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1 Purpose of report

1.1  To present the unaudited financial statements 2010/11 for the Audit
Committee’s consideration

2 Summary

2.1 The Council's unaudited financial statements have been completed, with due
regard to proper accounting practice, and will be submitted to the Controller of
Audit by 30 June, as required by the Local Authority (Scotland) Regulations
1985.

2.2 The 2010/11 statement of accounts is the first statement of accounts that has
been prepared under the full requirements of International Financial Reporting
Standards (IFRS). The Audit Committee considered the updated accounting
policies required under the transition to IFRS at its meeting on 11 November
2010.

2.3  Adoption of IFRS has resulted in some significant changes to the way financial
information is presented. The main changes are outlined in Appendix 1 to this
report.

2.4  The Director of Finance’s foreword can be seen on pages 2 to 11. The

foreword provides commentary on various financial aspects, including:
e Details of the financial statements and their purpose;
e Financial performance — revenue and capital; and

e Reserves.



2.5

2.6

3.1

3.2

3.3

3.4

3.5

3.6

Members will be aware that a report on the Edinburgh Tram project will be
considered at the Council meeting on 30 June. The 2010/11 Financial
Statements will be considered at the same meeting. As at the time of preparing
this report the tram report has yet to be finalised, it has been necessary to
redact references within the unaudited financial statements to the tram project.
For this reason, neither the Director of Finance, nor the Chief Executive or
Council Leader has signed the financial statements prior to consideration by
the Audit Committee.

The Audit Committee will have the opportunity to refer any comments on this
report to Council on 30 June.

Main report

The unaudited financial statements are submitted in accordance with the
requirements of regulation four of the Local Authority (Scotland) Regulations
1985. The unaudited financial statements are shown at Appendix 2.

The 2010/11 financial statements present the financial position for the Council
and its Group in the following statements:

e Movement in Reserves Statement (pages 13-15)

e Comprehensive Income and Expenditure Statements for the Group
(page 16) and the Council (page 17)

e Balance Sheets for the Group (pages 18-19) and the Council (pages 20-
21)

The consolidated group accounts include the results of the following
subsidiaries, associates and trusts:

(i) Subsidiaries — CEC Holdings Limited, Lothian Buses and tie Limited;

(ii) Associates — Edinburgh Leisure, Festival Theatres Trust, Lothian and
Borders Fire and Rescue Board, Lothian and Borders Police Board and
Lothian Valuation Joint Board;

(iii)  Trusts — International Conference Centre Income Trust.

The 2010/11 unaudited financial statements also include, for the first time, a
remuneration report. This covers the Council's Leader, Civic Head, Senior
Councillors and Conveners of Joint Boards, Senior Employees and Senior
Employees within the Council’s subsidiary companies (pages 138-146).

The value of investments on the Council’'s Balance Sheet will require to be
reviewed once audited accounts are received from the subsidiary bodies. This
may result in changes to the financial statements.

Outturn Summary

The Council’s outturn position has resulted in a surplus of £4.694m. The main
variances in the Council’s outturn position arose in the following areas:
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e A net underspend of £2.699m on General Fund services, with all
departments recording an underspend against budget;

e A saving of £2.82m on loan charges / interest on revenue balances,
resulting primarily from lower debt levels as a result of reduced
capital expenditure in previous years;

¢ A net shortfall of £0.825m from Council Tax (including Community
Charge recoveries and the net cost of Council Tax benefits), mainly
arising from increased entitlement to exemptions and discounts;

Members will recall that Council had approved acceleration of an additional
£2m into the unallocated General Fund, subject to the overall financial position
being favourable, thus meeting its target of an unallocated General Fund
balance of £12.8m by March 2012 one year ahead of schedule. The actual
balance in the unallocated General Fund is now £13.025m.

For the purposes of closing the 2010/11 accounts, the surplus of £4.694m has
been set aside in contingency funding for priority outcomes (£2.443m) and to
re-instate the Spend-to-Save fund (£2.251m), following discussions at Council
Management Team. Members are asked to note that they will be asked to
decide on the appropriate treatment of the surplus when the detailed outturn
report is presented to the Finance and Resources Committee in August 2011.
A reconciliation of the Comprehensive Income and Expenditure Statement to
the above surplus is shown in Appendix 3.

The Housing Revenue Account (HRA) returned a surplus of £1.614m, after
making a voluntary additional repayment of £4m of capital debt, in accordance
with the approved budget and business plan.

Capital expenditure, including expenditure on the tram project and the HRA
totalled £254.994m, compared to a revised budget of £324.630m, thus showing
slippage of £69.636m, or 21.5% of budget. The phasing of the tram budget
had been revised during the year, reflecting the evolving position on the tram
project, and thus slippage against budget is less than it would otherwise have
been. Slippage occurred on a range of projects across all departments
compared with their initial spending profile in the capital programme.

Capital income totalled £172.839m, compared to a revised budget of
£190.187m, resulting in a shortfall of £17.348m, reflecting the impact of the
economic climate on realising capital receipts.

In total, £82.155m was funded through borrowing, of which £49.867m relates to
the General Fund and £32.288m to the HRA. The revenue costs arising from
this borrowing have been provided for in the 2011-12 to 2013-14 budgets and
are containable within the Council’'s Long-Term Financial Plan.

The outturn report, together with the agreed capital carry forward budgets, will
be reported in greater detail to the Finance and Resources Committee in
August 2011.



3.14 The Financial Statements will be submitted to the June meeting of Council and
re-submitted to the Audit Committee, together with the ISA260 report from the
External Auditor in September 2011 and to Council after conclusion of the
audit.

Reserves

3.15 At 31 March 2011, the total General Fund balance had risen to £91.598m. The
level of reserves is reviewed annually by Council as part of the revenue budget
process. This review considers the level of balances held, the risks inherent in
the budget process and the arrangements in place to manage these.

3.16 As noted at 3.7 above, the unallocated General Fund balance was £13.025m at
31 March 2011. A further £78.573m is earmarked for specific purposes. These
earmarked balances are held for a number of reasons:

e Balances set aside for specific financial risks which are likely to arise in
the medium term future — examples include monies earmarked for equal
pay and the insurance fund. The Council holds £29.961m against these
future risks.

e Balances set aside, primarily from grant income, due to timing
differences between the receipt of grants income and contributions and
the planned expenditure thereof. The Council holds £38.072m of
income which has been received in advance of planned expenditure.

e Balances set aside to enable the Council to undertake investment in
specific projects, which will deliver savings in future years. These
savings are used, initially, to reimburse the earmarked balances. The
Council holds £5.445m of balances for such projects.

e Balances held under the Devolved School Management scheme, which
permits balances held on individual school budgets to be carried forward
to the following financial year. The interim assessment of the balance as
at March 2011 is £1.9m.

e Balances set aside under the Council's budget flexibility scheme — these
relate primarily to the monies retained centrally by the Council. A total of
£3.195m is held in these funds as part of application of the budget
flexibility scheme in previous years.

3.17 Details of the earmarked balances are shown in Appendix 4.
Pension Liability

3.18 The financial statements have been prepared as determined under
International Accounting Standard (IAS) 19, Employee Benefits. Under IAS19,
the Council’s net pension liability has decreased from £679.608m to
£335.902m. This exceeds current General Fund reserves of £91.598m by
£244.304m. The actuarial valuation will consider the appropriate employer’s
rates and this, together with revenues generated from the investments, will be
utilised to meet the fund’s future commitments.
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The decrease in the net pension liability is mainly attributable to changes
announced by the Chancellor of the Exchequer in his emergency budget on 22
June 2010 that determined that the consumer price index, rather than the retail
price index, would be the basis for future public sector pension increases.

Financial Implications

For the second year in a row, all Council departments have contained
expenditure within budgets.

The overall financial outturn and the planned restoration of the unallocated
General Fund balance to a figure of over £13.025m will help the future financial
stability of the Council.

The revenue consequences arising from borrowing of £82.155m referred to in
3.12 above have been provided for in future General Fund and HRA budgets.

Equalities Impact

There is no relationship between the matters described in this report and the
public sector general equality duty.

There are no equalities implications arising from this report.

Environmental Impact

There are no adverse environmental impacts arising from this report.

Conclusions

The 2010/11 unaudited financial statements have been compiled, as required
by regulation, in compliance with IFRS. This has resulted in significant
changes to the presentation of the financial statements.

Members are asked to note the satisfactory revenue outturn for 2010/11, with
all departments reporting an underspend against budget and the unallocated
General Fund balance target being met one year ahead of schedule.

As in previous years, there was significant slippage, in the latter stages of the
financial year, on the capital programme. The Council’'s Corporate Asset
Management Group is currently reviewing capital budget phasing and the
capital monitoring process, including acceleration of projects to ensure the best
use of available resources.

Recommendations
Audit Committee is requested to:

a) Note the unaudited financial statements for 2010/11 and that these will
be considered by Council at its meeting on 30 June 2011;

b) Note that issues relating to the tram have been redacted in these
financial statements, pending finalisation of the report due to Council on
30 June 2011;
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c) Note that a detailed report on the outturn position will be reported to the
Finance and Resources Committee in August 2011;

d) Note that the financial statements will be re-submitted to the Audit
Committee in September 2011, at the conclusion of the audit and
thereafter to Council.

Donald McGougan
Director of Finance
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Appendix 1

Main changes in the Financial Statements arising from the adoption of
International Financial Reporting Standards

Presentation of the Financial Statements

Within the financial statements, more emphasis is given to the group accounts.
Previously, the group accounts and notes formed a separate section towards the back
of the book. These are now more prominently placed, with the Group Comprehensive
Income and Expenditure Statement and Balance Sheet preceding that of the Council,
and the notes presented in an integrated manner.

Key Financial Statements
The financial statements present the financial data in four key statements:

Movement in Reserves Statement (pages 13-15), which includes movements in
group reserves as well as the Council’s.

Comprehensive Income and Expenditure Statement (CIES) (Group — page 16
and Council — page 17). This statement includes additional items that were
not previously included in the Income and Expenditure Statement:

(i) Capital grants and contributions are recognised as income in the CIES,
within ‘Taxation and Non-Specific Grant Income’, although capital
expenditure is not recognised as expenditure in the CIES - this has the
effect of increasing the surplus on the provision of services and is
therefore included in the reconciling items in the Movement in Reserves
Statement. Income of £157.704m and £92.605m has been credited to
the CIES in 2009/10 and 2010/11 respectively; and

(ii) Gains or losses arising from the revaluation of property assets, actuarial
gains or losses on the pension liability and any other gains or losses are
also recognised in the CIES, although neither has a direct impact on the
Council’s overall revenue outturn. In 2010/11, these had the effect of
crediting a further £210.488m to the CIES, whilst in 2009/10, these
resulted in a ‘cost’ £318.088m, as a result of actuarial losses on pension
liabilities.

Balance Sheet (Group - pages 18-19 and Council - pages 20-21). The Group
Balance Sheet includes the results of not only the Council, but also the
subsidiaries and associates detailed at 3.3 in the report. Group reserves are
not added on a like-by-like basis to those of the Council, but shown as a total
value for group unusable reserves and group usable reserves.

The 2010/11 Financial Statements include three Balance Sheets — the re-
stated opening position at 1 April 2009, the re-stated closing position at 31
March 2010 and the position at 31 March 2011.

Cash Flow Statement (Group — page 22 and Council — page 23)



Key Changes arising from adoption of IFRS

Employee Costs

Services now require to include the costs of holiday leave to which employees have
earned entitlement in the period to 31 March, but remains untaken at that date. This
has the effect of an additional charge in 2009/10 of £29.457m, with an incremental
reduction of £0.411m in 2010/11.

Statutory mitigation has been put in place that enables Councils to include this as a
reconciling item in the Movement in Reserves Statement, and thus there is no impact
on the Council’s overall funding position or on Council Tax.

Government Grants

Capital grants and contributions are now recognised as income when they become
receivable. Previously these were held in a government grants deferred account (on
the Balance Sheet) and written down, through the Income and Expenditure Statement,
over the life of the assets which they were used to fund.

As a result of this change, a credit balance of £23.598m has been removed from
services in 2009/10. As this was included as a reconciling item in determining the
overall movement on the General Fund, there is no impact on the Council’s overall
funding position or on Council Tax.

In addition, the government grants deferred balances have been written out of the
Balance Sheet into the capital adjustment account, in both the 1 April 2009 and 31
March 2010 Balance Sheets.

Leases

The Council's leases were reviewed to determine whether they were appropriately
classified as finance or operating leases. This review indentified a number of leases
that required to be re-classified as finance leases, including leased-in property,
vehicles, bins and copying equipment. These are now reflected on the Balance Sheet

as assets, with corresponding liabilities for the amounts due to be paid under the
leases.

Community Assets
As part of the IFRS re-statement, the Council voluntarily re-stated community assets
as a number of these had been categorised, and thus valued, incorrectly in the past.



Changes arising from adoption of IFRS that were implemented in the 2009/10
Financial Statements

Members will recall that there were a number of changes arising from the transition to
IFRS compliant accounts that were adopted in the 2009/10 Financial Statements.

PPP Contracts

Property used in providing services under PPP contracts is now recognised as an
asset on the Balance Sheet. The recognition of these assets is partly balanced by the
recognition of a liability for the amounts due to the scheme operators to pay for the
assets. The remaining balance was credited to the capital adjustment account
(included in unusable reserves). £317.648m was added to the carrying value of other
land and buildings at 1 April 2009 as a result of this change and a further £7.322m to
vehicles, plant furniture and equipment.

Council Dwellings

The previous method of measuring council dwellings at the average right to buy
selling price was replaced with an existing use value — social housing basis. The is a
beacon approach which groups dwellings by house type, adjusts for sale evidence
and then discounts by an appropriate factor to account for their existing use as social
housing. This resulted in an increase of £187.591m in the value of council dwellings
on the 1 April 2009 Balance Sheet.

Investment Properties

Investment properties were reviewed to ensure that those properties classified as
investment properties complied with the definition stated under International
Accounting Standard 40 (Investment Property), whereby these should be held solely
to earn rentals or for capital appreciation, or both, rather than for use in the production
of supply of goods or services, or held for administrative purposes. As a result of this
change, £118.45m of assets were classified, primarily as other land and buildings.
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FOREWORD BY THE DIRECTOR OF FINANCE

Introduction
The Unaudited Statement of Accounts presents the financial position and performance of the Council,
together with the financial position of the wider Council Group for the year to 31 March 2011.

The Statement of Accounts has been prepared in accordance with the Code of Practice on Local Authority
Accounting in the United Kingdom 2010/11 (based on International Financial Reporting Standards) and the
Best Value Accounting Code of Practice.

¢ International Financial Reporting Standards
The 2010/11 Statement of Accounts is the first Statement of Accounts that has been prepared under the
full requirements of International Financial Reporting Standards (IFRS).

The requirement for government bodies to adopt IFRS was first announced by the Chancellor in the 2007
budget, with the intention of bringing benefits in consistency and comparability between financial reports in
the global economy and to follow private sector best practice. Local Authorities were required to achieve
convergence to IFRS compliant accounts in the 2010/11 financial year.

One of the main changes sees property used in providing services under PPP contracts being recognised
as an asset on the Council's Balance Sheet. This change was included in the 2009/10 Audited Financial
Statements as part of the Council's transition to IFRS compliant accounts.

A further significant change is the inclusion of the costs of holiday entitlement that has been earned but not
taken as at 31 March each year, Further details on this can be seen in note 25 to the Financial
Statemenis.

There are a number of other changes, which are primarily presentational. These include:

¢ Reclassification of bank overdrafts and short-term investments into 'Cash and Cash Equivalents'.
¢ Reclassification of leased-in property from an operating lease to a finance lease.

¢ Recognition of leased-in equipment (primarily IT and copying equipment) as finance leases.

e Government grants deferred have been transferred to the capital adjustment account.

* Reclassification of fixed assets, primarily assets held for sale / surplus assets.

e Financial Statements and Their Purpose
The Council has an interest in a number of companies and joint ventures. Where material, the financial
results of the Council's subsidiaries, associates and joint ventures are consolidated into Group Accounts.
The aim of these accounts is to show the full picture of the Council's sphere of control and influence over
service provision, resources and exposure to risk that the Council has taken on through its involvement in
various entities.

The following statements show the position for the Group and the Council separately:

- Movement in Reserves Statement

~ Comprehensive Income and Expenditure Statement
- Balance Sheet

- Cash Flow Statement.

The Statement of Accounts comprise the following financial statements and accompanying explanatory
notes:

o Statement of Responsibilities for the Statement of Accounts
This statement sets out the respective responsibilities of the Authority and the Director of Finance for
the accounts.

¢ Annual Governance Statement
Explains how the Council conducts its business, both internally and in its dealings with others. The
statement details the review of effectiveness of the code of governance and outlines any enhancements
underway.




FOREWORD BY THE DIRECTOR OF FINANCE

Introduction - continued
¢ Financial Statements and Their Purpose - continued
* Movement in Reserves Statement

This statement shows the movement in the year on the different reserves held by the Group and the
Council. Reserves are analysed into 'usable reserves' (i.e. those that can be applied to fund expenditure
or reduce local taxation) and other reserves. The surplus on the provision of services line shows the
true economic cost of providing the authority'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 dwelling rent setting purposes respectively. The net increase / decrease before transfers to
earmarked reserves line shows the statutory General Fund and Housing Revenue Account balances
before any discretionary transfers to or from earmarked reserves undertaken by the Council.

e 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. The Council raises
taxation to cover expenditure in accordance with regutations; this may be different from the accounting
cost. The taxation position is shown in the Movement in Reserves Statement.

s Balance Sheet
The Balance Sheet shows the value as at the Balance Sheet date of the assets and liabilities recognised
by the Group and the Council. Reserves are reported in two categories. The first category of reserves
are usable reserves, i.e. those reserves that the Group and 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 Group and the Council is not able to use to provide
services. This category of reserves include 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 reserves that hold timing differences shown in the Movement in Reserves Statement line
‘adjustments between accounting basis and funding basis under regulations'.

e Cash Flow Statement
This statement shows the changes in cash and cash equivalents of the Group and the Council during
the reporting period. The statement shows how the Group and the Council generate and use 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
are funded by way of taxation and grant income or from the recipients of services provided by the Group
and the Council. Investing activities represent the extent to which cash outflows have been made for
resources which are intended to contribute to the Group and 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) to the Group and the Council.

* Housing Revenue Account Movement in Reserves Statement and Comprehensive Income and

Expenditure Statement
These statements present the position, as previously described, for the Housing Revenue Account

e Council Tax income Account
The Council Tax Income Account shows the gross income raised from Council Taxes levied and
deductions made under statute. The resultant net income is transferred to the Comprehensive Income
and Expenditure Statement of the Council.

e Non-Domestic Rate Account
The Non-Domestic Rate Account is an agent's statement that reflects the statutory obligation for billing
authorities to maintain a separate Non-Domestic Rate Account. The statement shows the gross income
from the rates and deductions made under statute. The net income is paid to the Scottish Government
as a contribution to the national Non-Domestic Rate pool.

e Common Good Fund
This presents the Movement in Reserves Statement, the Comprehensive Income and Expenditure
Statement and the Balance Sheet for the Common Good Fund.



FOREWORD BY THE DIRECTOR OF FINANCE

Financial Performance

Revenue

The Council's financial performance is presented in the Comprehensive Income and Expenditure Statement,
which can be seen on page 17. This statement has been prepared using International Financial Reporting
Standards. To show the net position of the Council, it is necessary to adjust the Comprehensive Income and
Expenditure Statement for statutory items that require to be taken into account in determining the position on
the General Fund and Housing Revenue Account for the year. These are shown in the Movement in
Reserves Statement (pages 13 to 15).

The outturn position for the General Fund, excluding accounting practice adjustments, compared to budget is
summarised below. Further details will be provided in the report to the Finance and Resources Committee in
August 2011, which will be available on the Council's website.

Revised Over/
Budget Actual {Under)
2010/11 2010/11 Spend
£000 £000 £000
General Fund services 886,917 881,685 {5,232)
Dividend income (net) (2,000) {2,000) 0
Significant trading operations (7.850) {5,317) 2,533
Loans charges / interest on revenue balances 100,356 97,536 (2,820)
Exceptional expenditure - equal pay claims 18,416 18,416 0
Caontribution to earmarked balances 1,799 1,799 0
Budgeted contribution to unailocated general reserve 4,000 4,000 0
Total expenditure to be funded 1,001,638 996,119 (5,519)
Coungcil tax {226,865) (225,881) 884
Net cost of council tax benefit (391) {351) 40
Total - council tax income account {227,256) (226,332) 924
Community charge income 0 (99) (99)
General revenue funding (579,737) (5679,737) 0
Distribution from non-domestic rate pool (188,733) (188,733) 0
Contribution from capital fund (5,912) (5,912) 0
Funding (1,001,638) {1,000,813) 825
General Fund surplus for the year 0 (4,694) (4,694)

Fees and charges levied by the Council have been offset against the cost of providing services and are
included within the actual cost of General Fund Services shown above.

Budget performance - General Fund

As can be seen from above, the Council budgeted to make a contribution of £4m to the unallocated general
reserve. This contribution resulted in the Council meeting its medium term reserves strategy of an unallocated
general reserve of £12.8m by March 2012, one year ahead of schedule. The surplus of £4.694m achieved
during the year has been set aside in contingency funds, to provide funding for Council priorities in future
years.

The main variances in the Council's outturn position arose in the following areas:

¢ Anunderspend on General Fund Services of £5.232m, partly offset by a reduced contribution of £2.533m
from the Coungii's significant trading operations. For the second year in succession, all departments
returned underspends against their approved budgets.

e A reduction of £2.820m on loan charges / interest on revenue balances, primarily resulting from lower debt
levels as a result of reduced capital expenditure in previous years.

¢ A net shortfall of £0.924m from Council Tax income, mainly arising from increased eniitlement to
exemptions and discounts.

e In addition, £5.912m was drawn down from the capital fund, in line with the revised budget, from monies
set aside from the sale of fixed assets, to offset the costs of repaying external debt. This enabled monies
provided within the budget for debt repayment costs to be used to offset expenditure, on a one-off basis,
within general fund services, primarily for equal pay costs.
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FOREWORD BY THE DIRECTOR OF FINANCE

Financial Performance - continued
Principal Sources of Funding
The principal sources of funding used by the Council during the year were:

£000
Council tax / community charge income (net of cost of benefits) 226,431
General revenue funding 579,737
Distribution from non-domestic rates pool 188,733
Total 994,901

Reconciliation to Amounts Reported for Resource Allocation Decisions

Note 31 to the Financial Statements shows the amounts reported for resource allocation decisions. The
departmental income and expenditure shown in note 31 can be reconciled back to the total shown for
General Fund services as follows:

Net

Expendifure Income Expenditure

£000 £000 £000

Children and Families 395,918 {16,898) 383,020

City Development 81,010 (63,224) 17,786

Corporate Services 117,173 (57,594) 58,579

Finance 27,670 (13,173) 14,497

Health and Social Care 222,280 (51,060) 171,220

Joint Boards 75,649 (2,126) 73,523

Services for Communities 329,943 (183,228) 146,715

Net cost of benefits 215,199 (214,506) 693
Other non-departmental specific income and expenditure 24,389 {15,405) 8,084

1,493,231 (617,214) 876,017

General Fund services (as shown on page 4) 881,685
Significant trading operations (as shown on page 4) {5,317)
Net cost of council tax benefit (as shown on page 4) {351)

876,017

Reserves
The Council's General Fund comprises two elements:

s The unallocated General Fund; and

e Balances earmarked for specific purposes.

The unaliocated General Fund is held against the risk of unanticipated expenditure or reduced income arising
in any particular year. The level on this reserve is reviewed annually by the Council as part of the revenue
budget process. This review considers the level of balances held, the risks inherent in the budget process
and the arrangements in place to manage these.

The latest review was in February 2011, as part of the 2011-2014 budget setting process. This forecast an
unailocated General Fund balance of £12.8m at 31 March 2011. The actual balance, including the in-year
contribution was £13.025m. Recognising the financial difficulties faced in setting the 2011/12 budget, Council
approved an additional contribution of £2m in 2010/11, bringing the total contribution for the year to £4m.

In addition, the Council has a further £78.573m of balances earmarked for specific purposes. These are held
for a number of reasons:

e Balances set aside for specific financial risks which are likely to arise in the medium term future -
examples include monies earmarked for equal pay and the insurance fund. The Council holds £29.961m
against these future risks.

o Balances set aside, primarily from grant income, due to timing differences between the receipt of the grant
income and the planned expenditure thereof. The Councit holds £38.072m of income which has been
received in advance of planned expenditure.
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FOREWORD BY THE DIRECTOR OF FINANCE

Reserves - continued

e Balances set aside to enable the Council to undertake investment in specific projects which will deliver
savings in future years. These savings are used, initially, to reimburse the earmarked balances. The
Coungil holds £5.445m of balances for such projects. '

¢ Balances held under the School Board Delegation Scheme {DSM), which permits balances on individual
school budgets to be carried forward to the following financial year. The current balance is £1.900m.

¢ Balances set aside under the Council's budget flexibility scheme. A proportion of departmental
underspends in previous years is set aside in an earmarked balance, with the monies being used for
specific purposes, including corporate priorities and maintaining an adequate level of reserves. A total of
£3.195m has been set aside under this scheme.

In summary, the level of reserves at 31 March 2011, together with the forward strategy, are considered
appropriate in view of the financial liabilities and risks likely to face the Council in the short to medium term.

Impact of Current Economic Climate and Financial Stability

For the second consecutive year, all departments within the Council have underspent on budget, however,
given the on-going constraints on public expenditure, it is imperative that robust financial management and
control continues. Work being undertaken on Alternative Business Models, procurement strategies and
service prioritisation will assist the Council to ensure its long-term financial position remains sustainable.

In view of the need to establish financial stability within the Council, a Long-Term Financial Plan (LTFP) has
been developed as a project within the achieving excellence programme. The LTFP seeks to quantify the
financial outlook over a ten-year period for the General Fund revenue budget. The LTPF establishes
projections for the cost of current services, external income, including government funding and the impact of
major external factors, such as demographics.

The approved budget for 2010/11 included over £41m of savings. Savings were approved against a number
of themes:

¢ Changing processes / business models » Property and better asset management
e Better procurement ¢ Savings in service provision
s [ncorme generation ® Other savings

The LTFP identified a funding gap of £90m for the three year period from 2011/12 to 2013/14, of which
approximately haif required to be found in 2011/12. The funding gap was addressed through a combination
of approved savings and a review of assumptions in the LTFP, taking account of changing circumstances.

The approved budget for 2011/12 includes savings of over £33m. The first tranche of these savings, equating
to over £7.5m for 2011/12, were reported to Council in September 2010 for approval. This early approval of
savings enabled Directors to take the necessary steps to ensure savings could be implemented from April
2011. The balance of savings for 2011/12 were approved by Council in February 2011, together with further
incremental savings of £18.152m for 2012/13 and £11.096m for 2013/14.

Modernising Pay

The Council introduced its modernising pay scheme on 4 October 2010. However, there are still a number of
significant financial issues, as a result of modernising pay, that have im plications for the Council's financial
strategy.

As at 31 March 2011, £90.5m has either been paid or provided for to meet potential equal pay claims. From
the date of implementation, employees whose new salaries and wages are lower than their previous earnings,
have a three-year pay protection period. This may result in further liabilities for the Council. The cost of the
new scheme will have implications for future years and this will be taken into account in the Council's financial
strategy.



FOREWORD BY THE DIRECTOR OF FINANCE

Housing Revenue Account

The Council has a statutory obligation to maintain a revenue account for its housing provision in accordance
with the Housing (Scotland) Act 1987. The Housing Revenue Account records all expenditure and income
relating to the Council's own housing stock. Revenue expenditure on housing management, repairs and
maintenance is funded from rent paid by tenants.

The Council is also pursuing a major capital investment programme to improve its housing stock fo meet the
Scottish Housing Quality Standard by 2015. This programme is funded largely through prudential borrowing
with the costs of borrowing met from rental income.

The Housing Revenue Account broke even at the end of the financial year, after making a contribution, via
the General Fund, of £1.614m to the renewal and repairs fund. In addition, £4m of Housing Revenue
Account debt was repaid during the year in accordance with the approved budget and the thirty year
business plan.

Good progress was maintained towards meeting the Scottish Housing Quality Standard with 70% of
dwellings compliant as at 31 March 2011, compared to 53% as at 31 March 2010,

In March 2009, the Council approved a programme to build up to 1,300 new homes for sale and rent under
the 21st Century Homes programme. Construction work is currently underway in Gracemount, with the first
Council homes due to be handed over in November 2011, This site will provide 215 new homes of which
half will be affordable, including social rent, mid rent and low cost home ownership. Planning permission in
principle has been granted for the remaining phases in North Sighthill and Pennywell and a design guide is
under development.

Significant Trading Operations

The provisions contained in the Local Government in Scotland Act 2003 require the Council to consider all
services provided and determine which are Significant Trading Operations. The Act requires statutory
trading accounts to be maintained for Significant Trading Operations and that they should break even over a
three-year rolting period. 2010/11 is the ninth year of trading for the areas identified as Significant Trading
Operations.

BlindCraft, Direct Cleaning, Edinburgh Catering Services - Schoo! and Welfare Catering, Edinburgh
Catering Services - Other Catering and Refuse Collection (including Trade Waste) failed to achieve their
statutory obligation to break even over the three-year pericd 2008-09 to 2010-11. Excluding costs relating to
equal pay, Direct Cleaning and Edinburgh Catering Services - School and Welfare Catering would have met
their statutory targets to break even over a three-year period. BlindCraft and Refuse Collection did not have
any equal pay costs. Further details can be seen in note 32 to the Financial Statements.

The surplus of £5.317m in the table on page 4 represents the overall outturn from all the Significant Trading
Operations, excluding IAS 19 and other adjustments. In the Comprehensive Income and Expenditure
Statement (page 17), the results are included in 'Net Surplus from Trading Undertakings', Exceptional
Expenditure or within the relevant service as stated in note 32 to the Financial Statements.

£000
Surplus (5,317)
IAS 19 Charges 86
Included in exceptional items 1,232
Other adjustments, including non distributed costs (413)
Total cost included in Comprehensive Income and Expenditure Statement (4,412)
Included in individual services in Comprehensive Income and Expenditure Statement (1,165)
Included in net surplus from trading accounts (4,479
Included in exceptional items 1,232
Total cost included in Comprehensive Income and Expenditure Statement (4,412)

The 2009/10 and 2008/09 surpluses and deficits included in the statutory requirement to breakeven have not
been re-stated to include the impact of the costs for accrued holiday leave entitiement, although the figures
included in the Comprehensive Income and Expenditure Statement have been re-stated. The figures for
2010/11 include these costs.
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Capital Expenditure
The outturn position for capital expenditure is summarised below:

Revised
Budget Actual (Slippage) /
2010M11 2010/11 Acceleration
£000 £000 £000
Capital expenditure
General Fund services 284,401 217,276 {67,125)
Housing Revenue Account 40,229 37,718 (2,511)
Total capital expenditure 324,630 254,994 (69,636)
Capital receipts and other confributions
- General Fund services (32,547) {4,208) 28,249
- Housing Revenue Account (8,700) {4,260) (560)
Government and other grants
- General Fund services (153,640)  (163,111) (9,471)
- Housing Revenue Account (300) (1,170) (870)
Total capital income (190,187) _(172,839) 17,348
Balance to be funded through borrowing
- General Fund services 98,214 49,867 (48,347)
- Housing Revenue Account 36,229 32,288 (3,941)
Total advances from loans fund 134,443 82,155 (52,288)

Expenditure on General Fund services slipped by £67.125m. Of this £7.555m related to the tram project. In
addition, slippage of over £30m related to flood prevention, Kings Theatre, Drumbrae library, neighbourhood
environmental partnerships and wave three schools projects. Expenditure on the Housing Revenue Account
slipped by £2.511m. Phasing of the tram budget was revised during the year, reflecting the evolving position
on the tram project and thus slippage against budget is less than it would otherwise have been.

The Council received £35.110m of general capital grant, of which £2.126m was transferred to revenue, for
third party payments. This sum was passed to Lothian and Borders Police Board. The support provided
through general capital grant enables the Council to direct resources to its own priarities.

Capital expenditure for the year fotalled £254.994m. Of this amount, £37.718m was spent on Coungil
housing through the Housing Revenue Account programme and £39.600m through the housing development
fund. £94.918m was spent on tram works, roads and other infrastructure, £17.649m on recreational venues
and £12.681m on educational properties. In addition, £6.493m was spent through general services on
construction of additional function space and offices at Edinburgh International Conference Centre (ElCC).
This project is due to be completed in 2013/14 at a total estimated cost of £72.587m. The funding sources
include a contribution from the International Conference Centre Income Trust, with the majority being funded
through borrowing and sale of the office once complete. The expenditure incurred this year has heen funded
entirely from the Incorme Trust.

Funding of capital expenditure included £164.281m from government and other grants. The Council
received £87m of Government grants relating to housing development funding and the trams project. A
further £8.558m was generated from the sale of assets and other receipts. The remaining £82.155m was
funded through borrowing.

The current economic climate continues to have a serious impact on the property market and this in turn has
impacted on the Council's ability to raise income to fund capital projects through the sale of assets. The
residential market has been particularly affected and this is where the Council's targest capital receipts were
anticipated. As this is not expected to improve in the immediate future, the Council has had to re-align its
capital programme and defer commencement of some projects until later years to ensure that the capital
pragramime remains affordable.
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Capital Expenditure » continued
Major capital projects undertaken during the year included:

Continuing investment in roads and other infrastructure
Construction and refurbishment of schools

Continuation of the tram project

Refurbishment of the Usher Hall and Royal Commonwealth Pool
Construction of additional function space and office at the EICC
Construction and completion of Kings Inch Care Home
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Long-term Borrowing

The Council is required, by regulation, to have regard to the Prudential.Code, which was established by
CIPFA in 2004/05 to support local authorities in taking their capital investment decisions, in undertaking its
duties. The key objectives of the Prudential Code are to ensure, within a clear framework, that the capital
plans of local authorities are affordable, prudent and sustainable. Revenue costs arising from long-term
borrowing are provided for within the framework of the Long-Term Financial Plan.

A further key objective is to ensure that treasury management decisions are taken in accordance with
professional guidance and best practice. The Prudential Code also has the objectives of being consistent
with and supporting local strategic planning, local asset management pianning and proper option appraisal.

The Council borrowed money throughout the year to meet anticipated capital expenditure requirements and
to refinance maturing loans after allowing for debt repayments. The borrowing strategy is prepared in
accordance with the Code of Practice on Treasury Management in Local Authorities. The majority of the
Council's borrowing comes from the Public Works Loan Board with the remainder from the Eurcpean
Investment Bank and market and other loans. Further details are provided at note 30 to the Financial
Statements.

Investments

The Council's approach to the investment of its surplus funds has always been to prioritise the security of its
investments rather than to seek the greatest return possible on them. Throughout the 'credit crunch’ the
Council has continued to manage its counterparty exposure accordingly to protect its funds. More details
can be found under credit risk on pages 107 and 108.

Public Private Partnership - Provision of School Buildings

In November 2001, the Council entered into a public private partnership with Edinburgh Schools
Partnership, for the provision of school buildings, property maintenance and other facility management
services. This was supplemented by a further agreement in April 2004. The project provides for a total of
eighteen new or refurbished schools and other facilities throughout the city.

In April 2007, the Council entered into a second public private partnership with Axiom Education Limited for
the provision of school buildings, property maintenance and other facilities. This project provides for
replacement of six secondary schoals and two primary schoals.

Further details are provided at note 40 to the Financial Statemenis.

Property used in providing services under PPP contracts is now recognised as an asset on an authority's
balance sheet.

International Accounts Standard 19 - Employee Benefits
IAS 19 - Employee Benefits covers all types of employee benefits. It covers benefits payable during
employment, termination benefits and post-employment benefits.

The adoption of IAS 19 reguires the Council to include the cost of paid annual leave in the Financial
Statements. The cost of annual leave that employees have earned the right to that remains unused as at 31
March is included in the net cost of services in the Comprehensive Income and Expenditure Statement
(CIES), with a corresponding adjustment made in the Movement in Reserves Statement, thus avoiding any
impact on the Council's funding position.

The requirement to account for retirement benefits, is based on the principle that an organisation should
account for retirement benefits at the point at which it commits to paying them, rather than when payment
actually falls due. The net cost of services in the Comprehensive Income and Expenditure Statement
therefore includes an appropriate amount for the retirement benefits the Council has committed to pay,
while the effect on the amount to be met from government grant and local tax payers has been balanced
through inclusion of pensions interest costs and a transfer from the pensions reserve. This is because the
Council bases its budget on the agreed employer's pension contributions payable and payments to
pensioners in the year rather than benefit entitiements earned by emplovees.

The Chancellor of the Exchequer announced in his emergency budget on 22 June 2010 that the consumer
price index rather than the retail price index would be the basis for future public sector pension increases.
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RECONCILIATION OF THE COMPREHENSIVE INCOME AND EXPENDITURE STATEMENT

(as shown on page 17 of the Unaudited Financial Statements)

2009-10
£000
Total Comprehensive (Income) and Expenditure 252,885
Deduct (gains) or losses credited to the CIES
Surplus on revaluation of non-current assets -235,843
Actuarial (gains) / losses on pension liabilities 404,128
Other unrealised losses 149,803
318,088
Surplus on provision of services, per CIES -65,203
Amounts included in the CIES but required by statute to be excluded when
determining the General Fund surplus for the year.
Depreciation and impairment of fixed assets -173,269
Net profit on sale of fixed assets 226
Revenue expenditure funded from capital under statute 49,325
Finance costs - statutory adjustments 694
Net charges made for retirement benefits in accordance with IAS 19 -56,763
-179,787
Amounts not included in the CIES but required to be included by statute when
determining the General Fund surplus for the year.
Statutory provision for repayment of debt (includes element relating to PPP) 54,934
Voluntary provision for repayment of debt 0
Lease repayments (including element relating to PPP contracts) 8,769
Capital expenditure charged to the General Fund balance -49,325
Changes in fair value of investment properties 436
Capital grants and contributions credited to the CIES 157,704
Net transfer for holiday pay accrual -1,634
Employer's contributions payable to Lothian Pension Fund and
retirement benefits payable direct to pensioners 57,464
228,348
Transfers to / or from the General Fund Balance that are required to be taken
into account when determining the General Fund surplus for the year.
Statutory transfer of HRA surplus to Renewal and Repairs Fund 3,458
Net Transfer from earmarked reserves -353
3,105
51,666
General Fund Surplus reported in Financial Statements -13,537

-162,008
867
44,820
1,074

123,966

62,139
4,000
10,787
-44,820
61
92,605
-411

58,498

1,614

-5,900

Appendix 3

2010-11
£000
-416,265
-50,023
-161,242
777
-210,488
-205,777
8,719
182,859
-4,286
187,292

-18,485



Consolidation Adjustments

Interest credited to earmarked balances
Funds (drawn down from) / contributed to earmarked balances:
- BT efficiencies fund

- Budget flexibility

- Cab licensing

- Change management (Children and Families)
- Contingency funding - priority outcomes
- Devolved school management

- Dilapidation fund

- Energy efficiency

- Equal pay

- HMO licensing

- Insurance fund

- Liquor licensing

- Other minor funds

- Pre-paid PPP monies

- Recycling monies

- RSLs - Council Tax

- Spend to save

- Unallocated general reserve

- Unspent grants

- Waverley Court

General Fund Surplus

Less: Proposed set aside in contingency funding - priority outcomes
Less: Proposed set aside in spend to save fund
Less: Required Budget Flexibility Set Aside

To be returned to Unallocated General Fund

2009-10

108

-162
-940
0

0

0

96
734
-54
-5,927
-128
2,205
-8
-20
301
1,371
2,361
1,613
2,332
6,538
=771

£000

9,649

-3,888

3,667
-221

2010-11

138

255
-2,402
143
1,300
2,900
900
3,732
12
-5,159
32
1,653
-99

26

5,001
2,922
-1,655
4,000
92

Appendix 3

£000

13,791

-4,694

2,443
2,251



Appendix 4

REVENUE BALANCES
Balanceat Movement Balanceat Movement Balance at
01-Apr-09 2009-10 31-Mar-10 2010-11 31-Mar-11
£000 £000 £000 £000 £000
Balances Set Aside to Manage
Financial Risks
Dilapidations fund 0 734 734 3,732 4,466
Change mgmt - Children and Families 0 0 0 1,300 1,300
Contingency funding - priority outcomes 0 0 0 5,343 5,343
Equal pay 19,656 -5,856 13,800 -5,099 8,701
Insurance fund 6,234 2,228 8,462 1,689 10,151
25,890 -2,894 22,996 6,965 29,961
Balances Set Aside from Income
Received in Advance
Cab Licensing 0 0 0 143 143
Change Management 362 1 363 2 365
Craigmillar Regeneration 17 0 17 1 18
HMO licensing 445 -126 319 33 352
Liquor licensing 598 -8 590 -99 491
Lothian Buses 2,000 0 2,000 0 2,000
Other minor funds 254 -19 235 27 262
Pre-paid PPP monies -0 301 301 0 301
Recycling monies 3,476 1,371 4,847 5,001 9,848
RSLs - Council Tax 2,816 2,361 5,177 2,944 8,121
Unspent grants 9,541 6,538 16,079 92 16,171
Waverley Court 771 -771 0 0 0
20,280 9,648 29,928 8,144 38,072
Balances Set Aside for Investment in
Specific Projects which will
Generate Future Savings
BT efficiency fund 1,212 -162 1,050 255 1,305
Energy efficiency 730 -51 679 14 693
Spend to save 1,216 1,621 2,837 610 3,447
3,158 1,408 4,566 879 5,445
Balances Set Aside under Devolved
School Management Scheme
Devolved School Management 904 96 1,000 900 1,900
904 96 1,000 900 1,900
Balances Set Aside under Budget
Flexibility Scheme (including Set
Aside)
Budget flexibility (including set aside) 2,871 2,727 5,598 -2,403 3,195
2,871 2,727 5,598 -2,403 3,195
Unallocated General Reserve 6,472 2,553 9,025 4,000 13,025
Total General Reserve 59,575 13,538 73,113 18,485 91,598




