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MANAGEMENT COMMENTARY

Introduction

We are pleased to present the Unaudited Annual Accounts for Dundee City Council {*the Council”) and its
Group for the year ended 31 March 2016. The accounts have been prepared in accordance with the Code of
Practice on Local Authority Accounting in the United Kingdom 2015/2016. This management commentary
provides context for the annual accounts, an analysis of financial performance and an insight into the priorities
and plans of the Council. The principal financial risks and uncertainties facing the Council are identified,
together with the potential impact and actions being taken.

Review of the 2015/2016 Financial Year - Revenue Budget

The 2015/2016 General Services Revenue Budget was agreed at the meeting of the Policy & Resources
Committee on 12 February 2015. A Council Tax freeze was delivered for the tenth consecutive year, after
budget savings totalling £3.310m were approved. No amounts were taken from accumulated General Fund
balances in setting the 2015/2016 budget. The 2015/2016 Housing Revenue Account Budget was agreed at
the meeting of the Policy & Resources Committee on 26 January 2015 and the Housing Committee on that
date agreed that rent levels would increase on average by 2.5%. The Policy & Resources Committee received
bi-monthly revenue monitoring reports during 2015/2016 in order to keep elected members fully appraised as
o the projecled outturn position. The final outturn position for the year is reflected in the Movement in
Reserves Statement and in the Consolidated Income & Expenditure Statement.

The Movement in Reserves Statement on page 29 shows an actual increase in the General Fund and
Housing Revenue Account balances over the year of £2.797m. This was against a budgeted reduction in
General Fund balances of £3.068m (due mainly to the carry forward of underspends from 2014/2015), i.e. this
represents an overall net underspend of £5.865m against the 2015/2016 Revenue Budget. The main
components of the net underspend are as follows:

{(Under)/ Over
Spend
£m
Net Underspend on Council Services (4.154)
Reduced Joint Board Contributions N {0.059)
Additional Discretionary Non Domestic Rates Costs 0.105
Underspend on Cost of Services (per Comprehensive Income & Expenditure {4.108)
Additional Tayside Contracts Surplus (0.310)
Reduced Income from investment Properties 0.315
Additional Local Taxation Income (1.908)
Additional Revenue Support Grant / NNDR Contribution (0.101)
Savings on Loan Charges (2.144)
Additional CFCR Expenditure 0.195
Reduced Pension Contributions {1.007)
Net Underspend Before Appropriations (9.068)
Additional Contributions to Reserves:
Surplus on Housing Revenue Account (transferred to Renewal & Repair Fund) 0.252
Renewal & Repair Fund 1.780
Capital Fund 1.200
Insurance Fund {(0.029)
Net Underspend After Appropriations (5.865)

The net underspend of £4.108m on cost of Council services was due to a number of under and overspends
within service budgets, with the main areas of variance against budgel being:
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Underspends: £m
Net savings in staif costs across all services 4.352
In Older People services, clients contribution towards residential accommodation in local
authority homes greater than previously anticipated

In Adult services, lower than anticipated Care and Support placements and delay in fully
implementing service developments for which budgetary provision was made. There was 2.306
also an underspend in Mental Health Third Party Payments.

Lower payments mainly due to redesign of delivery of sheltered housing service. Paymenis 0.383
to DCC Housing service for delivery of various services were also lower than projected. '

Additional income from translation services due to increase in demand for this service 0.148
Additional income from planning applications and building warrants due to increased market

0.422

activity 0,533
Overspends: £m
In Children & Family Services increase in the number of residential and secure placements

and additional accruals for backdated kinship carer payments. 1.862
Higher than anticipated costs for council house repairs and relets due 1o increased demand 0.608
Income shortfall in commercial property rentals 0.545
Income shortfall in Environmental Protection service due to the volatility in national and

global commodity prices for the sale of recyclate materials such as glass, metals and paper 0.544
and other trade refuse.

Environmental Management net shortfall in various chargeable income for services provided 0.323

The General Fund balance has increased over the year by £2.797m, to £15.824m at 31 March 2016 {including
Devolved School Management balances of £1.257m and Car Parking balances of £0.177m). Within this
overall total it is estimated that £7.0m is uncommitted. This equates to 2.1% of annual budgeted net
expenditure.

The Council manages its General Fund balances {and other cash-backed reserves) in accordance with proper
accounting practice and the associated protocol that was agreed by the Policy & Resources Commitiee on 9
February 2004. The reserves protocol was reviewed in February 2013 as pari of the budget seiting process,
and was considered to remain relevant and fit for purpose. In the 2015/2016 Revenue Budget report to the
Policy & Resources Committee on 12 February 2015, the key aspecis of a medium term financial strategy
were sel out. This included a statement that the uncommitted element of the General Fund balance will be
maintained at a minimum level of the lower of £5m or 1.5% of budgeled revenue expendiiure.

Review of the 2015/2016 Financial Year - Capital Budget

The 2015/2016 General Services Capital Budget was agreed at the meeting of the Policy & Resources
Committee on 12 February 2015 and the 2015/2016 Housing Capital Budget was agreed at the meeting of the
Policy & Resources Committee on 26 January 2015. The gross capitai budget for 2015/2016 totalled
£112.857m, including an allowance for slippage. The Policy & Resources Commitiee received bi-monthly
capital monitoring reports during 2015/2016 to keep elected members appraised of project cost to date, the
projected outturn position and projected completion dates. Actual gross capital expenditure for the year was
£87.434m. The following table compares the actual outiurn position with budget for capital expenditure and
the associated funding. The underspend against the original capital budget was due to slippage across a
range of projects.
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Budget Actual Variance
i £m £m £m
Gross Capital Expenditure 112.857 87.434 {25.423)
Funded by:
Borrowing 51.874 35.203 {16.671)
Capital Grants & Receipis 52.795 51.640 (1.155)
CFCR 0 0.591 0.591
Slippage Allowance 8.188 0 (8.188)
112.857 87.434 (25.423)
in-year gross spend on key projects in the capital programme included:
£m
Harris Academy 12.488
Central Waterfront 6.274
Heating, Kitchens & Bathrooms in Council Housing 4.688
External Insufation and Cavity Fill in Gouncil Housing 5.604
[Replacement of Sidlaw View Primary School and Jessie Porter Nursery School 4.670
Road Reconstructions 2.837
Coastal Protection Works 2.506
V & A at Dundee 19.308
Dundee Railway Station Concourse 3.250

There were no major asset disposals during the financial year.

In terms of the funding of capital expenditure, borrowing has the effect of increasing the Council's overall
indebtedness and the level of principal repayments and loan interest charges each year. Capital expenditure
met directly from revenue resources (CFCR) increases total net revenue expenditure in that particular year but
does not result in an increase in overall indebtedness. The Council uses these methods of funding capital
expenditure as part of its long and short term capital financing strategy. The Council has several sources
available to it in terms of borrowing to fund capital expenditure. The most significant of these is the Public
Works Loans Board, although the Council can also issue bonds and borrow from the money markets and the
European Investment Bank. During 2015/2016 the Council's Capital Financing Requirement (CFR) increased
by £6.1m, from £551.8m to £557.9m. The CFR is a measure of the capital expenditure incurred historically by
the Council that has yet to be financed in future years by charges against revenue. The figure includes
outstanding financing liabilities under the Schools PPP contract. The Council manages its CFR level in line
with the requirements of the Prudential Code. The Council's external debt was £535.7m at 31 March 2016
{£521.4m at 31 March 2015). The fact that this is significantly below the CFR confirms the Council is not
borrowing for revenue purposes and is partly funding its capital expenditure from existing resources.

Pension Liability {International Accounting Standard 19)

Under International Accounting Standard 19 (Employee Benefits) the Council is required to include figures in
its Annual Accounts relating to the assets, liabilities, income and expenditure of the pension scheme for its
employees. It has been estimated that the Council had a net pension liability of £249.7m as at 31 March 2016
(£277.3m at 31 March 2015). The decrease was due to a reduction in the present value of the funded
obligation of the scheme, partly offset by a reduction in the fair value of fund assets.

Material Assets, Liabilities, Charges and Credits

There were no material transactions in relation to assets, liabilities, charges or credits outwith the normal scale
of activities of the Council during the 2015/2016 financial year.
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Provisions, Write-offs and Contingencies

Provisions for the non-collection of various types of debt totalled £33.260m at 31 March 2016, an increase of
£1.920m from the previous year. The level of provisions is partly a reflection of the difficult economic climate
and the resulting increased potential for debtors to default on payment. Full details of provisions are shown in
note 42. There were no write-offs of uncollectable debt that were outwith the normal scale of activities of the
Council during the 2015/2016 financial year. The Council includes a prudent level of contingencies within its
annual revenue budget and also carries a prudent level of uncommitted reserves. These provide a cushion
against any items of unforeseen or emergency expenditure or shortfalls in income or savings targets.

Contingent Assets & Liabilities

There were no contingent assels as at 31 March 2016. A contingent liability has been disclosed in respect of
Holiday Pay. Full details are shown in note 43.

Subsequent Events

There have been no events occurring after 31 March 2016 that would have a material impact on the figures
shown in the 2015/2016 Annual Accounts.

Accounting Policies (see note 1 to the Core Annual Accounts)

The Accounting Policies set out the basis upon which the Annual Accounts have been prepared, and explains
the accounting treatment of both general and specific items. There were no significant changes in accounting
policies during 2015/2016.

Group Accounts

The Group Accounts on pages 98 to 107 bring together Dundee City Council and its interests in entities which
would be regarded as its subsidiaries or associates or joint ventures if the local authority was subject to the
Companies Acl. The impact of consolidating group entities is shown on page 104.

Pension Fund Accounts

Dundee Cily Council is the administering authority for both the Tayside Pension Fund (Main Fund) and the
Tayside Transport Pension Fund (Transport Fund). Further information can be found in the Tayside Pension
Funds’ Annual Report and Accounts which is available from Dundee City Council's website
{www.dundeecity.gov.uk/pensions).

Financial Indicators

The following financial indicators are intended to support interpretation of the Annual Accounts and the
Council's financial position and performance. They present a picture of the financial sustainability and
affordability of the Council's financial plans. They also indicate how effective financial management is within
the Council.
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Category / Financial Indicator 2015/16 2014/15
Reserves _

Uncommitted General Fund Reserve as a proportion of Annual Budgeted Net 2.06% 1.51%
Movement in the Uncommitied General Fund Balance +£1.933m +£0.019m

Council Tax

In-year collection rate 93.60% 93.30%
Ratio of Gouncil Tax Income 1o Overall Level of Funding 12.30% 12.20%
Financial Management

Actual Outturn Net Service Expenditure compared to Budgeted Net Service o -
Expenditure 98.90% 97.80%
Actual contribution to / from Unallocated General Fund Balance compared to

Budget -£1.933m -£0.019m
[Debt / Long Term Borrowing

Capital Financing Requirement for the current year £557.9m £551.8m
External Debt Levels for the current year £535.8m £521.4m
Ratio of financing costs to net revenue stream — General Services 7.3% 7.5%
Ratio of financing costs 1o net revenue stream — HRA 42.60% 44.60%
Impact of Capital Investment on Council Tax £nil £nil
Impact of Capital Investment on Weekly Rents (£0.47) (£0.32)

Plans, Priorities & Performance

The Council's plans, priorities and performance are set out in a number of key documents which are available
on the Council's website:

Council Plan 2012-2017
{www.dundeecity.aov.uk/dundeecity/uploaded publications/publication 3480.pdf)

Council Plan 2012-2017 Review (review of performance against the 2012-2017 Council Plan)
www.dun ity.gov.uk/reports/r /388-2014.pdf

Single Outcome Agreement 2013-2017
www.dundeecity.gov.uk/sites/default/files/publications/SQOA%20newsmall.pdf

Performance Bulletin 2015

(www.dundeecity.gov.uk/dundeeperforms/graphics)

Corporate Performance Self-Assessment 2014/15
http:/fwawer.dun ity.gov.uk/reports/agendas/sc240615.pdf

Local Government Benchmarking Framework Performance Indicators 2014/15
www.dundeecity.qov.uk/reports/r s/131-2016.pdf

Annual Report on Complaints 2015/16
http:/fwww.dundeecity.qov.uk/reports/agendas/sc2906 16 pdf

Annual Consumer Survey 2015

{(www.dundeecity. gov.uk/reports/reports/26-2016.pdf)
Key Priorities

The 2012-2017 Council Plan identifies the following 3 key priorities:
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—

Jobs through the waterfront, renewables, life sciences, creative industries and other sectors

2 Social Inclusion through our Fairness Strategy, getting it right for every child, early intervention to help keep
young people focussed on a positive destination and everyone seeking to improve their health.

3 Quality of life for all through building stronger communities, achieving the Scottish Housing Quality

Standard and maintaining and improving our built and natural environment.

The Plan sets outs projects and performance targets designed to achieve these strategic outcomes. The Plan
also describes actions and targets to ensure that our customers get the services they need in an efficient and
customer focussed manner and to make maximum use of assets and reduce costs.

Dundee Fairness Commission

The Council first adopted a Fairness Strategy in June 2012 and in September 2014, the Policy & Resources
Committee considered a report which outlined the revised Child Poverty Strategy for Scotiand and highlighted
progress on the actions which respond to this in the Dundee Fairness Action Plan to further drive forward the
efforts to promote fairness, it was agreed that a Fairness Commission for Dundee should be established. It
was formed in April 2015 and considered the nature and extent of poverty in the area, examined evidence of
what has worked elsewhere to challenge poverty and assessed the effectiveness of the Council and partners’
existing action plan. It presented its report to the Dundee Partnership in May 2016 including a range of
practical recommendations for policy and action to reduce poverty in Dundee. This was reported to Dundee
City Council's Policy and Resources Committee on 13 June 2016 and an action plan is to be produced by the
Chief Executive and community planning partners within six months.

Climate Change and Sustainability

The Climate Change {Scotland) Act 2009 places duties on the Council requiring it contribute to carbon
emissions reduction targets; coniribute to climate change adaptation; and to act sustainably. The Council has
a good track record to date of voluntarily publishing its climate change performance under the duties of the Act
via the Scotland's Climate Change Declaration (SCCD) annual reports. The Council’s last SCCD report (Year
6, 2013/14) was submitted to Policy and Resources Committee in January 2015.

In November 2014, the Scoltish Government announced its intentions to make climate change reporting
mandatory across the public sector, reflecting the expectation that the public sector will lead by example in
tackling climate change. The introduction of a new standard reporting regime aims to improve the quality of
climate change information being reported and ensure that a consistent approach is adopted across the public
secltor in Scotland. Required reporting focusses on corporate emissions arising from organisational
operations and service delivery, as well as key information on: Organisational Profile; Governance,
Management and Strategy; Adaptation; Procurement; and Validation.

Required reporting came into force for all public sector major players (superseding SCCD reporting) on 1st
November 2015 with a new climate change reporting template being piloted to record and publish 2014/15
data and activities. The Council's pilot ‘Public Sector Climate Change Duties Report 2014/15' is available on
the Keep Scolland Beautiful website (http://www.keepscotlandbeautiful.org/sustainability-climate-
change/sustainable-scotland-network/climate-change-reporting/201415-submitted-reporis/?cid=15383).

The Council's Climate Change Board is responsible for overseeing progress on climate change activity and in
turn reports to the Council's Palicy & Resources Committee. The Board is chaired by the Executive Director of
City Development and comprises Directors from relevant services, who are responsible for leading on aspeclts
of climate change work as well as Elected Member representation. The Board meets every two months to
discuss Energy, Transport and Waste issues and performance is reported via the Council's Covalent
database. Wider sustainability issues (e.g. policy, procurement, biodiversity) are considered when required
and annual reports are provided on Adaptation and Air Quality. Suppori to the Board is provided in the form of
advisors, officers involved in the day to day implementation of climate change related activities.
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Service and Management Structures

Revised service delivery and senior management arrangements within the Council were approved by the
Policy & Resources Committee on 8 June 2015 (www.dundeecity.gov.uk/reporis/reporis/216-2015.pdf). It was
proposed 1o align Council services more closely with policy priorities, and to respond positively to the changing
public services landscape both locally and nationally. The number of Directors has reduced from 7 to 6 and
the number of Heads of Services has reduced from 24 to 14. Alongside the Chief Executive's services, the 6
directorates are: Children & Families Services, City Development, Corporate Services, Neighbourhood
Services, Leisure & Culture Dundee and the Integrated Health & Social Care Partnership. The introduction of
the new arrangements helps maintain the City Council's reputation as a well-run and ambitious local authority,
delivering best value for communities across Dundee.

As part of these changes, the Council has adopted a single pay and grading structure for all employees, other
than those on SNCT conditions of service. The new pay and grading structure incorporates the Living Wage.
There has also been a significant increase in support for young people in Dundee; the Council has committed
to provide at least 150 career development opportunities for under-25s by March 2017.

The revised arrangements are being implemented over a 12-15 month period, following consultation with
relevant Trade Unions and staff. It is anticipated that net savings in the region of £400,000 per annum will be
achieved from the reduction in management posts.

In February 20186, the City Council agreed to revise its Committee structures in light of Health & Social Care
Integration and the revised service delivery and management arrangements which were agreed in June 2015.
(www.dundeecity.gov.uk/reports/reports/73-2016.pdf).

Integration of Health and Social Care

Since the implementation of the Public Bodies (Joint Working) (Scotland) Act 2014, the Council has worked
effectively with NHS Tayside, communities and the voluntary sector to share resources, budgets and decision-
making processes in relation to health and adult social care services. NHS Tayside and Dundee City Council
agreed an Integration Scheme for Dundee which was approved by Scottish Ministers in September 2015. This
then enabled the Order to come into force which formally established Dundee Integration Joint Board (1JB) in
October 2015. The Integration Scheme sets out the functions which are delegated by NHS Tayside and
Dundee City Council to the IJB. The 1JB is responsible for the planning, oversight and delivery of integrated
functions and operates as a body corporate (a separate legal entity), acting independently of NHS Tayside
and Dundee City Council and consists of six voting members appointed in equal number by NHS Tayside and
Dundee City Council with a number of representative members who are drawn from the third seclor, staff,
carers and service users.

A Chief Officer was appointed in June 2015 with the full senior management team recruited over the course of
the financial year including the appointment of a Chief Finance Officer. The key activities underiaken
throughout the year include the continued development of the governance frameworks required for the
effective operation of the |JB, a process of Due Diligence to provide assurance as to the transparency and
adequacy of the resources delegated by Dundee City Council and NHS Tayside and following extensive
consultation with a wide range of stakeholders, the development of the Strategic Plan, the publication of which
enabled the IUB to become formally responsible for the planning and delivery of services from 1st April 20186.

The Dundee Health and Social Care Integration Joint Board is a key part of the Dundee Partnership, and the
Chief Officer is an integral member of the City Council's Corporate Management Team. Close working with
Children and Families Services will be important to deliver better outcomes.

Details of transactions and outstanding balances between the Council and the Dundee Health and Social Care
integration Joint Board are included in note 29 — Related Parties.
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Impact of the Current Economic Climate — Key Financial Risks and Uncertainties

The medium-term financial outlook was set out in a report lo the Policy & Resources Committee on 11
January 2016. The key conclusions drawn were as follows:

= Local Government in Scotland will experience funding cuts (in both cash and real terms) for the remainder
of this decade

- the Council will continue to experience pressure on demand-led services in key areas, due to demographic
and social factors

- pay and prices inilation will require to be provided for and the updating of grant distribution factors may
work against the Council

- the Westminster Government's intention to withdraw the contracting-out rebate on employers national
insurance contributions will add around £4.0 million to the Council's annual pay bill, from 2016/17 onwards

The key aspects of a medium term financial strategy for the Council to help address the challenging financial
landscape were set out in the Financial Outlook report to the Policy & Resources Commiltee on 26 October
2015. These are as follows:-

the Council's corporate approach to identifying savings and efficiencies will be co-ordinated through a new
Changing for the Future (Phase 4) transformational change programme.

a new QOrganisational Change Fund will help suppori and resource, on a spend-to-save basis, the
organisational transformalion that will be needed io deliver the required savings and efficiencies

the Council will set annual balanced budgets, taking on board the prevailing constraints e.g. continuation of
Council Tax freeze, reducing grant settlements, unavailability of balances etc.

the Council will seek to achieve an overall outturn position each year in line with or below budget.

the uncommitied element of the General Fund balance will be maintained at a minimum level of the lower
of £5 million or 1.5% of budgeted revenue expenditure.

services will be expected to operate within the limiis of their overall revenue budget allocation. Cost
pressures which emerge in-year should, where possible, be accommodated within the relevant service
revenue budgets. The General Conlingency should normally be used 1o fund items of a non-recurring or
emergency nature. Expenditure of a recurring nature should normally be funded from within service
revenue budgets.

allocation of resources will be informed by a thematic approach designed 1o reflect the strategic priorities of
the Council.

budget provision wili be made for estimated pay awards and, in limited circumstances, for areas of specific
price inflation. The costs of incremental progression for staff will be funded from service revenue budgets.

the initia! costs associated with VERs / VRs will be met from General Fund Balances. On-going staff costs
savings from VERs / VRs will be reflected in service revenue budgets.
the Council’s Capital Plan will be prudent, sustainable and affordable. In particular, affordability will be
assessed with reference to the level of loan charges and additional running costs that can be reasonably
included within future revenue budgets.
the Council's immediate planning horizon for revenue expenditure will reflect the availability of information
on fulure years grani allocations from the Scottish Government. The Executive Director of Corporate
Services will maintain longer-term budget projections using appropriate assumptions and based on the
best available information.

- proposals for service re-design and setvice development will be underpinned by a comprehensive and
robust business case, including options appraisal.
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It is anticipated that the Westminster Government’s on-going austerity measures will result in overall funding
levels for Scotland that reduce in cash terms on a year-on-year basis. The current debate around fiscal
autonomy for Scotland and the possible protection of some priority services introduce an additional element of
uncertainty in terms of the impact on funding for local government in Scotland. For planning purposes,
however, it is assumed that the Council's grant funding levels will reduce in cash terms and that further
significant savings will require to be identified in order to deliver a balanced budget. The Council's budget
projections and medium term financial strategy will be updated once the outcome of the Scottish
Governmeant's 2017-2020 Spending review is known.

The economic downturn has had other consequences for Council services: some have experienced significant
increases in demand whilst income in some areas (e.g. industrial units, car parking) has reduced. The
Westminster Government's Welfare Reforms are also impacting in various ways on Council services.

Welfare Reform

The Council has responded positively to the many challenges presented by welfare reform. All affected
tenants impaciled by the under occupancy reform have been contacted as pan of an ongoing communications
campaign and Discretionary Housing Payments awarded through additional funding provided by the Scottish
Government. To assist those affected by the welfare reforms, community based projects such as Connect
continue to work within local communities to address the key issues people face. The team work with and
support existing welfare and benefit advice staff within the Council and the voluntary sector. Additionally GP
practice based Welfare Rights Officers are now working in 3 venues across the city, with an emphasis on
assisting people with problems arising from welfare reform changes introduced for sick and disabled citizens
in Dundee.

A major campaign to alert working age Disability Living Allowance recipients and social care professionals of
the rules relating to the changeover from Disability Living Allowance to Personal Independence Payment is
currently underway. 2 hour training sessions have been developed alongside a client text facility, workers
toolkit and advertising materials. 80 participants from Social Care attended the first five sessions, with more
sessions currently being planned. Alongside this the Welfare Rights and Equally Well Teams have developed
a Poverty and Stigma awareness training session that so far has been delivered to over 100 Council frontline
and managerial staff and has been very positively received.

The Council's Advice Service {incorporating Welfare Rights, Connect and DEEAP) are currently engaged in a
co-location pilot within the local Jobcentre. Initial results emphasise excellent joint working with DWP and the
ability for jobseekers 1o obtain independent advice immediately and referral for advocacy and representation if
required. The CONNECT team are undertaking the coniract for Personal Budgeting Support for Universal
Credit Cases from November 2015 which includes offering bitesize budgeting classes and links to
employability through Discover Opportunities Centre. In addition to this Connect offer a “money go round”
budgeting course which is being delivered around Dundee to various projects, organisations and initiatives,
including a tailored version for all S4 pupils in Dundee as part of the HEY project.

The Digital on the Move initiative provides access to mobile wifi enabled laptops to allow organisations to help
their clients to learn IT skills to help cope with welfare reform. The game “A Year of Change” was developed to
help explain budgeting under Universal Credit by way of gamification techniques. 4 videos covering different
topics were also produced to inform clients of the main Welfare Reform changes. Two Universal Credit e-
learning training courses have also been developed covering information for claimants and professionals
alike. All of these resources are currently available on the Council's website.

10
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The demand for support for people to be able to develop the skills for job search and benefit claiming online
continues to increase. Delivery of digital employability inclusion skills targeted to individuals who are not IT
literate and have restricted internet access continues across the city. The IT 4 Work project is being delivered
in local community venues to people who are in receipt of benefits and will result in them gaining the
necessary IT competency to seek work and engage with the changing welfare system. The Council continues
to administer Community Care Grants and Crisis Grants through the Scoitish Welfare Fund with goods and
services being provided to individuals when an award is made. A holistic approach is being taken with all
applications, with referrals being made to Welfare Rights, Connect and Dundee Energy Efficiency Advice
Project (DEEAP) o further support and assist individuals.

The Council continues to monitor the UK Government's plans for the implementation of Universal Credit within
the city. A working group including Council, DWP, Registered Social Landlords and the voluntary sector has
been established to manage the continuing impact of the introduction of Universal Credit.

Future Developments — Capital Plan

Despite the problematic macro-economic situation, the Council is confident that it is well placed to tackle the
challenges that lie ahead. In August 2015, the Policy & Resources Committee approved a combined five year
Capital Plan for General Services and Housing totalling £390.7m over the period 2016 to 2021. In developing
the five year Capital Plan, there has been a focus on a thematic approach which highlights the Council's
strategic priorities.

Harris Academy and Baldragon Academy will be completely rebuilt on their existing sites, with the former now
complete and re-opening to pupils in autumn 2016. New primary schools and community facilities are planned
for the Coldside and Menzieshill areas, together with new nurseries at both. New primary and nursery school
facilities are also planned for the Strathmartine area, whilst a new primary school is planned for the
Longhaugh area.

During 2015/16, Contract 4 at the Dundee Central Waterfront was completed. The project involved the
construction of the majority of the final infrastructure including all new roads, drainage and services and all
development sites / plots were formed. Part of the works also included the construction of a new major Civic
Space, named Slessor Gardens, which will be officially opened in summer 2016. Contract 4 works were
delivered on programme and on budgel. Following a tender process, the replacement Railway Station was
approved and the successful contractor commenced on site with piling, bridgeworks and foundation works.
The planned completion date is December 2017. The V&A Museum of Design, Dundee has been tendered
and a company contracted to carry out all construction and landscaping works at the site. The work
commenced late March 2015 with the planned opening date for this iconic facility being late summer 2018.

Work on the new Regional Performance Centre for Sport is now also in progress. Investment via the National
Housing Trust initiative will deliver new homes for mid-market rent while at the same time stimulating the local
housing market.

Sickness Absence

The Council's sickness absence figures, expressed as an average number of days per employee, are as
follows:

2014/2015 10.79 days
2015/2016 9.84 days

1M
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ANNUAL GOVERNANCE STATEMENT

Scope of Responsibility

Dundee City Council is responsible for ensuring that its business is conducted in accordance with the law and
appropriate standards. This is to ensure that public funds and assets at its disposal are safeguarded, properly
accounted for and used economically, efficiently and effectively. The Council also has a duty to make
arrangements to secure continuous improvement in the way its functions are carried out.

In discharging these responsibilities elected members and senior officers are responsible for implementing
effective arrangements for governing the Council's affairs and facilitating the effective exercise of its functions,
including arrangements for the management of risk.

To this end the Council has approved and adopted a local Code of Corporate Governance that is consistent
with the principles of the CIPFA/SOLACE framework Delivering Good Governance in Local Government. This
statement explains how Dundee City Council delivers good governance and reviews the effectiveness of these
arrangements.

In addition the Council is responsible for confirming effective corporate governance arrangements exist within
its other group entities.

The Council’'s Governance Framework

The governance framework comprises the systems, processes, cultures and values by which the Council is
directed and controlled. It also describes the way it engages with, accounts to and leads the local community.
It enables the Council to monitor the achievement of its objectives and consider whether those objectives have
led to the delivery of appropriate, cost-effective services.

The Local Code of Corporate Governance is supported by detailed evidence of compliance which is regularly
reviewed by a working group of senior officers.

Within the overall control arrangements the system of internal financial control is intended to ensure that
assets are saleguarded, transactions are authorised and properly recorded, and material errors or
irregularities are either prevented or would be detected within a timely period. It is based on a framework of
regular management information, financial regulations, administrative procedures and management
supervision.

The overall control arrangements include:

Identifying the Council's objectives in the Council Plan, Community Plan and Single Quicome Agreement.
Monitoring of objeclives by the Council and senior officers.

» A systematic approach to monitoring service performance at elected member, senior officer and project
level.

e Reporting performance regularly to Council committees.

e Clearly defined Standing Orders and Schemes of Administration covering Financial Regulations, Tender
Procedures and Delegation of Powers.

s A Monitoring Officer to ensure compliance with laws and regulations.

A Scrutiny Committee.

Approved anli-fraud and corruption strategies including "whistle-blowing” arrangements under the Public

Interest Disclosure Act 1998.

Farticipating in National Fraud Initiative strategy for sharing and cross-matching data.

Formal project appraisal techniques and project management disciplines.

Setting targets to measure financial and service performance.

Formal revenue and capital budgetary control systems and procedures.

Clearly defined capital expendilure guidelines.

The assurances provided by internal audit through their independent review work of the Council's internal

control systems.

o & & & ¢ @
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ANNUAL GOVERNANCE STATEMENT

Review of Effectiveness

Members and officers of the Council are committed to the concept of sound governance and the effective
delivery of Council services and take into account comments made by external and internal auditors and other
review agencies and inspectorates and prepare aclions plans as appropriate.

The effectiveness of the governance framework is reviewed annually by a working group of senior officers.
Their regular review of the Local Code of Corporate Governance has identified the Council as being 90%
compliant with guidelines.

In addition Chief Officers from each service have made a self-assessment of their own arrangements. This
involved the completion of a 31-point checklist covering four key governance areas of Service Planning and
Performance Management, Internal Control Environment, Budgeting, Accounting and Financial Control and
Risk Management and Business Continuity. This again indicated a high level of compliance, with an overall
score above 92%.

The Internal Audit Service operales in accordance with the Public Sector Internal Audit Standards and reports
to the Scrutiny Committee. Internal Audit undertakes an annual programme of work, which is reported to the
Scrutiny Committee. The Senior Manager — Internal Audit provides an independent opinion on the adequacy
and effecliveness of the system of internal control.

The Executive Director of Corporate Services complied fully with the five principles of the role of the Chief
Financial Officer, as set out in CIPFA guidance.

The Council in partnership with NHS Tayside continued to progress towards the establishment of an integrated
Health and Social Care Parinership. During 2015/16, the shadow partnership established its senior
management struclure and approved the Integration Joint Board was formally established on 1 April 2016.
The Council is satisfied that proper due diligence has been carried out in respect of funds delegated to the
Health and Social Care Partnership Integration Joint Board. The use of these funds will be monitored on an
ongoing basis.

Continuous Improvement Agenda

The Council's Corporate Governance working group has identified the following areas for improvement, to be
taken forward during 2016/17:

Align Quarterly Performance Reports with services
Revamp the Performance Survey

Roll out Integrated Impact Assessment Tool
Continue to develop Business Continuity Strategy
Re-launch Whistle-Blowing Policy

Provide Performance Training for Elected Members
Implement new Intranet system

Implement new Internet system

Continue to develop and embed Risk Management

In addition, the following areas were identified by Chief Officers in the self-assessment checklists completed
as part of the Council's assurance gathering process where further improvement could be made:

Revisit and refresh Risk Registers

Further embed the revised delivery mechanism and prioritisation for software applications.
Further develop business continuity plans and consider their testing.

Review approach to grant funding bids and claims

Further improvement of financial systems controls
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ANNUAL GOVERNANCE STATEMENT

Group Entities

In respect of the Joint Boards, Joint Committee, Charities and Companies that fall within the Council's group
boundary, the review of their internal financial control systems is informed by:

e Annual Governance Statements included in the respective financial statements of the Joint Boards and
Tayside Contracts Joint Committee.

o Assurances from company directors and/or the other senior company officials.

e The work of the relevant bodies respective external auditors (and where relevant internal audit function)
and other interim reports.

o Completion of seli-assessment checklists.

The annual review demonstrates sufficient evidence that the code's principles of delivering good governance
in local government operated effectively and the Council complies with the Local Code of Corporate
Governance in all significant respects. [t is proposed over 2016/17 steps are taken o address the items
identified in the Continuous Improvement Agenda to further enhance the Council's governance arrangements.

Mo R A aoh W

David R Martin ' tKen Guild
Chief Executive, Dundee City Council Leader of the Council
28 September 2016 28 September 2016
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ANNUAL REMUNERATION REPORT

INTRODUCTION

The Council is required to prepare and publish within its Annual Accounts an annual Remuneration Report
under the Local Authority Accounts (Scotland) Regulations 2014, with further guidance being provided in
Scottish Government circulars 8-2011 and 7-2014. The report sets out the remuneration and accrued pension
benefits of the Senior Councillors and Senior Employees of the Council and the most senior manager of the
Council's one subsidiary body. The report also provides information on the number of Council Employees
(including Senior Employees) whose total actual remuneration was £50,000 or more, this information being
disclosed in salary bandings of £5,000 above £50,000. The following report has been prepared in accordance
with the aforementioned Regulations. The Remuneration Report also provides details of Termination Benefits
and Exit Packages for staff. The Council's External Auditor is required to audit certain parts of the
Remuneration Report and give a separate opinion in his report on the Annual Accounts as to whether the
Remuneration Report has been properly prepared in accordance with the Regulations and other relevant
guidance. All the tables in this report are subject to audit except the table on page 17 relating to Councillors
Allowances and Expenses.

REMUNERATION ARRANGEMENTS

Senior Councillors

The remuneration of Councillors is regulated by the Local Governance (Scotland) Act 2004 (Remuneration)
Regulations 2007 (Scottish Statutory Instrument No. 2007/183) and subsequent amendment regulations. The
Regulations provide for the grading of Councillors for the purposes of remuneration arrangements, as either
the Leader of the Council, the Civic Head (Lord Provost for Dundee City Council), Senior Councillors or
Councillors. The Leader of the Council and the Civic Head cannot be the same person for the purposes of
payment of remuneration. A Senior Councillor is a Councillor who holds a significant position of responsibility in
the Council's political management structure.

The salary that is to be paid to the Leader of the Council is set out in the Regulations. For 2015/2016 the salary
for the Leader of Dundee City Council was £33,454. The Regulations permit the Council to remunerate one
Civic Head. The Regulations set out the maximum salary that may be paid to that Civic Head. The agreed
policy of Dundee City Council is to pay the Civic Head (Lord Provost) the maximum salary set out in the
Regulations (£25,090). The Regulations allow the Civic Head to incur expenditure of £3,000 on expenses
associated with the position. Dundee City Council's Lord Provost does not claim any expenditure under this
heading.

The Regulations also set out the remuneration that may be paid to Senior Councillors and the total number of
Senior Counciliors that the Council may have. The maximum yearly amount that may be paid to a Senior
Councillor is 75% of the total yearly amount payable to the Leader of the Council. The total yearly amount
payable by the Council for remuneration of all of its Senior Councillors (including the Leader and Civic Head)
shall not exceed £330,359 and the number of Senior Councillors shall not exceed 15, The Council is able to
exercise local flexibility in the determination of the precise number of Senior Councillors and their salary within
these maximum limits. Following the Local Government elections on 3 May 2012 the Council's arrangements
in this area were agreed, for 2012/2013 onwards, at the meeting of the Policy & Resources Committee on 25
June 2012 and were to be effective from 21 May 2012.

With effect from 21 May 2012, Dundee City Council had 15 Senior Councillors (including the Leader and Civic
Head) and the remuneration payable to these Councillors in a full financial year totals £330,359 (incorporating
the effect of the 1% pay increases from 1 Aprit 2013, 1 April 2014 and 1 April 2015). The actual remuneration
payable to Councillors in 2015/2016 was £326,973. The Regulations also permit the Council 10 pay
contributions or other payments as required to the Local Government Pension Scheme in respect of those
Councillors who elect to become Councillor members of the pension scheme.

In addition to the Senior Councillors of the Council, the Regulations also set out the remuneration payable to
Councillors with the responsibility of a Convener or Vice Convener of a Joint Board. The Regulations require
the remuneration to be paid by the Council of which the Convener or Vice Convener is a member. The Council
is also required to pay pension contributions arising from the Convener or Vice Convener being a member of
the Local Government Pension Scheme.
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ANNUAL REMUNERATION REPORT

The Members Salaries scheme for 2012/2013 onwards, which encompasses the salaries of all elected
members including the Leader, Civic Head (Lord Provost) and Senior Councillors was agreed at a meeting of
the Policy & Resources Committee on 25 June 2012. A copy of the scheme is available on the Gouncil's
website. (www.dundeecity.gov.uk/reports/reporis/183-2012.pdf).The remuneration details for the Leader of the
Council, the Civic Head (Lord Provost for Dundee City Council) and Senior Councillors are set out in Table 1a.
The remuneration details for Councillors with the responsibility of a Convener+ or Vice Convener of a Joint
Board are set out in Table 1b. The salaries, allowances and expenses for all Councillors (including Senior

Councillors) are set out below.

2015/2016 2014/2015

£ £

Salaries 567,170 565,098
[Mileage, Travel & Subsistence elc 3,483 5212
Training & Conferences 485 925
Telephone Expenses 4,706 5,163
575,844 576,398

Provision of Council Cars 36,252 37,581
612,096 613,979

The full Annual Return of Councillors Salaries & Expenses for 2015/2016 is available on the Council's website.
(www.dundeecity.gov.ulk/sites/default/files/publications/payments_to_councillors_201518.pdf).

Senior Employees of the Council

The salary of Senior Employees is set by reference to national agreements. The Scottish Joint Negotiating
Committee (SJNC) for Local Authority Services sets the salaries for the Chief Executives of Scottish local
authorities. Circular CO/144 sets the amount of salary for the Chief Executive of Dundee City Council for the
period 2008 to 2011 and continued to apply in the 2015/2016 financial year. The salaries of the Executive
Directors and Heads of Service are determined with reference to the Chief Executive's salary taking into
account the duties and responsibilities of their posis. The Council's Policy & Resources Commitlee is
responsible for agreeing the salaries of Executive Directors and Heads of Service. As part of the revised
service and management structures agreed in June 2015, the Council adopted a single pay and grading
structure for all employees, other than those on SNCT conditions of service.

Senior Employees are entitled to participate in the Council's Contract Car Hire Scheme, subject to meeting
cerlain criteria. The Council's Policy & Resources Committee is also responsible for agreeing the terms of the
Contract Car Hire Scheme.

For the purposes of the Remuneration Report, the Regulations set out the following criteria for designation as
a Senior Employee of the Council:

(i} has responsibility for management of the local authority 1o the exient that the person has power to direct or
control the major activities of the authority (including activities involving the expenditure of money), during
the year to which the Report relates, whether solely or collectively with other persons;

(i) holds a post that is politically restricted by reason of section 2(1)(a), (b) or {c) of the Local Government and
Housing Act 1989; or

(i) annual remuneration, including any remuneration from a local authority subsidiary body, is £150,000 or
more.

The Council has determined that 8 employees {8 posts) meet the criteria for designation as a Senior Employee
in 2015/2016, with all 8 employees falling into either category (i) and / or (i) above. The remuneration details
for the Senior Employees of the Council are set out in Table 2a.

The Regulations also require information to be published on the total number of Council employees {including

Senior Employees) whose total actual remuneration was £50,000 or more. This information is to be disclosed
in salary bandings of £5,000 above £50,000 and is shown in the following table:
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ANNUAL REMUNERATION REPORT

No of No of

Remuneration Bands Employees Employees
2015/2016 2014/2015

£50,000 - £54,999 81 73
£55,000 - £59,999 37 35
£60,000 - £64,999 16 20
£65,000 - £69,999 6 8
£70,000 - £74,999 12 7
£75,000 - £79,999 9 11
£80,000 - £84,999 3 2
£85,000 - £89,999 1 -
£80,000 - £94,999 2 3
£95,000 - £99,999 - 3
£100,000 - £104,999 1 3
£105,000 - £109,999 3 1
£110,000 - £114,999 - -
£115,000 - £119,999 - -
£120,000 - £124,999 - -
£125,000 - £129,999 - -
£130,000 - £134,999 - -
£135,000 - £139,999 1 -
Total 172 166

The Council’'s Subsidiary Bodies

Dundee City Council increased its shareholding in Dundee Energy Recycling Limited (DERL) from 40% to
100% on 21 October 2013. The company therefore became a Subsidiary of the Council on that date. The
remuneration policy for employees and directors of DERL is determined by the company’s board of directors.
The Gouncil has no role in determining the remuneration policy of the company. The remuneration details for
the maost senior manager of DERL are sel out in Table 2b.

ACCRUED PENSION BENEFITS

Pension benefits for Councillors and Local Government Employees are provided through the Local
Government Pension Scheme (LGPS). A new Local Government Pension Scheme (Scotland) came into effect
on 1 April 2015, based on career average related earnings (CARE Scheme).

Councillors’ pension benefils are based on career average pay. The Councillor's pay for each year or part year
ending 31 March (other than the pay in the final year commencing 1 April) is increased by the increase in the
cost of living, as measured by the appropriate index (or indices) between the end of that year and the last day
of the manth in which their membership of the scheme ends. The total of the revalued pay is then divided by
the period of membership to calculate the career average pay. This is the value used o calculate the pension
benefits.

For Local Government Employees the scheme currently provides benefits based on career average revalued
salary and length of service on retirement. The scheme’s normal retirement age for both Councillors and Local
Government Employess is 65.

From 1 April 2009 a five tier contribution system was introduced with contributions from scheme members
being based on how much pay falls into each tier. This is designed to give more equality between the cost and
benefits of scheme membership. Prior to 2009, contribution rates were sel at 6% for all non-manual
employees. The members contribution rates for 2015/2016 remain at the 2009/2010 rates, although the pay
bandings have again been adjusted for 2015/2016. The tiers and contribution rates are as follows:

Contribution Contribution

Rate Rate
Whole Time Pay 2015/2016 |Whole Time Pay 2014/2015
On earnings up to and including £20,500 5.5% up fo and including £20,335 5.5%
On earnings above £20,500 and up to £25,000 7.25% above £20,335 and up to £24,853 7.25%
On earnings above £25,000 and up to £34,400 8.5% above £24,853 and up to £34,096 8.5%
On earnings above £34,400 and up to £45,800 9.5% above £34,096 and up to £45,393 9.5%
On earnings above £45,800 12% above £45,393 12%
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ANNUAL REMUNERATION REPORT

It a person works pari-time their contribution rate is worked out on the whole-time pay rate for the job, with
actual contributions paid on actual pay earned.

There is no automatic entitlement to a lump sum. Members may opt to give up (commuie) pension for lump
sum up to the limit set by the Finance Act 2004. The accrual rate under the new CARE Scheme guarantees a
pension based on 1/49th of pensionable salary, calculated separately for each year of pensionable service.
Prior to 2015 the accrual rate guaranteed a pension based on 1/60th of final pensionable salary and years of
pensionable service.

Senior Councillors
The accrued pension benefits for Senior Councillors are sel oul in Table 3, together with the pension
contributions made by the Council.

Senior Employees of the Council
The accrued pension benefits for Senior Employees are set out in Table 4a, together with the pension
contributions made by the Council.

Assumptions and Contextual Information

The value of the accrued pension benefits has been calculated on the basis of the age at which the person will
first become entitled to receive a pension on retirement without reduction on account of its payment at that
age; without exercising any option to commute pension entitiement into a lump sum; and without any
adjustment for the effects of future inflation. The pension figures shown relate to the benefils that the person
has accrued as a consequence of their total Local Government service and not just their current appointment.

In considering the accrued pension benefits figures the following contextual information should be taken into
account:

() the figures for pension and lurmp sum are illustrative only in light of the assumptions set out above and do
not necessarily reflect the actual benefits that any individual may receive upon retirement.

(i) the accrued benefits figures are reflective of the pension contributions that both the employer and the
scheme member have made over a period of time. In 2015/2016, the scheme member contribution rate for
Senior Councillors was in the range of 5.5% to 6.5% (2014/2015 5.5% to 6.5%) of pensionable pay and for
Senior Employees was in the range of 9.7% to 10.4% (2014/2015 9.6% to 10.4%) of pensionable pay. In
2015/2016, the employer contribution rate was 17.0% (2014/2015 18.0%) of pensionable pay for both
Senior Councillors and Senior Employees.

The Council’s Subsidiary Bodies

The employees of DERL pariicipate in a pension scheme that is a money purchase scheme. For the purposes
of the Remuneration Report, the Regulations specily that the information to be disclosed is limited to the
amount of pension contributions made to that scheme by the company. The relevant details for the most senior
manager of DERL are set out in Table 4b.

TERMINATION BENEFITS & EXIT PACKAGES

As part of ongoing cost saving measures aimed to implement a reduction in staffing levels the Council have
approved a series of Voluntary Early Retirement and Voluntary Redundancy Schemes. Table 5 details the
total number and cost of staff departures agreed under these schemes, split over various cost bandings. The
total cost of these exit packages includes the strain on fund payable by the Council to the relevant pension
scheme, employers contribution to any enhancement of service awarded (i.e. added years benefits) or
redundancy payments made. These costs are included an actuarial basis and have been calculated by the
Council's appointed actuary, Barnett Waddingham {where no acluarial valuation was provided by the actuary
an estimate of the capitalised cost has been made based on the required fukire payments to the relevant
pension schemes}).

v MR~

David Martin Ken Guild
Chief Executive, Dundee City Council Leader of the Council
28 September 2016 28 September 2016
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STATEMENT OF RESPONSIBILITES FOR THE
ANNUAL ACCOUNTS

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 (section 95 of the Local Government
{Scotland) Act 1973). In this authority, that officer is the Executive Director of Corporate Services.

« manage its affairs to secure economic, efficient and effective use of resources and safeguard its assets.

= ensure the Annual Accounts are prepared in accordance with legislation (The Local Authority Accounts
(Scotland) Regulations 2014), and so far as is compatible with that legislation, in accordance with proper
accounting practices {section 12 of the Local Government in Scotland Act 2003).

o approve the Annual Accounts for signature.

| confirm that these Annual Accounts were approved for signature by the Scrutiny Committee at its meeting
on 28 September 2016

Signed on behalf of Dundee City Council

Councitlor Ken Guild
Leader of the Council
28 September 2016

The Responsibllities of the Executive Director of Corporate Services

The Executive Director of Corporate Services is responsible for the preparation of the Council's annual
accounts in accordance with proper practices as required by legislation and set out in the CIPFA/LASAAC
Code of Practice on Local Authority Accounting in the United Kingdom ('the Code of Practice’).

In preparing the annual accounts, the Executive Director of Corporate Services has:

selected suitable accounting policies and then applied them consistently;

made judgements and estimates that were reasonable and prudent;

complied with legislation;

complied with the Code of Practice (in so far as it is compatible with legislation).

The Executive Director of Gorporate Services has also:

o kept proper accounting records which were up to date;
« taken reasonable steps for the prevention and detection of fraud and other irregularities.

| certify that the financial statements give a true and fair view of the financial position of the local authority
(and its group) at the reporting date and the transactions of the local authority (and its group) for the year
ended 31 March 2016.

MW e msalt

Marjory Stewart, FCCA, CPFA

Executive Director of Corporate Services
Dundee City Council

28 September 2016
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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 liabilities) are matched by the reserves held by the
Council. Reserves are reported in two categories. The first category is usable reserves, i.e. those 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 is those that the Council is not able to use to
provide services. This category of 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 reserves that hold timing differences shown in the Movement in Reserves Statement line
‘Adjustments between accounting basis and funding basis under regulations’

31 March Note 31 March
2015 2016
£000 £000

1,354,894 Property, Plant & Equipment 34 1,344,764

8,114 Heritage Assets 50 8,374
15,226 Investment Property 31 22,350

- Intangible Assets 32 1,080

29 Long Term Investments 46 29
10,715 Long Term Debtors 46 13,070
1,388,978 Long Term Assets 1,389,667
5,815 Short Term Investments 46 5,650
1,029 Inventories 38 623
42,001 Short Term Debtors 40 46,669
1,888 Assets held for sale 37 4,159
50,533 Current Assets 57,101
(58,485) Short Term Borrowing 46 (69,643)
(62,787) Short Term Creditors 41/46 (57,579)
(2,094) Cash and Cash Equivalents 16 (2,471)
(123,366) Current Liabilities {129,693)
{3,858) Provisions 42 (4,012)

{394,980) Long Term Borrowing 46 (400,444)

(354,059) Other Long Term Liabilities 52 {324,438)

{752,897) Long Term Liabilities (728,894)

563,248 Net Assets 588,181

24,192 Usable reserves 11 28,211

539,056 Unusable Reserves 12 559,970

563,248 Total Reserves 588,181

NV St |-

Marjory Stewart, FCCA, CPFA
Executive Director of Corporate Services
Dundee City Council

The unaudited accounts were issued on 29 June 2016 and the audited accounts were authorised for issue
on 28 September 2016
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CASHFLOW 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) to the Council.

2014/2015 2015/2016
£000 £000
36,420 Net (surplus) or deficit on the provision of services 26,213

(109,170)  Adjust net (surplus) or deficit on the provision of services for non cash movements  (101,127)
Adjust for items included in the net {(surplus) or deficit on the provision of services

24107 that are investing and financing aclivities 5,665
(67,643) Net cash flows from QOperating Activities (note 13) (69,229)
70,135 Investing Activities (note 14) 84,102

4,968 Financing Activities (note 15) (14,496)
7.460 Net (increase) or decrease in cash and cash equivalents 377
5,366 Cash and cash equivalents at the beginning of the reporting period {2,094)
(2,094) Cash and cash equivalents at the end of the reporling period (note 16) {2,471)
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NOTES TO THE CORE FINANCIAL STATEMENTS

1 Accounting Policies

A General Principles

The Annual Accounis summarises the Council's transactions for the 2015/16 financial year and its position
at the year-end of 31 March 2016. The Council is required to prepare Annual Accountis by The Local
Authority Accounts (Scotland) Regulations 2014, Section 12 of the Local Government in Scotland Act 2003
requires that they be prepared in accordance with proper accounting practices. These practices primarily
comprise the Code of Practice on Local Authority Accounting in the United Kingdom 2015/16 and the
Service Reporting Code of Practice 2015/16, supporied by International Financial Reporting Standards
(IFRS) and statutory guidance issued under Section 12 of the 2003 Act. The accounting convention
adopted in the Annual Accounis is principally historical cost, modified by the revaluation of certain
categories of non-current assets and financial instruments.

B  Accruals of Income and Expenditure

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

o Revenue from the sale of goods is recognised when the Council transfers the significant risks and
rewards of ownership to the purchaser and il is probable that economic benefits or service potential
associated with the transaction will flow to the Council.

o Revenue from the provision of services is recognised when the Council can measure reliably the

percentage of completion of the transaction and it is probable that economic benefits or service potential
assaociated with the transaction will flow to the Council.

e Supplies are recorded as expenditure when they are consumed — where there is a gap between the date
supplies are received and their consumption; they are carried as inventories on the Balance Sheet.

« Expenses in relation to services received (including those rendered by the Council's employees) are
recorded as expenditure when the services are received, rather than when payments are made.

e Interest payable on borrowings and receivable on investments is accounted for on the basis of the
effective interest rale for the relevant financial instrument rather than the cash flows fixed or determined
by the contracl.

e Where revenue and expenditure have been recognised bul cash has not been received or paid, a debtor
or creditor for the relevant amount is recorded in the Balance Sheet. Where there is evidence that debts
are unlikely to be settled, the balance of debtors is written down and a charge made 1o revenue for the
income that might not be collected.

Where the Council is acting as an agent for another party {(e.g. in the collection of Non Domestic Rates,
Scottish Water Charges etc}, income and expendilure are recognised only to the extent that commission is
receivable by the Council for the agency services rendered or the Council incurs expenses directly on its
own behalf in rendering the services.

C Cash and Cash Equivalenis

Cash is represented by cash in hand and deposits with financial institutions repayable without penalty on
notice of not more than 24 hours. Cash equivalents comprise short term lending that is repayable on
demand or within 3 months of the Balance Sheet date and that is readily convertible to known amounts of
cash with insignificant risk of change in value. In the Cash Flow Statement, cash and cash equivalents are
shown net of bank overdraits that are repayable on demand and form an integral part of the Council's cash
management.

D Changes in Accounting Policies and Estimates and Errors

Changes in accounting policies are only made when required by proper accounting practices or when the
change provides more reliable or relevant information about the effect of transactions, other events and
conditions on the Council’s financial position or financial performance. Where a change is made and it is
malterial to the financial statements, 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. Changes in accounting estimates are accounted for prospectively, i.e. in the current and future
years affected by the change. Material errors discovered in prior period figures are corrected retrospectively
by amending opening balances and comparative amounts for the prior period.
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E  Charges to Revenue for Non-Current Assets

Services, support services and trading accounts are debited with the following amounts to record the cost of
holding fixed assets during the year:

« depreciation attributable to the assets used by the relevant service

« 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

s amortisation of intangible assets attributable to the service

The Gouncil is not required to raise Council Tax to cover depreciation, revaluation and impairment losses or
amortisation. However, it is required to make an annual provision from revenue to contribute towards the
reduction in its overall borrowing requirement, each to loans fund principal charges. Depreciation,
revaluation and impairment losses and amortisation are therefore replaced by loans fund principal charges
in the General Fund Balance, by way of an adjusting transaction with the Capital Adjustiment Account in the
Movement in Reserves Statement for the difference between the two.

F Construction Contracts

Work in progress under construction contracts is accounted for using the percentage of completion method.
Coniract revenue is matched with contract costs incurred in reaching the state of completion at the balance
sheet date.

G  Employee Benefits

Benefits Payable During Employment
Short-term employee benefits (those that fall due wholly within 12 months of the year-end), such as wages

and salaries, paid annual leave and paid sick leave, bonuses and non-monetary benefits {eg cars) for
current employees, are recognised as an expense in the year in which employees render service to the
Council. An accrual is made against services in the Surplus or Deficit on the Provision of Services for the
cosl of holiday entitlements and other forms of leave earned by employees but not taken before the year-
end and which employees can carry forward into the next financial year. The accrual is made at the
remuneration rates applicable in the following financial year. Any accrual made is required under statute to
be reversed out of the General Fund Balance by a credit to the Accumulating Compensated Absences
Adjustment Account in the Movement in Reserves Statement.

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the Council to terminate an
employee’s employment before the normal retirement date or an employee’s decision to accept voluntary
redundancy and are charged on an accruals basis to the Non Distributed Costs line in the Comprehensive
Income and Expenditure Account at the earlier of when the Council can no longer withdraw the offer of
those benefits or when the Council recognises costs for a restructuring. 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 1o and from the Pensions Reserve to remove the notional debits and credits for termination
benefils related to pensions enhancements 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.

Post Employment Benefits
Employees of the Council are members of two separate pension schemes:

¢ the Local Government Pension Scheme (Tayside Pension Fund), a defined benefits scheme which is
administered by the Council.

e the Teachers' Scheme, an unfunded scheme administered nationally by the Scotlish Public Pensions
Agency.

Both schemes provide defined benefits to members (retirement lump sums and pensions), earned as
employees worked for the Council.
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However, the arrangements for the teachers’ scheme mean that liabilities for these benefits cannot be
identified specifically to the Council. The scheme is therefore accounted for as if it were a defined
contributions scheme — no liability for future payments of benefits is recognised in the Balance Sheet and
the Education Service line in the Comprehensive Income and Expenditure Statement is charged with the
employer's contributions payable to Teachers' Pensions in the year.

The Local Government Pension Scheme

The Local Government Scheme is accounted for as a defined benefits scheme:

* The liabilities of the Tayside Pension Fund attributable to the Council are included in the Balance Sheet
on an actuarial basis using the projected unit method — ie an assessmenl of the future paymenis that will
be made in relation to retiremenl benefils earned to dale by employees, based on assumptions about
mortality rates, employee turnover rates etc, and projections of earnings for current employees.

e Liabilities are discounted to their value at current prices, using a discount rate based on the indicative
rate of return on high quality corporate bond, iBoxx AA rated over 15 year corporate bond index.
The assets of the Tayside Pension Fund attributable to the Council are included in the Balance Sheet at
their fair value:
o quoted securities - current bid price
0 unquoted securities - professional estimate
o unitised securities - current bid price
o property - market value
e The change in the net pensions liability is analysed into the following components:
Service Cost comprising:
o 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 services for which the
employees worked.

0 past service cost — the increase in liabilities arising as a result of a scheme amendment or curtailment
whose effect relates to years of service earned in earlier years — debited to the Surplus/Deficit on the
Provision of Services in the Comprehensive Income and Expenditure Statement as part of Non
Distributed Costs.

nel interest on the net defined benelit liability/asset, ie net interest expense for the authority — the
change during the period in the net defined benefit liability/assel that arises from the passage of time,
charged to the Financing and Investment Income and Expenditure line of the Comprehensive Income
and Expenditure Slatement. This is calculated by applying the discount rate used to measure the
defined benefit obligation at the beginning of the period to the net defined benefit liability/asset at the
beginning of the period, taking into account any changes in the net defined benefit liability/asset
during the period as a result of contribution and benefit payments.

Remeasurements comprising:

o the return on plan assets — excluding amounts included in net interest on the net defined benefit
liability/asset — charged to the Pensions Reserve as Other Comprehensive Income and Expenditure.

O actuarial gains and losses = changes in the net pensions liability that arise because events have not
coincided with assumptions made at the last actuarial valuation or because the actuaries have
updated their assumplions — charged to the Pensions Reserve as Other Comprehensive Income and
Expenditure.

o Contributions paid to the Tayside Pension Fund — cash paid as employer's contributions to the
pension fund in settlement of liabilities; not accounted for as 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 pension fund or directly to pensioners in the year, not the amount
calculated according to the relevant accounting standards. In the Movement in Reserves Statement, this
means that there are appropriations to and from the Pensions Reserve to remove the notional debits and
credits for retirement 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. The negative balance that arises on
the Pensions Reserve thereby measures the beneficial impact on the General Fund of being required to
account for retirement benefits on the basis of cash flows rather than as benefits are earned by employees.
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Discretionary Benefits

The Council also has restricted powers to make discretionary awards of retirement benefits in the event of
early retirements. Any liabilities estimated to arise as a result of an award to any member of staff (including
teachers) are accrued in the year of the decision to make the award and accounted for using the same
policies as are applied to the Local Government Pension Scheme.

H  Events After the Reporting Period

Events after the reporting period are those events, both favourable and unfavourable, that occur between
the end of the reporting period and the date when the Annual Accounts are authorised for issue. Two types
of events can be identified:

o those that provide evidence of conditions that existed at the end of the reporting period — the Annual
Accounts are adjusted 1o reflect such events

¢ those that are indicative of conditions that arose after the reporting period — the Annual Accounts are not
adjusted to reflect such events, but where a category of events would have 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 for issue are not reflected in the Annual Accounts
| Financial Liabilities

Financial liabilities are recognised on the Balance Sheet when the Council becomes a party to the
contractual provisions of a financial instrument and are initially measured at fair value and carried at their
amortised cost. Annual charges to the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement for interest payable are based on the carrying amount
of the liability, multiplied by the effective rate of interest for the instrument. The effective interest rate is the
rate that exactly discounts estimated future cash payments over the life of the instrument to the amount at
which it was originally recognised. For most of the borrowings that the Council has, this means that the
amount presented in the Balance Sheet is the outstanding principal repayable (plus accrued interest) and
interest charged to the Comprehensive Income and Expenditure Statement is the amount payable for the
year according to the loan agreement.

Gains and losses on the repurchase or early settlement of borrowing are credited or debited accordingly to
the Financing and Investment Income and Expenditure line in the Comprehensive Income and Expenditure
Statement in the year of repurchase/settlement. However, where repurchase has taken place as part of a
restructuring of the loan portfolio that involves the modification or exchange of existing instruments, the
premium or discount is respectively deducted from or added to the amortised cost of the new or modified
loan and the write-down to the Comprehensive Income and Expenditure Statement is spread over the life of
the loan by an adjustment 1o the effective interest rate.

Where premiums and discounts have been charged to the Comprehensive Income and Expenditure
Statement, regulations allow the impact on the General Fund Balance to be spread over future years. The
Council has a policy of spreading the gain/loss over the term that was remaining on the loan against which
the premium was payable or discount receivable when it was repaid. The reconciliation of amounts charged
to the Comprehensive Income and Expenditure Statement to the net charge required against the General
Fund Balance is managed by a transfer to or from the Financial Instruments Adjustment Account in the
Movement in Reserves Statement.

J Financial Assets

Financial assets are mainly classified into two types:

¢ loans and receivables — assets that have fixed or determinable payments but are not quoted in an active
market

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

38



NOTES TO THE CORE FINANCIAL STATEMENTS

Loans and Receivables

Loans and receivables are recognised on the Balance Sheet when the Council becomes a party to the
contractual provisions of a financial instrument and are initially measured at fair value. They are
subsequently measured at their amortised cost. Annual credits to the Financing and Investment Income
and Expenditure line in 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 means that the amount presented in the Balance Sheet is
the outstanding principal receivable (plus accrued interest) and interest credited to the Comprehensive
Income and Expenditure Statement is the amount receivable for the year in the loan agreement.

The Council has made a small number of loans to local external parties at less than market rates (soft
loans). When soft loans are made, a loss is recorded in the appropriate service line of the Comprehensive
Income and Expenditure Statement for the present value of the interest that will be foregone over the life of
the instrument, resulting in a lower amorised cost than the outstanding principal. Interest is credited to the
Financing and Investment Income and Expenditure line in the Comprehensive Income and Expenditure
Statement at the prevailing rate of interest rather than the rate receivable from these external parties, with
the difference serving to increase the amortised cost of the loan in the Balance Sheet. Statutory provisions
require that the impact of soft loans on the General Fund Balance is the interest receivable for the financial
year — the reconciliation of amounts debited or credited to the Comprehensive Income and Expenditure
Statemment to the net gain required against the General Fund Balance is managed by a transfer to or from
the Financial Instruments Adjustment Account in the Movement in Reserves Statement.

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, the asset is written down and a charge made to 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. Any gains and losses that
arise on the de-recognition of an asset are credited or debited accordingly to the Financing and Investment
Income and Expenditure line in the Comprehensive Income and Expenditure Statemeni.

Available-for-Sale Assels

Available-for-sale assets are recognised on the Balance Sheet when the Council becomes a parly to the
contractual provisions of a financial instrument and are initially measured and carried at fair value. Where
the asset has fixed or determinable payments, annual credits to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement for inlerest receivable are
based on the amortised cost of the assel multiplied by the efiective rate of interest for the instrument.
Where there are no fixed or determinable payments, income {eg, dividends) is credited to the
Comprehensive Income and Expenditure Statement when it becomes receivable by the Council.

Assets are maintained in the Balance Sheet at fair value. Values are based on the following techniques:

e instruments with quoted market prices — the market price
e other instruments with fixed and determinable payments — discounted cash flow analysis
e equity shares with no quoted market prices — independent appraisal of company valuations.

Where fair value cannot be measured reliably, the instrument is carried at cost (less any impairmenl
losses).

The inputs to the measurement techniques are categorised in accordance with the following three levels:

o Level 1 inputs — quoted prices (unadjusted) in active markets for identical assets that the Council can
access at the measurement date.

e |Level 2 inputs — inputs other than quoted prices included within Level 1 that are cbservable for the asset,
either directly or indirectly.
o Level 3 inputs — unobservable inputs for the asset.
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Changes in fair value are balanced by an entry in the Available-for-Sale Reserve and the gain/loss is
recognised in the Surplus/Deficit on Revaluation of Available-fo—Sale Financial Assets line in the
Comprehensive Income and Expenditure Statement. The exception 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 Reserve.

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 made to the Financing and Invesiment Income and Expenditure line in
the Comprehensive Income and Expenditure Statement. If the asset 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 and amortisation). Any gains and losses that arise on the de-recognition of the
asset are credited or debited accordingly 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 Available for Sale Reserve.

K Government Grants and Contributions

Whether paid on account, by instalments or in arrears, government grants and third party contributions and
donations are recognised as due 1o the Council when there is reasonable assurance that:

e the Council will comply with the conditions attached to the payments, and

s the grants or contributions will be received

Amounts recognised as due to the Council are not credited to the Comprehensive Income and Expenditure
Account uniil conditions attaching to the grant or contribution have been satisfied. Conditions are
stipulations that specify that the future economic benefits or service potential embodied in the asset
acquired using the grant or contribution are required to be consumed by the recipient as specified or future
economic benefits or service potential must be returned to the transferor. Monies advanced as granis and
contributions for which conditions have not been satisfied are carried in the Balance Sheet as creditors.
When conditions are satisfied, the grant or contribution is credited to the relevant service line (attributable
revenue grants/contributions) or Taxation and Non-Specific Grant Income (non-ring-fenced revenue grants
and all capital grants) in the Comprehensive Income and Expenditure Statement. Where capital grants are
credited to the Comprehensive Income and Expenditure Statement, they are reversed out of the General
Fund Balance in the Movement in Reserves Statement. Where the grant has yet to be used 1o finance
capital expenditure, it is posted to the Capital Grants Unapplied Account. Where it has been applied, it is
posted to the Capital Adjustment Account. Amounts in the Capital Grants Unapplied Account are
transferred to the Capital Adjustment Account once they have been applied to fund capital expenditure.

L Heritage Assets

The Council's Heritage Assets, which are primarily held in the McManus Art Galiery & Museum and the
Central Library, are held in support of the primary objective of increasing the knowledge, understanding and
appreciation of the history of Dundee and the surrounding area. Heritage assets are recognised and
measured (including the treatment of revaluation gains and losses) in accordance with the Council's
accounting policies on property, plant and equipment. However, some of the measurement rules are
relaxed in relation to heritage assets as detailed below. The accounting policies in relation to heritage
assets are also presented below.

The Council's collections of heritage assets are accounted for as follows:

Museum and Art Gallery Collections
The collections of the McManus Art Gallery & Museum form the major part of the heritage assets held by

the Council. These collections have been built up over a period of 150 years and are used for reference,
research and education. ltems recognised in the Balance Sheet, mainly relating to the Fine Art Collection,
are reported at insurance valuation which is based an market values, The assets are deemed to have
indeterminate lives and a high residual value; hence the Council does not consider it appropriate to charge
depreciation.
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Other Heritage Assets

The McKenzie Photographic Collection and the Desperate Dan statue, previously recognised in the
Council's balance sheet as Community assets, have been reclassified as Heritage assets. These assets
are held in the Balance Sheet at cost as the cost of obtaining valuations would be disproportionate in
relation to the benefils to the users of the Council’s financial statements. These assels are deemed to have
indeterminate lives, hence the Council does not consider it appropriate to charge depreciation.

Heritage Assels Not Recognised in the Balance Sheet

In addition to the above, the Council holds heritage assets which, in light of the relaxation of measurement
rules, are not recognised in the Balance Sheet. These include some collections in the Council's museums,
galleries and libraries as well as civic regalia, statues, monuments, memorials, fountains and outdoor
artworks at various locations throughout Dundee. The Council considers that, due to the diverse nature of
the assets held and the lack of comparable values, the cost of obtaining valuations would be
disproportionate in relation 1o the benelils to the users of the Council's financial statements. As a result,
fair value information is unavailable and cost information is also unknown. These assets are therefore not
recognised in the Balance Sheet, however, detailed information regarding them is held on relevant
databases.

Heritage Assets - Impairment

The carrying amounts of heritage assets are reviewed where there is evidence of impairment, for example
where an item has suffered physical deterioration or breakage. Any impairment is recognised and
measured in accordance with the Gouncil's general policies on impairment.

M  Interests in Companies and Other Entities

The Council has material interests in companies and other entities thai have the nature of subsidiaries,
associates and joint ventures and require it to prepare group accounts. In the Council's own single-entity
accounts, the interests in companies and other enlities are recorded as financial assels at cost, less any
provision for losses.

N Inventories

Inventories are included in the Balance Sheet at the lower of cost and net realisable value. The cost of
inventories is generally assigned using the weighted average costing formula. Where inventories are
acquired through a non-exchange transaction, they are included in the Balance Sheet at their fair value al
the date of acquisition. Where inventories are held for distribution at no charge or for a nominal charge, or
for consumption in the production process of such goods, then their value is measured at the lower of cost
or current replacement cost.

O  Investment Properties

Investment properties are those thal are used solely to earn renlals and/or for capital appreciation. The
definition is not mel if the property is used in any way to facilitate the delivery of services or production of
goods or is held for sale. Investment properties are measured initially at cost and subsequently at fair value,
being the price that would be received to sell such an asset in an orderly iransaction between market
parlicipanis at the measurement date. As a non-financial asset, invesiment properties are measured at
highest and best use. Properties are not depreciated but are revalued annually according 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 losses are not permitted by statutory arrangements to have an
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.
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P Leases

Leases are classified as finance leases where the terms of the lease transfer substantially all the risks and
rewards incidental to ownership of the property, plant or equipment from the lessor to 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
stalus of a iease but convey a right to use an asset in return for payment are accounted for under this policy
where {ulfilment of the arrangement is dependent on the use of specific assets. The Council currently has
no assels acquired under finance leases or leased to third parties on finance lease. Accounting policies for
operating leases are set out below.

The Council as Lessee

Rentals paid under operating leases are charged to the Comprehensive Income and Expenditure Statement
as an expense of the services benefiting 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.q. if there is a rent-free period at the commencement of the lease).

The Council as Lessor

Where the Council grants an operating lease over a property or an item of plant or equipment, the asset is
retained in the Balance Sheet as a non-current asset and continues to be subject to depreciation,
revaluation and impairment review, in accordance with the relevant accounting policies. Rental income is
credited to the appropriate service line in the Comprehensive Income and Expenditure Statement. Credits
are made on a straight-line basis over the life of the lease, even if this does not match the pattern of
payments (eg, there is a premium paid at the commencement of the lease). Any initial direct costs incurred
in negotiating and arranging the lease are added to the carrying amount of the relevant asset and charged
as an expense over the lease term on the same basis as rental income.

Q  Overheads and Support Services

The costs of averheads and support services are charged to those that benefit from the supply or service in

accordance with the costing principles of the CIPFA Service Reporting Code of Practice 2014/15

(SeRCOP). The total absorption costing principle is used — the full cost of overheads and support services

are shared between users in proportion o the benefits received, with the exception of:

e Corporate and Democratic Core - costs relating to the Council’s status as a multi-functional, democratic
organisation.

®* Non Distributed Costs — the cost of discretionary benefits awarded to employees retiring early and any
depreciation and impairment losses chargeable on surplus assets in Property, Plant and Equipment.

These two cost categories are defined in SeRCOP and accounted for as separate headings in the
Comprehensive Income and Expenditure Statement, as part of Net Cost of Services.

R  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.

Becoanition

Expenditure on the acquisition, creation or enhancement of Property, Plant and Equipment is capitalised on
an accruals basis, provided that it is probable that the future economic benefits or service potential
associated with the item will flow to the Council and the cost of the item can be measured reliably.
Expenditure that maintains but does not add to an asset's potential to defiver future economic benefits or
service potential (i.e. repairs and maintenance) is charged as an expense when it is incurred.

Measurement

Assets are initially measured at cost, comprising:

e the purchase price

® any costs attributable 1o bringing the asset to the location and condition necessary for it to be capable of
operating in the manner intended by management
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o the initial measurement of costs for dismantling and removing the item and restoring the site on which it
is located to its original condition

The Council does not capitalise borrowing costs incurred whilst assels are under construction. The cost of
assets acquired other than by purchase is deemed to be its fair value, unless the acquisition will not
increase the cash flows of the Council. In the latter case, the cost of the acquisition is the carrying amount
of the asset given up by the Council. Donated assets are measured initially at fair value. The difference
between fair value and any consideration paid is credited to the Taxation and Non-Specific Grant Income
line of the Comprehensive Income and Expenditure Statement, unless the donation has been made
conditionally. Until conditions are satisfied, the gain is held in the Donated Assets Account. Where gains
are credited to the Comprehensive Income and Expenditure Statement, they are reversed out of the
General Fund Balance to the Capital Adjustment Account in the Movement in Reserves Statement.

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

e community assets and assets under construction — historical cost

¢ infrastructure and vehicles, plant & equipment — depreciated historical cost

e council dwellings — current value, determined using the basis of existing use value for social housing
(EUV - SH)

® other land & buildings — current value, determined as the amount that would be paid for the asset in ils
existing use (existing use value — EUV). Where there is no market-based evidence of current value
because of the specialist nalure of an asset, depreciated replacement cost is used as an estimate of
current 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 o recognise unrealised

gains. Exceptionally, gains would be credited to the Comprehensive Income and Expenditure Statement

where they arise from the reversal of a revaluation or impairment loss previously charged to a service.

Where decreases in value are identified, the revaluation loss is 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)

¢ where there is no balance in the Revaluation Reserve or insufficient balance, the carrying amount of the
assel is written down against the relevant service line(s) in the Comprehensive Income and Expenditure
Statement

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 consolidated into the Capital Adjustment
Account.

Impairment

Assels are assessed al each year-end as to whether there is any indication that an asset may be impaired.
Where indications exist and any possible differences are estimated to be material, the recoverable amount
of the asset is estimated and, where this is less than the carrying amount of the asset, an impairment loss is
recognised for the shorifall. Where impairment losses are identified, they are accounted for by:

s 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 t¢ the amount of the accumulated gains)

« where there is no balance in the Revaluation Reserve or insufficient balance, the carrying amount of the
asset is written down against the relevant service line(s) in the Comprehensive Income and Expenditure
Statement

Where an impairment loss is reversed subsequently, the reversal is credited to the relevant service line{s)

in the Comprehensive Income and Expenditure Statement, up to the amount of the original loss, adjusted

for depreciation that would have been charged if the loss had not been recognised.

Assets Held for Sale / Disposals

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
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cosis to sell. Where there is a subsequent decrease to fair value less costs 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 recognised losses. Depreciation is not
charged on Assets Held for Sale.

If assets no longer meet the criteria o 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, amortisation or revaluations that would have been recognised had they not
been reclassified 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 Expendilure Statement as part of the gain or loss on
disposal. Receipts from disposals (if any} are credited 1o the same line in the Comprehensive 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). Any revaluation gains accumulated for the assel in the Revaluation
Reserve are transferred to the Capital Adjustment Account. Amounts received for disposals are categorised
as capital receipts. Receipts are required to be credited to the Capital Receipts Reserve, and can then only
be used for new capital investment or set aside 1o reduce the Council's underlying need to borrow (the
capital financing requirement). Receipts are appropriated 1o the Reserve from the General Fund Batance in
the Movement in Reserves Statement. The written-off value of disposals is not a charge against Council
Tax, as the cost of fixed assets is fully provided for under separate arrangements for capital financing.
Amounts are appropriated to the Capital Adjustment Account from the General Fund Balance in the
Movement in Reserves Statement.

Depreciation

Depreciation is provided for on all Property, Plant and Equipment assets by the systematic allocation of their

depreciable amounts over their useful lives. An exception is made for assets without a determinable finite

useful life (i.e. freehold land and certain Community Assets) and assets that are not yet available for use (ie,

assets under construction).

Deprecation is calculated on the following bases:

o council dwellings and other buildings — straight-line allocation over the useful life of the property as
estimated by the valuer.

¢ vehicles, plant and equipment — straight line allocation over between 3 and 10 years.

o infrastructure — straight-line allocation over between 10 and 30 years.

Where an item of Property, Piant and Equipment has major components whose cost is significant in relation
to the total cost of the item, the components are depreciated separately. Revaluation gains are also
depreciated, with an amount equal to the difference between current value depreciation charged on assets
and the depreciation that would have been chargeable based on their historical cost being transferred each
year from the Revaluation Reserve to the Capital Adjustment Account.

S Private Finance Initiative (PFl) and Similar Contracts

PFl and similar contracls are agreemenis to receive services, where the responsibility for making available
the property, plant and equipment needed to provide the services passes to the PFl contractor. As the
Council is deemed to control the services that are provided under its PFl schemes and as ownership of the
property, plant and equipment will pass to the Council at the end of the contracts for no additional charge,
the Council carries the assets used under the contracts on its Balance Sheet as part of Property, Plant and
Equipment. The original recognition of these assets at fair value (based on the cost to purchase the
property, plant and equipment) was balanced by the recognition of a liability for amounts due 1o the scheme
operator {0 pay for the capital investment. 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.

The amounts payable to the PFI operators each year are analysed into five elements:
o fair value of the services received during the year — debited to the relevant service in the Comprehensive
Income and Expenditure Statement
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¢ finance cost — an 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

e 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 PF| operator (the
profile of write-downs is calculated using the same principles as for a finance lease)

o lifecycle replacement costs — posted to the Balance Sheet as additions to Property, Plant and Equipment
but determined as non-value adding.

T Provisions, Contingent Liabilities and Contingent Assets

Provisions - General

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 or service potential, and a
reliable estimate can be made of the amount of the obligation. Provisions 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 obligation, and measured at the best estimate at the Balance Sheet date of
the expenditure required to settle the obligation, taking into account relevant risks and uncertainties. When
payments are eventually made, they are charged to the provision carried in the Balance Sheet. Estimated
seltlements 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 settle a provision is expected to be recoverad from another party (e.g. from an insurance claim), this is
only recognised as income for the relevant service if it is virtually certain that reimbursement will be received
if the Council settles the obligation.

Provisions - Carbon Reduction Commitment

The Council is required to participale in the Carbon Reduction Commitment (CRC) Energy Efficiency
Scheme. This scheme is currenlly in the initial year of its second phase, which ends on 31 March 2019. The
Council is required to purchase allowances, either prospectively or retrospectively, and surrender them on
the basis of emissions ie carbon dioxide produced as energy is used. As carbon dioxide is emitted (i.e. as
energy is used), a liability and an expense are recognised. The liability will be discharged by surrendering
allowances. The liability is measured at the best estimate of the expenditure required to meet the obligation,
normally at the current market price of the number of allowances required to meet the liability at the
reporting date, The cost to the Council is recognised and reported in the costs of the Council's services and
is apportioned to services on the basis of energy consumption.

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. Confingent 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. Contingent liabilities are not recognised in the Balance Sheet
but are disclosed in a note to the accounts.

Contingent Assels

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 olherwise of uncertain future events not wholly within
the control of the Council. Contingent assels are not recognised in the Balance Sheet but are disclosed in a
note to the accounts where it is probable that there will be an inflow ol economic benefits or service
potential.

U Reserves
Reserves are created by appropriating amounts out of the General Fund Balance in the Movement in
Reserves Statement. When expenditure to be financed from a reserve is incurred, il is charged to the

appropriate service in that year to count against the Surplus/Deficit on the Provision of Services in the
Comprehensive Income and Expenditure Statement. The reserve is then appropriated back into the
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General Fund Balance in the Movement in Reserves Statement so that there is no net charge against
Council Tax for the expenditure. Certain reserves are kept 1o manage the accounting processes for non-
current assets, financial instruments and retirement benefits and these reserves do not represent usable
resources for the Council. Further information on the Council's reserves is contained in notes 11 and 12,

V VAT

VAT payable is included as an expense only to the extent that it is not recoverable from Her Majesty's
Revenue and Customs. VAT receivable is excluded from income.

W  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 (eg software licences) is capitalised when it is expected that future economic
benefits or service potential will flow from the intangible asset to the Council. 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 active market. In practice, no intangible assets held by the Council
meet this criterion, and they are therefore carried at amortised cost. The depreciable amount of an
intangible asset is amortised over its useful life to the relevant service line(s) in the Comprehensive Income
and Expenditure Statement. As asset is tested for impairment whenever there is an indication that the asset
might be 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 qualifies as capital expenditure for statutory purposes,
amortisation, impairment losses and disposal gains and losses are not permitted to have an 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 sale proceeds, to
the Capital Receipts Reserve.

Accounting Standards That Have Been Issued but Have Not Yet Been Adopted

The following accounting standards have been issued but are not yet adopted in the 2015/2016 Code of
Practice on Local Authority Accounting in the United Kingdom:

Amendments to IAS 19 Employee Benelfits (Defined Benefit Plans: Employee Contributions)
Amendment to IFRS 11 Joint Arrangements (Accounting for Acquisitions of Interests in Joint Operations)

Amendment to |IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets (Clarification of
Acceptable Methods of Depreciation and Amortisation)

Amendment to IAS 1 Presentation of Financial Statements (Disclosure Initiative)
Annual Improvements to IFRSs (2010-2012 and 2012-2014 Cycles)

Changes to the format of the Comprehensive Income and Expenditure Stalement, the Movement in
Reserves Statement and the introduction of the new Expenditure and Funding Analysis

These amendments will be adopted in the 2016/2017 Code of Practice on Local Authority Accounting in the
United Kingdom and the Council will be required to reflect them, as necessary, in its 2016/2017 Annual
Accounts. It is not anticipated that any of these amendments will have a significant impact on the Council. In
respect of the [ast item listed above, however the comparator (2015/2016) information will also require to
reflect the new formats and reporting requirements.
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3 Critical Judgements in Applying Accounting Policies

in applying the accounting policies set out in Note 1, the Council has had to make cerlain judgemenis
about complex transactions or those involving uncertainty about future events. The crifical judgements
made in the Annual Accounts are:

There is a continuing high degree of uncertainty about future levels of funding for local government,
particularly ahead of the Scottish Government's 2017 Spending Review. However, the Council has
determined that this uncertainty is not yet sufficient to provide an indicalion that the assels of the
Council might be impaired as a result of a need to close facilities and reduce levels of service
provision.

The Council is deemed to control the services provided under the PPP contract with Discovery
Education PLC to construct, maintain and facilities-manage six new primary schools and two new
secondary schools in the city. The Council is also deemed to control the residual value of the schools
at the end of the agreement. The accounting policies for PFI schemes and similar contracts have been
applied to the arrangement and the schools (valued at £96.2m) are recognised as Property, Plant and
Equipment on the Council's Balance Sheet.

4 Assumptions Made About the Future and Other Major Sources of Estimation Uncertainty

The Annual Accounts contains estimated figures that are based on assumptions made by the Council
about the future or that are otherwise uncertain. Estimates are made taking inlo account historical
experience, 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 items in the Council's Balance Sheet at 31 March 2016 for which there is a significant risk of material
adjustment in the forthcoming financial year are as follows:
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ltem

Uncertainties

Eftect if Actual Results Differ from
Assumptions

Property, Plant
and Equipment

Assets are depreciated over useful lives that
are dependent on assumptions about the
level of repairs and maintenance that will be
incurred in relation to individual assets. The
current economic climate makes it uncertain
that the Council will be able to sustain its
current spending on repairs and
maintenance, bringing into doubt the useful
lives assigned to assets.

If the useful life of assets is reduced,
depreciation increases and the
carrying amount of the assets falls. It
is estimated that the annual
depreciation charge for buildings
would increase by £1.6m for every
year that useful lives had to be
reduced.

Provisions

The Council has made provisions for certain
liabilities where there is a degree of
uncertainty as to the amount and / or timing
of settlement. Detailed information on
provisions is provided in note 42,

The total value of provisions in the
Council's balance sheet at 31 March
2016 is £4.012m. If eventual
settlemnent of the related liabilities is
higher than the amounis currently
provided for, then an additional
charge would require to be made.

Pensions Liability

Estimation of the net liability to pay pensions
depends on a number of complex
judgements relating to the discount rate
used, the rate at which salaries are
projecled to increase, changes in retirement
ages, mortality rates and expected returns
on pension fund assets. A firm of consulting
actuaries is engaged to provide the Council
with expert advice about the assumptions to
be applied.

The effects on the net pensions
liability of changes in individual
assumptions can be measured. For
instance, a 0.1% increase in the
discount rate assumption would result
in a decrease in the pension liability of
£21.7m. However, the assumptions
interact in complex ways. During
2015/2016, the Council's actuaries
advised that the net pensions liability
had decreased by £27.6m due to a
reduction in the present value of the
funded obligation of the scheme,
partly offset by a reduction in the fair
value of fund assets.

Debtors /
Non-collection
Provisions

At 31 March 2016, the Council has a gross
balance for short-term sundr