r.ended 31 March
2011.

In preparing the Financial Statements the CFO is res

Selecting suitable accounting policies and then applying them consistently.
Making judgements and estimates that are reasonable and prudent.

Complying with the Code of Practice (any signi nce being fully disclosed).

The CFO also has respensibilities for:

. Certification of the Accounts

| certify that the Financial Statements presents the:true and fair position of Southampton City Council at
31st.March 2011 d expenditure for the year ended 31 March 2011.

Signed ALowe Date 30 June 2011

Head of Fiﬂance and Chief Financial Officer

4. Approval of Accounts

| certify that the Financial Statements have been approved by a resolution of the Standards and
Governance Committee in accordance with the Accounts and Audit Regulations 2003 and is authorised
for issue.

Signed B Hooper Date 30 September 2011

Chair, Standards and Governance Committee.

-11 -



Comprehensive Income and Expenditure Statement

This statement shows the accounting cost in the year of providing services in accordance with generally
accepted accounting practices, rather than the amount to be funded from taxation. Authorities raise taxation to
cover expenditure in accordance with regulations; this may be different from the accounting cost. The taxation

position is shown in the Movement in Reserves Statement.

Expenditure
£000's

26874
85579

231857
20839
54910

114,181
87547

5278
3,799

Restated

Ihcame
£000's

(20622)
(35638)

(173093)
(16531}
(85798}

(108877)
(28606}

@09
(3%)

(2733)

200910

Net

£000's

6,252
49,911

58,864
13,308
(30.888)
5,304
58,941
4,859
3763

(2733)

639,964

(472343)

167,621
(818)
593
1,704

1,479

(18112

(12)

94,850

0,105
58,156

Central Senices tothe Pubdic
Cultural, Environmental Regulatory and Planning
Services
Chileren's and Education Services
Hgrmeys and Transport Sendces
Local Authority Housing (HRA}
Other Housing Services
Adult Social Care
Corporate and Democratic Core
Non Digtributaile Costs
Exceptionel ltes

Past Senice Pendon Costs

Impairment on Assets

Equel Pay Providon

Vet Refurd - Aeming Cases
Cost of Services

Loss / (Gein) onthe dgposal of Non Qurrent Assets
Contributions to Cther Local Authorities
Contibutions of Housing Capitel Receipts to
Gaovernment Pool

Other Operaing Expenciture

Income and Expenditure in relafion to lrvestment
Properties and changes intheir fair value

Interest payable and d rilar charges

Interest and Investrment Income

Pensions | nterest Costs & Bpected Return on Assets
Financing, and Investment Incame & Bxpenditure

Coundl Tax Income
Non- Domestic Rates Redistribution
General Government Grants

Capital Grants and Contributions
Taxation and Non-Specific Grant Incame

Deficit/ (Surplus) on the Provision of Services

Surplus or defidt on revaluation of non cumrent assets
Surplus or defidt on revalusiion of availaefor sale
finandal assets

Actuarial (gains)/ losses on pendon assets/ lizhilities

Shere of other Conprehensive Expendiure & Income of

associates & joi nt ventures

Other Cormprehensive Income and Bxpenditure
Total Carmprehensive lhcome and Bxpenditure

~J

14
12

15

13
13
39a)

14

PVa

Bxpencitire Income
£000's £000's
28,809 {(21881)
77,809 {29,070
249,425 {191,032
26,603 {(16,019)
269,084 {63,668)
122018 (108415}
Q0,250 (29617)
5,408 {430)
6,530 (36}
{90,834
103,734
891,916 {461,168)
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Movement in Reserves Statement
This statement shows the movement in the year on the different reserves held by the Council, analysed into
‘usable reserves’ (i.e. those that can be applied to fund expenditure or reduce local taxation) and other
reserves. The Surplus or {Deficit) an the Pravision of Services line shows the true econamic cost of providing
the Council's services, more details of which are shown in the Comprehensive Income and Expenditure
Statement. These are different from the statutory amounts required to be charged to the General Fund
Balance and the Housing Revenue Account for council tax setting and dwellings rent setting purposes. The
Net Increase/Decrease hefore Transfers to Earmarked Reserves line shows the statutory General Fund
Balance and Housing Revenue Account Balance before any discretionary transfers to or from earmarked
reserves undertaken by the council.

Generd Eammarked  Howsing Caitd Mo Copitd Granis & Totd Usde  Urusahe Total

Fund Reseres Rewerue Fecdps Repars Conributions Fesorve Feserves . Authonity

Balanoe fccownt Resene Reserve Unapplied Resene
£000s £000s £000s £000s £000s £000s £000s

Balarce a 1 Apil 2010 (19819 (22225 (1,55 (167 0 @)

Movenment in Reserves during 2010/11

Suplus on proision of senioes {accounting besis) 32093 0 208,344 0 0 0 pitierd
Oher conprehensiveincome and expenditure 0 (22.830)
Total Comprehensive Incame and Expenditure 32093 0 6,34 0 H2a7
Adustments between accouning basis andfurding

besis urderreguaions {note 10) {(35207) 0 {19,808) 3 0 (3657) 8
Net Increase belore Transfers to Earmarked

Resarves (3114) 0 4 333 0 (3657 122515
Trensfers {10) / from eanmarked reserves (note 11) 5,589 {1,59) 4,572 {1,000 0 1,593 8

Increass / Decrease in'Year

Generd Bwrered Howirg Capitdl Mia Cxitd Garls &

Balaree Accot Reserve Resanwe Urepplied
£O00s  £O00s  £O00s SO0 £O000S £000s
Bdlance al 1 Apxil 2009 (15316) (BB (2387) (6015 0 770 L NCIR (N
Movervent in Reserves during 2000/10
Sirpus on provision of sarviess (aounling besis) {2912 0 &G 0 0 e e
Cther comreharsiveincomeand expandiure 0 83106 m,m&
Totl Comprehensive IncaTe and Bqenditure (2912 0 (@B 0 WG BiE
Adueimens between accauning besis andiurdng E:E
besis Lncer regiations nde 10) {4086 0 e 4% 0 (20) MR (3158 a5

et Increase befare Transtersto BEammarked

Resarves (6978 0 463  49H 0 {2000) 577 saM
Trarsiers (o) /fromeammarked resaves fnate 1) 25 1987 (AE) 0 0 0 16 15
Incrizse / Decrezssein Yeor (4533 1,387 ™ 494 0 (2020 758 Bi%

Bdarye of 31 Mach 2010 a98e (22n O3 009 0 &
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Balance Sheet

The Balance Sheet shows the value as at the Balance Sheet date of the assets and liabilities recognised by
the Council. The net assets of the Council (assets less liahilities) are matched by the reserves held by the
Council. Reserves are reported in two categeries. The first category of reserves are usable reserves i.e. those
reserves that the Council may use to provide services, subject to the need to maintain a prudent level of
reserves and any statutory limitations on their use (for example the Capital Receipts Reserve that may only be
used to fund capital expenditure or repay debt). The second category of reserves are those that the Council is
not able to use to provide services. This category includes reserves that hold unrealised gains and losses (for
example the Revaluation Reserve), where amounts would only become available to provide services if the
assets are sold and also includes reserves that hold timing differences sho the Movement in Reserves
Statement line ‘Adjustments between accounting basis and funding basis un Fegulations’.

1 March 31March

2009 2010 Notes 31 March 2011
£000's £000's £000's £000's
1,438,691 1,501,283 Property Plant & Equipment 14
123,957 133,667 Investment Property 15
712 609 Intangible Assets 16
9,351 6,412 Long Term Invesiments 17
2,907 2,643 Long Term Debtors 19
1,575,618 1,644,514 Long Term Assets 1,443,920
15,260 30,019 Short Term Investments 17 29558
1,239 1,340 Stock {Inventories) 18 3
48,110 56932 Short Term Debtors 19
{13,308) {12,864) - Impairment of Short Term Debtors
6,814 10,821 Cash & Cash Equivalents 20
58,115 86,248 Current Assets 131,298
{2,470) {5,689) Cash & Cash Equivalents 20 113,499}
(49,853) {51,078) Short Term Borrowing 17 49311
{64,061} {75,336) Short Term Creditors 21
(116,384) (132,103)  Current Liabilities (140.187)
(53,034) {51898) Long Term Creditors 17
{8,252) {9,081} Provisions 22
(79,279) {104,920)  Long Term Borrowing 17 (1784923
Other Long Term Liabilities
(19,987) {19,188) - Deferred Liabilities 17 8429)
{92) {68) - Deferred Capital Balances 141}]
(13,948) {18,093) - Cap. Grants & Conts Receipts in Advance 42
{297 970) {408,990} - Pension Fund Liabhility 24 e)
(472,562) (612,028) Long Term Liabilities 501.067)
1,044,787 986,631  Net Assets s
Useable Reserves
6,015 1,074 Useable Capital Receipts Reserve 10 F741
7,700 9,720 Cap. Grants & Conts Unapplied 10
23612 22225 Earmarked Revenue Reserves 11
Revenue Balances
15,316 19849 General Fund 10
2,387 1,589 Housing Revenue Account 10
55,030 54,457 56,363
Unuseable Reserves
37,824 42548 Revaluation Reserves 24 {a)
334 346 Available-for-Sale Financial Instruments Reserve 24 {b)
1,248,239 1,297,199 Capital Adjustment Account 24 {c)
327 621 Financial Insruments Adjustment Account 24 {d)
{297 970) (408990} Pension Reserve 24 {e)
3,427 3,467 Collection Fund Adjustment Account 24 {f) ,
(2,424) {3,017) Accumulated Absences Account 24 {g) {2520)
989,757 932,174 7B7.661
1,044,787 986,631 . B44.024

Signed: B Hooper

Chair, Standards and Governance Committee
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Cash Flow Statement

The Cash Flow Statement shows the changes in cash and cash equivalents of the Council during the
reporting period. The statement shows how the Council generates and uses cash and cash equivalents by
classifying cash flows as operating, investing and financing activities. The amount of net cash flows arising
from operating activities is a key indicator of the extent to which the operations of the Council are funded by
way of taxation and grant income or from the recipients of services provided by the Council. Investing
activities represent the extent to which cash outflows have been made for resources which are intended to
contribute to the Council's future service delivery. Cash flows arising from financing activities are useful in
predicting claims on future cash flows by providers of capital {i.e. borrowing) t Council.

200910 1041

£000's Notes £000's
Restated

30,949  Net surplus or (deficit) on the provision of services (235 437]

Adjustment to surplus or deficit on the provision of services for noncash
256,271 movements

Adjust for tems included in the net surplus or deficit onthe provision of
(253,112) servicesthat are investing and financing activities

34,108 Net Cash tlows from operating activities
(53,773) Net Cash flows from Investing Activities
20,453 Net Cash flows from Financing Activities
788 Net increase or decrease in cash and cash equivalents
4,344  Cash and cash equivalents at the beginning of the reporting period

5,132 Cash and cash equivalents at the end ot the reporting period

- 15-



1. Accounting Policies
a) General Principles

The Financial Statements summarise the Council's transactions for the 2010/11 financial year and its
position at the year-end of 31*" March 2011. The Council is required to prepare an annual Financial
Statement by the Accounts and Audit Regulations 2003 which those Regulations require to be prepared
in accordance with proper accounting practices. These practices primarily comprise the Code of
Practice on Local Authority Accounting in the United Kingdom 2010/11 and the Best Value Accounting
Code of Practice 2010/11, supported by International Financial Reperting Standards (IFRS) and
statutory guidance issued under section 12 of the 2003 Act.

The accounting convention adopted in the Financial Statements is
the revaluation of certain categories of non-current assets and finan

ty historical cost, modified by
ruments.

b) Accruals of Income and Expenditure

Activity is accounted for in the year that it takes place, not simply when cash payments are made or
received. In particular:

. Revenue from the sale of goods is recogni
and rewards of ownership to the purchas
potential associated with the transaction

. Revenue from the provision of services is recognised wheén the Council can measure reliably
the percentage of completion of the transaction and it is probable that economic benefits aor
service potential associated with the transaction will flow to the Council.

. Supplies are recorded as ‘expenditure when they are consumed — where there is a gap
between the date supplies are receiv ion, they are carried as inventories
on the Balance Sheet.

#when the Council transfer

-S|gn|f|cant risks
that economic i

. Expenses in relation to services received {including services. provided by employees) are
recorded as expenditure when the services:are received rather than when payments are
made.

able on borrowings is accounted for respectively as
he effective interest rate for the relevant financial
or determined by the contract.

c¢) Acquisitions and Discontinued Operations

Trapsactions: to Acguired and Discontinued Operations are separately disclosed within the

fiptehensive

d) Cash and Cash Equivalents

Cash and. cash equivalents are represented by cash in hand, deposit accounts and Money Market
Funds which.are repayable:without penalty on notice of not more than 24 hours.

In the Cash ki
repayable ond

Statement, cash and cash equivalents are shown net of bank overdrafts that are
and form an integral part of the Council’'s cash management.

e) Exceptional ltems

When items of income and expense are material, their nature and amount is disclosed separately, either
on the face of the Comprehensive Income and Expenditure Statement or in the notes to the accounts,
depending on how significant the items are to an understanding of the Council's financial performance.

f) Prior Period Adjustments, Changes in Accounting Policies and Estimates and
Errors

Prior period adjustments may arise as a result of a change in accounting policies or to correct a material
errar. Changes in accounting estimates are accounted for prospectively, i.e. in the current and future
years affected by the change and do nct give rise to a prior period adjustment.
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h)

Changes in accounting pelicies are only made when required by proper accounting practices or the
change provides more reliable or relevant information about the effect of transactions, other events and
conditions on the Council’s financial pesition or financial performance. Where a change is made, it is
applied retrospectively, (unless stated otherwise), by adjusting opening balances and comparative
amounts for the prior period as if the new policy had always been applied.

Material errors discovered in prior period figures are corrected retrospectively by amending opening
balances and comparative amounts for the prior period.

Charges to Revenue for Non-Current Assets

Services, support services and trading accounts are debited with the ihg amounts to record the

cost of holding fixed assets during the year:

Depreciation attributable to the assets used by the relevant setvice
Revaluation and impairment losses on assets used by the“service where there are no
accumulated gains in the Revaluation Reserve against which the losses can be written off

. Amortisation of intangible fixed assets attribut 1o the service.

The Council is not required to raise council tax to preciation, revaluation and airment losses
or amortisations. However, in accordance with the:tegquirements of the Local Governm t 2003, the
Council is required to set aside a Minimum Revenueg Provision (MBP) for repayment of debt. This is
based on the Capital Financing Requirement (as defined by the Act) at the end of the preceding
financial year, which replaced the detailed formula for galculating MRP, with a requirement to be
prudent. For capital expenditure incurted before 1% April 2008 the Council's policy is to adopt existing
practice (4% of capital financing requirement)..] he exception ig this is short life assets (e.g. vehicles)
where MRP has been calculated based n.asset

Depreciation, revaluation and impairment losses angd:amortisations are therefore replaced by the
contribution in the General Fund Balance Minimum. Revenue Praovision (MRP), by way of an adjusting
transaction with the Capital Adjustment Account (C€A4) in the Movement in Reserves Statement (MIRS)
for the difference between the twi

Benefits Payable During Employment
Shart-term employee -benefits: are those due to -be settled within 12 months of the year-end. They
include such benefits as wages and salaries, paid-annual leave and paid sick leave, bonuses and non-
lar current employees and are recognised as an expense for services in
service to the Council. An accrual is made for the cost of Teachers’
hual leave entitlemient not ta y the year end, in accordance with CIPFA’s methodology. The
crual is charged to Slrplus or it an the Provision of Services, but then reversed out through the
Movement in Reserves Statement so that holiday benefits are charged to revenue in the financial year
in which the holiday absence occurs. No accrual has been made in respect of annual leave and flexi-
time carried Foreword by non-teaching staff as this is not considered to be material.

Termination
Termination b dreamounts payable as a result of a decision by the Council to terminate an
officers employ t before the normal retirement date or an officer's decision to accept voluntary
redundancy and are charged on an accruals hasis to the Non Distributed Costs line in the
Comprehensive Income and Expenditure Statement when the Council is demonstrably committed to the
termination of the employment of an officer or group of officers or making an offer to encourage
voluntary redundancy.

nefits

Where termination benefits involve the enhancement of pensions, statutory provisions require the
General Fund balance to be charged with the amount payable by the council to the pension fund or
pensioner in the year, not the amount calculated according to the relevant accounting standards.

In the Movement in Reserves Statement, appropriations are required to and from the Pensions Reserve
to remove the notional debits and credits for pension enhancement termination benefits and replace
them with debits for the cash paid to the pension fund and pensioners and any such amounts payable
but unpaid at the year-end.
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Post Employment Benefits
Employees of the Council are members of two separate pension schemes:
s The Teachers’ Pension Scheme, administered by Capita Teachers’ Pensions on behalf of the
Department for Education (DfE)
s The Local Government Pension Scheme, administered by Hampshire County Council

Both schemes provided defined benefits to members (retirement lump sums and pensions), earned as
employees worked for the Council.

However, the arrangements for the teachers’ scheme mean that liabilities for these benefits cannct
ordinarily be identified specifically to the Council. The scheme is theref ccounted for as if it were a
defined contribution scheme and no liahility for future payments of be is recognised in the Balance
Sheet. The Children's and Education Services line in the Comprg ve Income and Expenditure
Statement is charged with the employer’s contributions payable to " Pensions in the year.

As part of the Council's Strategic Services Partnership contract, Capita has admitted body status within
the Hampshire pension fund. The staff that transferred to Capita are treated as being part of
Sauthampton City Council (SCC) for accounting and regarting purposes in respect of pensions. As part
of the agreement between SCC and Capita, all (or f all) pension risks, and as .and liahilities lie
with SCC. Capita is under a legal obligation tributions to
Hampshire Pension Fund direct. SCC then reimbt o Capita of
the employers contributions they have incurred — in effect meaning that SCC has funded the employer
contributions incurred for transferred Capita staff.

The accounting treatment in relation te thie. pension costs and.liabilities of the staff transferred to Capita
is as follows: i

= Assets and Liabilities of the fund. will n it betweed G and Capita — so the ‘Liability

Related to Defined Benefit Pension Scheme” under Long Tern-Liabilities in the balance sheet
will include the total liahility in respect of both.SCC employees and employees now transferred
to Capita.

Service in the Income & Expenditure Account will
rvice Costs and Past Service costs as provided by

ciigde the cost of retirement benefits earned by both
SCC emp yees and employees transferred-to-Capita.

* The Pension Interest:Gosts & Expected:Return on Assets in the Income & Expenditure Account
will.be reflective of SCC’S share — including the Capita element.

fund contributions for 2010/11 will be excluded from SCC's accounts,
in the Movement in Reserves Statement.

and will be areconciling

s The accounts will therefore reflect the full IAS19 position of the Council including the Capita
element.

The Local_ overnment Pension Scheme

rnment Scheme is accounted for as a defined benefits scheme:

bilities of the Hampshire County Council pension scheme attributable to the Council
ficiuded in the balance sheet on an actuarial basis using the projected unit method —
i.e. an=assessment of the future payments that will be made in relation to retirement
benefits earned to date by employees based on assumptions about mortality rates,
employee turnover rates ete, and projections of projected earnings for current employees

* Liabilities are discounted to their value at current prices, using a discount rate based on
the AA corporate bond rate as required by the SORP.

* The assets of the Hampshire County Council pension fund attributable to the Council are
included in the balance sheet at fair value:

. Quoted securities — current bid price
. Unquoted securities — professional estimate
. Unitised securities — current bid price
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. Property — market value

The change in the net pensions’ liability is analysed into seven components:

1. Current service cost — the increase in liabilities as a result of years of service earned this
year — allocated in the Comprehensive Income and Expenditure Statement to the revenue
accounts of services for which the employees worked.

2. Past service cost — the increase in liabilities arising from current year decisions whose effect
relates to years of service earned in earlier years - debited to the Surplus or Deficit in the
Comprehensive Income and Expenditure Statement as part of Non-Distributed Costs.

3. Interest cost - the expected increase in the present value of i
move one year closer to being paid - debited to Financi
Expenditure line in the Comprehensive Income and Exper

flities during the year as they
d Investment Income and
tatement.

4. Expected return on assets — the annual investment ret he fund assets attributable to
the Council, based on an average of the expected: long-term return — credited to Financing
and Investment Income and Expenditure line in the Comprehensive Income and Expenditure
Statement.

the result of actions to religve the Council of
liabilites or events that reduce the d future service or accriab:of benefits of
employees — debited or credited to Blus ar Deficit,.gn the Pravision ervice in the
Comprehensive Income and Expenditure-Statement as part of Non-Distributed Costs.

5. Gains/losses on settlements and curtailmgr

6. Actuarial gains and losses — changes in thé net pensions liability that arise because events
have not coincided with assumptions made at the last actuarial valuation or because the
tions — debited to the Pensions Reserve.

actuaries have updated their assum

7. Contributions paid to Hampshire Col ncil — ¢ aid as employer's contributions to
the pensicn fund in settlement of liabilities 116t accounted feras an expense.

In relation to retirement benefits, statutory provisions require the General Fund balance to be charged
with the amount payable by the.Council to the pénsion fund in the year, not the amount calculated
according to the relevant accounling standards..In-the Movement in Reserves Statement this means
there are approprj the Pensi eserve to remove the noticnal debits and credits for

The reguirement to recognise the-net pensions.liability in the balance sheet has reduced the reported
net warth of the Council by £303.55M in 2010/1 1-and by £408.99M in 2009/10.

tory arrangements for funding the deficit mean that the financial
sition of the Council remainsg: Ithy. The deficit will be made good aver time by increased
htributions by the Couneil and employees over the remaining working life of employees, at a level
assessed by the scheme actuary. For further information please see note 39.

Discretionary Benefits

The Coungiiialso has restricted powers to make discretionary awards of retirement benefits in the event
nts. Any liabilities estimated to arise as a result of an award to any member of staff

3) aredicrued in the year in which the liability arises to make the award and
theisame policies as are applied to the Local Government Pension Scheme.

{including tea
accounted for us

Events After the Balance Sheet date

Events after the Balance Sheet date are those events, hoth favourable and unfavourable, that occur
between the end of the reporting period and the date when the Financial Statements are authorised for
issue. Two types of events can be identified:

* Those that provide evidence of conditions that existed at the end of the reporting period — the
Financial Statements are adjusted to reflect such events

* Those that are indicative of conditions that arose after the reporting period — the Financial
Statements are not adjusted to reflect such events, but where a category of events would have
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a material effect, disclosure is made in the notes of the nature of the events and their estimated
financial effect.

Events taking place after the date of authorisation far issue are nct reflected in the Statement
of Accounts. For Southampton City Council this date has been determined as the 30 September 2011.

Financial instruments

Financial Liabilities

Financial liabilities are recognised on the Balance Sheet when the C
contractual pravisions of the financial instrument and are initially mea:
their amortised cost. Annual charges to the Financing and Invest ome and Expenditure line in
the Comprehensive Income and Expenditure Statement for interet le are based on the carrying
amount of the liability, multiplied by the effective rate of interest for the insttument. The effective interest
rate is the rate that exactly discounts the estimated future cash payments aver the life of the instrument
to the amount at which it was originally recognised.

cil becomes a party to the
at fair value and carried at

| gans that the amount prese :
ccrued interest); and intere
the amaount.géyable for the yea

For most of the borrowings that the Council has, th'
Sheet is the outstanding principal repayable
Comprehensive Income and Expenditure Statem
loan agreement.

d in the Balance
sharged to the
rding to the

Gains and losses on the repurchase or early settlement of borrowing are credited and debited to the
Financing and Investment Income and Expenditure line in the Gomprehensive Income and Expenditure
Statement |n the year of repurchase/seﬁlemen E urchase has taken place as part of
exchange of existing instruments,
the premium or discount is respectively deducted “or added he amortised cost of the new or
maodified loan and the write-down to the Comprehensive Income and Expenditure Statement is spread
over the life of the loan by an adjustment to the effective interest rate,

d to the Comprehensive Income and Expenditure
al Fund Balance to be spread over future years.
premium over the lifetime of either the repaid loan
or any replacement lgan, whichever:is greater. Discounts must be amortised over the lesser of the
remaining lifetime of the repaid loan or 10 years.

The write-aff:period for the HBA is also on a strdight -line basis over the lesser of the unexpired period

€ reconciliation of amopunts ch to the Comprehensive Income and Expenditure Statement to the
t:charge required against the al Fund Balance is managed by a transfer to or from the Financial
Instruments Adjustment Account in the Movement in Reserves Statement.

» Loans andfeceivables — assets that have fixed or determinable payments but are not quoted in
an active market

s Available-for-sale assets — assets that have a quoted market price and/or do not have fixed or
determinable payments.

Loans and Receivables

Loans and receivables are recognised on the Balance Sheet when the Council becomes a party to the
contractual provisions of the financial instrument and are initially measured at fair value. They are
subsequently measured at their amortised cost. Annual credits to the Comprehensive Income and
Expenditure Statement for interest receivable are based on the carrying amount of the asset multiplied
by the effective rate of interest for the instrument. For most of the loans that the Council has made, this
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means that the amount presented in the Balance Sheet is the outstanding principal receivable (plus
accrued interest) and that interest credited to the Comprehensive Income and Expenditure Statement is
the amount receivable for the year in the loan agreement.

Where assets are identified as impaired because of the likelihood arising from a past event that
payments under the contract will not be made, the asset is written and a charge made to the relevant
service (for receivables specific to that service) or the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement. The impairment loss is
measured as the difference between the carrying amount and the present value of the revised future
cash flows discounted at the asset’s original effective interest rate.

or debited to the Financing
nd Expenditure Statement.

Any gains and losses that arise on derecognition of an asset are cregi
and Investment Income and Expenditure line in the Comprehensive |

Soft Loans

Local authorities sometimes make loans for policy reasons rather than as financial instruments and
these loans may be interest-free or at rates below prevailing market rates. For Southampton City
Council, the difference hetween the effective rate of jfilerest and the contractual tate of interest is not
deemed to be material to the accounts and thereforé ot been accounted for in the:Comprehensive
Income and Expenditure Statement.

Southampton City Council grants the following types=ef:seft loans;
* Car and Cycle Loans

s Season Ticket Loans

s  Welfare Loans

The Council also provides Private Sector Home | =These are granted for private
sector home owners to make improvements to their properties. This is treated as capital expenditure and
written off to revenue as Revenue Expenditure funded from Capital under Statute. The loans are interest
free and only become..repayable when the property is sold. As these loans are treated as capital
nd as the period of the loan is unknown, they have

Available for Sale Assets

Avajlable-for-s ssels are
ractual prov of the

gnised on the Balance Sheet when the Council becomes party to the
: ncial instrument and are initially measured and carried at fair value.
fe the asset has'tixed or def inable payments, annual credits to the Financing and Investment
me and Expenditure line in the-Eomprehensive Income and Expenditure Statement for interest
receivable are based on the amortised cost of the asset multiplied by the effective rate of interest for the
instrument. Where there are no fixed or determinable payments, income (e.g. dividends) is credited to the
Comprehensive Income and Expenditure Statement when it becomes receivable by the Council.

ined indhe Balance Sheet at fair value. Values are based on the following principles:
ith quoted market prices — the market price;

s Other instruments with fixed and determinable payments — discounted cash flow analysis

»  Equity shares with no quoted market prices — independent appraisal of company valuations.
Changes in fair value are balanced by an entry in the Available-for-Sale Reserve and the gain/loss is
recognised in the Surplus or Deficit on Revaluation of Available for Sale Financial Assets. The exceptian
is where impairment losses have been incurred — these are debited to the Financing and Investment

Income and Expenditure line in the Comprehensive Income and Expenditure Statement, along with any
net gain/loss for the asset accumulated in the Available-for-Sale-Reserve.
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Where assets are identified as impaired because of a likelihood arising from a past event that payments
due under the contract will not be made (fixed or determinable payments) or fair value falls below cost,
the asset is written down and a charge magde to Financing and Investment Income and Expenditure line in
the Comprehensive Income and Expenditure Statement. If the instrument has fixed or determinable
payments, the impairment loss is measured as the difference between the carrying amount and the
present value of the revised future cash flows, discounted at the asset's original effective interest rate.
Otherwise the impairment loss is measured as any shortfall of fair value against the acquisition cost of the
instrument (net of any principal repayment of amortisation).

Any gains and losses that arise on the derecognition of the asset are credited/debited to the Financing
and Investment Income and Expenditure line in the Comprehensive Income and Expenditure Statement,
along with any accumulated gains/losses previously recognised in the Avgilable-for-Sale Reserve.

Where fair value cannot be reliably measured, the instrument is ¢
losses). '

at cost (less any impairment

Foreign Currency Transaction

The Council does not undertake any material fore

Government Grants and Other Contributions

when there'i onable assurance that:

and donaticns are recognlsed as due to the' Co

ed to the payments, and

» the Council will comply with the conditions
s the grants or contributions will be received.

Amounts recognised :as-due te Council .grg, Aot credited to the Comprehensive Income and
the grant or contribution have been satisfied.
> economic benefits or service potential embodied
re required to be consumed by the recipient as

specified, or future ecenomic henetits-or service potential must be returned to the transferor.

Monies advanced as grants and contributions for-which conditions have not been satisfied are carried in
hen conditions are satisfied, the grant or contribution is credited to the
enue grants and contributions) or Taxation and Non-Specific Grant
ome {(non-ringfenced revenue ts and all capital grants) line in the Comprehensive Income and

Penditure Statement.

Where capital grants are credited to the Comprehensive Income and Expenditure Statement, they are
reversed ol of the General Fund Balance in the Movement in Reserves Statement. Where the grant
has yet to used to finance capital expenditure, it is posted to the Capital Grants Unapplied reserve.
Where it has Deen applied, it is posted to the Capital Adjustment Account. Amounts in the Capital

Area Based Grant

Area Based Grant {ABG) is a general grant allocated by central government directly to local authorities
as additional revenue funding. ABG is non-ringfenced and is credited to Taxation and Non-Specific
Grant Income in the Comprehensive Income and Expenditure Statement.

Intangible Assets

Expenditure on non-monetary assets that do not have physical substance but are controlled by the
Council as a result of past events (e.g. software licences) is capitalised when it is expected that future
economic benefits or service potential will flow from the intangible asset to the Council.
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Internally generated assets are capitalised where it is demonstrable that the project is technically
feasible and is intended to be completed {with adequate resources being available) and the Council will
be able to generate future economic benefits or deliver service potential by being able to sell or use the
asset. Expenditure is capitalised where it can be measured reliably as attributable to the asset and is
restricted to that incurred during the development phase (research expenditure cannot be capitalised).

Expenditure on the development of websites is not capitalised if the website is solely or primarily
intended to promote or advertise the Council’'s goods or services.

Intangible assets are measured initially at cost. Amounts are only revalued where the fair value of the
assets held by the Council can be determined by reference to an agtive market. In practice, no
intangible asset held by the Council meets this criterion, and they are therefore carried at amortised
cost. The depreciable amount of an intangible asset is amortised, useful life to the relevant
service line(s) in the Comprehensive Income and Expenditure ent. An asset is tested for
impairment whenever there is an indication that the asset might bé impaired — any losses recognised
are posted to the relevant service line(s) in the Comprehensive Income and Expenditure Statement. Any
gain or loss arising on the disposal or abandonment of an intangible asset is posted to the Other
Operating Expenditure line in the Comprehensive Income and Expenditure Statement.

Where expenditure on intangible assets qualifj capital expenditure for “statutory purposes,
amortisation, impairment losses and disposal galis ahd losses areng n impact on
the General Fund Balance. The gains and losses _are therefore reversed out of the"General Fund
Balance in the Movement in Reserves Statement and posted to the Capital Adjustment Account and (for

any sale proceeds greater than £10 OOO) the Capital Receipts Reserve.

Interests in Companies and Other Entltles

The Council reviews annually any Interests in: D ¢ tither Entities for any Financial
Relationships which under the Code of Practice classtflcatron wollld require the Council to produce
Group Accounts.

In 2010/11 there were:ng-relationg which w

gigkrequire the Council to produce Group Accounts.

Inventories and Long-Term

Where possible stock and wark in progress are valued in the Balance Sheet at the lower of cost, or net
realisable value.. There are two notable exceptions_fo this rule in the accounts:

res stock has been valued on an “Average Cost” basis.
*  Housing Repalirs “Sch of Rates” work is valued at cost plus overheads and profit.

Where there is internal work in progress it has been eliminated when the accounts are consglidated.

roperty

Investment prop s are those that are used solely to earn rentals and/ar for capital appreciation. The
definition is not met if the property is used in any way to facilitate the delivery of services or the
production of goods or is held for sale.

Investment properties are measured initially at cost and subsequently at fair value, based on the
amount at which the asset could be exchanged between knowledgeable parties at arm's-length.
Properties are not depreciated but are revalued annually accerding to market conditions at the year-
end. Gains and losses on revaluation are posted to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement. The same treatment is
applied to gains and losses on disposal.

Rentals received in relation to investment properties are credited to the Financing and Investment
Income line and result in a gain for the General Fund Balance. However, revaluation and disposal gains
and lpsses are not permitted by statutory arrangements to have an impact on the General Fund
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Balance. The gains and losses are therefore reversed out of the General Fund Balance in the
Movement in Reserves Statement and posted to the Capital Adjustment Account and (for any sale
proceeds greater than £10,000) the Capital Receipts Reserve.

Jointly Controlled Operations and Jointly Controlled Assets

Jaintly controlled aperations are activities undertaken by the Council in conjunction with other venturers
that involve the use of the assets and resources of the venturers rather than the establishment of a
separate entity. The Council recognises on its Balance Sheet the assets that it controls and the liabilities
that it incurs and dehits and credits the Comprehensive Income and Expenditure Statement with the
expenditure its incurs and the share of income it earns from the activity of the operation.

Jointly controlled assets are items of property, plant or equipmentt re jointly controlled by the
Council and other venturers, with the assets being used to obtain s for the venturers. The jaint
venture does not involve the establishment of a separate entity. The Catingil accounts for only its share
of the jointly controlled assets, the liabilities and expenses that it incurs on its own behalf or jointly with
others in respect of its interest in the joint venture and income that it earns fraom the venture.

Leases

Leases are classified as finance leases where t r all the risks
and rewards incidental to ownership of the property. plant or equment from the lessor ta the lessee. All
other leases are classified as operating leases.

Where a lease covers both land and buildings, the land and buildings elements are considered
separately for classification.

Arrangements that do not have the legal status £a.right to use an asset in return for
payment are accounted for under this policy where u[fllment of the arrangement is dependent on the
use of specific assets.

The Council as Lessee

Finance Leases
Property, plant ang:-equipment nder finan ases is recognised on the Balance Sheet at the
commencement of the lease atils fair value measuted at the lease’s inception (or the present value of
the minimum lease payments;:ift-lower). The asset:-recognised is matched by a liability for the obligation
to pay the [essor. Initial- direet costs of the Council are added to the carrying amount of the asset.

dse payments are apportioned b

* . a charge for the acquisition of the interest in the property, plant or equipment — applied to write
down the lease liability, and

* g finance charge {debited to the Financing and Investment Income and Expenditure line in the

Property, Plan Eglipment recognised under finance leases is accounted for using the policies
applied generally 1o such assets, subject to depreciation being charged over the lease term if this is
shorter than the asset's estimated useful life (where ownership of the asset does not transfer to the
Council at the end of the lease period).

The Council is not required to raise council tax to cover depreciation or revaluation and impairment
losses arising on leased assets. Instead, a prudent annual contribution is made from revenue funds
towards the deemed capital investment in accordance with statutory requirements. Depreciation and
revaluation and impairment losses are therefore substituted by a revenue contribution in the General
Fund Balance, by way of an adjusting transaction with the Capital Adjustment Account in the Movement
in Reserves Statement for the difference between the two.
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Operating Leases

Rentals paid under operating leases are charged to the Comprehensive Income and Expenditure
Statement as an expense of the services benefitting from use of the leased property, plant or
equipment. Charges are made on a straight-line basis over the life of the lease, even if this does not
match the pattern of payments (e.g. there is a rent-free period at the commencement of the lease).

The Council as Lessor

Finance Leases

Where the Council grants a finance lease over a property or an item of plant or equipment, the relevant
asset is written out of the Balance Sheet as a disposal. At the commen nt of the lease, the carrying
amount of the asset in the Balance Sheet {whether Property, Plant ipment or Assets Held for
Sale) is written off to the Other Operating Expenditure line i ~omprehensive Income and
Expenditure Statement as part of the gain or loss on disposal. A presenting the Council’'s net
investment in the lease, is credited to the same line in the Comprenensive Income and Expenditure
Statement also as part of the gain or loss on disposal (i.e. netted off against the carrying value of the
asset at the time of disposal), matched by a lease {long-term debtor) asset in the Balance Sheet.

Lease rentals receivable are apportioned between:
s 3 charge for the acquisition of the interg yn the lease
debtor (together with any premiums receiv

s finance income {credited to the Financing and lnvestment:-Income and Expenditure line in the
Comprehensive Income and Expendlture Statement).

The gain credited to the Comprehenswe In me and Expenditure Statement on disposal is not
permitted by statute to increase the Géheral guired to be treated as a capital
receipt. Where a premium has been redeived, “posted out olthe General Fund Balance to the
Capital Receipts Reserve in the Movement in Reserves Statement. Where the amount due in relation to
the lease asset is to be settled. by the payment of rentals in future financial years, this is posted out of
the General Fund Balance tg the. Deferred Capital:Receipts Resefve in the Movement in Reserves
Statement. When i e element for the capital receipt for the disposal of
the asset is use r. At this point, the deferred capital receipts are
transferred to th

The written-off value of disposals is not a charge against council tax, as the cost of fixed assets is fully
pravided for under separate arrangements for capital financing. Amounts are therefore appropriated to
the  Capital ent Aco nt from the General Fund Balance in the Movement in Reserves

Where the Council grants.an operatmg lease over a property or an item of plant or equipment, the asset
is retained in the Balance Sheet. Rental income is credited to the Other Operating Expenditure line in
the Comprehensive Income and Expenditure Statement. Credits are made on a straight-line basis over
the life of the.Jease, even jf this does not match the pattern of payments (e.g. there is a premium paid at

added to the casrying ameunt of the relevant asset and charged as an expense over the lease term on
the same basis as:fental income.

Overheads and Support Services

The costs of overheads and support services are charged to those that benefit from the supply or
service in accordance with the costing principles of the CIPFA Best Value Accounting Code of Practice
2010/11 (BVACOP). The total absorption costing principle is used — the full cost of overheads and
support services are shared between users in praportion to the benefits received, with the exception of:

s Corporate and Democratic Core — costs relating to the Council's status as a multifunctional,
democratic arganisation.

= Non Distributed Costs — the cost of discretionary benefits awarded to employees retiring early
and impairment losses chargeable on Assets Held for Sale.
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These two cost categories are defined in BVACOP and accounted for as separate headings in the
Comprehensive Income and Expenditure Statement, as part of Net Expenditure within the cost of
services.

Property, Plant and Equipment

Assets that have physical substance and are held for use in the production or supply of goods or
services, for rental to others, or for administrative purposes and that are expected to be used during
more than one financial year are classified as Property, Plant and Equipment.

Recognition

Expenditure on the acquisition, creation or enhancement of Property, P
on an accruals basis, provided that it is probable that the future econt enefits or service potential
associated with the item will flow to the Council and the cost of m can be measured reliably.
Expenditure that maintains but does not add to an asset's potentigf todctiver future economic benefits
or service potential {ie repairs and maintenance) is charged as an expense when it is incurred.

nd Equipment is capitalised

Measurement
Assets are initially measured at cost, comprising:
s The purchase price and
= Any costs attributable to bringing the as
capable of operating in the manner intended by management

for it to be

The Council does not capitalise borrowing costs incurred whilst assets are under canstruction.

The cost of assets acquired other thar by purchase is deemed 1o be its fair value, unless the acquisition
does not have commercial substance {igg;:it wi ead to a variation in the cash flows of the Council).
In the latter case, where an asset is acquired via an.gxghange, thegast of the acquisition is the carrying
amount of the asset given up by the Council,

Donated assets are measured Jnltlally at falr valye. The difference between fair value and any
| i don-Specific Grant Income line of the Comprehensive
ation has been made conditionally. Until conditions
ssets Account. Where gains are credited to the
Comprehensive igime and Expenditure Statement, they are reversed out of the General Fund Balance
to the Capital Adjustment Accaunt in the Movement in:Reserves Statement.

Assels are then carried in the:Balance Sheet using'the following measurement bases:

s Infrastructlire, commu

s Dwellings —fairvalue, déte
SH)

= All other assets = fair value, determined as the amount that would be paid for the asset in its
existing use {(existing use value — EUV).

sets and assets under construction — depreciated histarical cost
ned using the basis of existing use value for social housing (EUV-

Where the
depreciated

no market-based evidence of fair value because of the specialist nature of an asset,
ement cost (DRC) is used as an estimate of fair value.

Where non-property-assets that have short useful lives or low values (or both), depreciated historical
cost basis is used as a proxy for fair value.

Assets included in the Balance Sheet at fair value are revalued sufficiently regularly to ensure that their
carrying amount is not materially different from their fair value at the year-end, but as a minimum every
five years. Increases in valuations are matched by credits to the Revaluation Reserve to recognise
unrealised gains. Exceptionally, gains might be credited to the Comprehensive Income and Expenditure
Statement where they arise from the reversal of a loss previously charged to a service.

Where decreases in value are identified, they are accounted for by:
» where there is a balance of revaluation gains for the asset in the Revaluation Reserve, the
carrying amount of the asset is written down against that balance (up to the amount of the
accumulated gains)

_26 -



= where there is no balance in the Revaluation Reserve or an insufficient balance, the carrying
amount of the asset is written down against the relevant service line(s) in the Comprehensive
Income and Expenditure Statement unless the decrease is considered to be exceptional in
nature.

The Revaluation Reserve contains revaluation gains recognised since 1 April 2007 only, the date of its
formal implementation. Gains arising before that date have been consclidated into the Capital
Adjustment Account.

Impairment
Assets are assessed at each year-end as to whether there is any indi
impaired. Where indications exist and any possible differences are
recoverable amount of the asset is estimated and, where this is le
asset, an impairment loss is recognised far the shortfall.

lion that an asset may he
fmated to be material, the
the carrying amount of the

Where impairment losses are identified, they are accounted for by:

r.the asset in the P.evaluation Reserve, the
ainst that balance (up to.the amount of the

= where there is a balance of revaluation gain
carrying amount of the asset is written down
accumulated gains)

= where there is no balance in the Revalug Reserve or gh. insufficient balange;.the carrying
amount of the asset is written down against the relevant service line(s) in the Camprehensive
Income and Expenditure Statement unless the impairment’is considered to be exceptional in
nature.

line(s) in the Comprehensive Income and Exp -
adjusted for depreciation that would have'tieen charge f the loss had.not been recegnised.

Depreciation
Depreciation is provided for on a

Hhd equipment — a percentage of the value of each class of assets in
the Balance Sheét, as advised by a suitably qualified officer
* infrastructure — straight-line altacation over 25 years.

Where an item of Property, Plant and Equipment asset has major components whose cost is significant
in relation e total cost i the item, the components are depreciated separately to the extent that the
componen t lives.ditfér significantly.

Revaluation gairig d@re dlso depreciated, with an amount equal to the difference between current value
depreciation charged on assets and the depreciation that would have been chargeable hased on their
historical cost being transferred each year from the Revaluation Reserve to the Capital Adjustment
Account.

Disposals and Non-current Assets Held for Sale

When it becomes probable that the carrying amount of an asset will be recovered principally through a
sale transaction rather than through its continuing use, it is reclassified as an Asset Held for Sale. The
asset is revalued immediately before reclassification and then carried at the lower of this amount and
fair value less costs to sell. Where there is a subsequent decrease to fair value less cosis to sell, the
loss is posted to the Other Operating Expenditure line in the Comprehensive Income and Expenditure
Statement. Gains in fair value are recognised only up to the amount of any previously losses recognised
in the Surplus or Deficit on Provision of Services. Depreciation is not charged on Assets Held for Sale.
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If assets no longer meet the criteria to be classified as Assets Held for Sale, they are reclassified back
to non-current assets and valued at the lower of their carrying amount before they were classified as
held for sale; adjusted for depreciation, amartisation or revaluations that would have been recognised
had they not been classified as Held for Sale, and their recoverable amount at the date of the decision
not to sell.

Assets that are to be abandoned or scrapped are not reclassified as Assets Held for Sale.

When an asset is disposed of or decommissioned, the carrying amount of the asset in the Balance
Sheet (whether Property, Plant and Equipment or Assets Held for Sale) is written off to the Other
Operating Expenditure line in the Comprehensive Income and Expendt Statement as part of the
gain or loss on disposal. Receipts from disposals (if any) are to the same line in the
Comprehensive Income and Expenditure Statement also as part g gain or loss on disposal (ie
netted off against the carrying value of the asset at the time sal). Any revaluation gains
accumulated for the asset in the Revaluation Reserve are transferred. to the Capital Adjustment
Account.

Amounts received for a disposal in excess of £10,000 are categorised as capital receipts. A proportion
of receipts relating to housing disposals (75% for gwellings, 50% for land and other assets, net of
statutory deductions and allowances) is payable eipts is required
to be credited to the Capital Receipts Reserve, akj )
set aside to reduce the Council's underlying n fo borrow _{he capital financing reguirement).
Receipts are appropriated to the Reserve from the General Fund Balance in the Movement in Reserves
Statement.

The written-off value of disposals is not agcharge agalnst counc:ll tax
provided for under separate arrangements for ;
Adjustment Account from the General Fung:Balane

, as the cost of fixed assets is fully
ts are appropriated to the Capital
n Reserves Statement.

Private Finance Initiatives (PFI) and Similar Contracts

PFl and similar
available the

ive services, where the responsibility for making
ded to provide the services passes to the PFI
ervices that are provided under its PFI schemes,

contracts for no addltlonal charge the Council carries the assets used under the contracts on its
Balance Sheet as part of Property, Plantand Equipment.

Non current assets recognised on the-Balance Sheet are revalued and depreciated in the same way as
property, plant and equipment owned by the Council.

of the services received during the year — debited to the relevant service in the

ive Income and Expenditure Statement

Finance cost — a percentage interest charge on the outstanding Balance Sheet liability, debited
to the Financing and Investment Income and Expenditure line in the Comprehensive Income
and Expenditure Statement

+ Contingent rent — increases in the amount to be paid for the property arising during the contract,
debited to the Financing and Investment Income and Expenditure line in the Comprehensive
Income and Expenditure Statement

s Payment towards liability — applied to write down the Balance Sheet liability towards the PFI
operator (the profile of write-downs is calculated using the same principles as for a finance
lease)

s Lifecycle replacement costs — proportion of the amounts payable is posted to the Balance Sheet
as a prepayment and then recognised as additions to Property, Plant and Equipment when the
relevant works are eventually carried out.
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Provisions, Contingent Liabilities and Contingent Assets

Provisions

Provisions are made where an event has taken place that gives the Council a legal or constructive
obligation that probably requires settlement by a transfer of economic benefits ar service potential, and
a reliable estimate can be made of the amount of the obligation. For instance, the Council may be
involved in a court case that could eventually result in the making of a settlement or the payment of
compensation.

Pravisions are charged as an expense to the appropriate service line in the Comprehensive Income and
Expenditure Statement in the year that the Council becomes aware of the gbligation, and are measured
at the best estimate at the balance sheet date of the expenditure require gettle the obligation, taking
into account relevant risks and uncertainties.

When payments are eventually made, they are charged to the p arried in the Balance Sheet.
Estimated settlements are reviewed at the end of each financial year = where it becomes less than
probable that a transfer of economic benefits will now be required {or a lower settlement than
anticipated is made), the provision is reversed and credited back to the relevant service.

Where some or all of the payment required to s . recovered from
ancther party (e.g. from an insurance claim), this

it is virtually certain that reimbursement will be rece

provision is expected tg
¥ recognised as income for the
g if the Council settles the obligati

Provision for Back Pay Arising from Unequal Pay Claims

The Council received a number of Equal Pay claims and made a provision in the 2009/10 Accounts to
meet any liabilities arising from the Titigation process. It is important to note at this juncture that the
Council has applied in full the Equal Pay Capitalisation Direction, ccordance with section 168{2){b) of
the Local Authorities Capital finance angd. Acco [
Equal Pay Claims to be treated as Capital Expendlture This means that the impact on the
Comprehensive Income and Expenditure Statement in.2009/10 was neutralised by a movement within
the Statement of Movement.on.the General Fund.Balance i.e.:there was impact on the Council's
retained surplus f

However, in ac cial Reporting Standard 12 (Pravisions, Contingent
Liabilities and Coati : se.not to disclose the information usually required to
be shown within the Statement of Accounts in relation.to the Equal Pay Provision. This was based on
the advice of the Monitoring. Officer that to disclose the information would sericusly prejudice the
Council's position W|th regard to ongoing litigation. The Council's position remains unchanged for
ebort in accordance with Paragraph 97 of FRS12.

ndfill Allowance Schemes
ndfill allowances, whether allocated: by DEFRA or purchased from another Waste Disposal Authority
(WDA) are recognised as current assets and are initially measured at fair value. Landfill allowances
allocated by DEFRA are accaounted for as a government grant.

After initi gnition, allowances are measured at the lower of cost and net realisable value.

As landfill is u g liability and an expense are recognised. The liability is discharged either by
surrendering allowances or by payment of a cash penalty to DEFRA {or by a combination). The liability
is measured at the best estimate of the expenditure required to meet the obligation, normally the market
price of the number of allowances required to meet the liability at the reporting date. However, where
some of the obligation will be met by paying a cash penalty to DEFRA, that part of its liability is
measured at the cost of the penalty.

Contingent Liabilities

A contingent liability arises where an event has taken place that gives the Council a possible obligation
whose existence will only be confirmed by the occurrence or otherwise of uncertain future events not
wholly within the control of the Council. Caontingent liabilities also arise in circumstances where a
provision would otherwise be made but either it is not probable that an outflow of resources will be
required or the amount of the obligation cannot be measured reliably.

_29 .



y)

Caontingent liahilities are nat recognised in the Balance Sheet but disclosed in a note to the accounts.

Contingent Assets

A contingent asset arises where an event has taken place that gives the Council a possible asset whose
existence will only be confirmed by the occurrence or otherwise of uncertain future events not wholly
within the control of the Council.

Contingent assets are not recognised in the Balance Sheet but disclosed in a note to the accounts
where it is probable that there will be an inflow of economic benefits or service potential.

Reserves

The Council sets aside specific amounts as reserves for futu
contingencies. Reserves are created by appropriating amounts out: General Fund Balance in the
Movement in Reserves Statement. When expenditure to be fin m a reserve is incurred, it is
charged to the appropriate service in that year to score against the Surplus or Deficit an the Provision of
Services in the Comprehensive Income and Expenditure Statement. The reserve is then appropriated
back into the General Fund Balance in the Movement in Heserves Statement so that there is no net
charge against council tax for the expenditure.

olicy purposes or to cover

Certain reserves are kept to manage the ac
instruments, retirement and employee benefits a
these reserves are explained in the relevant policies.

Revenue Expenditure Funded From Capltal Under Statute

Expenditure incurred during the year that ma : wstatutory provisions but that does
not result in the creation of a non-current'asset has#ieeh:.charged as expenditure to the relevant service
in the Comprehensive Income and Expenditure Statement. in the: year. Where the Council has
determined to meet the :costiof this expenditure from-existing capital resources or by borrowing, a
transfer in the Movement in Reserves Statement from the General Fund Balance to the Capital
Adjustment Account then reverses o charged so that there is no impact on the level of
council tax.

Value Added tax

All Income and expendﬂure whether capital or-fevenue in nature, excludes any amounts related to
VAT, as'all ected s payable to HM Revenue & Customs and all VAT paid is recoverable from

glitiance to manage the change in the standard rate of VAT (4 January
2011) from 17.5% to 20%, ensuring that VAT continued to be correctly accounted for.

Strategi

On 1 Octob 7, the Council signed a ten year strategic services partnership contract with Capita.
The caontract, involved the TUPE transfer of approximately 650 employees to Capita, delivers a
wide range of services including Customer Services, IT, Property and the administration of HR, Payroll,
Revenue & Benetits and Procurement.

ervices Partnership with Capita

As part of the contract the majority of the Council's IT assets transferred in ownership to Capita. The
contract charges from Capita take account of the fact that we have donated the assets to the contract,
i.e. the contract charges would have been higher if we had not donated the assets or if we had charged
an amount far them.

The contract did not state what this reduction in charges was. Neither was it possible to estimate the
open market value of the assets. Therefore, as the IT assets held on the Balance Sheet had been
originally recognised at cost and were being depreciated over short lives relevant to the nature of the
assets, the Net Book Value (NBV) (£3.2M) was deemed to be a reasonable approximation to the fair
value. The transferred assets have been written out of the Balance Sheet.

- 30 -



A balance for Deferred Consideration (within Lang Term Debtors) has been established with the NBV of
the assets. The deferred consideration is then written down to zero over the 10 year life of the contract
with the debit entry being to the Comprehensive Income and Expenditure Statement. This is then
reversed out through the Movement in Reserves Statement.

As the Council has effectively lent Capita the fair value of the assets, which Capita is repaying in
instalments over the ten year contract by a reduction in the contract payments, the notional interest
related to the value of the assets has been posted to the Comprehensive Income and Expenditure
Statement. This has also been reversed out through the Movement in Reserves Statement.

This accounting treatment is consistent with the accounting treatment of donated assets on PFI
contracts

aa) Collection Fund

Billing authorities in England are required by statute to maintain:& e fund for the collection and
distribution of amounts due in respect of Council tax and national non-domestic rates (NNDR). The
fund's key features relevant to accounting for Council tax in the core financial statements are:

= In its capacity as a hilling authority the Councn acls as agent; it collects and dlstrlbutes Council
Tax income ¢on hehalf of the major precept

s While the Council Tax income for the yeat
for the year regulations determine when® in Fund and
transferred to the General Fund of the billing authority or paid out of the Collection Fund to
major preceptors.

* Up to 2009/10 the SORP required the Council Tax income included in the Comprehensive
Income and Expenditure Statement .to that which er regulation was required to be
transferred from the Collection Flind to't billing authority.

e From the year commencing 1% April 2008 the Council Tax income included in the
Comprehensive Income and Expenditure Statement for the year shall be the accrued income for
the year. The difference between the: income included:in- the Comprehensive Income and

Expenditure; Statement uired by regulation to be credited to the Collection

Adjustment Account and included as a reconciling

Since the collection of Council Tax and NNDR Income is in substance an agency arrangement:

s Cash collected by the billing authority frem. Council Tax debtors belongs proportionately to the
billing authorlty and. the major precepters. There will be therefore a debtor/creditor position
¥ : rity and each major preceptor to be recognised since the net cash pald

s . Cash collected from NNDR: taxpayers by hilling autherities {net of the cost of collection
allowance) belongs to the Government and the amount not yet paid to the Government at the
Balance Sheet date shall be included in the Balance Sheet as a creditor; similarly, if cash paid to

Government exceeds the cash collected from NNDR taxpayers (net of the billing authority’'s
lection:dligwance), the excess shall be included in the Balance Sheet as a debtor.

ab) Trust Funds
The Council is sole trustee of several trust funds. As required by the Statement of Recommended
Practice the funds do not represent assets of the Council and have not been included into the Council's
Balance Sheet. For details of the Trust Fund see Trust and Other Funds section.

ac) Regeneration Budgets

Southampton City Council is the Accountable body for the regeneration programmes for the
Government Office for the South East (GOSE).
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2. Accounting Standards that have been issued bu

The Council is respansible for the successful delivery of New Deal for Communities programme that has
been awarded to the City. A Partnership Board of local residents and agencies manages the
programme.

The grant is helping to significantly improve the quality-of-life for the residents in the target area of
Thornhill.

Community Regeneration’s main aims are to build capacity and to deliver henefits to local communities
through lifelong learning, access to employment, better community safety, better health and housing
improvements.

ve not yet been

adopted

The Code of Practice on Local Autherity Accounting in the United Kingdem 2011/12 (the Code) has
introduced a change in accounting policy in relation to the treatment of-heritage assets held by the
Council, which will need to be adopted fully by the Council in the 2011/12 financial statements.

The Council is required to disclose information rel the impact of the account]
financial statements as a result of the adoption by th e of a new standard that be
yet required to be adopted by the Council, in this heritage assets. As is set out a
of the standard will be required for the 2011/12 financial statements. However, the Councilis reguired to
make disclosure of the estimated effect of the new standard in these (2010/11) financial statements. The
new standard will require that a new class of asset, heritage assets, is disclosed separately on the face of

the Council's Balance Sheet in the 201 1/1 2.{inancial statements,

) change on the
ued, but is not

Heritage assets are assets that are held by th heir contribution to knowledge or
culture. The heritage assets held by the Gouncit -.0f assets and artefacts either
exhibited or stored in the local authority museums. The faiir principal collegtions of heritage assets held in
the museums include:

The archaeclogical collection:

It is not possible.at this stage to estimate the value of these assets and the impact the changes will have
ying values and revaluations) and the Comprehensive Income and

. Critical Judgements in“applying Accounting Policies

In applying the accounting policies set out in Note 1, the Council has had to make certain judgements
about complex transactions or those involving uncertainty about future events.

The critical j ents that have the most significant effect an the amounts in the Financial Statements

are:

Asset reclassifications — The Council has made judgements on whether assets are classified as
Investment Property, or Property, Plant and Equipment. These judgements are based on the main reason
that the Council is holding the asset. If the asset is used in the delivery of services or is occupied by third
parties that are subsidised by the Council it is deemed to be a Property, Plant and Equipment asset. If
there is no subsidy and/or a full market rent being charged this would indicate that the asset is an
Investment Property. The classification determines the valuation method used.

Lease classifications — The Council has made judgements on whether lease arrangements are finance
or operating leases e.g. the treatment of all property ground rents as operating leases. These judgements
are bhased on a series of tests designed to assess whether the risks and rewards of ownership have been
transferred from the lessor to the lessee. The results of the tests are taken “in the round” and a decision
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has been made. The accounting treatment far finance and operating leases is significantly different (see
Accounting Policies on Leases) and could have a significant effect on the Financial Statements.

PFl and Similar Contracts — The Council has made judgements as to whether PFI and Similar Contracts
require to be accounted for on Balance Sheet. These judgements are based on whether the Council
controls or regulates what services the operator provides with the infrastructure, to whom it must provide
them and at what price, and whether the Council controls through ownership, beneficial entittement or
otherwise — any significant residual interest in the infrastructure at the end of the arrangement.

Contractual arrangements — The Council has made judgements on whether its contractual
arrangements contain embedded leases (i.e. arrangements that are not legally leases but take the form of
payments in return for the use of specific assets).

Future funding for local government - There is a high degree of u y about future levels of
funding for local government. However, the Council has determine gl this uncertainty is not yet
sufficient to provide an indication that the assets of the Council might be impaired as a result of a need to
close facilities and reduce levels of service provision.

Providing for potential liabilities — The Council h
liabilities and whether a provision or a contingent i
the degree of certainty around the results of pending

judgements about thé likelihood of pending
hould be made. The judgenietits are based on

Doubtful debts allowances — The Council has made judgements about the level of doubtful debts and
allowances that it needs to provide for. These judgements are based on historical experience of debtor
defaults adjusted for the current economig climate.

Major Sources of

Estimation Uncertainty

The Statement of Accounts contains, estimated . figires that are based on assumptions made by the
Council about the fu| '

Estimates are mad perience, current trends and other relevant factors.
However, because balances cannot be determined with certainty, actual results could be materially
different from the assumptions and estimates.

The tfems in

ncil's Balance Sheet at 31 March 2011 for which there is a significant
i hcoming financial year are as follows:

Effect if Actual Results Differ from
Assumptions

If the useful life of assets is reduced,
depreciation increases and the
carrying amount of the assets falls.

Property, Plant and
Equipment

Assets are depreciated over useful
lives - that are dependent on
assumptions about the level of
repdirs and maintenance that will be
incurred in relation to individual | It is estimated that the annual
assets. The current economic | depreciation charge for buildings
climate makes it uncertain that the | would increase by £0.8M if the useful
Council will be able to sustain its | lives was reduced by ane year.

current spending on repairs and
maintenance, bringing into doubt the
useful lives assigned to assets.

Pensions Liability

Estimation of the net liahility to pay
pensions depends on a number of
complex judgements relating to the
discount rate used, the rate at which
salaries are projected to increase,
changes in retirement ages, mortality
rates and expected returns on

The effects on the net pensions
liability of changes in individual
assumptions can be measured. For
instance, a 0.5% increase in the
discount rate assumptions would
result in a decrease in the pension
liability of £61.32M.
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pension fund assets. A firm of
consulting actuaries is engaged to
provide the Council with expert
advice about the assumptions to be

However, the assumptions interact in
complex ways. During 2010/11, the
Council's actuaries advised that the
net pensions liability had increased

applied. by £3.13M as a result of estimates
being corrected as a result of
experience and decreased by
£12.01M attributable to updating of
the assumptions.

Arrears At 31 March 2011, the Council If collection rates were to deteriorate,
had a balance of sundry debtors of increasi ur impairment rate to
£8.5M. The current level of 50% require an additional
impairment allowance, based on 22.1M t aside as an allowance.
previous experience, is £2.2M i.e.

26%.

5. The Move to International Financia

orting Standards {IFRS)

The financial statements for 2010/11 are the first lg bhg icial Reporting
Standards (IFRS) basis, adapted for the public -se;:tor by the Céde of Practice on“lggal Authority
Accounting (The Code). This has resulted in the restatement of some opening balances and
transactions, with the result that some prior year comparative figures in the financial statements for
2010/11 are different from the equivalent figures presented in the 2009/10 financial statements.

The most significant differences and théir redssh

Property, Plant and Equipment

Property, Plant and Equipment {previously known as fixed assets) have been renamed, reclassified and
redefined. The Code alsg reqtiires changes in the“vatue of investment property to be charged, along
with other expenditure and incgrrie from investment properties, to the Comprehensive Income and
Expenditure Staten tment Property Revaluation Reserve is no longer
required, the 09 of £14.8M has been written off to the Capital
in 2009/10 has been initially credited to the
efore being also transferred to the CAA via the

Comprehensive Ifncome and Expenditure Account
Maovement in Reserves Staterfient.

alents has changed and are represented by cash in hand, deposit
accounts and Money Market Funds which are repayable without penalty on notice of not more than 24
hours.

Impact o
Current Assets 31 March 2009 31 March 2010
Cash & Cash Equivalents £000's £000's
Balance 2009/10 Accounts 174 176
Reclassification of Short-Term Investments to Cash 6,640 10,645
Restated Balance 6,814 10,821
Short-Term hvestments £000's £000's
Balance 2009/10 Accounts 21,900 40,664
Reclassification of Short-Term Investments to Cash (6,640} {10,645)
Restated Balance 15,260 30,019
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Capital Grants and Contributions

Under the Code, grants and contributions for capital schemes are recognised as income when they
become receivable and any conditions have been met. Capital Grants & Contributions Unapplied is
recorded on the balance sheet as a usable reserve. Grants and contributions with outstanding
conditions are credited to Capital Grant Receipts In Advance in the Liabilities section of the Balance
Sheet and are not recognised as income until the conditicns are met.

Previously, unused grants were held in a Capital Grants & Contributions Unapplied account in the
Liabilities section of the Balance Sheet until they were expended, at which point they were transferred to
Government Grants & Contributions Deferred account and recognised as income over the life of the
assets which they were used to fund.

In addition, some Grants and Contributions Unapplied balances
creditors have been reclassified i.e. 1 April 2009 £0.594M and 1
Balance Sheets below).

ere incorrectly shown within
010 £0.752M (See Restated

As a consequence of adopting the accounting policy reqUIred by the Code, the financial statements
have been amended as follows:

s At 1 April 2009 Grants and Contribution
have outstanding conditions £13.948M
transferred to Capital Grants & Contribu Beceipts In Advance. The balanc
no conditions has been transferred to Capital Grants and Contributions Unapplied Reserve. The
corresponding halances at 1 April 2010 were £18:0893M and £9.720M respectively.

s The £43.5M balance on the Gevernment Grants & Contributions Deferred Account as at 1% April
2009 has been transferred to. thé'.Capital Adjustment. Account in the opening 1 April 2009
Balance Sheet.

s Government Grants & Contributiéns Defert t were amertised in 2009/10 of (£1.727M) have
been removed from, and Government Grants and Contributions. previously deferred in 2009/10
of £13.620M have been added to, the Compréhensive Income and Expenditure Statement in
the com parative figures:

Reserve increase in 2009/10 of £2.020M has also
nd Expenditure comparative figures as required.

nt and Equipmert operating#@ases to finance leases.

Thefinancial statements have been amended as follows:

The council has regognised an asset and a finance lease liability;
sioperating leage charge has been removed from the net cost of services;

ation ghéatge has been included in the net cost of services;

iation charge has been transferred from the General Fund to the Capital Adjustment
Account,*&hd the General Fund has been charged with the Minimum Revenue Provision (with
the credit being made to the Capital Adjustment Account). The transfers are reflected in the
balance sheets as at 1 April 2009 and 31 March 2010, and the adjustments that relate to
2009/10 are reported in the Movement in Reserves Statement for the year;

s  The interest element of the lease payment is charged to the Interest Payable and Similar

Charges line in the Surplus or Deficit on the Provision of Services.
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Impact on Property, Plant and Equipment:

Property, Plant and Equipment

Vehicles, Plant & Equipment

Opening Balance 2009/10 (2009/10 Accounts}
Finance Leases Reclassification 1 April 2009

Restated 1 April 2009 Balance

Closing Balance 2009/10 (2009/10 Accounts)
Finance Leases Reclassification 1 April 2009
Finance Lease Additions 200910
Depreciation Charge 2009/10

Restated 31 March 2010 Balance

Cost Depn NBV
£000's £000's £000's
7,875 (2,244) 5,631
6,207 {1,840} 4,367
14,082 (4,084) 9,008
10,954 (2,802} 8,152
6,207 {1,840} 4,367
1,627 - 1627
(1,310} (1,310}

18,788 {5,952) 12,836

Impact on Creditors:

Creditors (Current liabilities)

Balance 200940 Accounts
Finance Leases Reclassification 1 April 2009
Teacher's Holiday Pay Accrual

Finance Lease Additions 2009/10
Reclassified to Grants & Contributions receipts in advance

Restated Balance

31 March 2009

31 March 2010

£000's £000's
(61,125) (71,677)
(1,106} (1,089)
(2,424) (3,017)
(305)

594 752
(64,061) (75,336)
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Impact on Long Term Liabilities:

Long Term Liabkilities 31 March 2009 31 March 2010
Einance Creditor £000's £000's
Balance 2009410 Accounts (50,301} {48,929}
Finance Leases Reclassification 1 April 2009 (2,733} {2,733}
Transfer to Current Creditors 1,089
Finance Lease Additions 2009410 {1,125}
Restated Balance (53,034) (51,698)
Government Grants & Contributions Deferred £000's £000's
Balance 09/10 Accounts {43,535} (65,428}
No longer Required - Written Off to the Capital Adjustment

Accounf{CAA} 43,535 43,535
09/10 Increase written off to the CAA via the

Comprehensive I&E Statement 11,893
Restated Balance 0 0
Capital Grants & Contributions Receipts in Advance £000's £000's
Balance 2009/10 Accounts {(21,054) (27,061}
Transferred to Capital Grants and Contributions Unapplied

Reserve 7,700 7,700
2009/10 Movement transferred to Capital Grants and

Contributions Unapplied Reverve via the Comprehensive

| & E Statement 2,020
Reclassified from Creditors (594) (752)
Restated Balance (13,948) (18,093)

|

ort-Term Accumitilating A =

e Council has madé ah.accru :the cost of Teachers’ Annual Leave entitlement not taken by the
year end, in accordance with CIPFA's methodolegy. The accrual is charged to Surplus or Deficit on the
Provision of Services, but then reversed out through the Movement in Reserves Statement so that
heoliday benefits are charged to revenue in the financial year in which the hgliday absence occurs. No
Accrual hagheen made inirespect of annual leave and flexi-time carried Foreword by non-teaching staff
as considefé

For impact on Baldnce Sheet see Creditars Table above and Reserves Table below:
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Total Reserves

Bevaluation Reserve

Balance 2009410 Accounts

GF - Investment Revaluation Reserve written off to the
CAA

HRA - Investment Revaluation Reserve written off to the
CAA

GF - Investment Revaluation 2009/10 Written off to CAA
via the Comprehensive | & E Statement
PYA - 2009/10 HRA Revaluation Increase written off the o

the CAA via the HRA (Reversing Previous im pairm ents
incorrectly treated in 09/10)

Restated Balance

Capital Adjustment Account

Balance 200940 Accounts
Finance Leases Recdlassification 1 April 2009

Finance Leases Recdlassification 1 April 2009 - 2009/10 De pn
Finance Leases Redassification 1 April 2009 - 2009/10 MRP
Finance Leases Additions - 2009/10 MRP

Government Grants & Contributions Deferred Write Off
2009/10 Increase written off to the CAA via the

Comprehensive |&E Statement

GF - Investment Revaluation Reserve written off to the
CAA

HRA - Investment Revaluation Reserve written off to the
CAA

GF - Investment Revaluation 09/10 Written off to CAA
via the Comprehensive | & E Statement

PYA - 2009/10 HRA Revaluation Increase written off the o
the CAA via the HRA {Reversing Previous im pairm ents
incorrectly treated in 2009/10)

Restated Balance

Short-Term Accumulating Compensated Absences

Balance 2009/10 Accounts
Year End Accrual

Restated Balance

Capital Grants & Centributions“llnapplied

Balance 2009/10 Accounts
Transferred to Capital Grants and C ontributions Unapplied
Reserve

2009/10 Movement transferred to Capital Grants and
Contibutions Unapplied Reverve via the Comprehensive
| & E Satatement

Restated Balance

31 March 2009

31 March 2010

£000's £000's
53,205 85,258
114,824) 114,824)
(557) (557)
{4,996)

{22,333)

37,824 42,548
£000's £000's
1,188,795 1,198,540
528 528
{1,310)

1,106

197

43,535 43,535
11,893

14,824 14,824
557 557
4,998

22,333

1,248,239 1,297,199
£000's £000's
12,424) 13,017)
(2,424) (3,017)
£000's £000's
7,700 7,700
2,020

7,700 9,720
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NOTES TO THE CORE FINANCIAL STATEMENTS

2009/10 Comprehensive Income and Expenditure Statement i.e. the 2009/10 Income and Expenditure Acceiint and Statement of Total Gains and Losses restated

for IFRS purposes:

Code 2010 Basis

Central Services 1o the Public
Cultural, Environmental Regulatory
and Planning Services
Children's and Education Services
Highways and Transport Services
Local Authority Housing (HRA)
©Other Housing Services
Adult Social Care
Corporate and Democratic Core
Non Distributable Costs
Exceptional hems

Equal Pay Provision

Vat Refund - Fleming Cases
Net Cost of Services

Loss / (Gain) on the disposal of
Fixed Assets

Contributions to Other Local
Authorities

Contributions of Housing Capital
Receipts to Government Pool
Other Operating Expenditure

Investment Properties (Impairment
net of Income)

Interest payable and similar charges
Interest and Investment Income
Pensions Interest Costs & Expected
Financing, and Investment

Demand on Collection Func
General Government Grants
Capital Grants not Relating to
Specific Services

Non - Domestic Rates Redistribution
Taxation and Non-Specific Grant
Income

(Statement of Total

7 (Surplus) on the
Provision of Services

Surplus or deficit on revaluation of
non current assets

Surplus or deficit on revaluation of
available for sale financial assets
Actuarial (gains) / losses on pension
assets / liabilities

Share of other Comprehensive
Expenditure & Income of associates
& joint ventures

Total Comprehensive Income and
Expenditure

Re cognised Gains and Losses)

2009/10
Gross Het
Expenditure Income i
£000's £000's £000's
26,874 (20,622) G050
84,831 (35,628) 4n fon
230,607 (173,083) LE7 B
28,529 (15,016) 13519
54,910 (62,046) S (raEs)
114,071 (108,877) 5194
87,435 (28,606) 58,820
5278 (409} 4,889
3,708 (36) 8768
o
] 0
o (2,733 12,783)
636,334 347,076) 185 958
(818
aag
1as
1,478
15:5835)
7881
LotaEs)
22b2n
2
(86,980}
A28 Hedy
{3580}
{70 848
s 335
9,680
Ceoho
{12y
sann
7869

IERS Adjushmerits BPya
Deferred Gov. Unapplied Gov.  Investinéiit Property
ance Grants Gr: Impairments Holiday HRA 09/10 Gross
Leases Contributions /Revaluations Accruals Revaluation Expenditure
£000's £000's £000's E£000's E£000's £000's £000's £000's £000's £000's
26,874
748 85,579
757 503 231,957
1310 (1,515) o 29,839
0 {22,333) 54,910
110 114,181
e 87,547
5,278
3,799
0
639,964
(4,996)
1515 (1,303)
(13,620) (2,020
4,996 22,333
2826 (2,818) 1727 (13,620) (2,020) 4,996 (4,996) 593 -

2009/10 IFRS Restated

470,924)

Income
£000's
(20,622)
(35.638)
(173,003)
(16,531}
(84.379)
(108.877)
(28.606)
(409)
(36)
] O

]

{2.733) {2,748

169,040
®18
G013
1704

1a7g

(205813

{80 980}
{20,974)

(18108
{78848
(200 975

. (30,92!9’)
o
(123

a1 850

smase
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The impact of IFRS on the opening and closing 2009/10 Balance Sheets are as follows:

Restated 1 April 2009 Balance Sheet

SORP Balance Sheet Reclassifications IFRS
Adjustments
£000's £000's £000's £000's
Fixed Assels
Intangible Asssis 712 - 712
Tangible Fixed Assats
Operational Asssts
Council Dwellings 663,310 - 653,310
Other Land and Buildings 658,410 - 658,410
Vehicles, plant, fumiture, and equipment 5,631 4,367 8,988
Infrastructure assets 956,951 - 98,951
9,734 9,734
Non-Operational Asseis
Investment Properties 123,857 - 123,967
Assets under construction 9,734 {9,734) - -
Surplug assets, held for disposal 288 - 288
Total Fixed Assets 1,558,993
Long Term Investments 9,351 - 8,351
Long Term Debtors 2,807 - 2,907
Total Long - Term Assets 1,571,251 1,575,618
Current Assets
Stocks, Stores and Work in Progress 1,238 - 1,239
Debtors 48,110 - 48,110
Less provision for bad and doubtful
debts {13,308) - {13,308)
Short Term Investments 21,800 {6,640} 15,280
GCash in Hand and Bank 174 6,640 6,814
0
58,115 58,115
Total Assets 1,629,366
Current Liabilities
Short Term Borrowing {48,853) - {49,853)
Creditors {61,125} 594 (3,530) (54,061)
Bank Overdraft {2,470} - {2,470)
(116,384)
Total Assets less Current Liabilities 1,515,918
Long Term Liabilities
Long Term Borrowing {79,279} - {79,278}
Finance Creditor {50,301} {2,733) {53,034)
Provisions {8,262} - {8,252)
Government Grants & Contributions Defern {43,535) 43,6535 -
Deferred Liabilities {18,987} - {19,887
Deferred Capital Balances {82) - {92}
Capital Grants & Contributions Unapplied {21,064} {694} 7,700 {13,848)
Liahility Related to Defined Benefit Pensior  (297,970) - {287,870)
(472,562)
Total Assets less Liabilities 0995448 1,044,787
Financed by:
Revaluation Reserve 53,206 15,381 37,824
Capital Adjustment Account 1,188,785 {58,444) 1,248,238
Available-for-Sale Financial Instruments R 334 - 334
Financial Instrument Adjustment Account 327 - 327
Pengion Reserve {297,970) - {287,870)
(3,427} - 3,427
2,424 (2,424)
989,757
{7,700) 7,700
Usable Capital Receipts Reserves 6,015 - 6,015
Earmarked Revenue Reserves 23,612 - 23,612
Revenue Balances
General Fund 15,316 - 15,318
Housing Revenue Account 2,387 - 2,387
Council Tax Adjustment Account 3,427 3427 - 8]
55,030
Total Net Worth 995,448 - - 1,044,767

Code - IFRS Balance Sheet

Long Term Assets
Intangible Asseafs

Property, Plant & Equipment

Council Dwellings

Other Land and Buildings

Yehicles, plant, furniture, and equipment
Infrastructure assets

Assets under construction

Investment Properties
{See above)
Surplug asgets, held tor disposal

Long Term Investments
Long Term Debtors
Total Leng - Term Assets

Current Assets
Stocks, Stores and Work in Progress
Debtors

Less impairment allowance
Short Term Investments
Cash & Cash Equivalents
Non Current Assets Held for Sale

Current Liabilities

Short Term Borrowing
Creditors

Cash & Cash Equivalents

Leng Term Liabilities
Long Term Borrowing
Finance Creditor
Provisions

Deferred Liabilities

Deferred Capital Balances

Capital Grants & Contributions Receipts in Advance
Liahility Related to Defined Benefit Pensions Scheme

Net Assels

Unuseable Reserves

Revaluation Reserve

Capital Adjustment Account

Available-for-Sale Financial Instruments Reserve
Financial Instrument Adjustment Account

Pension Reserve

Council Tax Adjustment Account

Short-Term Accumulating Compensated Absences

Useable Reserves

Capital Grants & Gontributions Unapplied
Usable Capital Receipts Reserves
Earmarked Revenue Reserves

General Fund
Houging Revenue Account

{See Unuseable above)

Total Reserves
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Restated 31 March 2010 Balance Sheet

SORP Balance Sheet Reclassifications IFRS
Adjustments
£000's £O00's £O00's £O00's
Fixed Assets
Intangible Assets 50g 50g
Tangible Fixed Assets
Operational Assets
Gouncil Dwellings 697,806 687,808
Other Land and Buildings 659,044 - 658,044
Vehicles, plant, furniture, and equipment 8,152 4,684 12,838
Infrastructure assets 108,868 - 108,868
4,818 4,818
Non-Operational Assets
Invesiment Properties 133,567 133,567
Assets under construction 4,818 {4,818) -
Surplus assets, held for disposal 8,111 8,111
Total Fixed Assets 1,630,775
Long Term Investments 8,412 6,412
Long Term Debtors 2,643 2,643
Total Long - Term Assets 1,639,830 1,644,514
Current Assets
Stocks, Stores and Work in Progress 1,340 1,340
Dehtors 56,832 58,832
Less provision for had and doubtful
debis {12,864) {12,864)
Short Term Investments 40,664 {10,645) 30,018
Cash in Hand and Bank 178 10,645 10,821
0
86,248 86,248
Total Assets 1,726,078
Current Liabilities
Shori Term Borrowing {51,078) {51,078)
Creditors {71,677) 752 {4,411) {75,3386)
Bank Overdraft {5,689) {5,689)
(132,103)
Total Assets less Current Liabilities 1,597,634
Long Term Liabilities
Long Term Borrowing {104,820) - {104,820)
Finance Greditor {48,929) {2,768) {51,698)
Provisions {9,081) - {3,081)
Government Grants & Cortributions Defer  (55,428) 55,428 -
Deferred Liabilities {19,188) - {19,188)
Deferred Capital Balances {58) - {58)
Capital Grants & Conlributions Unapplied {27,061) {752) 9,720 {18,083)
Liahility Related to Defined Benefit Pensior  {408,990) - {408,990)
(612,028)
Total Assets less Liabilities 923,979 986,631
Financed by:
Revaluation Reserve 85,258 42,710 42,548
Capital Adjustment Account 1,198,540 {98,658) 1,297,198
Available-for-Sale Financial Instruments R 346 - 346
Financial Instrument Adjusiment Account 821 821
Pension Reserve {408,890) {408,890)
{3427) - 3427
3,017 {3,017)
932,134
{9,720) 8,720
Usable Capital Receipts Reserves 1,074 - 1,074
Earmarked Revenue Reserves 22,228 22,228
Revenue Balances
General Fund 19,849 15,849
Housing Revenue Account 1,588 1,588
Council Tax Adjustment Account 3467 3427 40
54497
Total Net Worth 923,979 - - 936,631

Cotle - IFRS Balance Sheet

Long Term Assets
Intangible Assets

Property, Plant & Equipment

Council Dwellings

Other Land and Buildings

Vehicles, plant, furiture, and equipment
Infrastructure assets

Assets under construction

Investment Properties
{See ahove)
Surplus assets, held for disposal

Long Term Investments
Long Term Debtors
Total Long - Term Assets

Current Assets
Stocks, Stores and Work in Progress
Debtors

Less impairment allowance
Short Term Investments
Cash & Cash Equivalents
Non Current Assels Held for Sale

Current Liabilities

Shori Term Borrowing
Creditors

Cash & Cash Equivalents

Long Term Liabilities
Long Term Borrowing
Finance Creditor
Provisions

Deferred Liahilities

Deferred Capital Balances

Capital Granits & Conlributions Receipls in Advance
Liahility Related to Defined Benefit Pensicns Scheme

Net Assets
Unuseable Reserves

Revaluation Reserve

Capital Adjustment Account

Available-for-Sale Financial Instruments Reserve
Financial Instrument Adjusiment Account

Pension Reserve

Councll Tax Adjusiment Account

Shert-Term Accumulating Compensated Absences

Useable Reserves

Capital Granis & Conlributions Unapplied
Usable Capital Receipts Reserves
Earmarked Revenue Reserves

General Fund
Housing Revenue Account

{See Unuseable above)

Total Reserves
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6. Prior Period Adjustment

In addition, to the Restatements required for IFRS purposes, it was identified that the HRA
Revaluation increase in 2009/10 of approximately £22.3M had been incorrectly credited to the
Revaluation Reserve when it should have been credited to the HRA Income & Expenditure Account to
reverse 2008/09 impairments — this adjustment has been included in the tables above.

7. Exceptional Items

Pension Fund Indexation Change

In its budget on 22 June 2010 the Government announced that future increases in public sector
pensions will reflect movements in the Consumer Price Index (CPI), effective fram April 2011.
Increases were previously determined by reference to the Retail Price Ingex'{RPI).

The rate at which pensions will increase is one of the key factg determining the liabilities of
defined bhenefit pension funds. Any change in the rate at whic s will increase will therefore
affect the value of pension fund liabilities. The CPI differs fromt, and tends to be lower than, the RPI.
The change fram RPI to GPI has resulted in a reduction .in the pensions liabilities and therefare the
pension deficit on the balance sheet.

This £100.7M reduction in liabilities, due to the ab a (negative)
past service cost, and has been treated as an exg sive Income
and Expenditure Statement £90.8M and the ent £9.9M.

hange, has been accounte

Revaluation of Property Plant and Equipment

The Council, as part of its 5 year rolling programme, has revalued a number of properties which has
given rise to a downward revaluation.of.approximately £327.4M, of which £103.8M relates to the
General Fund and £223.6M relates to the HR.

The General Fund amount has been treated as al
and Expenditure Statement.

ceptional iten within the Comprehensive Income

A large proportion of the HBA revaluation decrease; approximately-£171M, is due to the reduction in
the Economic Use Value for Sog ‘H) factor, for the South East, from 45% to 32%.

taking place after this date are not reflected in the financial statements or notes. Where events taking
place befare this date provided information about conditions existing at 31 March 2011, the figures in
the financiak - i hotes have been adjusted in all material respects to reflect the impact of
this‘information.

The financial statements‘and no have not been adjusted for the following event which took place
after 31 March 2011 as they provide information that is relevant to an understanding of the Council's
financial position but do ngt telate to conditions at that date:

Commissioning of Learning Disability Services and relevant financial arrangements.

9. Amounts Reported for Resource Allocation Decisions

The purpose of this note is to reconcile the financial information reported internally to that reported in
the Comprehensive Income and Expenditure Statement.

The analysis of Income and Expenditure an the face of the Comprehensive Income and Expenditure
Statement is that specified by the Best Value Accounting Code of Practice. However, decisions about
resource allocation are taken by the Council’s Cabinet on the basis of budget reports analysed by
Service Portfolios. These reports are prepared on a different basis in particular:
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No charges are included within Service Portfolios in relation to capital expenditure,
whereas depreciation, revaluations and impairments losses are charged to
Comprehensive Income and Expenditure Statement

The cost of retirement benefits is based on actual payments to the pension fund rather
than netional current service costs accrued in year
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201011 Recenciliation

Fegs, Charges & Other Senice Incame
Govamment Grants & Contrisutions
Total Income

Emelages Excenses

Other Oserting Exoenses
Intemal Charges

Total Operating Expenses

Net Contrallable Cast
Nat ban Comrallasle Gasts

Total Portfolio Cost

Reconciliation to Subjective Analvsis

Faes, Charges & Other Senica Incomea
Govamment Grants & Contrisutions
Interest and Investment Income
Incame Fram Caunel Tax

NNDR Redistrisution

Total Income

Emalages Excenses

Other Oserating Exoenses

Intamal Chares

Decyeciation, Amortisation and Imaairment
Inwestment Progerties

Inteiest Payacde and Similar Chargas
Other Misoelaneous tems

Draw fram Balancas

Pregacts & Levies

Payments t Housing Cacital Receizts Pool
Losa ¢ f3ain; on Disoosal of Fised Assets
Total Operating Expenses

Nat ban Comrallasle Gasts

Surplus : Defiet on the Provisianof Services

AdultSecid  Chidrens Environment  Heusing  Leader's Leisure, Local Services Resources &  Sub-Total Trading Areas GeneralFund  Hausing Service

Care & Heglth  Services& & Transpert GeneralFund  Porfole  Cutwed &Community  Worklorce  Portfolios FortielioTotal  Revenue Analysis Tetal
Learning Herilage Saiely  Planning feeeunt

2000's £000's £000's 2000's £000's £000's 2000's £000's £000's 20003 £000's 20003 2000's

BT (554 13,1921 11550 2138 4,285 A0 A 81083 128 (885 B0z I

BAT (1983 14709 3 338) [ 11,103 33 pnasn 203534 209834

(BS54 (16545 (2387) {1859) (3078) {5.052) du3 Ty e (7285 (268039 £0026) (358,065

241 34,992 14,101 2877 7503 8053 8151 15,110 118,108 1555 19581 5559 128230

57040 179,595 2458 kil 1832 447 74T 51599 31,59 5445 U783 4447 35338

132 38 2437 27 21 53 42 1200 5443 i 5351 334 300

B9.611 216,975 47,39 kLl 9748 13466 15471 68,009 4547 728 472585 59892 532517

51077 31,520 24,125 1612 6676 2414 11,058 40,108 174,590 {4 174548 {34 174512

539 25,158 10,559 133 833 8514 (IO 918 21918 291

Total Service Analysis Cost

Add Services Not Included in Main Analysis

fdd Amounts Reported to Management Outside Services

Add Amounts Not Reported to Management

Remove Amounts Reparted to Management Not Included in Comprehensive Income and Expenditure Statement

Net Cost of Services in Comprehensive Income and Expenditure Statement

Service ServicesMet  Ameunts Ameunts Met Amounts Reporied t Nat Cost of Senvices in IFRS  Corperaie Total
Anaysis  Incldedin  Reporiedie  Reperiedfo Management Mot ncludedin  Cemprehensive icomeand  Adjustmenls  Adjusiments
Wain Analysis Blanagement Managemen: Comprehensive Income and ExpenditureStaiement
Outside Expenditure Statement
Sarvices
£000's £000's £000's £000's £000's £000 £000's £000's £000's
148371, {278 952 5883 145,218 48218
2B 130 115,499, 15,432 32519 20T NS
8T 87 il 1839 11839
{ 83,189 83.159;
] 187437, 7437
{30,065)  {11B845) (1788 ({15889 23182 {471, 416) 0 {3492 (705008
128230 {10381 435 13400 T
195,338 1759 144 250 518,850 518850
9008 {1085 T4 T34
23990 340515 23992 .15 39515
1 5519 331
10125 110,125 { 10535 10535
4112 325 1485 148
1758 1756 { {
357 [ 1 857 357
{ 1408 1408
i 18300 18800
532877 1Es {10254 263,037 5,109 502,164 0 9,181 941345
21418 21815 { {
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200910 Recanciliation AutSoeid  Childrens  Economic Enwvironment&  Housing& Leader's Leisure,  Resources & SubeTotal Trading Areas  General Fund Housing Service
Care b Health  Serviees& Dewelopment  Transport Local Services Partfolin  Cutwe & Workloree Portfalias Portfalia Tatal Revenue Analysis Total
Learing Heritage Planning Aocount

£000's £000's 0005 £000's 2000 2000 2000 £000's 1000's 000’y 0005 £000's 2000
Faes, Charges & Cther Servie Iame (2P 9 s [5075: 1415 B A 83714 i9525; B RME (1528
Goveinmant Siarts & Sontioulhrs B84 IET 2 850; AT i1495: i30; i i2 588 205858 I il P2RAGT:
Totel lncame (36726) (181,665} GBI (288 {8571 {1614) o ) (290572 G566 (AT RMH P
Emolouee Exoenses 2368 335 4474 15,548 10,158 5347 9,141 14417 120500 2301 122821 940 1272
Olher Gograling Exosnses 85,57 178835 283 25 7098 M 503 45545 32050 T 3027 3414 781
Infemal Charges 5 491 213 3,756 557 1% 50 1944 7832 72 7904 721 15,125
Total Operating Expenses w0 21368 50 88 17814 6451 152 63405 53 9519 169932 T
Net Controllable Cast 5,28 32019 3752 24855 11,42 13% 1662 35,061 169,810 {15 169,795 {6511) 163,264
MetHon Cantrollaks Costs 525 B 1132 975 i 17 837 29 162 19152 19152 19152
Total Partfolio Cast 55518 4883 4661 153% BEN {9 15 185 456
Reconciliation to Net ¢ost of Services in Comprehensive Income and Expenditure Statement £2000's
Total Service Analysis Cost 182436
Add Services Not Induded in Main Analysis 1836
Add Amounts Reported to Management Cutside Services 8318)
Add Amounts ¥t Reported to Management T
Remove Amounts Reported to Management Net Included in Comprehensive Income and Expenditure Statement )

IFRS Adjustments 125
Net Cost of Services in Comprehensive Income and Expenditure Statement 167821

Reconeiliation t Subjective Analysis

Feas, Charges & Cther Senvice Inoame
Government Grants & Contriautions
Inerest and Imesiment Inoame
Inoome Fram Cauncil Tax

NNDR Redisbiaution

Total Incame

Emalyiee Exoenses

Other Goerating Exognses

Infemal Charges

Dieareciation, Amortisation and Imaaiment
Inwgstment Prasarties

Inleras! Payaske and Similar Chaiges
Other Miscellaneos ltems

Draw from Balances

Praneats & Lavies

Payments to Hous ing Ganital Reoaiats Poal
Lass. [Gain; on Disnosalaf Fired Assels
Total Operating Expenses

NetHon Cantrallaoke Costs

Surplus o defiei on the provision of services

Srvite  SevicesNot  Amounts  Amountshol Arounis Reportedto FRS  HetCostof RS Compome Tatal
ndysis  Incldedin  Pepariedi  Repotedlo  MancgementMeilnclidedin  Adusimenls  Semicesin  Adustments  Adjasiments
Mein Anaysis  Management  Management  Commhensive came and Comrehensive
Outside Expenditure Statement Incame and
Services Expenditure
Statement
ams om0y MO s ams mis s s
R T R 530 15524
ERER 175 357 wE LT (O MEMG (BEM:
i136; 195 i 11551
i W
i s (IS
e g A 8w 7m g (6 (IS8 D
2T [ W g 125 8
mR 15 e BEE[EE 8083 S5
15125 (1504 el B
o nm B nE (14 858
141 Mt REE BES R
195 4 bt g BH 8
153 153 g w0 am
L5 458 g i
S i3 g 5% L
i 1704 4
i i Bt
D 0% pim) T TE gy e 16557 650
182 14152 g i
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10. Adjustments Between Accounting Basis and Funding Basis under

Regulations

This note details the adjustments that are made to the total comprehensive income and expenditure
recognised by the Council in the year in accordance with proper accounting practice to the resources
that are specified by statutory provisions as being available to the Council to meet future capital and
revenue expenditure.

General Earmarked Housing  Capital — Major Capital Grants Total Usable Unusable Tota
Fund General Revenue Receipts Repairs & Contributions:  Reserves Reserves Authorit
Balance Fund Account Reserves Reserve Unapplied Reserve:
Reserves
£2000's £000's £000's £000's £000's £000's £000's 2000's:
Balance 1 April 2010 (19,849) (22,225) (1,589) (1,074) 0 (9,720) (932,174) {086,631
Moverent in Reserves during 201011
Surplus or [dafisit) an Provision of Senviees 32,003 203,344 0 0 235457
Other Comprehensive Expenditure and Income a a a ] 0 a {92,830) {92:830
Surplug or deficit on revaluation of non current aseete 15 77,713) (16 112)
Surplus or defieit on revaluation of available for sale financial
assets 0 @7 {77
Impairment losses jchargeable to the Revaluation Reserve Q
Actuarial (gaing) / loszes on pension assets / liabilities (14,930)
Total Comprehensive Expenditure and Income 32,093 0 203,34 0 0 0 {92,830)
Adjusiments between agoounting basis & funding basis under
regulations (35,207) a4 (198,306) 333 0 (3,857) {237,338 237,345 7
Amortisation of Intangible Fixed Assets (174) (174} 174 0
Depreciation and Impairment of Fixed Assets (130,173) (223,625) (353,19 353,798 0
hovemant an Market Value of Investment Properties 1,791 (424) il ot {1,367} Q
Assats Transferrad to CAPITA (298) {201 298 e}
Capital Grante and Cantributions Applied 35,099 6,334 e B {41,433) i8]
Capital Grants and Contributions Unapplied 3,657 (3,657) 9 0 0
Revenue Expenditure Fundad from Capital Under Statute {20,511) (20011} 20,511 el
Short-term Accumulating Compensated Absences Account 497 497 497) 0
Net (loss] / gain on sale of Fixed Assete (18,730) (18,730 a (18,7303
Capital Receipts not matched by Disposal of Assets {70) 70 1} Q
Amount by which finance costs charged to the
Comprehensive Income and Expenditure Statement are
different from finance eosts chargeable in year in aceordance
with statutory requirements 3 {3) 0
Reversal of items relating to retirement benefits debited or
credited to the Comprehensive Income and Expenditure
Statement 60,857 6,583 {67,440)
Employer's contributions. payable to the Hampshire County
Council Pension Fund and retirement benefits payable direct
10 pensioners 20,772 2,248 (23,020
Statutory Provision for the Financing of Capital Investment 9,662 [9,662)
Transfer from Useable Capital Receipts to meet payments to
the Housing Capital Receipts Paal (1,408) 1,408 0
Capital expenditure charged in-year tothe General Fund
Balance 3,787 10,056 13,843 {13,843) 0
Amount by which council tax income credited ta the
Comprehensive Income and Expenditure Statement is
different fram eouncil income calculated for the year in
ageordance with statutory requirements
v 32 3 32) Q
Transfers to:(from) Major Repairs Reserve {68) 63 [1] i
Major Repairs Alowance (10,462) LG 10,462 0
Finansing of HRA Assets 10,394 10:394 {10,334) a
Removal of HRA Effective Interest Rate Calculation 103 103 Q 103
Amortisation of Item 8 Discount (83) (B3} 1] (833
Capital Receipts in Year (4,873) (4873 0 {4,873]
Capital Receipts Finanging of New Capital Expenditura 3,798 S (3,798) 0
Non-surrent Asset Digposals 23,590 25,5490
Het Increase/Decrease befare Transfers to Earmarked
Reserves (3,114) 0 4,538 333 0 (3,657) (1901} 144,515 142,614
Transfers tofrom Earmarked Reserves (Note 11) 5,569 {1,596) {4,572) {1,000) 0 1,593 {a) {2) {7}
Increase/Decrease (mavement}in Year 2,455 (1,596) (34) (667) 0 (2,064) (1,906} 144,513 142,607

(23,8213 (844024
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Restated Balance at 1 April 2008

Movement in Reserves duri L] 200810

Surplus or (defict) en Provisien of Services

{Other Comprehensive Expenditure and Income

Surplus or deficit on revaluation of non current assets

Surplus or deficit on revaluation of available for sals financial
assels

Actuarial (gains) / losses on pension assets ! liabilities
Tolal Comprehensive Expenditure and Income

Adjustments between acoounting basis & funding basis under
regulatins

Amartisation of Intangible Fixed Assats
Depreciation and Impairment of Fixed Assets
Maovement on Market Value of Investment Properties
PYA - Reversal of HRA Prapertias 08/0% Impairment
Assets Transfarred to CAPITA
Capital Grants and Gontributions Applied
Capital Grants and Genfributiens Unapplied
Revenue Expenditure Funded from Capital Under Statute
- Equal Pay Pravision
Short-term Accumulating Gompensated Absences Account

Net (loss) ! gain on sale of Fxed Assets
Capital Receipts not matched by Disposal of Assets

Amaunt by which finance costs charged to the
Comprehensive Income and Expenditure Statement are
different from finance casts chargeable in year in accordance
with statutory requirements

Reverzal of items relating to retirement benefits debited or
credited to the Comprehensive Income and Expenditure
Statement

Emplayer's contributiens payable tothe Hampshire County
Gaouneil Pension Fund and retirement benefits payable dirsct
o pensioners

Statutory Provision for the Financing of Capital Investment

Transfer from Useable Capital Receipts to meet payments to
the Housing Capital Receipts Pool

Capital expenditure charged in-year to the General Fund
Balance

Amaount by which council fax income credited to the
Comprehensive Income and Expenditure Statement is
differant from council income calculated for the year in
apcordance with statutary requiremeants

Transfers to{from) Major Repairs Reserve

Iajor Repairs Allowance

Financing of HAA Assets

Remaval of HRA Effective Interest Rate Calculation
Amartisation of em 8 Discount

Capital Recaipts in Year

Capital Receipts Financing of Mew Capital Expenditure
Moncurrent Assat Dispesals

Net Increase/Decrease before Transfers to Earmarked
Reserves

Transfers tofrom Earmarked Reserves (Note 11)

Increase;Decrease (movement) in Year

General Earmarked Housing Capital Major Capital Grants Tetal Ugable Unusable Tota
Fund Reserves Revenue Receipts Repairs & Contributions Reserves Reserves Authorib
Balance Account Reserves Reserve Unapplied Reserves
£000's £000's £000's £000's  £000's £000's £000's £000's £000’s
(15,316)  (23,612) (2,387) (6,015) 0 (7,700) . (55,030) (989,757) i {1,044,787}
(2,012) (28,037) 0 0 (a08a8) o (seany
0 0 0 0 0 0 0 99,105 89,105
o {5,733) (5,733}
12) (12
0 94,850 94,850
(2,912) 0 (28,037) 0 0 0 (30;940) 89,105 53156
{4,066) 0 32,668 4,94 [ (2,020) HE2 {31,538) {5}
{4,066} 0 32,568 4,941 0 (2,020} 31895 (31,538} 515“’
(243) (243) M 0
(29,706) (29,706) 29,706
15,338 (1,419) 13,919 13,919) 9
0 22,333 22,333 (22,333) 0
(283) (283) 283 0
21,051 2,048 23,080 {23,099) 0
2,020 (2,020} o a 0
(7,823) (7,823) 7823 9
[ 0 0 o
(593} (593) 593 0
818 Big 9 818
{71) 71 0 [ 0
294 204 (204) 0
(34,868} (3,801) (38,670} 34,670 9
20,288 2,212 22,500 {22,500) 0
8,427 8,427 18,427)
(1,704} 1,704 o a 0
3,253 10,989 14,242 {14,242) )
a0 a0 0)
(68) &8 o
(15,129) {15100y 15,061
15,061 15081 {15,061)
(386) 386 o [ )
83 (83) 0 9 9
(3,507) 13,507} 9 (3,507}
6,744 5744 16,744) 9
0 2742 2,742
(6,978) 0 4,631 4,941 0 (2,020) sTa 57,567 SE1
2,445 1387 {3833) i i [ {1} 16 i5
(4,533) 1,387 798
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11. Transfers to/from Earmarked Reserves

This note sets out the amounts set aside from the General Fund and HRA balances in earmarked
reserves to provide financing for future expenditure plans and the amounts posted back from earmarked
reserves to meet General Fund and HRA expenditure in 2010/11.

Balance  Transfers Transfers Balance |
out In 31March
1 April 2009 2009/10 200910 2010 2010111 2010/11 2011
Earmarked Reserves £000's £000's £000's £000's £000's £000's £000's
General Fund "
PFI Sinking Fund 4,571 (57) 4514 4548
SCC External Investments 34 34 34
Southampton City Training Reserve 852 {852) 0 0
On Street Parking 1,832 300 2,132 {278) 1,859
Transport Repairs Reserve 238 {122) 116 (13) 103
Interest Equalisation Reserve 1,500 1,500 1500
Transformation Top Up Reserve 206 {206) 1] 0
Cremator Replacement 74 249 323 363
General Fund Contributions to Capital 4.372
7,807 {1,237) 2,049 8,619 {(286) 12779
HRA
Housing Act Advances 17 17 17
Housing Revenue Contributions to Capital 10,114 {3,831) 6,283 {3.980) 2303
10,131 {3,831) 0 6,300...(3.980) . 2,320
Schools
School Balances 5,674 1,632 7,306 B.yaz
23,612 (5,068) 3,681 22,225 {4.266) 5 862 23.821

12. Other Operating Expe

42  Southern Seas Fisheries
509 Coroners Services
42  Flood Defence

593 657

1d Investment Income and Expenditure

13. Financing

200910
£2000's

1,014 Temporary Investments
79 HRA CashBalances
482  Cther

1,575
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14. Property Plant and Equipment

2009/10 2010711
£000's £000's

2,721 Interest on External Loans
592 Payments to HCC in respect of Transferred Debt
245  Interest on Funds held

4,323 PFl Schemes
212 Finance Leases

8,093 10,535

Fixed assets are shown at a current valuation of £1,303M,-a-decrease of £198M. The hasis of
valuation is explained in more detail in Note 1 Accounting Policies (1). . This valuation does not
include certain Church and Veluntary Aided schools. These schools have an estimated value of £32M.
The values are shown as at 31 March 2011.

Depreciation
The following useful lives and depreciation rate

ve been used in:dhe calculation of depseciation:
s  Council Dwellings — Currently the Major Repairs Allowance is used as a proxy for Depreciation

s Other Land and Buildings — 30 to 70 years

s Vehicles, Plant, Furniture & Eguipm 51015 yea

s Infrastructure — 25 to 40 years

Revaluations

The Council carries .out a rolling: programm

" ensures that all Property, Plant and Equipment
required to be measured at fair vallie is reval t least every five years. All valuations were carried
out internally. ¥aluations of land and buildings w arried out in accordance with the methodologies
and bases for estimation set ot 4h the professiéiidl standards of the Royal Institution of Chartered
Surveyors.

The movement in Property,. Plant and Equipment for both the current and previous year are shown
""""" 1o changes to asset valuations, disposals of existing fixed assets, new
assets funded by capital expenditure

acquisitions andenhanceme

Disposals

The £18.8M loss on disposal of non-current assets includes transfers of ownership from the Council to
Foundati st Schools ghapproximately £16.1M.
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Cost or Valuation

At 1 April 2010

Additions

Revaluation Increases/(decreases)
recognised in the Revaluation
Reserve

Revaluation Increases/(decreases)
recognised in the Surplus/Deficit on
the Provision of Services

Derecognition- Disposals
Other Reclassifications
At 31 March 2011

Accumulated Depreciation and
Impairment

At 1 April 2010
Depreciation Charge
Derecognition-Disposals
At 31 March 2011

Net Book Value
At 31 March 2011

At 31 March 2010

L
w
2 £z | Y
= c

s | I 2l : | E | | s i3

= T 5 I = c =] [T =]
= £ - E L2 5., Z . g s 2 w o
g s < S e Z EZ = - 4%

T o) - L] v ) 2 =2
2% £3 £a £ | 58| s 25 cE
o= ca > s < o< & ] s 5
£000"s| £000's £000's £000's| £000's| £000's £000's £000's
697,606 744,803 18,788 120,814 o 8,439 74,101

33,584 48,9106 4,854 11,068 1 9,181 HIF;604 2,314

T7,722 51 T A3
(222,319) (105,009) 0
(1,835) (20,569) o 0 {37 404)
(771) 1,861 1.090
507,036 745,002 23,642 131,887 o| 10,349 13,990} 1 aziat0| 76,415
0 (75,758) (5,952)| (11,946) 0 (325) (3,864)
(10,394) (20,268) (2,759) (323)
2,169
(10,394) (93,857) (9,050)| (14,705) €128.654)
697,600 669,044 12,836| 108,869 1,501,284

Carried at Historic Cost

Valued at Fair Value in:
201011
200910
200809
2007/08
2006/07

Net Book Value as at 31 March 2011

Coundil
Dwellings

£000's

496,642

496,642

Other Land
and
Buildings
£000's

476,362
108,565
15,743
48,744
1,730

651,144

Vehides, Infrastructure Surplus
Plant and Assets
Equipment

£000's £000's £000's
14,592 117,178

1,698

8,003

14,592 Hzim 9,701

PP&E Under Total
Construction

£000's £000's

13,999 145,768

974,702

116,568

15,743

48,744

1,730

13998 1303255
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Cost or Valuation
At 1 April 2009

Additions
Kevaluarion Lncreases; | decreases)

recognised in the Revaluation
Reserve

Revaluation Increases/(decreases)
recognised in the Surplus/Deficit on
the Pravision of Services
Derecognition-Disposals
Reclassified to/from Held for Sale
Other Reclassifications

At 31 March 2010

Accumul ated Depreciation and
Impairment

At 1 April 2009
Depreciation Charge
Derecognition-Disposals

Derecognitions-Other
At 31 March 2010

Net Book Value
At 31 March 2010

At 31 March 2009

o
] 5 L £
o G ] il [T w .E
o] =R . £ g = TE -
0 G w [} 3 c c Y 0T
5 £ - c o4 E nn 3 % 7] = " g
£3 55 Y 64 E4 1% w 4 <3uW
32 = = Eow En it & c -9
0 = 3 [ v cw [+ 3] Jwn oo w e
[Va] Om >0 u = O W ao 0o 0
£000's £000's £000's| £000's| £000's| £000's €0 £000's
663,310 715,165 14,082 106,571 325 . 76,033
29,595 25,274 5,301 14,368 2,501 1,932
(313) &,046
21,278 (4,561) (12)
(2,018) (64) (595)
2,077
503 9,302 o] (125) 0 (7,417) 2;263
712,668 744,803 18,788| 120,814 8,436 4,818 1,618,327 77,965
0 (56,756) (4,084 (9,620) (37) (1,932)
(15,062) (19,002} (2,463 (2,326) (288) (1,932)
595 595
0
(15,062) (75,758) (5,952)|(11,946) (325) Op:4109.043)] (3,864)
2 o}
3,10

Capital Commitments

At 31 March 2011, the Council has entered into_a number of canfracts for the construction or
enhancement of Property, Plant. and Equipment in20:11/12 and future years budgeted to cost £69.5M.

Similar commitments.at.31 Mar

10 were £50,0M. The major commitments are:

New Build Homes

Lordshill Academy

Civic Centre Refurbishment
Sea City Museum

Decent Homes

Guildhall Square

Lift Refurbishments

Highways

City Depot (Dockgate 20}
Tudor House Museum Refurbishment
St. James Park Enhancements
Other Various

Total

£000's
22028
13,957

15. Investment Properties

The following items of income and expense have been accounted for in the Financing and Investment
Income and Expenditure line in the Comprehensive Income and Expenditure Statement:
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200910 Investment Properties
£000's £000's
{6,694) Rental Income (6,883)

1,501 Operating Expenditure
(5,193) Net (gains)/losses
(13,919) Net (gainsylosses from fair value adjustments

(19,112} Net (Income)/ Expenditure (5,619)

There are no restrictions on the Council's ability to realise the value inherentin its investment property
or on the Council's right to the remittance of income and the proceeds.
contractual obligations to purchase, construct or develop investmen
enhancement.

rty or repairs, maintenance or

The following table summarises the movement in the fair value offinvestment properties over the year:

200910
£000's
Balance at start of year 123,957
Additions:
Purchases
Construction
Subsequent Expenditure 692
Disposals (660) 83
Net gaing/losses from fair value adjustments 13,919 1,
Transfers
{tc) /from inventories
{to) /from Property, Plant and :
Equipment (4341} o
Balance at end of year 133,567 130,

16. Intangible Assets

The Coun ounts for
integral part of a patticular IT
nd Equipment. The"intangibl
oftware. ;

Expenditure on intangible ‘assets to date all relates to the purchase of software. The capitalised
expenditure will be depreciated over the useful life of each asset and is charged to service revenue

ware as intangible assets, to the extent that the software is not an
em and accounted for as part of the hardware item of Property, Plant
ets include both purchased licenses and internally generally

accounts wing acquisition). Significant items purchased during the year include
£529k for ‘I thnology
Purchased Software
31 March 31 March 31 March
£000's £000's
Gross carrying amount 1,009 1,234
Accumulated am ortisa tion (365) (522)
Net carrying amount at start of the year 644 712 609
Purchases 272 140 BA3
Amortisation for the period (204} (24 3}
Net carrying amountat end of the year 712 609
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17. Financial Instruments

Financial Instruments Classifications

The accounting standards in respect of financial instruments were incorparated into the Local Authority
SORP in 2007. The 2010 Code of Practice notes that where they continue to be relevant, the
transitional provisions of the UK standards adopted by the 2007 SORP remain.

The definition of a financial instrument is ‘Any contract that gives rise to a financial asset of one entity
and a financial liability ar equity instrument of another entity’.

The term ‘financial instrument’ covers both financial assets and fi liabilities. These range from
straight Foreword trade receivables and trade payables to more complex transactions such as financial
guarantees, derivatives and embedded derivatives. The Council's bofrowing, service concession
arrangements (PFl and finance leases), and investment transactions are classified as financial
instruments.

Financial Liabilities

A Financial Liability is an obligation to transfer ece ic benefits controlled by the Co '
represented by a contractual obligation to deliver cash gr financial:agsets or an obligation4o exchange
financial assets and liabilities with angther entity that are potentially unfavourable to the Council.

The Council’s loan portfolio at year end:cénsisted of PWLB and:n
borrowing from the money markets was:also e 2010 Code of Practice these forms
of borrowing are measured at amortised cost. ment does not change the amount
of cash paid under the terms of the loan:But can“ipdst.on the charge made to the Comprehensive
Income and Expenditure Statement.

rket debt. During the year temporary

Financial Assets

A Financial Asset is a right to futufe économic
cash or other ingtrtuments or a cont

i'ts controlled by the Council that is represented by
ive cash or another financial asset.

The three classifications for financial assets under the Code of Practice are:
. Loans and Receivables;
s Available for Sale; and

accounts and supranational/government bonds. Term deposits and call accounts are classed as ‘Loans
and Receivables’ and are measured at amortised cost. This form of measurement does not change the
amount of cash received under the terms of the investment. Trade Receivables (Debtors) are classified

As these are considered immaterial they have been measured at cost on

Available for 5

Balances in money market funds and call accounts at 31 March 2011 are shown under ‘cash and cash
equivalents’ in the Balance Sheet, as they represent highly liquid investments that are readily
convertible to known amounts of cash, with an insignificant risk of changes in value.

The Council does not have any investments required to be measured at Fair Value through Profit and
Loss.

Transaction cosis

Measurement at amortised cost permits transactions costs related to financial instruments to be
attached to the loan or investment and charged to the Comprehensive Income and Expenditure
Statement over the life of the instrument.
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Financial Instruments Balances

Long-Term Current Total

31 March 31 March ch 31 March 31 March 31 March
2009 2010 2009 2010 2011

£000°'s  £000's. £0BOs £000's £000's E000s

31 March 31 March 31
2009 2010

£000's  £000's

Bormowing 79,279 104,920, 176492 419,853 51,078 49311 129,132 155,998 225803
Detefred Liabilities 19,188 18420 |7683 795 16,987 19188 18420
Trade Creditors 5,559 5,599 7,102 7390

PFI/Finance Lease Liabilities 53,034 51,698 2423 55,457 54,464 53302

Total Financial Liabilities 151,501 175,038 58.674 210,175 236,752 34915
Loans (including MMFs) 3,000 21,730 24,730 40494 pGGHR
Available-forsae Financial Assets 6,351 6,412 5489 170 6,521 6,582 565G
Trade Receivables 105 71 14,445 14,550  14,248: . 13.234
Total Financial Assels 9,456 6,483 36,345 54,841 45,801 61,324 BO.H76

The following table reflects the composition of investments and debt recorded on the Balance Sheet:

Long-Term Curre Total
31 March 31 Marchi3 31March 31 March 31 March 31 Marchi3t Maich
2009 2010 2009 2010 2009 2010 2011
£000's £000's £000's £000's £000's £000's £000's £000's £000's
Borrowing
Nominal Amount 78721 104594 175264 48,717 50,623 48413 127 438 155,217 . 224877
Accruad Interest 254 264 223 a0
Unamortised Disceunts / {Premiums} on
Modified Loans 558 328 872 1.430 558 J25
Total Borrowings as per Balance Sheet 79,279 104,920 49,853 129,132 155,998 225,803
Investments
Neminal Amount 9,036 8.036 B.136 21,035 40,225 B3 875 30,071 46,261 75811
Accrued Interest 883 437 278 863 437 276
Unamortised Premiums / (Discounts) on
Available-for-Sale-Assets 33 31 2 2 35 33 g
Movament in Fair Value on Available-fer-
Sals-Asssts 282 345 282 345 ]
Total Investments as per Balance Sheet 9,351 6,412 21,900 40,664 31,251 47,076 76,642

The portionof long-term ligbilities and investments due to be settled within 12 months of the Balance

Sheet date” i the Balance Sheet under ‘current liabilities’ or ‘current investments’. This
would inclu zrued:interest on long term liabilities and investments that is payable/receivable in
2011/12.

Where loans are advanced at below market rates they are classed as ‘Soft Loans’. The 2010 Code of
Practice sets out specific accounting requirements for soft loans. The Council does not have any
material soft loans.

Financial Instruments — Gains and Losses

The gains and losses recognised in the Comprehensive Income and Expenditure Statement in relation
to financial instruments consist of the following items:
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2010/11
Einancial
Liabilities Einancial Assels
Liabilities
Available

Interest expense

Losses on derecognition

Impairment Losses

Interest payable and similar charges

Interest income
Gains on derecognition
Interest and investment income

Gains on revaluation 117
Losses on revaluation (381
Amounts recycled to the I&E Account after

impairment

Surplus arising on revaluation of financial
assets

Net gain / (loss} for the year 10,506 822 78

Financial Instruments — Fair Values

The Council's long term financial assetsiignd ilidiabilities ak¢ Garried in the Balance Sheet at
amortised cost. The portion of borrowings and investments due to be settled within 12 months of the
Balance Sheet date are presented in the Balance Sheet under:short term borrowings or short term
investments. This also. ingludes accrued interest for tcmg term irvestments and borrowings as well as
accrued interest for cashand caskiigt ’

The 2010 Code“:of Practice requtresi the Fair Values:of these assets and liabilities to be disclosed for
comparison purposes. Fair Value is defined. in Financial Reporting Standard 26 (FRS 26) as the
amount for which asset could be exchanged ofa 1iabitity settled between knowledgeable willing parties

PWLB has provided the Council with Fair Value amounts in relation to its debt portfolio. The PWLB has
assessed the Fair Values by: calculating the amounts the Council would have had to pay to extinguish
the loans-on these dates. In-the case of market lpans, the Council wrate to the lender. Due to no
response; the Council's Treasury Adviser has calculated the fair value based on equivalent swap rates

In the case investments, these consisted almost entirely of term deposits with Banks
and Building Sociglies. :The maturity dates of these investments were within 12 months of the Balance
Sheet date. The -contracts of term deposits do not permit premature redemption. None of the
investments were impaired (i.e. at risk of default).

_55.



Carrying  Fair Value Carrying Fair Value Cartying  Fair Value
Amount Amount Amount
31 March 31 March 31 March 31 March 31 March 31 March
2009 2009 2010 2010 2011
£000's £000's £000's £000's To00’s
Finhancial Liabilities
129,132 133,655 155,998 159,659 Loans Qutstanding 34 562
19,987 19,987 19,188 19,188 Deferred Liabilities 18,420
55,457 55,457 54,464 54,464  PFI/Finance Lease Liabilities 53 302 53,302
5,599 5,599 7,102 7,102 Trade Payables (Creditors} 7380 7,390
210,175 214,698 236,752 240,413 Total Financial Liabilities 304915 313,674
Fihancial Assets
9,351 9,350 6,412 6,407 Long Term Investments
21,900 21,900 40,664 40,664 Short Term investments :
14,550 12,414 14,248 12,179 Trade Receivables (Debtors) 13284 11.169
45,801 43,664 61,324 59,250 Total Financial Assets 89.876 87,807

Financial Liabilities

The fair value of financial liahilities is higher than the=garrying amgunt because the Council’s portfalic of
loans includes a number of loans where the interest rate payable:is higher than the rates available for
similar loans at the Balance Sheet date.

Financial Assets

Longterm investments consist of a £6M (nomiinal v ¥ bond investmgnt.which is carried in the Balance
Sheet at its fair value rather than its cost and:a small number of gilts (£0:04M) carried at cost. The fair
value is higher because the interest rate on similar #hvestments is now lower than that cbtained when
the investment was originalty ra

ractice on Treasury Management and complies
with The Revised Prudential Code of Capital Finance:dor Local Autherities (both updated in November
2009).

Treasury Management Code, the Council approves a Treasury
ommencement of each financial year. The Strategy sets out the
| risks associated with Financial Instruments. The Council also
ractices specifying the practical arrangements to be followed to

Mahagement Strategy before
parameters for the managemer
produces Treasury Managemen
manage these risks.

The Treagury. Management Strategy includes an Annual Investment Strategy in compliance with the
CLG/Scott AG's Investment Guidance for local authorities.  This Guidance
emphasises to be given to security and liquidity, rather than vield. The Council's
Treasury Strat together with its Treasury Management Practices are based on seeking the highest
rate of return consistent with the proper levels of security and liquidity.

The main risks covered are:

* Credit Risk: The possibility that ane party to a financial instrument will fail to meet their
contractual obligations, causing a loss for the cther party.

= Liquidity Risk: The possibility that a party will be unable to raise funds to meet the
commitments assaciated with Financial Instruments.

= Market Risk: The possibility that the value of an instrument will fluctuate because of changes in
interest rates, market prices efc.
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Credit Risk

Loans and Receivables

The Council manages credit risk by ensuring that investments are placed with the Debt Management
Office, other local autharities, AAA-rated money market funds or Banks and Building Societies having
sufficiently high credit worthiness as set out in the Treasury Management Strategy. A maximum limit
of £15M can be invested with a single counterparty subject to this being no more than 15% of total
investments and in the case of money market funds being no more than 0.5% of any one individual
fund. The Council also sets a total group investment limit for institutions that are part of the same
banking group. 60% of total investments up to a limit of £50M can be invested for periods over one
year. The Council has no histarical experience of counterparty default.

It must also be noted that although credit ratings remain a key soufte of information, the Council
recognises that they have limitations and investment decisions ed on a range of market
intelligence. All investments have been made in line with the Gounegll's Treasury Management Strategy
Statement for 2010/11, approved by Full Council on 17 February 2010. The 2010/11 Treasury
Strategy can be as item 6 on the Council Meetings Agenda found via the following web link:

http:/www.southampton.gev. uk/modernGov/ieListDocuments.aspx?Cld=122&Mid=2498 Ver=4

As caonditions in the financial sector had begun to signs of improvement, alb h substantial
intervention by government authorities, the Cou iversify the
counterparty list in 2010/11, through the inclusion of comparable non UK Banks for investments. The
sovereign states whose banks were included were “Australia, zanada, Finland, France, Germany,
Netherlands, Switzerland and the US. These countries, and the Banks within them, were selected
after analysis and careful monitoring of;
= Credit Ratings {minimum:long
. Credit Default Swaps
" GDP; Net Debt as a Percentage of«3E¢#
= Sovereign Suppert Mechanisms / potential support from awell resourced parent
institution
" Share Price
Throughout 2010/1 1:the minim
A+/A1/A+ (Fitch/Mgody's/S&P) andig short term

criteria forgpgw investments has been a long term rating of
g of F1/P-1/A-1 {Fitch/Moody’'s/S&P).

The table belou; summarises the nﬁminal value of-the Council's investment portfolio at 31% March
2011, and confirms that all investments were.made:in:line with the Council’'s approved credit rating
criteria:

QOutstanding Investments as at 31 March 2011

Credit Rating Credit Rating
Criteria Met When  Criteria Met

Investment on 31 March  Under 1-3 36 6-9 9-12 Over 12
Counterparty Placed 2011 Menth Months HMonthas Months Months Months Total
YES/NO YES/NO £'000's
UK
Bank Deposits YES YES 4.000
Building Societies YES YES
Gov't & Local
Authority Deposits YES YES 5 300 1,000 6,300
Money Market Funds YES YES
Bonds

Total Investments

The above analysis shows that all deposits outstanding as at 31 March 2011 met the Council's credit
rating criteria on the 31 March 2011.

Trade Receivables

The following analysis summarises the Council's potential maximum exposure credit risk, based on
experience on the level of default on trade debtors, adjusted for current market conditions. As per the
Code of Practice requirements, the disclosure below includes details only of debtors that have arisen
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as a result of trading activities. Balances and transactions arising from statutory functions (i.e. council
tax and NNDR payments) are excluded from this disclosure note, as they have not arisen from
contractual trading activities.

Trade Debtors and Impairment Provision

Outstanding  OQutstanding

31 March 31 March 31 March
2009 2010 2011
£000's £'000's £'000's
General Fund “
Trade Debtors 10,053 10,589
Trade Debtors Impairment Provisic (530) (681)
HRA
Trade Debtors 4,392 3,588 3510
Trade Debtors Impairment Provisic (1,501) {1,385)

Liquidity Risk

The Council has access to borrowing facilities via the Public Werks Loan Beard, commercial banks,
bond issues, medium term notes, tax increment financing, the European Investment Bank, and other
local autherities. There is no perceivedd risk that the Council will be unable to raise finance to meet its
commitments. The Council also has to. manage:the risk that it ot be exposed to replenishing a
significant proportion of its borrowing at & tifhe of vourable inte

The Council would only borrow in advance of need where there is a clear business case for doing so
and will only do so for the cutrent capital programme or o finance fiture debt maturities.

ncil's debt at 31°" March 2011 was as follows:

The maturity analysis.of the nom

Outstanding % of total Outstanding % of total Outstanding % oftotal
31 March 2009 debt 31 March 2010 debt 31 March 2011 dabt
portfolio portfolio Total borrowing portfolio
£000's a £000's % Source of Loan
99,000 78 112,661 72 Public Works Loan Board
28 .438 22 43,337 28 Other Financial Institutions
127,438 100 155,998 100

Analysis of Loans by Maturity

48 717 38 51,078 33 Less than 1 Year
17.066 13 9,357 3] Between 1 and 2 years
20 555 16 19,834 12 Between 2 and 5 years
1.159 1 36,729 24 Between 5 and 10 years
941 1 Between 10 and 15 years
Between 20 and 25 years 6000 3
16,000 13 Between 25 and 30 years H0ea 4
8.000 6 21.000 13 Between 30 and 35 years 8066 4
Between 35 and 40 years 25000 11
5,000 4 Between 40 and 45 years
10,000 8 18,000 12 Over 45 years
127,438 100 155,998 100

The Council’s long term liabilities (which includes borrowing detailed in the previous table) are shown
in the table below:
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Market Risk

If interest fate

Loans and Other Long term Liabilities Qutstanding (Nominal Value)
Qutstanding Qutstanding Outstanding
31 March 31 March
2009 2010
Source £'000's £'000's
Public Works Loan Board 99,000 112,661 177.733
Market Debt 9,000 9,000 11825
Temporary Borrowing 19,438 34,337
Defered Liabilties 19,987 19,188
PFIFFinance Lease Liabilities 55,457 54,464
Total 202,882 229,650 296 399

Interest Rate Risk: The Council is expo risks arising tlem movements rest rates.
The Treasury Management Strategy aims to:mitigate thesetisks by setting an upper limit of
35% on external debt that can be subject to variable intetest rates. At 31 March 2011, 81% of
the debt portfolio was held in fixed rate instruments, and 9% in variable rate instruments.

Investments are also subject to move: 5. As investments are made at
fixed rates, but for shorter petiad freater exposure to interest rate
movements. This risk has to be balanced againstactions takento mitigate credit risk.

Price Risk: The Council does not invest in.equity shares:and therefore is not subject to any
price risk (i.e. the risk that the Council will suffer loss as a result of adverse movements in the
price of finangialinstrume

: financial asset or liabilities denominated in a
foreign currency. It thefefore -has no exposure to loss arising as a result of adverse
movements incexchange rates.

ad been 15

igher (with all other variables held constant) the financial effect would

£000s
Increase in interest payable on variable rate borrowings 283
Increase in interest payable on variable rate investments
Increase in government grant receivable for financing costs
Impact on the Provision of Services (surplus/deficit) 283
Share of overall impact debited/credited to HRA 116
Decrease in fair value of fixed rate investment assets
Impact on Other Comprehensive Income and Expenditure
Decrease in fair value of fixed rate borrowings/liabilities (15,538)

The approximate impact of a 1% fall in interest rates would be as above but with the movements being
reversed. These assumptions are based on the same methodology as used in the ‘Fair Value’
disclosure note.
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Financial Instruments Adjustment Account (FIAA)

The Financial Instruments Adjustment Account absorbs the timing differences arising from the different
arrangements for accounting for income and expenses relating to certain financial instruments and for
bearing losses or benefiting from gains per statutory provisions. The Council also uses the Account to
manage premiums and discounts paid an the early redemption of loans. Premiums and discounts are
debited to the Comprehensive Income and Expenditure Statement when they are incurred, but
reversed out in the Movement in Reserves Statement.

Qver time, the expense is posted back to the General Fund and HRA in accordance with statutory
arrangements for spreading the impact on council tax and Housing rent. In the Council's case, this
period is the unexpired term that was outstanding on the loans when they were redeemed. As a result,
the balance on the Account at 31 March 2011 will be charged to the G al Fund over the next eight
years and to the HRA over the next nine years.

The transactions reflected in the FIAA for 2010/11 are as follows:

200910
£000's
327 Balance Brought Forward

(89) Proportion of Discounts received in previous financial years fo
be charged against the General Fund Balance in accordance
with statutory requirements

60 Proportion of Premiums incurred in previous financial years to
ke charged against the General Fund Balance in accordance
with statutory requirements

(29)  Amount by which finance costs charged to the {29)
Comprehensive Income & Expenditure Statement are
different from finance costs in the year in accordance with

315 HRAltem 8 adjustments 32
8 Other
621 Balance Carried forward 624

Dlring 2009/10 the Couneil restruétured some of its debt portfolio with the PWLB. When loans are
repaid before their maturity dates there may be a premium charged or discount received which will
depend on the interest rate of the loan being repaid and current loan interest rates on offer. The
treatment ot.the premiums and discount varies according to whether a loan has been extinguished or
een taken which is considered to be an exchange for the loan that has

tuting.results in an ‘extinguishment’, regulations allow the impact an the General
Fund balance to be spread over future years. Premiums and discounts are spread over the lesser of
the unexpired term of the repaid loan or ten financial years.

18. Inventories

A summary of stocks, stores and work in progress is shown below. Work in progress is work
undertaken on a job, which has not yet been completed or charged for. Work in progress in respect of
other Council services is eliminated on consolidation of the accounts.
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Raw Materials &
Consumables WIP

Opening Balance
Additions / Purchases
Revaluations
Digposals / Usage
Write Offs

Closing Balance

19. Debtors

Short Term Debtors

The Short Term Debtar balances represent the esti
to be received as at 31 March 2011.

income yet

ed outstanding liabilities unp

National Insurance and PAYE is the amount of the deductions-from the Wages and Salaries of City
Council staff, which are not paid over to the Inland Revenue by the 81 March 2011.

Inter-Portfolio Debtors and Creditors cancel.each other out whenthe Balance Sheet is produced.

Debtors
2008/00 2009/10 2010411
Restated Restated
£000's £000's
Government
3,550 6,961 Department of Comm unities & Local Governm ent
1,230 D epartm ent for Education
3,088 3,938 Department of Work and Pensions
1,830 7,188 HM Revenue & Customs {VAT)
Homes and Community Agency
Heritage Lottery Fund
231 290 Other Departments
9,929 18,377
Taxpavers
7.164 7,118 Council Tax
(4,747) (4,8186) Council Tax Impairment
2,417 2,302
Public Sector Organisations
1,497 1,181 Ham pshire County Counucil
355 602 Other Local Authorities and Public Bodies
1,852 1,783
General Fund - Other Debtors
5,109 5,067 Housing Benefit
{3,749) {3,223} Housing Benefit Impairment Provision
223 CAPITA
385 24 Leasing
377 386 Landfill Allowance Trading Scheme {(LATS)
10,053 10,589 Trade Debtors
{530) (681) Trade Debtors Impairment Provision
8,071 7,793 Sundry Dehbtors
{2,405) {2,302) Sundry Debtors Impairment Provision
17 534 17,653
Housing Revenue Account - Other Debtors
4,392 3,588 Trade Debtors
{(1,501) (1,385) Trade Debtors - Im pairm ent Provision
553 2,206 Sundry Dehbtors
{374) {456) Sundry Debtors - Impairm ent Provision
3,070 3,953
34,802 44,068 Total Debtors
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Long Term Debtors

This is made up of the following and analysed in the table below:

a) Mortgages

These are loans outstanding to borrowers either for the purchase of Council dwellings, or for the
purchase and improvement of private properties under part XIV of the Housing Act 1985. Loans are
also made to Housing Associations for the construction and improvement of their properties.

b) IT Assets transferred to Capita

A balance for Deferred Consideration {within Long Term Debtors) was_¢
the Net Book Value of the assets {£3.247M). The deferred consideratig
charges) is being written down to zero over the 10 year life of the ¢ ith the debit entry being to
the Comprehensive Income and Expenditure Statement (£0.423M]. then reversed out through
the Movement in Reserves Statement. As the Council has effectively lent Capita the fair value of the
assets, which Capita is repaying in instalments over the ten year contract by a reduction in the
contract payments, the notional interest related to the value is also included in Lgng Term Debtors
{£0.14M). Therefore the net reduction in Long term debtars is £0.283M. More in tion relating to
the contract with Capita is included in Accounting P

tablished, in 2007/08, with
tal cost including financing

¢) Other

The major proportion of this balance is for the Assisted Car Purchase scheme which allows loans to
be advanced to members of staff to assigl.in the purchase of vehicles where the possession and use
of a car is required as part of their job.

made to &

Some loans are interest free where the loan _
dbove base rate;

car lease option. Other loans are charged at 2%
each financial year.

ployee who has not renewed a
Which is set at the beginning of

31 March 31 March
2009 2010
£000's £000's
Mortgages
105 71 Sale of Council Houses
Other
2,721 2,438 IT Assets transferred to Capita
81 134 Other
2,907 2,643

~ash In hand and demand deposits. Cash will also include bank overdrafts that are
repayable on demand and that are integral to the autherity’'s cash management.

Balances classified as 'Cash Equivalents’ fit the definition of being shart-term, highly liquid
investments that are readily convertible to known amounts of cash and which are subject to an
insignificant risk of changes in value.

The net balance of Cash and Cash Equivalents is made up of the following elements at the Balance
Sheet date:
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31 March 31 March 31 March

2009 2010 2011

£000's £000's £000's
Bank Accounts (2,470} (5,689)
Mcney Market Funds 6,640 10,645
Petty Cash 174 176

Total 4,344 5,132 27,247

Although the balance shown suggests that the bank accounts were overdrawn by over £13.499M, the
Council's actual bank account balance at the Bank was £0.145M at March 2011. The balance
sheet figure includes end of year accounting entries that are not lected within the actual bank
account balance. The Council's bank account will not actually go.overdrawn by £13.499M because
future income receipts will cover any outstanding year end payment commitments. Alternatively the
Council can withdraw from Maney Market Funds (as detailed in the above table) or access tempeorary

borrowing on the Maney Markets if required.

21. Creditors

The Creditor balances represent the estimated outstanding liabilities as at 31 March 201 1.

National Insurance and PAYE is the amount of the deductions from the Wages and Salaries of City
Council staff, which are not paid over to the Inland Revenue by the 31 March 2011.

Inter-Portfalio Debtors and Creditors cangel eagh other out when the Balance Sheet is produced.

Credifors
2008/09 2009/10 201011
Restated Restated
£000's £000's EOOO's
Governm ent
3,821 5,222 D epartment ot Communities & Local Government 3.552
3,457 2,715 D eparim ent for Education 4586
79 504 D epartment of Health 1580
4,429 4,302 HM Revenue & CGustoms (PAYE & National Insurance) 432
2,500 Homes & Community Agency (HCA) 1,525
525 525 South East England Development Agency (SEEDA) 525
g8z 8583 Teachers Superannuation 1,608
440 530 Gther Departments 298
13,733 17,191 5775
Taxpavers
500 599 Gouncil Tax / Business Rates (prepaymenis) 710
500 556 740
Public Sector Grganisations
4,222 2,230 Hampshire County Council 1,874
2,047 4,113 Hampshire Gounty Council (Local Government Superannuation) 4,304
1, 938 Southampion University Hospitals 1,171
X 728 Other Local Authorities and Public Bodies 1,228
8,436 8,009 3678
General Fund - Other Creditors
243 280 B uilding Conirol Com petition A/C 2490
377 386 Landtill Allowance Trading Scheme (LATS) 2849
1,106 1,394 Finance Greditor (Leasing}) 1,018
1,317 1,372 Finance Crediter (PFl and Hampshire Waste Contract) 2.118
2,424 3,017 Accumulated Absences Account 2520
1,364 1,848 CAPITA 2615
26,915 32,179 Sundry Creditors 4.350
4,981 6,224 Trade Greditors 6,253
38,727 46,700 19 802
Housing Revenue Account - ©ther Creditors
2,044 1,959 Sundry Greditors 1,325
618 878 Trade Credilors 1,087
2,662 2,837 2420
64,061 75,336 Total Creditors 7.387
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22. Provisions

Provisions are amounts set aside each year for specific future expenses, the value of which cannot yet
be accurately determined. The Provisions as shown in the balance sheet are analysed in the following

table:
Balarce at1 Additional Amounts Balance at Additional Amounts
April 2009 provisions used in 31 March provisions  usedin
made in year year 2010 madeinyear year
£'000's £000's £000's £000's £000's £000's
General Fund
Equal Pay ]
Genera Insurance Funds 6,708 3,251 (2585) 7.374 1,560 1,419
[tchen Bridge Repairs 1,255 190 1,445 {895)
UPVG Rant 184 27 157
Other Provisions 60 _ B0 15
8,207 3441 (2612) 9,036 1,735 (2,314)
HRA 45 45
Total 8,252 3441 (2612) 9,081 2471 (2,314)

Equal Pay Provision
The Council received a number of Equal.Pay claims in 2009/10 and, whilst accepting no liability, the
Council made an Equal Pay Provision.in.:th ger to meet any liabilities, which
may arise from the litigation process, which Wa nal item within the Income and
Expenditure Account.

However, in accordance with paragraph 97 of Financial Reporting Standard 12 (Provisions, Contingent
Liabilities and Gontingent-Assets), the Councit has chosen not to disclose the information that would
usually be reguired to be shown withi _ ment of Accolnts in relation to the Equal Pay
Provision. This was based on the:advi onitaring Officer that to disclose the information
would seriously prejudice the Council

The Council for’ continues to rely on the provisions contained
within Financial Reparting Standard 12 with respect {@ the above.

Insurance Provisions

meet claims that fall within the policy excess or deductible i.e. where
je of 'self-insurance’. All liability and property claims settled below
y'are met from the internal insurance funds. Contributions to the fund
te . reviewed annually ‘based ofidfactors such as exposure (e.g. employee numbers, nature of
operations, sums insuredete), claims experience and outstanding liabilities.

The eslimated outstanding reserve for ‘claims reported but not settled’ as at 31 March 2011 amounted
to £4.135M Wlth a closing fund balance of £7 545M With regard to the outstanding reserve flgure the

estimate of the potential cost of the claim and is amended as necessary
until the claim ettled, " Liability claims represent the vast majority of the total cutstanding reserve
figure however uniike property claims there is no commitment an the Council to pay the claim. The
merits of each individual claim are investigated and claims will anly be paid where it is deemed that the
Council has been negligent and is legally liable to pay compensation. The reserve figure against a
particular claim will also be reviewed periodically by the claims handler when further information
becomes available regarding the merits of the case, extent of injury, value of loss efc.

The fund paosition is fluid as claims are settled and new claims received, however the insurance funds
are monitored on a monthly basis. The expected timing of any resulting transfer of economic benefit,
where it is deemed that compensation should be paid, is impossible to state and it is dependent on the
claims settlement process and ultimately the decisions of the Courts. No assumptions have been
made in respect of future events and no reimbursement is expected.

Other Provisions
All other provisicns are individually insignificant.
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23. Usable Reserves

Movements in the Council's usable reserves are detailed in the Movement in Reserves Statement and
Note 11.

24. Unusable Reserves

a) Revaluation Reserve
The Revaluation Reserve contains the gains made by the Council arising from increases in the value
of its Property, Plant and Equipment. The balance is reduced when assets with accumulated gains

are:

revalued downwards or impaired and the gains are lost
used in the provision of services and the gains are consume
s disposed of and the gains are realised.

depreciation, or

.~the date that the
o.the balance on

The Reserve contains only revaluation gains accumulated since 1 April 2007
Reserve was created. Accumulated gains arising beforg that date are consolidate
the Capital Adjustment Account. :

2009/10 201011
£000's
37,824 Balance Brought Forward

7,542  Upward revaluations of assets

Downward revaluation of assets and impairment losses not
(1,809) charged to the Surplus/Deficit on the Provision of Services

Surplug or deficit on revaluation of non-current assets not
43,557 posted to the Surplus or Deficit on the Provision of Services

Difference between fair value depreciation and historical cost
(794) depreciation

(215) Accumulated Revaluations on Disposals

42,548 Balance Carried Forward

of its investments that have quoted market prices or otherwise do not have
fixed or deteriiifizble payments. The balance is reduced when investments with accumulated gains
are:
= revalued downwards or impaired and the gains are lost or
= disposed of and the gains are realised.

2009/10
£000’'s £000’s
334 Balance Brought Forward 348

12 Upward Revaluation of Investments
346 Balance Carried Forward
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c) Capital Adjustment Account (CAA)

The CAA absorbs the timing differences arising from the different arrangements for accounting for the
consumption of non-current assets and for financing the acquisition, construction or enhancement of
those assets under statutory provisions. The Account is debited with the cost of acquisition,
construction or enhancement as depreciation, impairment losses and amortisations are charged to the
Comprehensive Income and Expenditure Statement {with reconciling postings from the Revaluation
Reserve to convert fair value figures to a historical cost basis). The Account is credited with the
amounts set aside by the Council as finance for the costs of acquisition, construction and
enhancement.

The Account contains accumulated gains and losses on Investment Propetties and gains recognised
on donated assets that have yet to be consumed by the Council.

The Account also contains revaluation gains accumulated on Pro nt and Equipment before 1
April 2007, the date that the Revaluation Reserve was created to:held such gains.

Note 10 provides details of the source of all the transactions posted to the Account, apart from those
involving the Revaluation Reserve.

2009/10
£000's
1,248,239 Balance Brought Forward

Capital Financing
6,744 Usable Capital Receipts
23,100 Capital Grants & Contributions
15,061 Major Repairs Allowance
14,242 Revenue Contributions

Other Movements
(7,823) Revenue Expenditure Funded from Capital under Statute

B Ecua! Pay Capitalisation

Net gains/losses from fair value adjustments on Investment

13,919 Properties 1.367
(283) Deferred Considerations (298)
22,333 PYA - HRA reversal of Prior years Impairment
(45,010) Depreciation & Impairment 4.434)
(2,742) Disposals 3,590)
794 Historic Cost D epreciation Adjustment 2.346
215 Accumulated Revaluations on Disposals 695
8,427 MRP 9,662
(17) Other

1,297,199 Balance Carried Forward

d) Financial Instrument Adjustment Account

Balancing account to allow for differences in statutory requirements and proper accounting practices
for borrowing and investments, mainly as a result of debt structure. Further details can be found in
note 17.

e) Pensions Reserve

The Pensions Reserve absorbs the timing differences arising from the different arrangements for
accounting for post employment benefits and for funding benefits in accordance with statutory
provisions. The Council accounts for post employment benefits in the Comprehensive Income and
Expenditure Statement as the benefits are earned by employees accruing years of service, updating
the liahilities recognised to reflect inflation, changing assumptions and investment returns on any
resources set aside to meet the costs. However, statutory arrangements require benefits earned to be

_66 -



financed as the Council makes employer's contributions to pension funds or eventually pays any

pensions for which it is directly responsible. The debit balance on the Pensions Reserve therefare
shows a substantial shortfall in the benefits earned by past and current employees and the resources
the Council has set aside to meet them. The statutory arrangements will ensure that funding will have
been set aside by the time the benefits come to be paid.

2009/10

£000's
(297.970)

(15,810)
(340)
(40,110)
17,590
22,500
(94,850)

(408,990)

201011

Balance Brought Forward

Current Service Cost

Past Service Costs (added years)
Interest Costs

Return on Assets

Payments to Pension Fund
Actuarial Losses (Surplus) on Fund
Curtaiments and Settlements

(41,550}
28,150

Balance Carried Forward

f) Collection Fund Adjustment Account

The Collection Fund Adjustment Account manages the differefices arising from the recognition of
council tax income in the Comprehensive
council tax payers compared with the siatutor

General Fund from the collection Fund.

200910

£000's
3.427

40
3,467

Balance Brought Forward

Amount by which council fax income credited to the
Comprehensive Income and Expenditure Statementis
different from council tax income calculated for the year in
accordance with statutory requirements

Balance Carried Forward

annual leave e

eément carried Foreword at 31 March. Statutory arrangements require that the

impact on the General Fund Balance is neutralised by transfers to or from the Account

2009/10

£000's
(2,424)

2,424

(3,017)
(3,017)

Balance Brought Forward

Setftlement or cancellation of accrual made at the end of the 3017
preceding year

Amounts accrued at the end of the current year
Balance Carried Forward
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25. Notes to Cash Flow Statement

(a) Reconciliation of Net Surplus or {Deficit) on the Provision of Services to Net
Cash Flows from Operating Activities

20091
Restated
£000’s

30,949

22434
243
(870)
283
(40)
9,363
426
(5,381)
(101)
16,170
829

2,742
224,460
(13919)

(368)

256,271

(25,120)
(224,460)
—l3232)
(253,112)

34,108

Net Surplus or (Deficit) on the Provision of Services

Adjust net surplus or deficit on the provision of services for non cash
movements

Depreciation

Amortisation

Adjustments for effective interest rates

Net PFI Debtor Adjustments

Increase/{Decrease) in Interest Creditors

Increase/(Decrease) in Creditors

(Increase)/Decrease in Interest and Dividend Debtors

(Increass)/Decrease in Debtors

(Increase)/Decrease in Inventories

Pension Liability

Contributions to/{from) Provisions

Carrying amount of non-cument assets sold (property plant and equipment,
investment property and intangible assets)

Carrying amount of short and long term investments sold

Movement in Investment Property Values

Cther ltems

Adjust for items included in the net sumplus or deficit on the provision of
services thatare investing or financing activities

Capital Grants credited to surplus or deficit on the provision of services

Proceeds from the sale of short and long term investments

Proceeds from the sale of property plant and equipment, investment property and

Net Cash Flows from Operating Activities

625,270

{381 914)

7919

(b) Operating Activities — Interest

200910
Restated
£000's

1,455

(8.727)

Operating activities within the cashflow statement include the following cash flows

relating to interest
Interest Received

Interest Paid

2021
(9.929)
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{c) Cash Flows from Investing Activities

2009/10
Restated
£000's
Cash Flows trom Investing Activities
(74,562) Property, Plant and Equipment Purchased
(236,645) Purchase of short term investments
Proceeds from the sale of property plant and equipment, investment property and intangible
3,558 assets
224,460  Proceeds from short-term and long-term investments
29416  Other Receipts from Investing Activities - Capital Grants & Contributions Received

(53,773) Total Cash Flows from Investing Activities

&

£000's

(103.510)
(332,210)

4,847
332,490
. 56405

41,978

(d) Cash Flows from Financing Activities

2009/1 1011
Bestated
£000's 2000's
Cash Flows from Financing Activities '
288,800 Cash receipts of short and long term borrowing 250680
(3,884} Billing Authorities - Council Tax and NNDR adjustments L ey
(261,043) Repayment of Short-Term and Long-Term Borrowing (291,116
(3420y Cash payments for the reduction of the outstanding liabilities relating to finance leases and or+ (3477
balance sheet PFl contrads
20,453 Total Cash Flows from Financing Activities : BET4
(e) Make-up of Cash and Cash Equivalenis
2000/1 2i0m
Bestated eee
£000's 2000's
Makeup of Cash and Cash Equivalents
176  Cash and Bank Balances 152
10,645 Cash Investments - regarded as cash equivalents g G
(5,689} Bank Overdraft (13499

5132

26. Acquired and Discontinued Operations

The Code of Practice reguires the City Council to disclose any material operations, which have been
acquired ar discontinued during the year. There were no material changes during 2010/11 and

therefore no separate disclosure is required.
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27. Agency Services

Under a number of statutory powers, the Council is permitted to undertake work on behalf of other
bodies. Under such arrangements all expenditure, including administration costs, would be
reimbursed by the entity cancerned.

The collection of Council Tax and NNDR Income is in substance an agency arrangement:

Cash collected by the billing authority from Council Tax debtors belongs proportionately to the billing
authority and the major preceptors. There will be therefore a debtor/creditor position between the
hilling authority and each major preceptor to be recognised since the net cash paid to each major
preceptor in the year will not be its share of the cash collected from Council Taxpayers; and
Cash collected from NNDR taxpayers by billing authorities (net of the;gost of collection allowance)
belongs to the Government and the amount not yet paid to the Gover, at the Balance Sheet date
shall be included in the Balance Sheet as a creditor; similarly, if ¢ o the Government exceeds
the cash collected from NNDR taxpayers (net of the billing authority’s cost of collection allowance), the
excess shall be included in the Balance Sheet as a debtor.

28. Road Charging Schemes under the:Transport Act 200

Local Autharities are required to disclose detail
charging schemes and workplace charging levies.
schemes which fall under the Transport Act 2000.

expenditure.and income in réfdtian to road
he Council.dees not currently have any such

29. Members Allowances

The total of members allowances paid in 2010/ 2009/10) as detailed in the

table below.
31 March
2010
£000's
Salaries 532
| Allowances 171
Expenses 13
Total 716 700

30. Officers’

The number of employees whose remuneration, including redundancy payments but excluding
pension contributions, was £50,000 or more is shown in the table below.

amuneration
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Number of Employees

Band £ 2009/10

Schools Other Total

50,000 - 54,999 43 39 82

55,000 - 59,999 35 32 67

60,000 - 64,999 9 5 14

65,000 - 69,999 7 4 11
70,000 - 74,999 7 10 17 B
75,000 - 79,999 2 13 15 3
80,000 - 54,999 3 5 8 6
85,000 - §9,999 2 4 6 o]
96,000 - 94,999 1 2 3 0
95,000 - 99,999 0 1 1 2
100,000 - 104,999 0 2 2 0
105,000 - 109,999 0 0 0 0
110,000 - 114,999 1 0 1 G
115,000 - 119,999 0 2 2 1
126,000 - 124,999 0 1 1 O
125,000 - 129,999 1 0 1 0
130,000 - 134,999 0 1 1 0
155,000 - 159,999 0 1 1 0
165,000 - 169,999 0 0 0 0
170,000 - 174,999 0 1 1 e
111 123 234 15

Local authorities are required to disclose the refilineration detdils bf senior emplayees. Senior
employees are the Chief Executive and the senior managers reporting=girectly to the Chief Executive
{whose salary is greater than.£50,000). For comparative purposes there is also a table showing the
same senior employee remunerations for 200919

In order to balance the Council's get for 2010711 _and 2011/12 a greater number of redundancies
have been approved than in previ years. This Hias contributed to the year on year increase in the
number of employees being paid in excess of £50,880, The number of redundancies included in the
above figures is 27.

-71 -



2010/11

Post Holdar

Chief Executive retired 03/12/2010
- Brad Roynon

Chief Executive from 01/11/2010
- Alistair Neill

Assistant Chief Executive
(Strategy) until 31/08/2010
- Joy Wilmot-Palmer see Note 2

Executive Director of Corporate
Policy & Economic Development
- Dawn Baxendale

Solicitor to the Council
- Mark Heath

Executive Director of
Environment
- Lorraine Brown

Executive Director of Health &

Adult Social Gare from 10/05/2010 -

Penny Furness-Smith

Executive Director of
Neighbourhoods - Nick Murphy

Executive Director of Children's
Services & Learning
- Clive Webster

Executive Director of Resources
until 16/08/2010
- Carolyn Williamson

Acting Executive Director of
Resources from 26/07/2010
- Rob Carr

Director of Communications
- Ben White

Note 1

Salary
{including
fees &

allowances)

£'s

116,471

71,924

38,018

110,830

115,086

126,663

116,659

123,261

123,261

49,193

81,838

B3.782

1.156.986

Expense

Allowances

£'s

2,008

4,085

567

122

122

1,435

520

295

84

5,248

Total

Remuneration

excluding

Compensation pension
for loss of Benefits in contributions
office Kind 2010/11

's £'s s

478

6019

16,949

110.830

208

2493 120278

654

124.698

781

49,488

geg

83,782

16848 2493 1185,678

Pensions

contributions

£'s

22,246

13,738

7,261

21.169

21,981

24,193

22,282

23.543

23.543

9,384

15,631

16,002

20073

Total

Remuneration

including
pension
contributions
2010/11

s

140,725

89,757
62,75
131,999
187,180
153,471
138541
148,239
147,324
585872

o756

99.784

1,406,649

The Council contributions to the pension fund are based on a fixed percentage of an employee's salary. In 2010/11 this percentage was 19.1% (18.6% in
2009/10) as disclosed above. The contribution effectively consists of two components: the actuary assessed contribution rate that relates to the actual
pension to be received by employees {14.5%), and the contribution to the existing deficit on the pension fund (4.6%).

Note 2

Assistant Chief Executive (Strategy) post deleted 31/08/2010.

Note 3
There were no bonuses paid.
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:

Total Tohl

Rermuneration Rermumneration

Salary exduding ingluding

(induding Compensation pension pension

lees®  Dpense forloss ol Benefisin ~ confribufions  Pendons  contribulions

Post Holder allonances)  Allowances office Kind 2009/10  coniribuiions 2009/10
£'s £'s £'s £'s £'s £'s

Chief Executive - Brad Roynon 172618 1,195 815 32,107

Assistant Chief Executive
(Strategy) - Joy Wilmot-Palmer 91,698 1,262 92,500 16,742 108,732

Assistant Chiet Executive

(Economi ¢ Developrnert) from

14/04/2009 - Dawn Baxendale 88862 16,528
Solicitor 1o the Council

- Mark Heath 103,895 122 19,324
Executive Director of

Environment

- Loraine Brown 123,261 122 3,171 22,927
Executive Director of Health &

Adult Social Care refired

05/07/2009 - John Beer see Nole 2 34435 962

6,578

Executive Director of

Neighbourhoods - Nick Murphy 119664 1,647 22,293

Executive Director of Children's
Services & Leaming
- Glive: Webster 119,857 a2 120,219 22,293 142512

Executive Director of Resowrces

- Gardlyn Williamson 130,714 985 24,313

Cammunications Director from
08/12:2009- Ben White 25729 4,786 30,515
Head of Communications lefl
31/082000- see Note 3

Note 1

The Gouncil comributions to the pension fund are based on a fixed percentage of an employee's salary. 1n2009/10 this percentage was 18.6%as disclosed
above. The contribution effectively consists of two components: the actuary assessed contribuiion rate that relates fo the actual pension to be received by
employees (14.5%), and the contribution to the existing defidt on the pension fund (4.1%;).

Note 2

Executive Director of Health & Adult Sodal Care post covered from July 2009 to March 2010 by an Inferim Director employed via an agency.
Note 3

Head of Communications post celeted.

Note 4

There were no bonuses paid.
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32. Dedicated Schools Grants

31. External Audit Costs

The Council’'s appointed auditors are the Audit Commission. The Council incurred the following fees

relating to external audit and inspection. The fees
advice far work and on National Fraud initiatives.

for other services in 2010/11 related to specialist

2009/1

£000’s

0 Other Services
478

360 Statutory Audit & Inspection
118 Certification of Grant Claims and Returns

201011
£000's

379

The Council's expenditure on schools is funded by grant provided by the Department for Children,
Schools and Families {(DCFS), the Dedicated Schools Grant (D8G}. DSG is ring-fenced and can only

be applied to meet expenditure properly included in

the Schools budget. The Scheocls Budget includes

elements for a restricted range of services provided on an authegrity-wide basis and for the Individual

Schools Budget, which is divided into a bud
on the two elements are required to be accgunte

are for each

. Overspends and underspends

Details of the deployment of DSG receivable for 2010/11 are as follows:

Details of the deployment of DSG receivable for 2010/11 are as follows:

Final DSG for 2010/11

Brought forward from 2009/10

Carry forward to 2010/11 agreed in advance
Agreed budgeted distribution in 2010/11
Actual central expenditure

Actual | SB deployed tc schools

Local authority centribution for 2010/11

Camry forward to 2011/12

Central  Individual
Expenditure Schools
Budget
£'000 £'000 000
16,765 100,117 .
(16.873) (16673
(100,117) (108119
92

33. Related Parties

The Accounting Code of Practice requires the Council to disclose material transactions with related
parties. This was introduced to bring local autherities in line with the private sector. For the City

Council a “Related Party” is considered to be:

Any joint venture with another public body
Any subsidiary or associated company
Elected Members

Senior Officers

The Council’s pension fund

Central Government and other local authorities
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During the year major transactions with related parties arcse with; Hampshire Pension Fund and
Teachers Pensions Agency as disclosed in Note 39 ; Hampshire Police Authority precept of £9.677M
and Hampshire Fire & Rescue Authority precept of £4.062M, shown in the Collection Fund
Accounts, and Central Government which has effective control over the general operation of the
Council, as it is responsible for providing the statutory framework within which the Council operates
and provides the majority of its funding in the form of grants.

For the elected members and chief officers it also includes members of their close family, their
househeclds and any company, trust etc in which they have a controlling interest.
and chief officers were requested to disclose any related party transactions; no material transactions

were disclosed for 2010/11.

Amounts Due to or from Related Parties

As at 31 March 2011, significant monies outstanding from related parties were:

Elected members

2009/10

£000's
7,188
3,838
6,961
0

18,087

Money Owed to SCC

HM Revenues & Customs (VAT)

Department for Works & Pensions (Housing Benefits)
Department of Communities and Local Government
Department for Education

Balance Carried forward

There are no doubtful debts included within these figures. In ceontrast the Council owed money in

respect:
2009/10
Money Owed by SCC
£000's
4,302 National Insurance & PAYE
| 4,113 Local Government Su perannualion
893 Teacher's Superannuation
2,715 Depariment for Education
5,222 Department of Gommunities and Local Government
17,245 Balance Carried torward 17,583
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34. Capital Expenditure

Capital expenditure and how it was financed is analysed below:

CAPITAL EXPENDITURE AND FINANCING
2009/10 011
£000's 000’s
Opening Capital Financing Requirement - Restated 280,018 298,150
Capital Investment
Intangible assets 140 353
Property Plant & Equipment 77,731 428
PFl Scheme - Street Lighting 2314
Revenue Expe nditure Funded from C apital under Statute 7,823 20511
Equal Pay Provision
Sources of Finance
Capital Receipts (6,744)
Government grants & other contributions (38,161)
Direct Revenue Financing (14,242)
MRP (8,427)
Other Adjustments 12
Closing Capital Financing Requirement 298,150
Explanation of movementis in year
Increase in underlying need to borrow (supported by Government
financial assistance) 10,416 336
Equal Pay Capitalisation Direction ]
Increase in underlying need to borrow (unsupported by .
Government financial assistance) 16,131 48,986
MRP {(8,427) {9,662}
PF| Schemes 0 2.314
Other Adjustments 12
Increase/{decrease) in Capital Financing Requirement 18,132

The Capital Financing Reguirement has been restated as a result of the requirement report in
accordance with Internationat Financial Reporting Standards.

Equal Pa

B d a'Capitalisation Direction received from the Secretary of State, in the 09/10
s, ehabling the Equal Pay Provision to be capitalised.

The Counci
Financial State

However, in accordance with paragraph 97 of Financial Reporting Standard 12 (Provisions, Contingent
Liabilities and Caontingent Assets), the Council has chosen not to disclose the information usually be
reguired to be shown within Financial Statements in relation to the Equal Pay Provision. This is based
on the advice of the Monitoring Officer that to disclose the information would seriously prejudice the
Council's position with regard to ongaing litigation.
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35. Leases

Council as Lessee

Finance Leases

The Council has acquired a number of Plant and Equipment Assets under finance leases. The assets
acquired under these leases are carried as Plant and Equipment in the Balance Sheet at the following
net amounts:

31 March 31 March

2010
£000's
Other Land and Buildings
Vehicles, Plant, Furniture and Equipment 4,684 3,152

4,684 3,162

The Council is committed to making minimum pay under these leases compris zttlement of
the long-term liability for the interest in the propertiaéguired by the £6uncil and finance"€géts that will
be payable by the Council in future years while the Tighility remaitis sltstanding. The minifnum lease

payments are made up of the following amounts:

Finance Lease liabilities (net present value of
minimum lease payments):

Current 1,394
Non Current 2,769
Finance Costs payable in future years 312
Minimum Lease Payments 4,475

be payable over the following periods:

Minimum Lease Payments Finance Lease Liabilities
31 March 31 March 31 March 31 Mbrch
2010 2010
Finance Lease ligbilities (net present value of £000's £000's
minimum lease paymerts):
Not later than ore year 1,552 1,394
Later than one year and nat later than five years 2914 2,761
Later than five years 9 8
Mnimum Lease Paymerts 447 4163 278

There were no material contingent rents payable on the above Finance Leases by the Council in either
2009/10 or 2010/11.

Operating Leases

The Council has acquired varicus vehicles and equipment by entering into operating leases, with
typical lives of 5 years.
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The future minimum lease payments due under non-cancellable leases in future years are:

31.03.10 30311

£000's £000°s

Not later than one year 199 9%
Later than cne year and not later than five years 162 66
Later than five years 0 0
361 162

Council as a Lessor

Finance Leases
The Council has not entered into any Finance Leases whereby they are the lessor.

Operating Leases
The Council leases property and equipment unde

ing leases fqr the following p £5.

= For the provision of community services, such astourism services and community centres;

s For economic development purposes to provide suitable affordable accommodation for local
businesses; and

* For Investment purposes

The future minimum lease payments receivable ¢leases in future years are:

31 March
2010
£000's

Not later than one year 7,039
Later than one year and not later than five years 20,044
Later than five years 1,442,161

1,469,244

place after the lease;was entered into, such as adjustments following rent reviews. There are no
contingent rents receivable by the Council at 31 March 2011 and 31 March 2010.

36. PFl and Similar Contracts

The Council is currently involved with five PFI and Similar Contracts, three of which require to be
accounted for on Balance Sheet in accordance with our Accounting Palicy — PFI schogls, Hampshire
Waste Management Contract, PF| Street Lighting, and two which are not — Northlands & Oak Lodge
Nursing Homes run by BUPA Care Homes Limited.

On Balance Sheet
PFI Schools
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A PFI project was approved by the government to significantly improve the guality of the buildings in
three of the City's secondary schools and also to provide additional places in two of them. The works
were procured under the PFIl whereby a consortium of private sector companies, known as Pyramid
Schools (Southampton) Ltd, designed, built, financed and now operate the schools. The contract start
date was 29 October 2001 and will terminate on 31 August 2031. The estimated capital value of these
schemes is £37M.

The consortium provides building related services such as cleaning, care-taking and repairs, but
teaching and curriculum related staff continue to be employed directly by the Council. The Council
started to pay an annual fee to the consortium following the completion of the first school during the
2005/06 financial year. The fee, known as the ‘Unitary Charge,’ covers bgth the running costs of the
school buildings and the cost of building the schoals. All three schoaols arg open.

The cost of the project is being met partly through additional grant f tral Government and partly
through existing budgets (either from budgets delegated to the schodls concerned or controlled by the
Council).

Hampshire Waste Contract

At the end of the 1980s it became evident that Ham
space was rapidly running out, incinerators build |
regulatiocns and waste levels were continuing to ris

risis. Landfill
=l emission

hire-was facing a waste disp
g 1970's were not going to

In 1995 the Hampshire Waste Strategy was adopted which led te: Project Integra, which is a unique
partnership between the Council, Hampshire County Council; Portsmouth City Council, the 11 District
Councils, and Veolia Environmental Services

In 1996 the Council (11.48%) entered into. a tri-pé ith Hampshire County Council
{77%) and Portsmouth City Council (11.52%), in“réspect of the ‘provision of Waste Management
Services from Veolia Environment Services: Although:this arrangement-was entered into pre PFI it
requires to be accounted for-as:an on Balance:Sheet PF| type arrangement under IFRIC 12 Service
Concessions.

Broadly the services ¢ontract in

and running of three Energy Recovery Facilities
{ERFs) and tw Fs), and the provision of Waste Management
Services within’ thampton and Portsmouth City Councils have
worked with Hampshire County Council, as the lead authority, to calculate the fair value of the Assets
built for the servicing of the Waste Management Contract. The Council has accounted for it's share of
the Assets:{11.48%) on the basis of its share ofthe Annual Unitary Charge.

the build
Facilities

ith. effect from 1 April 2010, the“Eouncil has entered into a 25 year PFl contract with Tay Valley
Lighting to provide the city's street lighting services. Over the initial 5 years of the contract, the
contractor will replace all fife expired apparatus with new energy-efficient apparatus. This ‘core
investment rogramme has g capital value of £26M and includes the replacement of 17,000 of the

Hé associated apparatus. The contractor will also be responsible for the
agreed performance standards of all apparatus {new and existing) for
the life of the act. The Council pays a single fee to the contractor for these services (capital
investment, operaticn dnd maintenance). Payment of this ‘unitary charge’ is funded partly through a
PFl annuity grant received from central government and partly through existing Council budgets for
street lighting.

Off Balance Sheet
BUPA Care Homes - Northlands, & Oak Lodge Nursing Homes

The purpose of these Public Private Partnership (PPP) projects is 1o increase the number of nursing
care beds within the city and in turn secure under a block contract the Council's accessibility to the
beds. The private sector partner for this PPP is BUPA Care Homes Ltd. The Council has agreed to
lease the land on which the nursing homes have been built to BUPA for nil consideration for the
duration of 50 years.
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BUPA manage both the property and service provision. The Council is not invalved in direct service
management or providing any staff. The Council has block contracts for 25 years (Nerthlands — July
2005 — July 2030 & Oak Lodge Feb 2010 — Feb 2035) to purchase beds (Northlands 72 of 101, and
Oak Lodge 40 of 71) at the Nursing Homes annually. Payment is made monthly to BUPA, based on
the 'Unitary Charge’, which is the price per bed per week.

A review of these arrangements indicates that they do not require to be accounted for as On Balance
Sheet PFI schemes as the Council does not control the residual interest of the Assets (Nursing
Homes) at the end of the 25 year service concession period.

The PFl and IFRIC 12 Service Concessions that are included within Fixed Asset Balances are as
follows:

PA - Schools Hampshire Wasie PFl - Street Tolal
Contract Lighting
£000's 000's £000's £000's
Cost or Valuation
Al 1 April 2010 50,893 13,966 64850
Addtions 2314 2314
Disposals 0
Revalualions 7486 7486
Impaimenis 0
At 31 March 2011 58,379 13,966 2314 74650
Depreciati on & Impairment
At 1 April 2010 (2213 (1,652) 13,955
Depreciation Charge for the Year (1,327) (826) 21
Disposals 0
Revalualions 2213 2213
Impaiments g
At 31 March 2011 (1.327) (2A78) 0 EH
I
Balance Sheet arnount at 31 March 2011
Balance Sheet arnount at 1 Agril 2010 48,680 12,314 o] 650,994

The Finance Creditor associated with the above schiemes within the Balance Sheet is as follows:

Ii PH - Sthodls HarpstireVikse

Tod
Contract Lighting

0's 10s 00s f1X0s
Bdarre 1Aprl 2010
NewSchemes in 10711
Femymats
Balane 31 Mach 2011
Duewithin1 Year
Baarce 1 April 2010 g4 461 71 204
Rermymarts (674 (461) (A 206
Cuewithin 1 Year 1223] 88 (535) 2118
Balane 31 Mach 2011 a5 a8 85 2118
Long TermQreditor Blarce 31 March 2011
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The Future Obligations in respect of the three on Balance Sheet PFI / IFRIC 12 Service Concessions

are as follows:

PFI - Schools Hampshire Waste PFI - Sireet Lighting Total

Liability Interest Service Liability Interest Service Liability Interest Service

Charges Charges Charges
£000’s £000's £000's £000°'s £000's £000's £000's £000's £000's £000's
within 1 year 925 3,150 2,011 538 949 5,155 655 485 1,073 14,94
within 210 5 years 3202 11968 9902 2616 3,330 22,644 1,315 7,584 4,304 67,065
within 610 10 years 6,188 13041 13573 4634 2,799 31,092 1,831 12417 6,040 91,615
within 11 to 15 years 9,953 9880 14,752 4,074 751 30,592 3,888 10,941 6,893 91,724
within 1610 20 years 15,163 4,910 16,480 7,387 8,002 7,868 59810
within 21 to 25 years 1,637 139 1,365 10,033 2663 7,089 22,916
Balance 31 March 2011 37,068 43088 58,073 11,862 7,829 89,483 25100 42092 33467  MB8.071

The Future Obligations in respect of the two Off B Sheet Public Private Partner PPP)

arrangements are as fallows:

within 1 year

within 2 to 5 years
within 6 to 10 years
within 11 to 15 years
within 16 to 20 years
within 21 to 25 years

Balance 31 March 2011

BUPA Care Homes
Northlands Oak Lodge
£000's £000's
2,390 1,333
9,562 5,334
11,952 6,667
11,952 6,667
10,350 6,667
0 5,134
46,206 31,801

PFI Schools
Hampshire Wasie
PFI Street Lighting
BUPA Gare Homes
Northlands
Oak Lodge

Totals

Liability Interest Service
Charges

£000's £000's £000's
874 3,224 2,470

498 989 4,853

711 161 1,048
2,321

1,305

2,083 4,374 11,997
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37. Termination Benefits

The Council terminated the contracts of a number of employees in 2010/11, incurring liabilities of
£4.1M (£1.3M in 2009/10) in respect of termination payments including redundancy payments and
contributions for the early release of pension payable to the pension fund. Of this total, none is
payable in 2010/11 (£75,000 in 2009/10) to the Senior Officers as disclosed in Note 30.

38. Pension Schemes Accounted for as Defined Contribution Schemes

Teachers employed by the Council are members of the Teacher's Pension scheme, administered by
Capita Teacher's Pensions. It provides teachers with defined benefits upon their retirement, and the
Cauncil contributes towards the costs by making contributions based on.ga percentage of members’
pensionable salaries.

The Scheme is technically a defined benefit scheme. How 3. scheme is unfunded and
Teachers’ Pensions use a notional fund as the basis for calculating the:employers’ contribution rate
paid by local education authorities. It is not possible for the:Council to identify a share of the
underlying liabilities in the scheme attributable to its own employees. For the purpose of this Financial
Statements, it is therefare accounted for an the same basis as defined contribution sg

. retirement
ahd 14.1%.

In 2010/11 the City Council paid £7.7M to Teachiets! Pensions in respect of te
benefits, representing 14.1% of pensionable pay: e figures for . 2809/10 were £7.
There were no contributions remaining payable at theyear end.

The Council is responsible far the costs of any additional benefits awarded upon early retirement
outside of the terms of the teachers’ scheme. These costs are ageounted for on a defined benefit basis
and are detailed in Note 39 below.

39. Defined Benefit Pension Schemes

Participation in Pension Schemes

As part of the terms and conditio
offers retiremen
the Council has
entitlement.

of its officers and other employees, the Council
s will not actually be payable until employees retire,
ke the paymetits at the time that employees earn their future

commitment tg'm

The Counciltparticipates in two.post employment:schemes:

The Local Government
Pension Fund —thig is a fun
pay contributions into a fund,
investment assets.

ion Scheme administered locally by Hampshire County Council
-.defined benefit scheme, meaning that the Council and employees
ulated at a level intended to balance the pensions liabilities with

unded, Teachers’ Pensions use a notional fund basis for calculating
rate paid by local education authorities. However, there is no
accumulaticiy of . investment assets built up to meet pension liahilities. As a result scheme
liabilities cannot be attributed to individual local authorities on a consistent and reasonable basis.
So in accordance with 1AS19, pension costs are recorded as if the scheme was a defined
contribution scheme.

a) Transactions Relating to Post-employment Benefits

In 2010/11, the Ceuncil paid an employer’s contribution of £23.0M (2009/10 - £22.5M) into Hampshire
County Council’'s Pension Fund, equating to 19.1% of gross pay (2009/10 — 18.6% of gross pay). The
contribution rate is determined by the Fund's Actuary, based on triennial valuations. The employers’
contributions are related to gross pay and will remain at 19.1% for 2011/12.

The Council recognises the cost of retirement benefits in the Net Cost of Services when they are

earned by employees, rather than when the benefits are eventually paid as pensions. However, the
charge we are required to make against Council tax is based an the cash payable in the year, so the
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real cost of post employment/retirement benefits is reversed out of the General Fund via the
Movement in Reserves Statement. The table below show the transactions that have been made in the
Comprehensive Income and Expenditure Statement and the General Fund Balance via the Movement
in Reserves Statement during the year.

Local Govemment Discretionary Benefits

the Comprehensive Income and Expenditure
Statement

Movement in Reserves Statement

Reversal of net charges made for retirement benefits in

127,290

Pension Scheme Arrangements

200910 2009/10
Comptehensive Income and Expenditure £000's £000's £000's
Statement
Cost of Services
Current service costs 15,810 0 0
Past senice costs 340 0 B670)
Setlements and curtailments
Financing and Investment Income and
Expenditure
Interest Cost 14910
Expected retum on assets inthe scheme 0
Total Post Employment Benefit charged to the Surpius {1,760}
or Deficit on the Provision of Services

I

Other Post Empioyment Benefit Charged lo
the Comprehensive Income and Expenditure
Actuarial (Gains) and Losses 90,830 4,020 e

6,230 (2.510)

accordance with the Code 536'4602 sg 2102 1.760
Aclual amount charged against the General Fund

Balance for Pensions in the Year:

Employers' contributions payable to scheme 20,210

Retirement benefits payable to pensioners 2,290 o 2,270

b} ' Pension Li

he underlying assets and liabilit
are-as follows: :

r retirement benefits attributable to the Council at 31 March 2011

Restated Restated
2006/07 2007/08 2008/09 2009/10
£000's £000's £000's £000's
Present value of funded Lizbilities in scheme {LGPS) (551,180) (505,100} {571 .440) {791,560) 726,930
Present value of unfunded liahilites (Teachers & LGPS) {36,160} {33,170) {34,740) {38,680) {33,900)
Total present value of lighilities (587,340)  (538,270) (606,180) (830,240) {760,830}
Fair value of Share of Assets in the Fund {as per Accounts}) 369,210 373,960 308,210 421,250 AR7 280
PYA (Change in Accounting Policy) (540} {510)
Restated balance 368,670 373,450 308,210 421,250 457280
Net Asset / (Liability) (218,670) (164,820)  (297,970) {408,990) o {303,550}

The liabilities show the underlying commitments that the Council has in the long-run to pay retirement
benefits. The total liability of £303.6M (2009/10 £409.0M) has a substantial impact on the net worth of
the Council as recorded in the Balance Sheet. However, statutory arrangements for funding the deficit
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mean that the financial position of the Council remains healthy. The deficit will be made good over time
by increased contributions by the Council and employees over the remaining working life of employees,
at a level assessed by the scheme actuary.

c) Assets and liabilities in relation to retirement benefits

The latest actuarial valuation of liabilities took place 31 March 2010 this has been updated by
independent actuaries to the Hampshire County Council Pension Fund (the Fund) to take account of the
requirements of IAS19 in order to assess the liabilities of the Fund as at 31 March 2011.

Movements in liabilities and assets for the year are shown in the following tables:

Recondiliation of present value o scheme liabiliies

Unfunded Funded Unhunded Funded
Lisbilities Liabilities
2009/10 200910
£000's £000's
(34, 740) (571,440) Opening Balance al 1 Aprl

{15,810) Curent Setvice Cost
(2,210) {37,900) Interest costs

(7,200) Contributions by Paricpants
{4,020) {176,430) Aduarial Losses/{ Gaing) on liabilities
2,290 17,560 Net Benelits Paict Out
{340) Past Service Costs (added years)

Curtailments and Settlements

{38,680) {791,560) Closing Banceat 31 March

Reconciliation of fair value of schemes asseis

2009/10

£000's
308,210 Opening Balance at 1 April
17,590 Expected Rate of Return

85,600 Actuarial(Losses)/ Gain on asseis
20,210 GContributions

7,200 Coniributions by participants
{17,560) Net benelils paid outl

G urtailm ents and Seitlemenis

421,250 Closing Balance 31 M arch

The total contributions expected to be made to the Local Government Pension Scheme by the Council
in the year to 31 March 2012 is £25.2M.

Basis for estimating assets and liabilities

Liahilities have been assessed on an actuarial basis using the projected unit method, an estimate of the
pensions that will be payable in future years dependent on assumptions about mortality rates, salary
levels etc.

_84 -



The principal assumptions used by the independent qualified actuaries in updating the latest valuation
of the Fund for IAS19 purposes were:

200910
Mortality assumptions: Years
Longeivity at 65 for current pensioners:
Men 223 238
Women 243 248
Longeivity at 65 for future pensioners (currently aged 45):
Men 247
Womren 265
RPI Inflation 3% 7%
CPI Inflation N/A
Rate of general long-term increase in salaries 5.4%,
Rate of increase in pensions in payment 39%
Rate of increase to deferred pensions 3.9%
Discount rate 55% 544
Commutation:
Take-up option to corvert maximum amount permitted 25.0% 250%
pre 1 April 2008 pension entitlements
Take-up option to comvert maximum amaount permitted 75.0°6
post 31 March 2008 pension entitlements

Expected Return on Assets

n determining the rate of return on fund assets.
Histarical mark volatility are assumed to generate higher returns
with consistent rinciples. The assumed rate of return on each
asset class is set out within this niote. The overall expected rate of return on assets is then derived by
aggregating the expected return for each asset.class.over the asset allocation for the fund at 31* March
2011,

The Council employs a building

the Fund as a whole (based on data supplied by the Fund
he table below. Also shown are the assumed rates of return for

The approximate'ﬂ:split of ass
Administering Authority). is, show
[AS19 purposes: '

Leong-term rate of

return expected at Asset split at 31

31 March 2010 March 2010

{% pa) {%)

Equities 8.0 61.3

Property 8.5 6.1

Govermnment Bonds 4.5 24.4

Corporate Bonds 5.5 2.4

Cash 0.7 5.8

Other Assets 8.0 0.0
Total 6.7 100.0 71 100.0
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d) Actuarial Gain / Losses Relating to Pensions

The actuarial gains identified as movements on the pensions Reserve in 2010/11 and are analysed into
the following categories, measured as absolute amounts and as a percentage of assets or liabilities at
31 March 2011:

Actuarial Gain/{l oss) for Year
2006/07 2007/08 2008/09 2009410
£000's %  £000's % £000's % £000's %

Difference between the
expected and actual
return on assets 490) (1.0) (32.240) (8.6) (102,840) (33.4) 85600 203 f scheme assels
Experience gains and
losses on pension
liabilities (1.290) {20) {(3.030) (06) (2.060) (0.3) 6.610 08 § T scheme liabilities
Changes in assumptions
underlying the present
value of pension
liabilities 4040 70 101490 189 (23.340) (3.9 (1B7,060) 12 660 1.7 of scheme liabilities

2,260 66,220 128,240 (94,850) 14,980

The cumulative amount of actuarial gains and |6sses recognised imi:the Comprehensive:
Expenditure Statement to the 31 March 2011 is a loss:of £216.5M.

Further information can be found in the actuary's valuation report and Hampshire County Council's
Pension Fund Annual Report, which arfe available from the Gg Treasurer, The Castle, Winchester,
Hampshire, S0O23 8UB.

40. Contingent Liabilities

Contingent Liabilities are potentialtiabilities, which are not currentlydegally enforceable but may become
s0 on the happenlng ofafuture e .

Health and Safet._ Asbestos
The Council has & legal duty under Health and Safety: legislation to protect its employees, contractors,
tenants and other people from:the effects of .inhaling. ashestos. In 1997/98, an asbestos policy was
implemented which created an asbestos unit.lpeestablishing the policy, costs were identified on the

The Council has been nofified of two claims under our Concessionary Fares scheme for specific
additional costs to cover the costs of providing additional vehicle capacity to cope with growth in
patronage brought about concessionary travel’. The two claims are from Go South Goast (£0.62M) and

First Hampshire Dorset (0.48M).  The Council does not have sufficient information from the two

Employment T

The Council was nctified in early April that, Unison, Unite and UCATT had issued an Employment
Tribunal claim regarding procedural issues around consultation of the proposed 2011/12 budget
savings. The maximum potential liability if the claim is successful would be approximately £12.6M. The
Council refutes the claim in full, asserts that no award should be made, and has submitted ‘Grounds of
Resistance’ to the Employment Tribunal.

Thornhill Plus You

The Thornhill Plus You {New Deal for Communities - NDC) succession plan for the successor body PYL
{Plus You Limited) has not been signed off as at the 31 March 2011. Therefore, there is a potential
contingent liability if the DCLG (Department for Communities and Local Government) do not to agree to
the succession plan and reclaim an element of the grant that has previously been paid to the Council as
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41,

42,

the Accountable Body under the rules of NDC. The Council is confident that the succession plan will be
signed off.

Interest in Companies

The Council reviews annually any interests in Companies and Other Entities for any Financial
Relationships which under the Code's classification would require the Council to produce Group
Accounts.

The Solent Local Enterprise Partnership

The Solent Local Enterprise Partnership has recently been establj
Members of which the Council has 1 representative. The Board mee

d, consisting of 14 Board
first time on 20 May 2011.

to produce Group Accounts.

In 2010/11 there were no relationships which would require the C

Capital Grants and Contributions Receipts in Advance

Capital Grants and Contributions with outstandlng condltlons are credited to the Capital Grants and
Contributions Receipts in Advance in accordance requirements of the Codg;

2009/10 2010/11

£000's £000's
13,948 Balance Brought Forward

13,638 Amounts Received in Year

(9,493) Amounts Applied to Finance Capitalin year
18,093 Balance Carried forward

011 were amended by £0.594M and £0.753IVi
.atatements).
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The Housing Revenue Account (HRA) summarises the transactions relating to the provision, maintenance
and sales of Council houses and flats. Although this account is also included within the Core Financial
Statements it represents such a significant proportion of the services provided by the Council that it is a
requirement that it has a separate account. The account has to be self-financing and there is a legal
prohibition on cross subsidising to, or from the Council Tax payer.

Transactions relating to the HRA have been separated into two statements:
s The HRA Comprehensive Income and Expenditure Statement

s The Statement of Movement on the HRA Balance

Comprehensive Income and Expenditure State!

£000's  Expenditure
14,794 Repairs and Maintenance

14,569  Supervision and Management

4,088 Rents, Rates, Taxes and Other Gharges 4. 676
4,108  Negative Housing Revenue Account Subsidy Payable g 8677
(7,203)  Depreciation Revaluation and Impairment of non-current assets 8 2a4.087

46 Debt management cosis

403 Movement in the allowance for bad debts
Exceptional tem to Gredit Past Pension Costs

30,805  Total Expenditure

Income
(56,166) Dwellings Rent 2 (56,999
{1,359)  Non-Dwelling Rents {1,204
{4,693) Tenant Charges for Services & Fadilities 15444
172 Confibutions Towards E xpenditure 29
(62,046) Total Income (63,668}
Net cost of HRA Services as included in the Comprehensive Income and E xpenditure
(31,241) Statement 205,065
253 HRA services' share of Corporate and Democratic Core 351
(30,888) NetCost/ (Income) for HRA Services 205416
HRA share of the operating income and expenditure included in the
Comprehensive Income and Expenditure Staternent
(71}  Capital Receipts not matched by Disposal of Assets (70}
1,419 Investment Properly Revaluation Movemenis Ao4
1,419 Interest payable and similar charges 2.047
(82) Interest and investment income (40
2,214 Pensions interest cost and expected return on pension assels 1308
(2,048)  Capital grants and contributions receivable 15,741}
(28,037)  (Sumplus) or deficit for the year on HRA services 203,244
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Statement of Movement on the HRA Balance

200910
Bestated
£000's

(2,388) Balance on the HRA at the end of the previous year

(28,037)
{Surplus) or deficit for the year on the HRA Income and Expenditure Account
Adjustments between accounting basis and
32,668 funding basis under statute
{Increase) or decrease in the Housing Revenue Account balance before
4,631 transters to or from reseives.
(3,832) Transfer to or {from) reserves
799 {Increase) or decrease in year on the HRA
(1,589) Housing Revenue Accountsurplus carried forward

{1 580}

203344

4538

4.8 73)

Note to Statement of Movement on the HRA Balance

200910
BRestated
£000's
ltems Included in the HRA Income and Expenditure Account but excluded
from the movement on HRA Balance for the year
71 Capital Receipts not matched by Disposal of Assets

2,048 Capital grants and contributions applied
386 Removal of HRA Effective Interest Rate Calcu lation

{83) Amortisation of [tem 8 Discount

20914 Impairment and Revaluation of Fixed Assets

0 Gain or loss on sale of HRA fixed assets
(3,801) Net Charges made for retirement benefits in accordance with IAS 19
19,535

lkems not included in the HRA Income and Expenditure Account but
included in the movement on HRA Balance for the year

{68) Transfier tof{from) Major Repairs Reserve

Employers contributions payable to the Pension Fund and retirement benefits
2212 payable direct to pensioners

10,989 Capital E xpenditure funded by the HRA

13,133

Net additional am ount required by statute to be debited or (credited)to the
32,668 HRA Balance for the year

£000's £000's

(204049

1048
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Prior Year Adjustment & Exceptional ltems

HRA 09/10 Revaluation Increase

In addition, to the Restatements required for IFRS purposes, it was identified that the HRA Revaluation
increase in 2009/10 of approximately £22.3M had been incorrectly credited to the Revaluation Reserve
when it should have been credited to the HRA Income & Expenditure Account to reverse 2008/09
impairments. Depreciation Revaluation and Impairment of non-current assets comparative has been

appropriately adjusted.

Pension Fund Indexation Change
In its budget on 22™ June 2010 the Government announced th
pensions will reflect movements in the Consumer Price Index {CP
were previously determined by reference to the Retail Price Inde

ture increases in public sector
ctive from April 2011. Increases

The rate at which pensions will increase is one of the key facters in determining the liabilities of defined
benefit pension funds. Any change in the rate at which pensions will increase will. therefore affect the
value of pension fund liabilities. The CPI differs from,and tends to be lower than: RPI. The change
from RPI to CPI has resulted in a reduction in th sions liabilities and therefaré ension deficit
on the balance sheet.

The £9.9M of the £100.7M reduction in liabilities, due to the above change, relating to the HRA has
been accounted for as a (negative) past service cost, and has been treated as an exceptional item
within the HRA Income and Expenditure: Statement.

Council House Rents

At 31 March 2011, current tenants arrears as a proportion of dWéng rents collectable net of Rent
Rebates was 6.32% (31 March 2010 - 4.88%). The ftotal arrears were £2.796M (31 March 2010 -
£2.555M). Rents written off during the year amounied to £0.403Mk {last year £0.46M).

The main sources of rent income
following table

£000's
22610 Rent met by Tenants

33556 Rent Rebates
56,166

1:40% for 2009/10) of lettable properties were vacant. Since 2003/04 service
charges and supporting people charges have been charged separately from rents. The average rent
for 2010/11 was £65.15 a week (£63.57 for 2009/10). The stock at the year-end was made up as
follows:

200910

17,199 Stock at 1 April
{28) Less: Sales
{(107) Other/Demolitions

17,064 Stock at 31 March

Consisting of .
5450 Houses
11,598 Flats
16 Bungalows
17,064
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4. Major Repairs Reserve

Total Land Dwellings Other
200940 201011 2010/11 2010/11
£000's £000's £000's £000's
0 Opening Balance 0 0 0
(15,129) Receipls in Year o] (10,394) (68)
15128  Paymenisin Year 0 10,394 68
0 Closing Balance o o o

5. Capital Expenditure

6. Capital Receipts .

Capital expenditure and how it was financed is analysgd in the following tables:

2009410 201011
£000's
29,589 Housing Stock
6 Other Property
29,595 Total Capital Expenditure

Capital Expenditure Source of Finance

£000's
¢ Capital Receipts
1,496 Supported Borrowing
0 Unsupported Borrowing
1,878 Grants
15,061 Transfer rom Major Repairs Reserves
171 Contibutions

10,989 Direct Revenue Funding

I 29,595 Total Financing 33,584

Capital Receipts are generated from the sale of fixed assets. The following table shows receipts and
how they have been utiliséd in the year. In 2005/06 the government introduced 'capital receipts pooling'
whereby facal authorities pay the ‘reserved part’ of HRA capital receipts into a naticnal pool that the
governmas [ i to local authorities and housing associations on the basis of need.
Generally, the government 75% of the proceeds from the sale of Council Houses and
50% from the"ggle. gf ‘other HRA assets. However, authorities are able to keep all the proceeds from
certain HRA asseétg whiere they are used to fund affordable housing or regeneration schemes:
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7.

8.

. Ihe vacant possession, valu
T £1,.315M, which is the Council's

200910 201011
£000's £000's
161 Cpening Balance at 1st April 495
Receipts in Year:-
Sale of Assets i
2,285 Council Heusing i 2010
389 Land. Buildings & Equipment 222
34 Repayment of Advances 17
2.869 2744
71 Allowable deduction arising from Disposal 70
2,798 2574
Applicaionin Year:-
(599}  Inter Portfolio Transfer 1850)
0 Financing of new HRA Capital Expenditure B a
{1,704}  Pecled Receipts S 4408
0 Cther Adjustments 0
495 Closing Balance at 3 1st March 716

Interest Received

During 2010/11 the Housing Revenue Account r ed interest &
The main sources of this income are detailed in the table below.

sunting to £40K, (

9/10 £82K).

2000710

£000's
3 Council House Mortgages
79 Interest on Cther Funds & Balances
8

Fixed Assets

The DETR Guidance of Stock Valuation requires that the housing stock be valued as Existing Use
Value — Sacial Housing (ELV-5H), and the guigance prescribes the regional adjustment factors that
valuers are expected to use to convert a vacant possession beacon valuation to an EUV-SH valuation.
The:basis of valliation is explained in more detail in Accounting Policies {(note 11).

Council Housing within the Council's HRA as at 1 April 2010 was
timate of the total sum it would receive if the assets were sold on the
open market. The Balance Sheetwvalue is calculated on the basis of rents receivable on existing
tenancies. These are less.than the rent that would be obtainable on the open market and the Balance
Sheet is Iherefore lower than the Vacant Possession Valuation. The difference between the two shows
rnment of praviding Council housing at less than open market value. The
the 31 March 2011.

Stock valuatiorkintoimation is based as at 1 April of each year and as part of resource accounting
requirements, the value is uplifted to represent the value at the 31 March by the Scuthampton land
registry index.
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Movements in Fixed Assets During 2010/11
Property. Plant and Equipment Investment
Council Other Land ¥ehicles, Plant Investment Total
Dwellings and and
Buildings Equipment
£000's £000's £000's £000's £000's
Cost or Valuation
At 1 April 2010 697,606 5,215 648 8,252 711,822
Additions 33,584 742 34,326
Disposals (1.835) {1,835}
Reclassificaticns 242 242
Revaluations (215,709} {1.261) (351} @ir.a2n
Impairments (8.810) (45) (73) (6,728)
At 31 March 2011 507,036 4,893 648 7,929 520,506
Depre ciation and Impairment
At 1 April 2010 (239) (239)
Depreciation charge for 20101 1 (10,394} (68) (10,462}
Disposals o
Reclassifications o
Revaluations o
Impairments B
At 315t March 2011 (10,394) 0 (307) ] (10,701}
————
Balance Sheet amount at 31st March 2011 486,642 4,893 249 500,805
Balance Sheet amount at 31st March 2010 697,606 5,215 409 711582
Nature of Asset Holding
Owned 496,642 4,893 341 509,805
Finance Lease 0
PFI 0
40p.642 H09,805

9. General Housing Subsidy

The Govemment pays a General Housing Subsidy to the Housing Revenue Account. This is based on
g the Government’s assessment of what the Council should be collecting
e 1 April 2004 Rent Rebate Subsidy was removed from the HRA and
i, The HRA therefore now only receives General Housing Subsidy.

Is now charged to the General

The table below shows a breakdown of the amount of HRA subsidy payable to the Council for 2010/11
in“accordance with the ‘elements set out in the general formula in paragraph 3.1 of the General
Determination of HRA Subsidy for 2010/11:

200910

£000's £000's
Heusing Defects Act
Heusing Subsidy Entitlement in Year
33.387 Management and Maintenance
15,081  Major Repairs Allowance
2,343 Chargss for Capital
0  Admissble Allowance
0  Anti Social Behavicur Allowance
1,168  Caps & Limits Adjustment

{7} Intereston Receaipts {2F
{56,059} Guideline Rent Income {57,791
{4,107) :
(1} Previous Years Subsidy Adjustment
(4,108) Total Housing Subsidy
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10. Impairment Allowance for Bad Debts

The table below shows a breakdown of the amount that has been set aside for the provision of bad
debts:

2009/10 :
£000's £000's
456 MRC Bad Debt Provision 628
1,385 Renlis Bad Debl Provision 1,231
1,841 e

11. Minimum Revenue Provision (MRP)
The introduction of the 2003 Local Government Act abolished the statutory reguirement for the HRA to
make a revenue contribution towards the repayment of debt. The impact of this will be higher levels of
future outstanding debt.

12. Direct Revenue Financing Reserve
The table below shows the balances available to suppert HBA ¢apital expenditure.

200910
£000's
Direct Revenue Financing Reserve
(10,114) Direct Revenue Financing Balance Brought Forward (62821
{7.157) Confribution From Revenue In Y ear (6076}
10589 Applied for Capital 10056
(6,282) Balance Carried Forward (2,302}

13. Pensions
Under IA519 the Coungil has:the option to gcharge part of the pension costs to the HRA. It was decided
to implement this option:frem the 1 Aptil:2005 The table below shows the total HRA share of

conttibution: he Pension Reserve and breaks the figure down to show the type of

e. There is an exceptional item of £9.826M to account for the change

CPIl See Note 1.

Local Government Pension Scheme
200910

£000's £000's
Income and Expenditure Account
Net Cost of Service
Current service costs 1,554
Past service costs 34
Net Operating Expenditure
Interest Cost 3.843 4,058
Expected return on assets in the scheme {1.729) 2,214 {2,748} 1.308
Amounts to be met from HRA
Movement on pensions reserve {1.590})
Actual amount charged against HRA
Empleyer's contributions payable to scheme 2,212
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This account reflects the statutory reqguirements for the Council, as a hilling autherity to maintain a separate
Collection Fund. It shows the transactions of the billing authority in relation to national non-domestic rates
{NNDR) and the Council tax, and illustrates the way in which these have been distributed to preceptors and
the General Fund. The Collection Fund is consolidated within the accounts.

Income and Expenditure for the Year Ended 31 March 2011
200910 Notes 201011
£000's £000's
Income

(77,255)  Council Tax (7R eaq

Transfers from the General Fund
(17.436) - Council Tax Benefits 2 (18214)
(879) - Local Council Tax Discount 950,
- Transitional Relief
(95,570}

(92,358} Income Collectable from Business Ratepayers

Contributions towards Previous Year's (Deficit)/
Surplus
1,537 - Southampton City Councll
177 - Hampshire Police Authority

76 - Hampshire Fire & Rescue Service
(186,138}  Total Income
Expenditure
Precepts
79,383 - Southampten Gity Council Precept 4 21994
9,331 - Hampshire Police Authority Precept : 9877
3.960 - Hampshire Fire & Rescue Authority Precept 4062
92,674
Business Rates
90,357 - Payment to National Pool 81967
195 - Interest on Ovepayments 230
329 - Costs of Collection 326
90,881
Bad and Deubtful Debts
GCouncil Tax
979 - Write Offs 1186
81 - Provisions 6 (462
1,060 704

Business Rates
1,123 - Write Offs
354 - Provisions
1,477

186,092  Total Expenditure
(46}  (Surplus) /Deficit For the Year
(4,001) (Surplus) / Deficit Brought Forward

Pricr Year Adjustment
{4,001) Restated (Surplus)/ Deficit Brought Forward

{4,047} Total (Surplus} / Deficit {4,085}
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1. Non-Domestic Rates

Southampton City Gouncil collects national non-domestic rates (NNDR) for its area on behalf of central
government. These rates are based on rateable values for properties set by the Valuation Office
Agency, part of HM Revenues and Customs, which are multiplied by a uniform business rate set by
central government. The uniform business rate was set at 41.4p in the pound for 2010/11 (48.5p for
2009/10). The small business rate relief multiplier for 2010/11 is 40.7p in the pound {48.1p for 2008/10).
The rateable value at 31 March 2011 was £263.9M (£221.8M at 31 March 2010). The total amount due,
after adjusting for certain reliefs and other deductions, is paid into a central pool managed by central
government. The government redistributes the sums paid into the pigl:back to local authorities in
proportion to population. Southampton’s share of the pool 010/11, paid directly to the
Comprehensive Income and Expenditure Statement, amounted tg £79.8M for 2009/10).

2. Council Tax Base

Council Tax Base

Net Chargeable Relevant @ Band

Dwellings Proportion Eguivalents
Band A Dis 57 5/9
Band A 23,853 6/9
Band B 27,614 7/9
Band C 18,581 8/9
Band D 7.829 9/9
Band E 2,589 11/9
Band F 1,226 13/9

Band G 369 15/9
Band H 2 18/9

82,120

Taking the total Band D eguivalents of 67,311 and multiplying this by the standard Council Tax of
£1,446.84. gives. 4 total estimated income from taxpayers of £97.4M. The income due from tax payers,
as.shawn in the-=-=:agcounts, is f benefits, exemptions and discounts granted.

he number of Band ). equiva is then adjusted for the estimated collection rate for the year, which
for.2010/11 was 98.3%. 4giving a aet.Council Tax Base of 66,167. Multiplying this by the standard
Council tax of £1,446.84 gives the total precepts on the Collection Fund of £95.7M.

. Benefits

5 are entitled to allowances to the standard rate of Tax, which includes Council Tax
1-benefits granted is met in full by government subsidy.

4. Precepts

The Precepts represent the demands made on the Fund by Southampton City Council, Hampshire
Police Authority and Hampshire Fire & Rescue Authority.

5. Allowance for NNDR Collection

A contribution to the General Fund is made to meet the costs of collection £0.3M.
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6. Impairment Allowance for Bad Debts

The contribution to the Council Tax Impairment Allowance was £0.7M in 2010/11. At the 31 March 2011
the provision totalled £5.1M (SCC share £4.4M) against a liability of £7.5M {SCC share £6.5M).

The contribution to the NNDR Impairment Allowance was £1.3M in 2010/11. At the 31 March 2011 the
pravision totalled £1.4M against a liability of £3.8M.

. Collection Fund Balance

The year end balance on the Collection Fund of £4.1M can be apporti
precepts, between that attributable to Southampton City Counc i that attributable to the other
preceptors. The amount attributable to Southampton City Coung M and is shown as a revenue
balance in the Balance Sheet. The remaining £0.6M attributable 1o the other preceptors is included within
the adjustments required to derive the Council Tax Debtors and €reditors on an Agency Basis.

The movement on the Collection Fund balance between 31 March 2010 and 31 March 2011 was £32.5k.
This is shown within the Comprehensive Income and EXpehditure Account.

d, on the basis of the value of

-97.-



The Council acts as trustee for legacies left by inhabitants of the City and as residual trustee for the Wessex
Slaughterhouse Board. As required by the Statement of Recommended Practice the funds do not represent

assets of the Council and have not been included in the Council's Balance Sheet.

Following the introduction of the Accounting and Reporting by Charities: Statement of Recommended
Practice {SORP 2005), a separate statement of financial affairs and halance sheet relating to the trust funds

are reported in this section.

Other Funds are:

Wessex Slaughterhouse Board— The Council has responsibility
authorities to pay the pensions to former employees. Any balan

ormer constituent
hi

responsibilities have been discharged will be shared between the constituent authorities.

Criminal Injuries Compensation Awards — Funds are held on behalf of children under 18 wha fall
under the Councils supervision.

The Other Funds are analysed as follows:

lity remaining when these

2000110  [Beceipts  Payments 201011
£000's £000's £000's

Other Funds

Wessex Slaughterhouse Board (100) (1) 3

Criminal Injuries Compensation Board (8 3

Total (108) (1) 6

nor Trust Funds which consist of s

Chipperfield Trust — Purc works of art.
L. C. Smith Bequests —~Help'maintain the-Merchants Navy Memorial in Holyrood Church
Miss Orris Bequest — Piirchase of pictures forthe Art Gallery

Aldridge Bequest — To facilitate the access of disadvantaged pupils to personal enrichment
experiences i

jral funds of small value as follows:

Ida Bany Bequest — Piirchase books about America

George Knee Fund — Provision of special annual prizes for Bitterne Park School.
De Gi nnual treat for children of the former Hollbrook Children’s home.
Dora Helps nraintain the Merchants Navy Memarial in Halyrood Ghurch.
Cemeteries Legacy — Helps maintain Cemeteries.

Thomas Morgan Bequest — During 2010/11 the bequest was closed because there were
insufficient balances to carry out its purpose of financing a local essay competition. There was a
small holding in gilt investments that remained which has been transferred to the Aldridge

Bequest.

Ida Turnbull Bequest — During 2010/11 the bequest was closed, because there were no further
funds to carry out its purpose which was for the purchase of large print books to be made

available for public use.
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Statement of Financial Activities for the year ending 31 March 2011
2009/10 201011
Net Trust Funds Expenditure Income
£000's £000's £000's
Resources expended and (incoming resources) A5T
6 Chipperfield Trust {4) 4]
4 LG Smith Bequest 0
{n Miss Orris Bequest 31 30
Aldridge Bequest 20 10
1 Minor Trust Funds Q
Total net incoming resources before other
14 recognised gains and losses 51 (15) 36
Unrealised (gains)/losses on investment assets
6 Chipperfield Trust
{21) Aldridge Bequest
Total Unrealised (gains)/losses on investment
(15) assets 0
Net movement in funds
12 Chipperfield Trust
4 LG Smith Bequest
{1) Miss Orris Bequest
(17) Aldridge Bequest
1 Minor Trust Funds
(1) Total net movement in funds
Reconciliation of funds Net Total funds
movement in Carried
Total Funds brought forward funds Forward
{138) Chipperfield Trust
(33) LG Smith Bequest
{148) Miss Orris Bequest
{358) Aldridge Bequest
{39) Minor Trust Funds
(716) Total Funds carried forward 33 633
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2009/10
£000's

64
188

256

72
33
148
170
35
458

716

716

148

33
148
278

80

40

m

716

Balance Sheet as at 31 March 2011

Fixed Assets

Investments
Chipperfield Trust
Aldridge Bequest
Minor Trust Funds

Total Fixed Assets

Currents Assets
Internal Investments Accounts
Chipperfield Trust
LC Smith Bequest
Miss Crris Bequest
Aldridge Bequest
Minor Trust Funds
Total Investment Accounts

Debtors
Chipperfield Trust

Total Debtors
MNet Current Assets
Net assets

Trust Funds

Chipperfield Trust

Chipperfield Trust Unrealised Gains/{Losses) Account
LG Smith Bequest

Miss Orris Bequest

Aldridge Bequest

Aldridge Bequest Unrealised Gains/{Losses) Account
Minor Trust Funds

Minor Trust Funds Unrealised Gains/{Losses) Account

2010/11

7B
33
118
180
35
422
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1. Basis of Accounting

The financial statements have been prepared on the basis of historic cost with the exception of
investments which are included at market value. The financial statements have been prepared in
accordance with Accounting and Reparting by Charities: Statement of Recommended Practice (SORP
2005) and applicable UK Accounting Standards and the Charities Act 1993.

2. Change in the Basis of Accounting

There have been no other changes to the accounting policies {valuation rules and method of
accounting) since last year.

3. Changes to previous accounts

There have been no changes.

4. Incoming Resources

All incoming resources are recognised once the charity
resources will be received and the maonetary
sufficient reliability.

5. Investment Income

This is included in the accounts when receivable

6. Investment Gains and Losses -

All gains and lposses are taken to the Statement &t in the year that they arise.
Realised gains and losses on investments are:calculated as the differénce between sale proceeds and
opening market value (purchase date if latery: Unrealised gains=and losses are calculated as the

45 entitlement to the resou
f incoming resources can

Analysis of Incoming Resowrces
200910 201011
Net Tatal . Dividerds-
Incoming Urit Trusts Investment
Resources Sales Other and Gilts Interest*
£ 000's £000's £ 000's £ 000's £000s
(3) Chipperiield Trust (3) (1
LC Smith Bequest
(1) Miss Oris Beguest
(11) Aldridge Bequest o)
Minor Trust Funds
(15) Totd (12)
* Interest is paid on net fund balances held with the council

8. Other expenditure disclosures
Expenditure far the year was nil for the following items
* Trustees’ expenses and emoluments
s Staff costs

s Auditor remuneration
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. Accruals

The concept that income and expenditure is recognised as it is earned or incurred; not as money
is received or paid.

. Best Value

A Government initiative introduced in 1998 in a series of pilot projects, and now supported by
legislation in 1999, that is aimed at measuring the economy, efficiency and effectiveness of all
local authority services.

. Budget

The Council’'s aims and policies set out in financial terms again
Both revenue and capital budgets are prepared.

erformance is manitored.

. Capital Asset Charges

Charges to service revenue accounts to reflect 3
services.

. Capital Expenditure

Expenditure on the acquisition of a:lixed asset or expendlt
maintains the value or increases the life.of an.gxis

which enhances and not merely

. Capital Receipts

The proceeds from the sale of capital assets.

. Community Assets

Assets that the Council inte y and that may have restrictions on their
disposal. Examples of community assets are parks and historic buildings.

. Consistency

The concept that the ggcountt
period to the next, is the:same.

atment of like items within an accounting period, and from one

. Contingency

10. Council Tax
A local tax levied by a Local Authorities on its citizens.

11. Creditor

Money owed by the Council to others for goods or services that have been supplied in the
accounting period but nat paid for.

-102 -



12. Debtor

Money owed to the Council for goods or services we have supplied to cthers that they have
received but have not paid for by the end of the accounting period.

13. Depreciation

The measure of wearing out, consumption, or cther reduction in the useful economic life of a fixed
asset, arising from use, passage of time, obsclescence or other changes.

14. Fair Value

The amount for which an asset could be exchanged, or a liability settled, between knowledgeable
willing parties in an arm’s length transaction.

15. Financial Assets

A right to future economic benefits controlled b Council that jg.represented by
instruments or a contractual right to receive cash'ér another finantiglb asset.

16. Finance Lease

A lease that transfers substantially all of t
lessee. Such a transfer of risks and rewa
lease the present value of the minimuri lease p
to substantially all of the fair value of the leased asset.

17. Financial Instrument

Any contract that gives rise to
instrument, of gnother entity.

18. Financial Liability

An obligation tg transfer ¢
contractual obligation to d
assets and liabilities with ano

ic benefits controlled by the Council and can be represented by a

cash or financial assets or an obligation to exchange financial
ntity that are potentially unfavourable to the Council.

19. Financial Reporting Standard (FRS)

Statements. issued by the Accounting Standards Board (ASB) specifying the treatment and
disclosure,.gi..certain events and transactions in the preparation and publication of accounting
statements

20. Fixed Assets

Tangible assets that benefit the Council and the services it provides for a period of more than one
year.

21. General Fund

The division of the Council's accounts covering services paid for by the precept an the Collection
Fund (Council Tax).
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22. Going Concern

The concept that the Council will remain in operational existence for the foreseeable future, in
particular, that the revenue accounts and balance sheet assume no intention to curtail
significantly the scale of operations.

23. Government Grants

Government assistance whether in the form of cash or transfers of assets in return for compliance
with certain conditions relating to the activities of the Council.

24. Housing Revenue Account

The division of the Council's accounts that covers services relating to the provision of Council
housing.

25. Impairment

26. Infrastructure Assets
Examples of infrastructure assets arg high

27. Long Term Investments

An investment that is intended to be held for use gn a continuing “basis in the activities of the
Council.

28. Long-Te

A contract enteérgd.into for th n, manufactusg er construction of a single substantial asset or
the provision of a service (gf a:¢ombination of agsets or services which together constitute a
single project), where the.time taken substantially to complete the contract is such that the
contract activity falls infg different accounting-periods. Some contracts with a shorter duration
than one year._should be ted for as long-term contracts if they are sufficiently material to
the activity of the period.

29. Materiality

This.is-ene of the main ageceunting concepts. It ensures that the Financial Statements includes all
the transagtions that, if amitted, would lead to a significant distortion of the financial position at the
end of the:acgounting periiad.

30. National Non Domestic Rate

Business rate levied on companies, firms etc, collected by Local Authorities and paid to a Central
Government ‘Paal’.

31. Net Book Value

The amount at which fixed assets are included in the balance sheet, i.e. their historical cost or
current value less the cumulative amounts provided for depreciation.
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32. Net Current Replacement Cost

The cost of replacing or recreating the particular asset in its existing condition and in its existing
use, i.e. the cost of its replacement or of the nearest equivalent asset, adjusted to reflect the

current condition of the existing asset.

33. Net Expenditure

Total expenditure for a service less directly related income.

34. Net Realisable Value

The open market value of the asset in its existing use (or ape rket value in the case of non-
operational assets) less the expenses to be incurred in realisifg the assel.

35. Non-Operational Assets

Fixed assets held by the Council but not direct
services. Examples of non-operational asset
surplus to requirements, pending sale or redeve

upied, used or consumed |
investment properties and a
nt.

36. Operating Leases

A lease other than a finance lease.

37. Operational Assets

Fixed assets held and gccupied, used or censumed by the Ceuncil-in the direct delivery of those
services for which it has either.a statutory or-discretionary responsibility.

38. Post Balance Sheet Events

Those events, both favourable ich occur between the balance sheet date
and the date on which-the FII"IHHCI8| Statements is sighed by the responsible financial officer.

39. Revenue Expendi

Expenditure which'tay probe-
example of revenue expendltu

Funded from Capital under Statute

e deferred, but which does not result in a tangible asset. An
unded from capital under statute is expenditure on improvement

41. Statement of Standard Accounting Practice (SSAP)

Accountancy practice's recommended by the Major Accounting Bodies. The application of SSAPs
to local authorities is reflected in Statements of Recommended Practices {(SORP). Most SSAPs
have now been superseded by FRSs.

42. Stocks

Comprise the following categories:
* (Goods or other assets purchased for resale;

= Consumable stores;
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= Raw materials and components purchased for incorporation into products for sale;

= Products and services in intermediate stages of completion;
s |ong-term contract balances; and

* Finished goods.

43. Useful Life

The period over which the Council will derive benefits from the use of a fixed asset.
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. SCOPE OF RESPONSIBILITY

Southampton City Council (“the Council”’) 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
Council 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 respensibility, the Council is responsible for putting in place proper
arrangements for the governance of its affairs, facilitating the effective exercise of its functions,
and which includes arrangements for the management of risk.

The Council has approved and adopted a Code of Corporate G
with the principles of the CIPFA/SOLACE Framewcrk Deli
Government. A copy of the code is on our website at

nce, which is consistent
00d (Governance in Local

http://www.southampton.gov.uk/council-partners/decisionmaking/corporategovernance/ or ¢an
be obtained from the:

Head of Legal and Democratic Services,
Southampton City Council,

Civic Centre,

Southampton,

S014 7LY

he code and also meets the
ions 2003 as amended by the
tion to the publication of a

This statement explains how the Cotingi
requirements of regulation 4 (2) of the Acc
Accounts and Audit { Amendment){England)
statement on internal control.

complied

2. THE PURPOSE OF THE GOVERNANCE FRAMEWORK

The governance framework comprises the sy and processes for the direction and control of
the Council afid its. activities thr its to, engages with and leads the community.
It enables the authority to meaitor.the achievenient of its strategic objectives and to consider
whether those objectives haveded to the delivery of appropriate, cost-effective services.

The system of internal contral is a significant part of that framework and is designed to manage
risk o a reasonable lev nnot eliminate all risk of failure to achieve policies, aims and
objectives and “¢an:, ther .only provide reasonable and not absolute assurance of
effectiveness. The system of al control is based on an ongoing process designed to identify
and prieritise the risks o the dchievement of the Council'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 governance framewatk has been in place at the Council for the year ended 31 March 2011
ate of apprsval of the annual report and statement of accounts.

3. THE GOVERNANCE FRAMEWORK

The key elements of the systems and processes that comprise the Council's governance
arrangements are as described below and include arrangements for:

« Identifying and communicating the authority’s vision of its purpose and intended outcomes
for citizens and service users

There is a clear vision of the Council's purpose and intended outcomes for citizens and service
users that is clearly communicated hoth within the organisation and to stakeholders.

The City of Southampton Strategy which sets out a 20-year vision up to 2026, underpins aspirations

for the city. During the course of 2010/11 Southampton Partnership conducted a review and revised
its priorities and challenges.

- 107 -



The Southampton Partnership is the local strategic partnership {LSP) for the city and brings
together the private, public and community and voluntary sectors to work together in tackling the
key challenges facing Southamptan, thereby securing quality of life improvements for all those who
live, work and visit the city. During 2010/11 the Southampton Partnership completed a fundamental
root and branch’ review of the current partnership arrangements in light of the agreed city
challenges and national best practice. This review was completed with the agreement in February
2011 that a new successor body ('Southampton Connect’) will replace the Southampton Partnership
fram April 2011. The new Southampton Connect collaborative maodel is a radical departure from our
previcus partnership approach, as it aims to build on personal relationships, networks and goodwill
to wark together through a 'task and finish approach’ wherever possible to tackle aur city priorities
and challenges.

The Southampton Partnership has overseen the delivery of Southa, 's Local Area Agreement
(“LAAY) which is a three-year agreement between central gov nd key partners working
together in an area to deliver joined-up public services wi el local people’s needs.
Southampton’s 2008-11 Local Area Agreement was approved by the Secretary of State for
Communities and Local Government and comprises of 34 'designated’ targets; 16 statutory’ targets
010/11, The

flnal LAA

Southampton Partnership Delivery Board approve
Performance Reward Grant and agreed arrangems
to set up a Cross Service Development Fund
efficiencies, the development of shared public sector services, pport arrangements orfacilities
within the city and the implementation of initiatives which underpin the delivery of the city’s agreed 3
Community Based Budgeting / Total Place initiatives.

[l approach to secure on-going
C sidents, businesses and visitors to

rities and“walues. It demonstrates the
organisation's commitment to securing the statutory duty of best in all aspects of service
delivery. It also reflects the.leadership role of the:Executive in. delivering the Council's policy
objectives, value for moneyangd service improvement for the benefit of residents and businesses in
the city. The 2010/1} Corporate Blan reflected _Eocai pricrities, as well as known national policy and

The Corporate Plan sets out the Council’

- Reviewing the authority’s visionand its implications for the authority’s governance
arrangements

The Council has six agree
framework plans and: budg
¢ allocation process.

ities and five organisational values that shape the Council’s policy
d hence the Council's policy decision making and resource

The Council has adopted a Code of Corpeorate Governance (“CCG") which identifies in one
document how the Council ensures that it runs itself in a lawful, structured, ethical and professional
manner. The CCG is administered by the Monitoring Officer and is reviewed formally by Council’'s
Standards and Governance Committee on a biennial basis.

- Measuring thé quality of services for users, ensuring they are delivered in accordance
with the authority’s” objectives and ensuring that they represent the best use of
resources

The Carporate Plan provides key information on the quality and level of services provided by the
council. It sets out key performance targets and improvement initiatives for the ensuing year
including the approved budget for each Portfolio. The Plan, which is approved by Council, includes
a range of performance measures which are monitored on a quarterly basis.

» Defining and documenting the roles and responsibilities of the executive, non-
executive, scrutiny and officer functions, with clear delegation arrangements and
protocols for effective communication

The Council has a Constitution that sets out how it operates, how decisions are made and the
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procedures followed to ensure that these are efficient, transparent and accountable to local peaple.
Some ¢f these processes are required by the law, while others are a matter for the Council to
choose. The Censtitution is divided inta 15 Articles and sets out the detailed rules governing the
Council's business. The Constitution may be accessed on the internet at:

hitp:/Awww.southampton.gov.uk/council-partners/decisionmaking/constitution.aspx

» Developing, communicating and embedding codes of conduct, defining the standards
of behaviour for members and staff

The Council's Constitution contains both an Officer Code of Conduct and a Members Code of
Conduct that have been formally approved and widely communicated...in addition, a ‘Code of
Conduct and Disciplinary Rules’ exists for employees which details; standards of service and
conduct that are expected of employees. The Council also ha an Anti Fraud and Anti
Corruption Policy and Strategy.

» Reviewing and updating standing orders, standing financial instructions, a scheme of
delegation and supporting procedure notes/manuals, which clear|
decisions are taken and the processes and conirols required to manage r

The Council's Constitution includes information
made and the role of overview and scrutiny. The So citor to the Cotincil conducts an annual review
of the Council's constitutional arrangements, which are considered by the Council’s Standards and
Governance Committee, in its governance role, prior to submission to the Annual General Meeting
of the Council in May. All reports submitle the Executive, the Council, a Committee or a Sub-
Committee for a decision must receive ggrpag earance in‘tggpect of legal, financial and policy
implications prior to publication. Reporl aut identify and report on any
significant risks within the body of the repart. In addition, there i plished information on the
Council's internet site regarding how the system of degision-making in Sauthampten works and how
the public can have their voice fieard ("Having-Your.Say ).

gement arrangements conform with the
ent on The Role of the Chief Financial

» Ensuring the authority’s financial mg

The Council conforms 1o the. governance reguirements of the CIPFA Statement on The Role of the
Chief Financial: Officer (CED)- in Local Government (2010), the CFO is professionally qualified,
reports difectfy 1g the Chief ive and is a member of the leadership team, with a status at least

eglivalent to othef members.

k Lindertaking the core functions:of an audit committee, as identified in CIPFA’s Audit
Committee — Practical Guidance for Local Authorities

The Coungi
guidance,

has a formally constltuted Audit Committee, who operate in accordance with CIPFA
' to pravide independent assurance to the Gouncil’s Standards and
Governance the adequacy of the risk management framework and the internal
control and repériing .environment, including (but not limited to) the reliability of the financial
reporting process and the annual governance statement.

» Ensuring compliance with relevant laws and regulations, internal policies and
procedures, and that expenditure is lawful

‘Corporate Standards’ are published on the intranet and provide a summary of the most significant
and important rules in the areas where the Council must achieve compliance. They cover Legality
and Corporate Governance (including decision-making, freedom of information and data protection),
Finance, |S/IT, Property and Procurement.

In addition, the Financial Procedure Rules, which provide the framework for managing the Council's
financial affairs, and the Council’s Contract Procedure Rules, which govern the method by which
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the Council spends money on the supplies, services and works, form part of the Council's
Constitution.

= Whistle blowing and for receiving and investigating complaints from the public

The Council is committed to the highest possible standards of openness, probity and accountability
and this is reflected in one of the Council’'s core grganisational values which states that ‘we will work
with integrity, openness and honesty’. There are a range of interrelated peolicies and procedures in
place that seek to create an anti fraud and anti corruption culture. This includes a Duty to Act Paolicy
which reflects the legal framework and obligation on the Council fo enable staff to raise concerns
which may involve unlawful conduct, illegality, financial malpractice:ior .dangers to the public,
employees or the environment. In addition, a corperate complaint ss and policy is in place
which has been formally approved and communicated to all aff, the public and ather
stakeholders.

» Identifying the development needs of members and senior officers in relation to their
strategic roles, supported by appropriate training

The Council has a Member Development Strateg
view to learning and development whilst remaining

ace which is aimed at prov % Jong-term
rities.

Induction Programme;
Personal Development Planning;
Member Mentoring Scheme
Cabhinet Member training;
Regulatory Panel training;
Scrutiny training;

Skills training and workshops;
Standards and Governance;-ang
Member Briefing'sessions. #

YVYVVYVVVYY

Priorities for le he annual performance appraisal process with
a requirement thattraining priorit & link-to achievement of objectives and service plans as well as
on-going professional competence: Individuattearning and development priorities are then used to
develop:Birectorate Leaming and Development-plans. In addition, a 'Foundations of Management’
programme-is in place for all-new managers who require an understanding of what is expected of
them dhd providés dn oppor +ta develop core skills that will assist them in perfarming effectively
- in their role.

other stakeholders, ensuring accountability and encouraging open consultation

The Southamipton Partnership, which is the Local Strategic Partnership for the City of Southampton,
has it mem m private, public, voluntary and community sectors in order to act
collectively as

The views of citizens and stakeholders are seen as important in prioritising and measuring the
quality and value for money of council services. This is in addition to taking account of formal
external assessments and comparative benchmarking data. The views of local people and
communities are sought in many ways both formally {i.e. the 2010 City Survey) and informally (i.e.
Neighbourhoods Management meetings, public meetings and consultation events, market research
polls, input from veoluntary sector forums and networks and through methods specifically designed to
invalve children and young people in making positive decisions about the issues that are important
to them). In addition, the “Your City, Your Say’ Budget Consultation was undertaken and aimed to
engage local residents in the process of developing council budgets and priorities and to help
identify potential cost and efficiency savings that may enable the Council to offset reductions in
government spending and grant funding. Alongside this wark, the Council also ran a "Your Council,
Your Say’ consultation with its staff — giving them the opportunity to use their insight to identify
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4. REVIEW OF EFFECTIVENESS

solutions that may generate revenue or reduce inefficiency within the organisation.

- Incorporating good governance arrangements in respect of partnerships and other
group working as identified by the Audit Commission’s report on the governance of
partnerships, and reflecting these in the authority’s overall governance arrangements

A Partnership Code is in place and forms part of the Council's Constitution. The Code has been
developed to ensure that where the Council leads a partnership and/or co-ordinates its work, it will
do so ensuring sound governance is in place, but within a flexible, efficient and robust approach to
such engagement. This forms an important element of the Council’'s overall framewaork for partner
and partnership engagement.

The Code covers key partnerships established by the Cou ave been charged with
developing specific strategies ar plans and are ‘held to account elivery of those strategies
or plans. The Code applies equally to Government initiated . statutory” -partnerships as well as
nationally required and/or locally determined ‘non-statutory’ partnerships.

The Council has responsibility for conducting, at annually, a review of the effectivéniess of its
governance framewaork including the system of:iflernal control: e review of effectiveness is
informed by the work of the executive managers within the aut Gﬁty who have responsibility for
the development and maintenance of the governance environment, the Head of Internal Audit's
annual report, and also by comments made by the external auditors and other review agencies
and inspectorates.

The review process, applied in respegt of m
system of internal control, is informed by::

ing the effectiveness of the

»the work of Members/Oﬁicers within the Cc;uncii

»the Annual report-and opinion:of the Chief #iternal Auditor;
»the Audit Gemmittec; -
»the Standards-and Governange Committee; &
> reports received from service review agencies orinspectorates, and

¥ the external auditars indtheirannual auditletier:

s . The Authority

The Council's Constitution fo the cornerstone of effective corporate governance. Whilst the

Council's constitutional-arrangeriients continue to be recognised as being of a high standard, Full
Council agreed in 2002 that it would, on an annual basis, robustly review the Constitution and its
operatign. Full Council is:the ultimate decision-making body as to the Council's Constitution. The
jew and subsequent report is to bring forward any proposed changes to
ving been considered by Standards and Governance Committee (in its
ew to building upon the constitutional arrangements for the Council.

s The Executive

The Executive (‘the Cabinet’) make executive decisions relating to services provided by the
Council, except for those matters which are reserved for decision by the full Council, and planning
and licensing matters which are dealt with by specialist regulatory Panels. Proceedings of the
Cabhinet take place in accordance with Article 7 of the Council’'s Constitution.

s Audit Committee
The Council has a formally constituted Audit Committee whose role it is to provide independent

assurance to the Standards and Governance Committee on the adequacy of the risk management
framework and the internal control and reporting environment, including (but not limited to) the
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reliability of the financial reporting process and the annual governance statement.

The Council's Internal Audit, Risk and Assurance service reports to the Audit Committee on the
following:

#the Chief Internal Auditor's annual report and opinion;

» review of the effectiveness of the system of internal audit;
¥ the Internal Audit Strategy and annual operational plan;
»summary internal audit reparts across all portfolios;

» reports of external audit and inspection agencies;

»assurances that action is being taken on risk and cont ated 'issues identified by the

internal and external auditors and other assurance providers;

»the effectiveness of the Council’s internal control, risk management and-associated anti-fraud
and anti-corruption arrangements; and

»the Council's Annual Governance Statemen nancial statements and al auditar's

opinion;

¢ Overview and Scrutiny Committees

Councillors to represent their
spment. There is an Overview and
anages this process. The

Overview and Scrutiny is a key mechanism for enabll
constituents’ views to the Executive to

Scrutiny Management Committee {pare
Committee appoints Panels as necessary to | review of the activities of
key partners and to carry out scrutiny inguiries, which support th of the Executive and the
Council as a whaole. These-arrangements allow citizens to have-a greater say in Council matters
by holding public -inguiriesinto matters of: local concetn. These lead to reports and
recommendationg  which advise the Execu -and the Council as a whole on its policies,
relationship with /key pantnerg and local rvice delivery. The Overview and Scrutiny
Management:Committee also mghitors the s of the Executive. Scrutiny members can
‘call-in’ a decisigrnwhich has been made by the Bxecutive but not yet implemented. This enables
them to consider ‘whether:the decision -is appropriate and they may recommend that the
Executive reconsider the:decision. The Overview.and Scrutiny Management Committee are also
cansulted by.the Executive-on forthcoming decisions and the development of Palicy Framework
plans.

» Risk Management

Risk-management activity:is co-ordinated by Chief Officers Management Team. This followed a
transfer.of responsibilities:during the year from Council's ‘Resources Board' which no longer sits.

a Risk Management Strategy and Paolicy which is reviewed annually and
submitted tgithe Audit-=Committee for approval. In addition, an annual Risk Management Action
Plan is develtped with progress against the agreed actions being reported to the Audit Committee
bi-annually. The Council has in place a ‘Strategic Risk Register’ which seeks to identify the key
risks that may prevent or have a significant adverse affect on the achievement of the Gouncil’'s key
objectives. In addition, each Directorate is required to develop and maintain its own risk register
which is developed around the 'key priorities and risks’ identified as part of the corporate business
planning process. Risk management also features as an integral part of the Council's Project
Management methodology.

» Standards and Governance Committee

The Council has a Standards and Governance Committee with specific responsibility to lead on
all aspects of Corporate Governance by promoting the values of putting pecple first, valuing public
service and creating a norm of the highest standards of personal conduct’. Throughout the course

-112 -



of the year the Standards and Governance Committee receives the draft report on ‘Changes to the
Constitution’ (in its governance role) prior to the report bring presented to Full Council, an annual

report on ‘Internal complaints and local government ombudsman’s complaints’ and the ‘Annual
Governance Statement’ for review and approval. This Committee is also responsible for reviewing
and approving the updated Code of Corpeorate Governance.

* Chief Financial Officer

The Council conforms to the gavernance requirements of the CIPFA Statement on The Role of the
Chief Financial Officer (CFQO) in Local Government (2010), the CEQ is professionally qualified,
reports to the Director of Corporate Services and is a member:gf the leadership team, with a
status at least equivalent to other members. :

» Internal audit

The Council has an Internal Audit function whose role is to provide an assurance function that
provides an independent and objective opinion tgithe Council on risk manageésient, control and
governance. Internal audit may also provide ¢ [
specifically to help management improve thé
governance. The Council's Internal Audit Strategy was appteved by the Audit Committee in
September 2007 covers a five year period to 2011, The Strategy, which was reviewed in June
2009, outlines how the service will be managed, delivered gngdeveloped to facilitate:

»delivery of an internal audit opinign
governance arrangements, to inform the.an

¥»audit of the Council's internal control;. risk management a vernance systems through
periodic audit plans, in-g:way which affords due consideration.to the Council's key priorities and
significant risks;

» continuous improvement of tfie. internal ct

iy rol, risk management and governance framework
and processes within the Council; :

»identification:of the resourgtisand skills re
service that meets the. CIPEA Code:

* effective goaperation with the Audit Commission and other external review bodies; and

ed and method of delivery of an internal audit

» provision of-assurance

ultancy and advisory services by internal audit.

The Chief Internal Auditor repests:to the Audit Committee including progress against the annual
internal audit operational plan and bringing to the attention of the Committee any significant
contrel issues. The Chief internal Auditor has the authority to independently report at any time to
the Chief Executive, ChigfFinancial Officer, Officers and Members.

the system ofdinternal audit is undertaken by the Audit Committee.

* Other review/assurance mechanisms

Assurances are sought from Executive Directors regarding the effectiveness of the key controls
within their areas of operation. The assurances are obtained via an ‘Annual Governance
Statement — Self Assessment’ statement which is required to be completed in full and with due
diligence by each Director. Internal Audit then undertakes a sample check of the completed self
assessments and supperting evidence and provides an overall opinion on the level of assurance
that can be placed on the returns.

The review is further informed via the completion of a “Controls Assurance Framework” document
developed in line with CIPFA guidance. It identifies the key compaonents of the Council's overall
governance and internal control environment. The document records the key controls in place and
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sources of assurance and identifies any gaps in key controls or assurance neting any
improvements planned for the farthcoming period to address the identified gaps.

5. SIGNIFICANT GOVERNANCE ISSUES

The following significant governance issues have been identified:

Issue

1 | Guidance in respect of
the governance of
partnerships, including
how it relates to shared
services, to be
reviewed and updated
to reflect changing
circumstances.

The Partnership Code and
Toolkit, adopted as part of the
Council's Constitution in 2009,
is to be reviewed to ensure
that it is aligned with th
revised approach t
partnerships as reflectod
new Southampten Connect
collaborative model . Formal
shared service arrangements
with other authotities or
arganisations aregenerally
governed vig gontr. ;
Service Level Agreemetits. /As
these expand a teview may be
reguired to consiger whether a
revision to the Constitution and
quidar =

the

is require

Ecanomic
Development /
Director of
Corporate
Services

May 2012 (in the
expectation that it
will require a
iehiange to the

the Council’s
Annual General
Meeting).

2 | Ensure consisterit
understanding of the
council’s corporate
standards by relevant
officers.

A of corperate
standalds is to be undettaken
to.ensure that the
arrangements currently in

© are appropriate, robust
fit for purpose. This will

development activities which
are targeted to commence
from October 2011 onwards.

Director of
Corporate
Services

March 2012

arrangemen
respect of the
management of health
and safety will not
enable the pravision of
an appropriate level

of assurance to officers
and members that the
health and safety
compliance regime is
robust.

Governance arrangements for
health and safety
accountabilities to be through
a Health and Safety
Management Board
comprising the Chief
Executive, Directars and
Capita. This Board is to meet
on a quarterly basis.

Director of
Corporate
Services

March 2012
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4 | Changes being made The changes to directorate Chief Executive / | March 2012
to directorate and and management structures Director of
management structures | are intended to focus on Carparate
in order to develop and | delivering high quality, low cost | Services
improve the services that meet customer
organization and needs and will be reflected in
ensure that effective the employment (job
services are delivered description), constitutional and
to its customers governance framework to

ensure clarity of roles and
responsibilities.

l’'we have been advised on the implications of the result. of the review of the effectiveness of the
governance framework by the Standards and Governance Committee and Audit Committee and a plan to
address weaknesses and ensure continuous improvemepatiof:the system is in place.

l’'we propose over the coming year to take steps it
governance arrangements. We are satisfied that these steps will address the need for improvements that
were identified in our review of effectiveness and will monitor. their implementation and operation as part
of our next annual review.

Signed
Alistair Neill Councillor Royston Smith
(Chief Executive) {Leader of the Council)

on behalf of Southampton
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