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Explanatory Foreword

1. Introduction

Much of the format, terminology and presentation of the full statement of accounts is prescribed by
the Code of Practice on Local Authority Accounting in the United Kingdom, which all Local Authorities
are required to follow. The full statement of accounts is also intended to meet the needs of various
readers who might include central government and agencies or regulators, grant awarding bodies,
suppliers, contractors and lenders as well as the general public. We understand that this presentation
of technical accounting information can make the full statement of accounts difficult to interpret. This
foreword therefore aims to assist the reader in interpreting the accounts and provides a more concise
summary of the key points of the council’s financial performance and position for 2012/13.

In addition, this foreword also aims to present a general guide to the main statements that make up
the full statement of accounts. Its purpose is not to comment on the policies of the council, but it does
give factual details of strategic objectives and spending priorities where these provide a context to
reporting on financial performance.

This foreword follows the recommended topics included in the Code of Practice on Local Authority
Accounts 2012/13, and considers the relevant points of the Governments Financial Reporting Manual
which, for the first time, Local Authorities are being encouraged to take into consideration in
presenting their accounts. This recommends a management commentary be provided covering a
wider range of topics than just financial performance and that the foreword looks to the future as well
as the past.

Whilst we have tried to remove or explain technical jargon where possible, a detailed glossary of
terms is provided at the end of the statement of accounts to assist the reader.

2. Managing Directors Summary

Over the last 3 years, the council has had to operate in an environment of reducing grant resources
from central government, increasing demands for services such as adult social care and reducing
income received from fees and charges.

The council has therefore operated strong financial and budgetary control and delivered savings in
back office costs through efficiencies and reductions in management and other staffing costs.

The 2012-13 year end position summarised in this foreword and detailed in the full statement of
accounts reflects this financial management culture and is therefore a very positive outcome for the
council on a net revenue budget of £132.0m. It is a particularly good result when considering the fact
that the council had to achieve net savings of £7.201m during the 2012-13 year in additional to
savings targets achieved in previous years. Strong financial management and control measures in
place across all service areas including the authorisation panel, budget review board and
procurement board have all contributed to this position.

Despite this largely positive position, the council faces continued reductions in grant resources in
2014/15 and future years. The spending review for 2015/16 announced on 26" June 2013, indicated
that there will another significant reduction in local government funding in that financial year.



3. Summary of financial position for 2012 /13

Revenue income and expenditure

Where the council has costs related to the day to day provision of services e.g. salaries, supplies and
services, utilities, these costs are called revenue expenditure. The amount of revenue the council can
spend depends on the income the council receives from various sources, and the way in which the
council plans to spend it depends on what service demands the council plans to meet.

The council is required to set a balanced budget each year, but in some service areas, for instance
adult social care, the demand for the service can be unpredictable and change midyear. When this
happens, additional costs have to be accommodated elsewhere within the overall budget.

The table below shows a summary of the:
e Revised budget — the amount of money we planned to spend on services

o Net expenditure - the actual day to day costs of those services
¢ Net outturn position — the resulting net saving at the end of the year.

Net outturn
Directorate Revised budget Net expenditure position
£000 £000 £000
Chief Executive, Schools & Education 7,737 7,571 (166)
Resources 12,642 11,329 (1,313)
Economy & Environment 37,948 36,233 (1,715)
Community Wellbeing & Social Care 68,413 68,288 (125)
Corporate accounts 5118 5,020 (98)
Net revenue expenditure 131,858 128,441 (3,417)

For 2012/13, the council spent £3.417 million less than originally planned. Of this saving, £2.400
million has been utilised to reduce the Dedicated Schools Grant budget deficit and £550,000 will be
used to support the Waste Management Strategy (£250,000), security costs of closed schools
(E200,000) and as a contribution to Children’s Services improvement (£100,000). Once these
amounts have been set aside, this leaves an overall net saving for 2012/13 of £467,000.

The budget was funded as shown below:

2012/13 Budget funded by:

B Revenue Support Grant
(£1.145m)

B Business Rates (£59.052m)

 Council Tax (£71.661m)




Capital expenditure and funding

Capital expenditure creates or enhances assets that have a life of more than one year, such as
buildings, land and equipment. The capital projects that the council plans to deliver, therefore

represent significant investments to support the council’s strategic priorities such as education,

highways and housing, or to deliver on going savings in future years by investing now, such as county
hall improvements allowing the disposal of other less efficient administrative buildings. Many of the
projects are delivered over a period of years and budgets will be spread across years according to
project delivery plans. In 2012/13, the council planned to spend £48.7 million on capital projects and
actually spent £45.9 million. The remainder of the budget will be carried forward into 2013/14 and

future years to complete the project delivery.

The chart below demonstrates the range of projects delivered in 2012/13 and how much was spent:
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Capital investment can be paid for from:
o Capital receipts from the sale of assets such as buildings
e Capital Grants and contributions from government and other agencies
e Revenue contributions

If funding is not available from these sources, the council can choose to borrow to fund capital
schemes.

The sources of capital funding from last year are shown in the chart below:

2012/13 Sources of Capital funding

B Grants & contributions (£24.286m)
M Capital Receipts (£2.556)
Contributions from Revenue (£0.717m)

H Increase in borrowing requirement
(£18.350m)




Reserves

Councils and other organisations, need financial reserves to help manage unforeseen circumstances
and to smooth the impact of spending requirements over time. Reserves enable councils to:
e manage variations between their planned and actual budgets that result from unpredictable
spending and income; and
e plan their finances strategically to support their activities over the medium and long term.

The level of reserves that councils hold is decided locally and based on local circumstances. Reviews
of reserves are undertaken regularly throughout the year and a risk assessment of the general fund
balance and non-insurable risk reserve is undertaken as part of the annual budget review and closure
of accounts process. Other reserves have been earmarked or set aside for specific purposes. The
year end position for reserves and balances is set out in the table below.

Balance Movement Balance
1 April 2012 In Year 31 March 2013
£000 £000 £000

Repairs & Renewals 883 247 1,130
Earmarked Reserve - Services 6,327 5118 11,445
Insurance & Risk Reserve 6,234 (131) 6,103
Dedicated Schools Budget deficit (5,335) 4,099 (1,236)
Termination Costs Reserve 608 (393) 215
Section 106 Reserve 738 33 77
Total earmarked reserves 9,455 8,973 18,428
Revenue carry-forward reserve 2011-12 to 2012-13 8,158 (8,158) 0
Revenue carry-forward reserve 2012-13 to 2013-14 0 5,949 5,949
Schools Balances 2,865 823 3,688
Total reserves 20,478 7,587 28,065
Insurance Provision 2,659 132 2,791
Doubtful Debts 2,783 (403) 2,380
General Fund 8,550 467 9,017
Total 34,470 7,783 42,253

Borrowing and investments

The council, like any organisation or indeed household, has to manage its cash flow to ensure that
money is available at key points in the month or year, when large payments are due. This is known as
treasury management and part of this activity is the arrangement for borrowing and investments.

Of the £151.205 million loans outstanding at 31 March 2013, £112.974 million were from the Public
Works Loan Board (PWLB - a Government run organisation providing public sector finance at lower
interest rates than might otherwise be available); £8.134 million were lender’s option/borrower’s option
(LOBO) loans, £29.844 million were short term borrowings and £0.253 million other loans.

Increase in Borrowing 2012-13
£000
Long term Borrowing 0
Borrowing for Capital 18,350
Short term borrowing 5,475

Further information can be obtained from the treasury management report and strategy documents
both of which are published on the council’'s website www.iwight.com
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Changes to the accounting policies

In preparing these accounts the council has complied with the Code of Practice on Local Authority
Accounting in the United Kingdom 2012-13 which defines proper accounting practices for all Local
Authorities. The latest changes to the code have been reflected in the preparation of these accounts
and this foreword.

4. Isle of Wight Council Pension Scheme

The council is the administering body for the Isle of Wight Council Pension Scheme and also makes
up 91% of the scheme’s membership with the remainder coming from admitted bodies such as
harbour commissioners and housing associations, and scheduled bodies such as the Isle of Wight
College and town and parish councils.

As part of the terms and conditions of employment of its staff, the council makes contributions
towards the cost of post-employment benefits (pension payments) alongside those made by the
individuals themselves. The pension fund then has a commitment to pay those benefits when
employees retire. This commitment needs to be disclosed in the council’s accounts at the time that
employees earn their future benefits.

The liabilities in the following table show the underlying commitments that the council has in the long
run to pay post-employment (retirement) benefits and this includes the liabilities relating to the fire-
fighters’ pension scheme which is an unfunded scheme having no investment assets. Any deficit in
the fire-fighters’ pension scheme arising from the difference between employees/employers
contributions and pensions paid is reimbursed by the government.

2008-09 2009-10 2010-11 2011-12 2012-13
£000 £000 £000 £000 £000

Present value of liabilities:

Local Government Pension Scheme (303,107) (489,718) (415,373) (459,869) (534,892)
Firefighters’ Pension Scheme (37,100) (53,800) (47,600) (52,000) (60,300)
rar value of gssets n fhe Locd 192019 | 271554 | 298,089 304,647 356,057
Surplus/(deficit) in the scheme:

Local Government Pension Scheme (110,188) (218,164) (117,284) (155,222) (178,835)
Firefighters’ Pension Scheme (37,100) (53,800) (47,600) (52,000) (60,300)
Total (147,288) (271,964) (164,884) (207,222) (239,135)

The total liability of £239.135 million has a substantial impact on the net worth of the council as
recorded in the balance sheet. This results in an overall negative balance of £46.021 million.

However, the council has statutory arrangements for funding the deficit which mean that the overall
financial position of the council remains healthy:
¢ the deficit on the local government scheme will be made good by increased contributions over
the remaining working life of employees (i.e. before payments fall due), as assessed by the
scheme actuary;
¢ finance is only required to be raised to cover discretionary benefits when the pensions are
actually paid; and
e in-year deficits on the Fire-fighters’ pension fund are reimbursed by Government grant.

The full pension fund accounts are included at the end of the statement of accounts and are approved
by the Pension Fund Committee along with the Pension Fund annual report. Both documents are
available on the council’'s website www.iwight.com
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5. Performance

The council produces regular performance monitoring reports on a monthly basis for Directors and
Heads of Service, providing up to date financial information and identifying potential budget pressure
areas and options for dealing with them. Financial management information is also an integral part of
internal management reports which consider performance, risk and finance in year. This integrated
finance/performance/risk information is included within quarterly reports to cabinet and Overview and
Scrutiny Committee.

Financial Performance

In order to achieve the positive outcome for 12/13, the council budget established for 2012/13, set a
savings target of £7.2m which was fully achieved. An overview of the council’s financial position and
progress with achieving the savings set out in the budget strategy is provided to and considered by
the Budget Review Board on a regular basis throughout the year. The savings targets for 2012/13
included:

Joint working arrangements with other local authorities

Management of the capital programme to avoid increasing external debt

Establishing an integrated NHS/Social Adult Care crisis response and reablement service
Savings from procurement and contract management arrangements

Working in partnership with local community groups to delivery services

Savings from planning and regulatory services

e Savings in staff costs from the review of all recruitment by Authorisation Panel

The councils approach to managing financial performance has ensured the savings required and
enabled the positive year end position already reported.

By the time the accounts for 2012/13 were closed the council had delivered £45.9m of capital
investment in year. The programme was slightly smaller in 2012/13 than in 2011/12 but the %age of
the capital programme delivered has improved year on year.

% of capital programme delivered

2012/13

2011/12

2010/11

80%

100%
H % of capital programme delivered




Performance against Corporate Plan Priorities

The table below indicates the status of each corporate priority as at 31 March 2013 as reported to
Cabinet in June 2013.

Corporate Plan priority Q1-2012/13 Q2-2012/13 Q3-2012/13 Q4 -2012-13
status status status status
Delivery of budget savings through changed Green Green Green Green

service provision

Raising educational standards Amber

Keeping children safe Green Green

Supporting older and vulnerable residents Amber Amber Amber Amber
Housing and homelessness Green Green Green Green
Regeneration and the economy Green Green Green Green
Highways PFI scheme Green Green Green Green
Waste strategy Green Green Green Green
Key Status

Green Majority of performance is on or above target, projects are meeting planned delivery dates, risk is managed
appropriately and financial position stable against profiled spend

Amber | Some performance is off target but within accepted tolerance levels, project milestones are still attainable, risk
levels demonstrate some concern with appropriate planned activity, financial overspends being forecast
Significant underperformance or project slippage, high scoring risks without active mitigation in place and/or
significant overspend impacting delivery of corporate priority

Raising educational standards — the islands GCSE results continue to be a focus for improvement but
the recent OFSTED inspection results suggest that the achievement of targets in this key area will
once again be difficult to reach. In contrast to this and despite still being below the national average,
the levels for key stage 2 attainment were substantially improved and it is hoped for further progress
in this area.

Keeping children safe - achievement of this priority experienced setbacks last quarter, with the
OFSTED inspection of child protection arrangements in December 2012 judging the IW Council as
inadequate, specifically in terms of overall effectiveness of help and protection, quality of practice and
leadership and governance. Work is already underway to address this with the Childrens
Safeguarding Improvement Programme, and the strategic partnership with Hampshire County Council
which was approved in June 2013.

The councils support for older and vulnerable people continues to be rated as amber. However a
number of developments have seen improvements to the risk management arrangements, namely a
training programme to raise awareness of safeguarding (refreshed and reviewed annually),
development of a commissioning framework to support personalisation and the development of a
guality assurance framework.

Full details of the council’s performance against the performance indicators can be found in the
cabinet reports published on www.iwight.com
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Environmental matters

The council’s carbon management plan shows
how the council will reduce the carbon
emissions from its buildings and operations. It
fulfils the commitment in the Nottingham
Declaration on Climate Change which the
council signed in May 2007 and demonstrates
positive action by the council to implement Eco
Island, the Sustainable Community Strategy.
Carbon reduction measures also reduce
energy costs which will help the council deliver
more efficient services to local residents.

This chart shows the estimated levels of
carbon emission since the inception of the plan
in 2009/10. The plan outlined how the council
would achieve a 6% year on year reduction in
carbon emissions up to 2015. The council is
currently ahead of this target. The full carbon
management plan can be found at Energy
Management - Web Pages

Employees

The council has reduced its staff numbers over
the last 2 years from the full time equivalent of
4,416 in December 2010, to 3,520 in
December 2011 and 3,640 in December 2012.

This overall reduction is due to the
restructuring of council services and changes
to schools. A small increase in the last year is
due to 153 additional schools based staff
offset by a reduction in other staff of 33.

Details of officer’'s remuneration are included
in the main statement of accounts under note
35.

Sickness absence data

The average number of days taken as a result
of sickness per employee has fallen from 9.77
days in 2010-11 to 7.78 days in 2011-12 and
then rose again slightly in 2012-13 to 8.25
days against a target of 7.5 days. The
Employment Committee receives regular
reports of staff absence levels which can be
viewed on the council’'s website iwight.com.
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6. Other financial data

Persons with whom authority has contracted

The council has contracts or partnership arrangements with a number of organisations to deliver
some of our key or statutory activities. Some of the key or larger contracts are shown below but this is
by no means a comprehensive list:

e The council currently has a waste management contract with Island Waste Services which is
due to expire in October 2015. The contract provides kerbside collection of recyclables, food and
residual waste, operation of the Household Waste Recycling Centres, operation of composting
activities and the management of the disposal of residual waste via landfill and through a
separate arrangement with the gasification plant. The new waste contract will be the second
largest contract under the council’s responsibility and will be based on a waste strategy which is
currently being formulated.

e The Highways PFI contract began in April 2013 and will see the bulk of the islands roads
upgraded within the first 7 years of the 25 year contract. The PFl is financed in the main through a
government grant — not a loan and does not have to be repaid. The council will make an annual
contribution which will be less than the sum it currently pays to provide the services that are now
provided through the PFI.

e The councils internal audit service is provided by Price Waterhouse Coopers LLP who have
also provided advice to the council on the Highways PFI contract and the waste contract. Since
the closure of the Audit Commission, the councils external audit service is provided by Ernst and
Young LLP who have not undertaken any additional non audit work for the council.

e The council has formed a strategic partnership with Hampshire County Council and
Hampshire’s director of children’s services has assumed the statutory role of director of children’s
services for both councils. The arrangement means that both local authorities share the statutory
senior leadership and management of the islands children’s services over the next three to five
years.

e The council has pooled budget arrangements with the Isle of Wight Primary Care Trust (PCT)
to provide free nursing care, adaptions and equipment stores and substance misuse services, for
all of which the council hosts the budget. Occupational therapy services are provided through a
pooled budget arrangement with the Isle of Wight NHS Trust who host this budget. Details of
these arrangements can be found in the main statement of accounts note 33.

e The council had previously contracted with Somerset care to provide residential homes for adults
with learning disabilities. Somerset Care have given notice that it will cease to provide this
service in 2013. This service including all its staff and assets are transferring back to the council
and will be provided directly by the council until such time as the contract can be retendered and
a contact awarded to a new provider.

Other contracts can be viewed on www.iwight.com

Under the Code of Recommended Practice for Local Authorities on Data Transparency, all councils
are recommended to publish details of financial transactions over £500. The council has been
publishing this information from 2010 and in October 2012 took the decision to publish all financial
transactions regardless of value backdated to April 2012. This information along with information
about our staffing arrangements, our suppliers, our democracy and governance arrangements, our
assets, and access to information is available on Transparency.

Members and officers register of interests

Councillors and officers are required to declare their own or close family members directorship and
interests in companies which may conflict with their management responsibilities. Members
declarations are now published on the councils website under their individual pages
http://www.iwight.com/councillor/azCouncillors.aspx. Senior officers declarations are available on
request at County Hall. A review of both takes place each year and the findings are detailed in note
40 of the main statement of accounts.
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Isle of Wight Council Statement of Accounts 2012-13
7. Looking ahead

Impact of current economic climate on authority and services

An autumn statement from the Chancellor was made on 29 November 2011 setting out the overall
position on the national economy and steps that would be taken to deal with current reduced growth
forecasts and to avoid going back into recession. As part of the announcement there were a number of
national changes that impacted on local authorities. Since this announcement, local authorities have
experienced significant cuts to their grant funding and the last 2 years have seen a requirement for on-
going savings across the council as a whole.

It is clear that, for the foreseeable future, resources will continue to be limited and the council expects
there to be additional reductions made in future years. The draft spending limits for a further two years,
2015-16 and 2016-17 have been announced which give an on-going reduction of 0.9% in real terms
each year. It is likely that within these limits the reductions for local authorities and for certain services
will be higher.

In preparing for this likelihood, the council is continuing to review the services it provides and how
they are provided. The new administration, following its election in May 2013, has already expressed
an intent to undertake a ‘roots and branch’ review of council services which will be used to shape
strategy and determine priorities from 2014 onwards and informs the budget which will be laid before
council for debate and agreement in February 2014.

Trends or factors

In developing our future priorities and understanding future service needs, the council will have to
account for a number of key trends and factors including:

¢ the growing older population on the island requiring increasing levels of care

¢ the higher than average proportion of children and young people entitled to free school meals
e child poverty levels above the region average

e island children continuing to perform below the national average in GCSE results

o limited availability of private and affordable housing

e ongoing changes to the welfare system and housing benefit

e uncertainty in the economy and levels of unemployment

o standards of health and mortality on the island

Resources, risks and uncertainties

These trends will create additional budget pressures as a result of increasing service needs. Thus far
the council has been able to implement savings and efficiencies to bridge these funding gaps but
there is a risk that as these gaps continue and increase, these savings may not be achieved.

PFI contracts for both highways and waste mean that the council is committed to funding levels for
these services in the medium to long term. Although the provision of services under these contracts
provides a saving to what it would cost the council to deliver them directly, the commitment to these
contracts reduces the proportion of the council’s costs which can be reduced or saved in future years.
In addition, income from fees and charges is already under pressure in some areas, such as car
parking, and this and the risk of inflation being higher than expected will create additional pressures.

Whilst reserves and balances are healthy now, they are not a permanent source of funding, as once
spent they are gone. Any use of reserves and balances now to offset reductions in grant resources,
adds to the gap in funding that we face in future years and which is only expected to worsen.
However, they do provide a source of funding for one off initiatives, for example, invest to save and
pump priming projects, where this enables on going revenue savings to be made. The full implications
of the June 2013 Comprehensive Spending Review (which are being analysed at the time of writing
this foreword) will add to the already significant funding gap of £24 million over the next 3 years.
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Isle of Wight Council Statement of Accounts 2012-13

Changes to Statutory Functions and future developments

There have been a number of changes to statutory functions within the council in 2012/13 and further
developments are planned for the future. A brief outline is included here:

9.

Responsibility for Public health services transferred from the NHS to local authorities from
April 2013. This service is funded by a ring-fenced grant.

The Chief Executive post was made redundant effective from 31 March 2013 and a new Chief
Officer position created to fulfil the statutory Head of Paid Service role which includes a
significant service area responsibility as part of this new role. This new role has been
renamed Managing Director until 1 April 2014.

A Childrens services Safeguarding Strategic Partnership with Hampshire County Council has
been established as a result of the OFSTED report into Childrens services. The strategic
partnership will be for a period of 5 years, with a review after three years and will include the
appointment of John Coughlan as Director of Children’s Services

The council worked with the tourism industry to develop a new private sector led tourist board
(Destination Management Organisation (DMO)) to lead the development and growth of the
industry. The council is committed to maintaining its financial support to the industry at the
current level which equates to £3m over the nine years commencing 2012/13. The DMO has
now been formally established and constituted as Visit Isle of Wight.

The council is establishing a Joint Venture Company (JVC) with the private sector to set up
the Solent Ocean Energy Centre which will provide a test bed for tidal and offshore energy
technology. The council has recently entered into the option to lease the seabed with Crown
Estates which will enable the JVC to support the development of renewal energy technology.

Other sources of information

The council publishes a summary of the accounts each year in its annual report, and publishes details
of financial transactions, both of which are available on the council’s website www.iwight.com. The
accounts and other publications all form part of the councils overall annual financial and performance
reporting framework summarised below:

Annual report published
in Autumn

Budget strategy
and council tax

setting finalised
in Jan/Feb

Financial and

I

Draft outturn

. performance iEsEmiEd) (@
External audit of Notification of information produced C il tax bill z dit C it
accounts results in final Government monthly and reported ounsll a;; tl ® udit ~ommittee
statement presented to grant allocation to cabinet quarterly. . and catie h by 30 June
. . th in Dec Transaction data issued in Miare
Audit Committee by 30 .
published monthly on
September L
iwight.com

Consultation
process begins

for new financial
year in July
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10. Guide to the main statements included in the accounts

The statement of accounts details the financial statements as follows:

Statement of This sets out the respective responsibilities of the council and the Managing Director and

responsibilities Strategic Director of Resources, and the Section 151 Officer for the accounts.

Movement in reserves This shows the movement in the year on the different reserves held by the council. These

statement reserves are separated into ‘usable reserves’ (those that can be applied to fund
expenditure or reduce taxation) and other reserves.

Comprehensive income This statement shows the costs in the year of providing services and compares them with

and expenditure statement | the previous year.

Balance sheet The balance sheet includes information on the council’s assets and liabilities. The net
assets (assets less liabilities) are matched by the reserves held by the council.

Cash flow statement This statement shows changes in cash and cash equivalents of the council during the

reporting period. This provides a summary of the inflows and outflows of cash for revenue
and capital purposes.

Statement of accounting This explains the policies adopted in preparing the accounts, which are based on the
policies relevant Codes of Practice applicable to local authorities.
Collection fund This summarises the transactions of the council as billing authority in relation to Council

Tax and National Non-Domestic Rates and illustrates the way in which the precepts have
been distributed to the council and the Hampshire Police Authority.

Firefighters’ pension fund | The purpose of this statement is to provide a basis for demonstrating the balance of cash-
based transactions taking place over the year and for identifying the arrangements needed
to close the balance for that year.

Isle of Wight Council This summarises the income and expenditure of the pension funds and provides
pension fund information about their financial position, performance and financial adaptability.

14




Isle of Wight Council Statement of Accounts 2012-13

THE STATEMENT OF RESPONSIBILITIES FOR THE STATEMENT OF ACCOUNTS
The authority’s responsibilities

The authority is required to:

e make arrangements for the proper administration of its financial affairs and to secure that one
of its officers has the responsibility for the administration of those affairs. In this authority, that
officer is the Strategic Director of Resources;

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

e approve the statement of accounts.
The duties of the Chief Financial Officer are carried out by the Strategic Director of Resources.
The Strategic Director of Resources’ responsibilities

The Strategic Director of Resources is responsible for the preparation of the authority’s statement of
accounts in accordance with proper practices as set out in the CIPFA/LASAAC Code of Practice on
Local Authority Accounting in the United Kingdom (the Code).

In preparing this statement of accounts, the Strategic Director of Resources has:
e selected suitable accounting policies and then applied them consistently;
¢ made judgements and estimates that are reasonable and prudent;

o complied with the local authority code.

The Strategic Director of Resources has also:
e kept proper accounting records which were up to date;
e taken reasonable steps for the prevention and detection of fraud and other irregularities.

I certify that the statement of accounts for the year ended 31 March 2013 required by the Accounts
and Audit (England) Regulations 2011 is set out on pages 16 to 132.

| further certify that the statement of accounts present a true and fair view of the financial position of

the Authority at the accounting date and its income and expenditure for the year ended 31 March
2013.

Strategic Director of Resources Date: 18/09/2013

Head of Financial Management Date: 13/09/2013

(Section 151 Officer)

5“““’1,

Chair of Audit Committee Date: 26/09/2013
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MOVEMENT IN RESERVES STATEMENT

This statement shows the movement in the year on the different reserves held by the council,
analysed into ‘usable reserves’ (ie those that can be used to fund expenditure or reduce local
taxation) and other reserves. The surplus or (deficit) on the provision of services line shows the true
economic cost of providing the council’s services. More details of the cost of providing the council’s
services are shown in the comprehensive income and expenditure statement, which are different from
the statutory amounts required to be charged to the general fund balance for council tax setting. The
net increase/decrease before transfers to earmarked reserves line shows the balance on the statutory
general fund before any discretionary transfers to or from earmarked reserves undertaken by the

council.

3
5 =
[ (7]
8 & & 2 8 ® 2
s T 2 = 5 2 2
= 2 @ £ 4 & 2
28 w3 23 23 23 s =23
= 5 Q 8 X 23 28 s &
s ) = > 5 o s
=2 S L ] = = =
@ Q = s ° =) T
© 5 S S = 2
8
Balance at 31 March 2011 8,060 | 13,627 0 631 | 22318 | (16413) | 5005
brought forward
Movement in reserves during
201112
Surplus or (deficit) on the (4,334) 0 0 0 (4,334) 0 (4.334)
provision of services ’ ’ '
Other cpmprehenswe income & 0 0 0 0 0 (26.753) | (26,759)
expenditure
Total Comprehensive Income &
Expenditura (4,334) 0 0 0 (4,334) | (26,753) | (31,087)
Adjustments between accounting
basis & funding basis under 11,675 0 127 (30) 11,772 (11,772) 0
regulations (Note 7)
Net increase/decrease before
transfers to earmarked 7,341 0 127 (30) 7,438 (38,525) | (31,087)
reserves
Transfers to/from earmarked (6,851) 6,851 0 0 0 0 0
reserves (Note 8)
Increase/decrease in 2011-12 490 6,851 127 (30) 7,438 (38,525) | (31,087)
Balance at 31 March 2012 8,550 | 20,478 127 601 | 20756 | (54938) | (25,182)

carried forward
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Balance at 31 March 2012 8550 | 20478 127 601 | 20756 | (54,938) | (25,182)
brought forward
Movement in reserves during
201213
Surplus or (deficit) on the 3438 0 0 0| 3438 0| 3438
provision of services
Other cpmprehenswe income & 0 0 0 0 0 (24277) | (24277)
expenditure
Total C<_>mprehenswe Income & 3,438 0 0 0 3,438 (24,277) | (20,839)
Expenditure
Adjustments between accounting
basis & funding basis under 4,616 0 448 (225) 4,839 (4,839) 0
regulations (Note 7)
Net increase/decrease before
transfers to earmarked 8,054 0 448 (225) 8,277 (29,116) | (20,839)
reserves
Transfers to/from earmarked (7,587) 7587 0 0 0 0 0
reserves (Note 8)
Increase/decrease in 2012-13 467 7,587 448 (225) 8,277 (29,116) | (20,839)
EEIEEDERE AT AT 9,017 | 28,065 575 376 | 38,033 | (84,054) | (46,021)

carried forward
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COMPREHENSIVE INCOME & EXPENDITURE STATEMENT

This statement summarises the accounting cost in the year of providing services in accordance with
generally accepted accounting practices, rather than the amount to be funded from council tax and other
revenue resources. Authorities raise income to cover expenditure in accordance with regulations; this
may be different from the accounting cost. The net reserves are shown in the movement in reserves

Statement.

2011-12 2012-13
Gross Gross Net Gross Gross Net
expenditure income expenditure expenditure income Expenditure
£000 £000 £000 £000 £000 £000
137,168 | (103,616) 33,552 | Education & children’s service 121,829 (93,678) 28,151
57,251 (16,858) 40,393 | Adult social care 59,086 (15,579) 43,507
12,215 (4,172) 8,043 | Cultural & related services 9,713 (3,320) 6,393
17353 | (1.755) 15,508 | Environmental & regulatory 17231 | (1,758) 15,473
services
4,990 (2,407) 2,583 | Planning services 5,301 (2,708) 2,593
21199 | (6989) 14216 | Mighways & transport 21,080 |  (5:869) 15,211
services
7,643 (659) 6,984 | Fire & rescue services 7,669 (211) 7,458
62634 | (56359) 6,281 | Housing services (including 63175 | (56,701) 6,474
Benefits)
17,701 (16,836) 865 | Central services to the public 17,540 (16,605) 935
3,282 (37) 3,245 | Corporate & democratic core 3,024 (2) 3,022
10,895 0 10,895 | Non-distributed costs 5,954 0 5,954
352,331 | (209,676) 142,655 | Cost of services 331,602 | (196,431) 135,171
30,424 (555) 29,869 | Other operating expenditure 10,003 0 10,003
(note 9)
Financing & investment
32,249 (20,506) 11,743 | income & expenditure (note 31,048 (18,317) 12,731
10)
0 | (179.933) | (179,933) | T@xation &non-spediiic grant 0 | (161,433) (161,433)
income (note 11)
M5004 | (410,670) fgga | EIEIEEEIEIGT 372,743 | (376,181) (3,438)
provision of services
Surplus on revaluation of non-
(14.401) current assets (note 25) (6,903)
Downward revaluation of
assets and impairment losses
5,791 | on non-current assets 3,985
charged to the revaluation
reserve (note 25)
Actuarial gains/losses on
35,363 | pension assets/liabilities 27,195
(note 47)
26,753 pther comprehen§ive 24,277
income & expenditure
31,087 Total comprehen§ive 20,839
income & expenditure
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BALANCE SHEET

The balance sheet shows the value as at the balance sheet date of the assets and liabilities held 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 of reserves are usable
reserves, ie those reserves that the council may use to provide services, subject to the need to
maintain a prudent level of reserves and any statutory limitations on their use (for example, the capital
receipts reserve may only be used to fund capital expenditure or repay debt). The second category of
reserves 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 31 March
2012 2013
£000 Note £000
334,630 | Property, plant & equipment 12 345,729
1,446 | Heritage assets 13 1,696
5,853 | Investment property 14 6,401
855 | Intangible assets 15 682
11 | Long term investments 16 11
97 | Long term debtors 16 100
342,892 | Long term assets 354,619
1,285 | Short-term investments 16 5,620
2,501 | Assets held for sale 21 2,281
460 | Inventories 18 263
23,263 | Short term debtors 19 21,088
27,509 | Current assets 29,252
(3,828) | Cash and cash equivalents 20 (2,635)
(15,492) | Short term borrowing 16 (39,317)
(31,120) | Short term creditors 22 (25,729)
(2,033) | Short term provisions 23 (2,186)
(52,473) | Current liabilities (69,867)
(3,952) | Long term creditors 16 (2,249)
(1,420) | Long term provisions 23 (1,292)
(111,888) | Long term borrowing 16 (111,888)
(206,874) | Other long term liabilities 16 (238,814)
(394) | Donated assets account 13 (394)
(18,582) | Capital grants receipts in advance 39 (5,388)
(343,110) | Long term liabilities (360,025)
(25,182) | Net assets (46,021)
29,756 | Usable reserves 24 38,033
(54,938) | Unusable reserves 25 (84,054)
(25,182) | Total reserves (46,021)
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CASH FLOW STATEMENT

The cash flow statement shows the changes in cash and cash equivalents of the council during the
reporting period. The statement shows how the council generates and uses cash and cash
equivalents by classifying cash flows as operating, investing and financing activities. The amount of
net cash flows arising from operating activities is a key indicator of the extent to which the operations
of the council are funded by way of taxation and grant income or from 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 (ie
borrowing) to the council.

2011-12 2012-13
£000 £000
(4,334) | Net Surplus/(deficit) on the provision of services 3,438
50,248 Adjustments to net surplus or deficit on the provision of services for non- 36,500
cash movements
(30,691) AdJustments for |ten_1$ mclyded in the ngt surplg§ or deficit on the provision (25,703)
of services that are investing and financing activities
24,223 | Net cash flows from operating activities (Note 26) 14,235
(28,635) | Investing activities (note 28) (37,909)
2,297 | Financing activities (note 29) 24,867
(2,115) | Net increase or decrease in cash & cash equivalents 1,193
(1,713) | Cash & cash equivalents at the beginning of the reporting period (3,828)
(3,828) | Cash & cash equivalents at the end of the reporting period (Note 20) (2,635)
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NOTES TO THE ACCOUNTS

1. Summary of significant accounting policies

1.1  General principles

The statement of accounts summarises the council’s transactions for the 2012-13 financial year and its
position at the year-end of 31 March 2013. The council is required to prepare an annual statement of
accounts by the Accounts and Audit (England) Regulations 2011 which those regulations require to be
prepared in accordance with proper accounting practices. These practices primarily comprise the Code
of Practice on Local Authority Accounting in the United Kingdom 2012-13 and the Service
Reporting Code of Practice 2012-13, supported by International Financial Reporting Standards
(IFRS). The accounting convention adopted in the statement of accounts is principally historical cost,
modified by the revaluation of certain categories of non-current assets and financial instruments.

1.2 Accruals of income and expenditure

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

¢ Revenue from the sale of goods is recognised when the council transfers the significant risks
and rewards of ownership to the purchaser and it 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 associated 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.

e Expenses in relation to services received (including services provided by employees) are
recorded as expenditure when the services are received rather that when payments are
made.

e Interest receivable on investments and payable on borrowings is accounted for respectively
as income and expenditure on the basis of the effective interest rate for the relevant financial
instrument rather than the cash flows fixed or determined by the contract.

e Where revenue and expenditure have been recognised but cash has not been received or
paid, a debtor or creditor for the relevant amount is recorded in the balance sheet. Where
debts may not be settled, the balance of debtors is written down and a charge made to
revenue for the income that might not be collected.

1.3 Cash and cash equivalents

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 are highly liquid investments that mature within
24 hours from the date of acquisition and that are readily convertible to known amounts of cash with
insignificant risk of change in value.

In the balance sheet and cash flow statement, cash and cash equivalents are shown net of bank
overdrafts that are repayable on demand and form part of the council’'s cash management.

1.4 Exceptional items

When items of income or expense are material, their nature and amount is disclosed separately,
either on the face of the comprehensive income and expenditure statement or in the notes to the
accounts, dependant on how significant the items are to an understanding of the council’s financial
performance.
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1.5 Prior period adjustments, changes in accounting policies and estimates and errors

Prior period adjustments may arise as a result of a change in accounting policies or to correct a
material error. Changes in accounting estimates are accounted for prospectively, ie in the current and
future years affected by the change and do not give rise to a prior period adjustment.

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

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

1.6 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:

e depreciation attributable to the assets used by the relevant service

e revaluation and impairment losses on assets used by the service where there can be no
accumulated gains in the revaluation reserve against which the losses can be written off

e amortisation of intangible fixed assets attributable to the service.

The council is not required to raise council tax to fund depreciation, revaluation and impairment losses
or amortisations. However, it is required to make an annual contribution from revenue towards the
reduction in its overall borrowing requirement equal to an amount calculated on a prudent basis
determined by the council in accordance with statutory guidance.

The council has adopted the following principles for the charging of the Minimum Revenue Provision
(MRP):

o for all capital expenditure incurred before 1 April 2008, the MRP is calculated at 4% of the
capital financing requirement

e For capital expenditure financed by council borrowing after 1 April 2008, the MRP is
calculated in accordance with the expected life of each asset as estimated either at the time
of acquisition or upon becoming fully operational

e For capital expenditure financed by finance leases, the MRP is calculated in accordance with
the write-down of the liability

Depreciation, revaluation and impairment losses and amortisations are therefore replaced by the
contribution in the general fund balance by way of an adjusting transaction with the capital adjustment
account in the movement in reserves statement for the difference between the two.

1.7 Employee benefits
1.7.1 Benefits payable during employment

Short-term employee benefits are those expected to be settled within 12 months of the year-end.
They include such benefits as wages and salaries, paid annual leave and paid sick leave, bonus and
non-monetary benefits (eg cars) for current employees and are recognised as an expense for
services in the year in which employees render service to the council. An accrual is made for the cost
of holiday entitlements (or any form of leave, eg time off in lieu) earned by employees but not taken
before the end of the year-end which employees can carry forward into the next financial year. The
accrual is made at the wage and salary rate applicable in the following accounting year, being the
period in which the employee takes the benefit. The accrual is charged to surplus or deficit on the
provision of services, but then reversed out through the movement in reserves statement so that
holiday benefits are charged to revenue in the financial year in which the holiday absence occurs.

1.7.2 Termination benefits

Termination benefits are amounts payable as a result of a decision by the council to terminate an

officer's employment before the normal retirement date or an officer's decision to accept voluntary

redundancy. They are charged on an accruals basis to the appropriate service or, where applicable,

to the non-distributed costs line in the comprehensive income and expenditure statement when the

council is demonstrably committed to the termination of the employment of an officer or a group of
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officers or making an offer to encourage voluntary redundancy.

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 the
pensioner in the year, not the amount calculated according to the relevant accounting standards. In
the movement in reserves statement, appropriations are required to and from the pensions reserve to
remove the notional debits and credits for pension enhancement termination benefits and replace
them with debits paid to the pension fund and pensioners and any such amounts payable but unpaid
at year-end.

1.7.3 Post-employment benefits

Employees of the council are members of three separate pension schemes:

e The Local Government Pension Scheme, administered by the Isle of Wight Council.

e The Teachers’ Pension Scheme, administered by Capita Teachers’ Pensions on behalf of the
Department for Education (DfE).

e The Fire-fighters’ Pension Scheme, which is an unfunded scheme administered by the council
and there are no investment assets held against the liabilities.

Both the local government and teachers’ schemes provided defined benefits to members (retirement
lump sums and pensions), earned as employees worked for the council.

However, the arrangements for the teachers’ scheme mean that liabilities for these benefits cannot
ordinarily be identified specifically to the council. The scheme is therefore accounted for as if it were a
defined contributions scheme and no liability for future payments of benefits is recognised in the
balance sheet. The children’s & education services line in the comprehensive income and expenditure
statement is charged with the employer’s contributions payable to Teachers’ Pensions in the year.

1.7.4 The Local Government Pension Scheme

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

e The liabilities of the Isle of Wight Council pension fund attributable to the council are included
in the balance sheet on an actuarial basis using the projected unit method — ie an assessment
of the future payments that will be made in relation to retirement benefits earned to date by
employees, based on assumptions about mortality rates, employee turnover rates etc, and
projections of projected earnings for current employees.

e Liabilities are discounted to their value at current prices, using a discount rate of 4.5% based
on the yield available on long-dated UK Government bonds (as measured by the Fixed
Interest Gilt Yield Index (over 15 years)), plus an allowance for the median credit spread
available on this index at the IAS19 valuation date.

e The assets of the Isle of Wight Council Pension Fund attributed to the council are included in
the balance sheet at their fair value:

o quoted securities — current bid price

o 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 seven components:

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

o past service cost — the increase in liabilities arising from current year decisions
whose effect relates to years of service earned in earlier years — debited to the
surplus or deficit on the provision of services in the comprehensive income and
expenditure statement as part of non-distributed costs

o interest cost — the expected increase in the present value of liabilities during the
year as they move one year closer to being paid — debited to financing and
investment income and expenditure line in the comprehensive income and

23



Isle of Wight Council Statement of Accounts 2012-13

expenditure statement

o expected return on assets — the annual investment return on the fund assets
attributable to the council, based on an average of the expected long-term
return — credited to financing and investment income and expenditure line in
the comprehensive income and expenditure statement

o gains/losses on settlements and curtailments — the result of actions to relieve
the council of liabilities or events that reduce the expected future service or
accrual of benefits of employees — debited or credited to the surplus or deficit
on the provision of services in the comprehensive income and expenditure
statement as part of non-distributed costs

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 assumptions — charged
to the pensions reserve

o contributions paid to the Isle of Wight Council 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 to the fund but unpaid at the year-
end. The negative balance on the pension reserve thereby measures the beneficial impact to 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.

1.7.5 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.

1.8 Events after the reporting period

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

e those that provide evidence of conditions that existed at the end of the reporting period — the
statement of accounts is adjusted to reflect such events

e those that are indicative of conditions that arose after the reporting period — the statement of
accounts is 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 event and their estimated
financial effect.

Events taking place after the date of authorisation for issue are not reflected in the statement of
accounts.

1.9 Financial instruments
1.9.1 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
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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 and debited to
financing and investment income and expenditure line in the comprehensive income and expenditure
statement in the year of repurchase/settlement.

Where premiums and discounts are 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 or 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.

1.9.2 Financial assets

Financial assets are classified into two types:

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

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

1.9.3 Loans and receivables

Loans and receivables are recognised in 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 exp