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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 (lFRS). 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: 

• Details of the financial statements and their purpose; 

• Financial performance - revenue and capital; and 

• Reserves. 
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2.5 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 
red act 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. 

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

3 Main report 

3.1 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. 

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

• Movement in Reserves Statement (pages 13-15) 

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

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

3.3 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; 

(iH) Trusts - International Conference Centre Income Trust. 

3.4 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). 

3.5 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 

3.6 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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• A net underspend of £2.699m on General Fund services, with all 
departments recording an underspend against budget; 

• 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; 

3.7 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. 

3.8 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 (£2.251 m), 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. 

3.9 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. 

3.10 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. 

3.11 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. 

3.12 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. 

3.13 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 



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: 

• 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 £29.961 m against these 
future risks. 

• 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. 

• 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. 

• 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. 

• 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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3.19 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. 

4 Financial Implications 

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

4.2 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. 

4.3 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. 

5 Equalities Impact 

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

5.2 There are no equalities implications arising from this report. 

6 Environmental Impact 

6.1 There are no adverse environmental impacts arising from this report. 

7 Conclusions 

7.1 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. 

7.2 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. 

7.3 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. 

8 .Recommendations 

8.1 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 

Appendices 1 Summary of main changes arising the implementation of IFRS 
2 Unaudited Financial Statements 2010/11 
3 Summary of the Comprehensive Income and Expenditure 

Statement to the reported surplus 
4 Revenue balances 

Contactltel/Email Alison Henry: 0131 4693172: alison.henry@edinburgh.gov.uk 

Wards affected All 

Single Outcome All 
Agreement 

Background Financial Statements and departmental working papers 
Papers 
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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) 
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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 £0.411 m 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. 
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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 £187.591 m 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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Appendix 3 

RECONCILIATION OF THE COMPREHENSIVE INCOME AND EXPENDITURE STATEMENT 
(as shown on page 17 of the Unaudited Financial Statements) 

2009-10 2010-11 
£000 £000 

Total Comprehensive (Income) and Expenditure 252,885 -416,265 

Deduct (gains) or losses credited to the CIES 
Surplus on revaluation of non-current assets -235,843 -50,023 

Actuarial (gains) / losses on pension liabilities 404,128 -161,242 

Other unrealised losses 149,803 777 
318,088 -210,488 

Surplus on provision of services, per CIES -65,203 -205,777 

Amounts included in the CIES but reguired b~ statute to be excluded when 
determining the General Fund suq;~lus for the ~ear. 
Depreciation and impairment of fixed assets -173,269 -162,008 
Net profit on sale of fixed assets 226 867 
Revenue expenditure funded from capital under statute 49,325 44,820 
Finance costs - statutory adjustments 694 1,074 
Net charges made for retirement benefits in accordance with IAS 19 -56,763 123,966 

-179,787 8,719 
Amounts not included in the CIES but reguired to be included b~ statute when 
determining the General Fund suq;~lus for the ~ear. 
Statutory provision for repayment of debt (includes element relating to PPP) 54,934 62,139 
Voluntary provision for repayment of debt 0 4,000 
Lease repayments (including element relating to PPP contracts) 8,769 10,787 
Capital expenditure charged to the General Fund balance -49,325 -44,820 
Changes in fair value of investment properties 436 61 
Capital grants and contributions credited to the CIES 157,704 92,605 
Net transfer for holiday pay accrual -1,634 -411 
Employer's contributions payable to Lothian Pension Fund and 
retirement benefits payable direct to pensioners 57,464 58,498 

228,348 182,859 
Transfers to / or from the General Fund Balance that are reguired to be taken 
into account when determining the General Fund surglus for the ~ear. 
Statutory transfer of HRA surplus to Renewal and Repairs Fund 3,458 1,614 
Net Transfer from earmarked reserves -353 -5,900 

3,105 -4,286 
51,666 187,292 

General Fund Surplus reported in Financial Statements -13,537 -18,485 



Appendix 3 

2009-10 2010-11 
£000 £000 

Consolidation Adjustments 
Interest credited to earmarked balances 108 138 
Funds (drawn down from) / contributed to earmarked balances: 
- BT efficiencies fund -162 255 
- Budget flexibility -940 -2,402 

- Cab licensing 0 143 
- Change management (Children and Families) 0 1,300 
- Contingency funding - priority outcomes 0 2,900 
- Devolved school management 96 900 
- Dilapidation fund 734 3,732 
- Energy efficiency -54 12 
- Equal pay -5,927 -5,159 
- HMO licensing -128 32 
- Insurance fund 2,205 1,653 
- Liquor licensing -8 -99 
- Other minor funds -20 26 
- Pre-paid PPP monies 301 0 
- Recycling monies 1,371 5,001 
- RSLs - Council Tax 2,361 2,922 
- Spend to save 1,613 -1,655 
- Unallocated general reserve 2,332 4,000 
- Unspent grants 6,538 92 
- Waverley Court -771 0 

9,649 13,791 

General Fund Surplus -3,888 -4,694 

Less: Proposed set aside in contingency funding - priority outcomes 0 2,443 
Less: Proposed set aside in spend to save fund 0 2,251 
Less: Required Budget Flexibility Set Aside 3,667 0 

To be returned to Unallocated General Fund -221 0 



Appendix 4 

REVENUE BALANCES 
Balance at Movement Balance at 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 


