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Kingston upon Hull City Council Statement of Accounts 2006/07

EXPLANATORY FOREWORD

Introduction

This document is the Statement of Accounts for Kingston upon Hull City Council for the financial
year ended 31 March 2007. It shows the financial position of the Council and the cost of the
services it provided in the year. A list of the accounts together with a brief explanation of the
purposes of each account is shown below:-

(i) Income and Expenditure Account

This account shows the net cost for the year of the functions for which the Authority is
responsible and compares that cost with the money provided from charges made by the
authority, income from local taxpayers and from central government.

(ii) The Statement of Movement on the General Fund Balance

This is a reconciliation showing how the balance of resources generated and consumed in the
year links in with the statutory requirement for raising Council Tax.

(iii) The Statement of Total recognised Gains and Losses

This demonstrates how the movement in net worth in the Balance Sheet is identified to the
surplus or deficit on the Income and Expenditure Account and to other unrecognised gains or
losses.

(iv) The Balance Sheet

This statement sets out the financial position of the Council at 31 March 2007. It shows a
summary of fixed assets held, the current assets employed, the balances and reserves available
to the Council and the Council's long term indebtedness.

(v) Cash Flow Statement

This statement summarises the Council's inflows and outflows of cash arising from transactions
with third parties for revenue and capital purposes.

(vi) The Housing Revenue Account

The main items of housing revenue spending incurred by the Council as landlord are shown in
this account together with the income from rents, subsidy and other income.

(vii) The Collection Fund

All the money collected from council taxpayers and non-domestic ratepayers is paid into this
account and the precept, being the money required by the City Council, the Police Authority and
the Fire Authority to meet net spending on services provided, is paid out of this account.

(viii) The Group Accounts

Group accounts are required where a Council has substantial or material interests in subsidiary

or associated companies. The aim is to provide the reader of the statement of accounts with a
fuller picture of the Council’s overall financial position.
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2. How did we spend our money to support our achievements:-

Revenue Budget

General Fund

The Council originally budgeted for £335.8m net expenditure for 2006/07. This equated to a

Council Tax Band D of £986.25. The Council’s actual net expenditure was £339.2m.

Net expenditure for the year

Financing from Government grant and

local taxpayers

Contribution to (from) General Fund

balances

The level of General Fund balances at end of 2006/07 was £4.03m.

The diagram below shows net expenditure for each major service area.

Net Expenditure £m

Strategic and
Corporate Services

Street Scene

Other Sustainable
Community Services

Other Community
Health and Wellbeing:
Services

Community Care

Children's Services

External financing came from the following sources:-

External Financing £m

Council Tax

Collection Fund
Surplus

Dedicated School
Grant

Revenue Support
Grant

Schools

Originall
Budget Actual Variation
£m £m £m
335.8 339.2 34
335.8 335.8 -
0 (3.4) 34
£m
Children's Services 193.457
Community Care 55.346
Other Sustainable Community Services 14.804
Street Scene 30.773
Other Community Health and Wellbeing 8.342
Strategic and Corporate Services 36.533
339.255
£m
Revenue Support Grant 127.360
Dedicated School Grant 140.699
Collection Fund Surplus 0.500
Council Tax 67.230
335.789

Individual schools can carry forward a surplus or deficit and the total balances increased by
£1.3m from £4.7m at 31 March 2006 to £6.0m at 31 March 2007.
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Housing Revenue Account

There was an in year surplus on the Housing Revenue Account of £0.365m resulting in an
increase in HRA reserves from £24.489m at 31 March 2006 to £24.854m at 31 March 2007. The
table below summarises the income and expenditure on the Housing Revenue Account in
2006/07 and shows a comparison to revised budget.

Original
Budget Actual Variation
£m £m £m
Expenditure 81.493 83.906 2413
Income 85.240 84.272 (0.968)
Contribution from (to) balances (3.747) (0.366) 3.381

Capital Expenditure

This relates to spending on assets that will last more than one year. The main areas of capital
expenditure in 2006/07 are shown in the diagram below.

£m
Capital Expenditure £m
_ Children's and Young People's 19.635
o o s Extornal R Community Health and Wellbeing 20.772
People’s Housing 50.789
Sustainable Sustainable Community 21.201
Community Communty Health Strategic and Corporate Services 5.929
and Wellbeing External 0.498
Total 118.824
Housing

The programme was financed as follows:-

£m

Borrowing 29.2
Capital Receipts 17.6
Government grants and contributions 26.5
Revenue (including MRP) 455
118.8

How Expenditure has supported Achievements

The Council has sought to realign resources to more closely match the themes as set out in the
Corporate Plan. The following provides some examples of investments that have contributed to
some of the achievements outlined in other sections.

a) Safety

A Community Safety Fund was established for the first time in 2006/07 with an initial
capital allocation of £500k allocated to Area Committees to support investment in local
initiatives to support improved safety. A further allocation of £1m was identified in the
2007/08 capital budget. Revenue expenditure of £3.86m was incurred on all community
safety activities including an additional Council commitment in 2006/07 of £1m to support
the City wide roll out of community wardens. The Council also allocated £125k in 2006/07
to support implementation of its community cohesion strategy.
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Economy

The Council has continued to support the growth of jobs through the Acorn Fund with
support of £0.75m in 2006/07 and agreed to continue support over the next three years to
the value of £2.25m. The success of business growth has been rewarded through the
Local Authority Business Growth incentive scheme from which £1.85m has been received
from the Government in 2006/07 as additional share of National Non Domestic Rates. Part
of this income stream has been used on preparatory work for establishing a new City
Development Company to support delivery of regeneration activity across the City. This
will replace the existing Urban Regeneration Company (City Build) for which further
Council support of £20m to match fund Yorkshire Forward’s contribution was agreed during
2006/07. The Council has also secured European and other external funding of £4.06m to
support the development of the Malmo Road Food Park and provided an allocation of
£0.44m to launch the City Centre Business Improvement District.

Learning and Skills

The Council is progressing its strategic vision for Building Schools for the Future and spent
£1.87m in 2006/07 on the development of its plans. The closure of Primary schools to
remove surplus places released capital resources in total of £14m to reinvest in Primary
provision within the City. £7.3m was spent in 2006/07 including commencement of activity
on replacement schools for Fifth Avenue and Maybury Primary Schools. The Council has
also developed a Hull Skills framework to provide a local basis for all adult learning, work
based learning and workforce development activity. The allocation of £400k in 2006/07
has been used primarily to sustain existing provision but further funding in 2007/08 and
future years will be used to develop the framework.

Environment

There has been a range of initiatives in 2006/07 to support the key outcomes on housing,
recycling and Street Scene. The Council has let contracts in excess of £300m to meet the
Decent Homes Standard and ongoing maintenance of its properties. Expenditure of
£26.433m on Decent Homes was incurred in 2006/07. Further investment of £13.656m
has taken place on private sector renovation through Gateway, the City’s Housing Market
Renewal Pathfinder. A major priority in 2006/07 has been refurbishment to roads,
pavements and footways. £4m of additional resources was identified in 2006/07 for such
investment and a further £5m identified in 2007/08 capital budget through savings on
revenue expenditure. Further investment in waste recycling sites at Wiltshire Road and
Sutton Fields at a cost in 2006/07 of £1.178m has supported the improvement in recycling
performance and these will continue in 2007/08 through additional revenue support of
£0.400m. Expenditure in 2006/07 of £2.25m in East Park, substantially funded by Heritage
Lottery, has provided new facilities for residents and visitors.

Health

The Council spent £6m in 2006/07 on healthy school meals to support improvement in
young people’s performance. This includes expenditure of £0.518m on breakfast and after
school clubs that will continue to remain free in 2007/08. The Council has spent £41.8m
on services to older people and amongst new developments in 2006/07 was the
establishment of a handyvan service at a cost of £125k to provide support and assistance
to elderly people to help maintain independent living.

Internal Effectiveness

The Council has continued to review its processes and activities to deliver Gershon
efficiency savings. In 2006/07 at time of going to print efficiencies of £4.25m had been
achieved. These were from a combination of improved procurement, streamlining
processes to free up staffing time and related expenditure and making more effective use
of equipment and other assets. The Council has also established an improvement
programme on which it spent £1.3m in 2006/07 on a range of activities including
developments to its ORACLE E Business Suite, workforce planning, and leadership
training for senior managers. The Council also established a graduate improvement
programme at a cost in 2006/07 of £0.11m to provide a pool of high quality managers.
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Balance Sheet

There are a number of significant movements on the Council’s balance sheet in the year which
are summarised below :

Tangible Fixed Assets — Council Dwellings have increased by £85.231m due to general price
inflation within the Housing Market.

Tangible Fixed Assets — Other Land and Buildings have increased in value by £3.180m due to a
combination of capital expenditure and depreciation charged within the year.

Tangible Fixed Assets — Non Operational Assets. The rise of £11.785m in the year primarily
reflects a combination of a net increase in the value of assets under construction at the year end
of £9.327m, a decrease in the value of investment properties as a result of disposals (£0.468m)
and an increase of surplus assets of £2.926m.

Current Assets — Investments have reduced by £37.422m to fund capital expenditure. As the
Council continues to progress with the capital programme, these investments will continue to fall
in future years.

Current Liabilities —Creditors have increased by £23.226m largely reflecting a number of PWLB
loans maturing within the next 12 months (£15m) and an increase in the level of sundry and
capital creditors of approx £6m.

Long Term Borrowing has decreased by £14.179m. This reflects the imminent maturity of the
loans referred to at 3.5 and repayments on EIP and annuity loans.

The Liability Related to Defined Benefit Pension Scheme has decreased by £51.595m as the
Actuarial review of the Pension Scheme assets and liabilities resulted in a decrease in the
scheme deficit. The Pensions Reserve has also reduced by this amount as a result.

The significant asset revaluations carried out during the year have caused the Fixed Asset
Restatement Account to increase from £1,045.614m to £1,112.941m.

Government Grants Deferred - The increase of £22.260m is explained by the value of capital
grants and contributions relating to fixed assets that are credited to this account and are
subsequently released to Service Revenue Accounts in line with the depreciation of the assets.

The Useable Capital Receipts Reserve has reduced to nil as a result of receipts voluntary set-
aside to reduce the minimum revenue provision requirement.

New Developments in 2006/07
The 2006 SORP introduced a number of presentational and accounting changes, which the

Authority has fully adopted. Further information on these changes is contained within the
following Accounting Policies Section.
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STATEMENT OF ACCOUNTING POLICIES
General Principles

The Statement of Accounts summarises the Council’s transactions for the 2006/07 financial year
and its position at the year-end of 31 March 2007. It has been prepared in accordance with the
Code of Practice on Local Authority Accounting in the United Kingdom - A Statement of
Recommended Practice 2006, (referred to as the SORP). This is issued by the Chartered
Institute of Public Finance and Accountancy (CIPFA) and developed jointly by CIPFA and
LASAAC in accordance with the Accounting Standards Board. The Council has also complied
with the Best Value Accounting Code of Practice (BVACOP).

Both the Code of Practice and the Best Value Accounting Code of Practice specify the principles
and practices of accounting required to prepare the Statement of Accounts which ‘presents fairly’
the financial position and transactions of the Council. The accounting convention adopted is
historic cost, modified by the revaluation of certain categories of tangible fixed assets.

Changes in Accounting Policies

The SORP 2006 introduced a number of substantive changes to the Statement of Accounts to
bring Local Authority accounting more in line with UK GAAP. The changes affect both the
presentation of the Statement and accounting treatment. The main changes are:

e The removal of the requirement to make a capital financing charge to service revenue
accounts and support services for the use of fixed assets.

e Replacement of the Consolidated Revenue Account and Statement of Total Movement
on Reserves with an Income and Expenditure Account, Statement of Movement on the
General Fund Balance and Statement of Total Recognised Gains and Losses.

e Credits in respect of government grants deferred are now to be posted to service
revenue accounts rather than shown as a corporate item

e Gains and losses on the disposal of fixed assets are now recognised in the Income and
Expenditure account.

¢ Re-formatting of the Housing Revenue Account

In line with the requirements of the SORP, the 2005/06 comparator figures shown in the
Statement have been restated and an additional note included to illustrate the impact between
years.

Accruals of Income and Expenditure

Activity is accounted for in the year it takes place, not simply when cash payments are made or
received. Accruals have been made for all known material revenue and capital creditors and
debtors for goods and services supplied by and to the Authority during the year, subject to a de-
minimus level of £1,000 introduced within 2005/06.

Provisions and Reserves

In accordance with FRS12 provisions are included within the accounts where a known liability
exists at the balance sheet date, but where there is uncertainty as to the amount and the timing
of the payment. Provisions are made where the Council has a present obligation (legal or
constructive) as a result of a past event and where there is a probable payment to be made to
settle the obligation, which can be reliably estimated.

Earmarked reserves are amounts set aside for designated purposes out of the balances of the
Council’'s funds. The Council has earmarked reserves for expenditure which it expects to incur in
the future, but where the future liability does not meet the definition of a provision it must be
classified as a reserve. Details of the main earmarked reserves are shown in the notes to the
main financial statements.

The Authority holds general reserves for non-specific purposes and as a working cash balance.
The general reserves are shown in the notes.

-7-
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The Major Repairs Reserve is required by statutory provision for the ring-fenced Housing
Revenue Account (HRA). The amounts debited to the reserve are expenditure for HRA capital
purposes and the amounts credited are equal to HRA depreciation for the year.

Capital reserves are not available for revenue purposes and specific statutory provisions
determine their use. The fixed asset restatement account is primarily used to account for the
surpluses or deficits arising on the periodic revaluation or disposal of fixed assets. The capital
financing account represents the amounts set aside from revenue resources or capital receipts
used to finance expenditure on fixed assets or for the repayment of external loans. Details of
capital reserves can be found in the notes.

Details of the movements on the various capital reserves and the use of the reserves are
provided in the Notes to the Accounts.

Fixed Assets

All expenditure on the acquisition, creation or enhancement of fixed assets is capitalised on an
accruals basis in the accounts provided that it yield benefits to the Council for more than one
year. Capital Expenditure on fixed assets is normally included in the current carrying value of the
asset until the asset is revalued as part of the five year rolling programme. Any adjustment to the
carrying value of an asset resulting from revaluation is charged to the Fixed Asset Restatement
Account.

Fixed assets are valued on the basis recommended by CIPFA and in accordance with the
Statements of Asset Valuation Principles and Guidance Notes issued by the Royal Institution of
Chartered Surveyors, with particular reference to Guidance Note 11 (Valuation of Local Authority
Assets for Financial Statements).

The basis of valuation for each category of fixed assets is provided as part of the fixed assets
detail in the notes.

Revaluation of fixed assets will take place at five yearly intervals. In the interim period material
changes to asset valuations will be included as they occur. The accounts now reflect the latest
revaluation, based on the complete valuation of all assets undertaken at 1 April 1999, adjusted
for the impact of the subsequent revaluation undertaken as part of the five-year rolling
programme.

Assets have been reviewed for any impairment loss in respect of any significant decline in the
carrying value of assets during the year, as a result of the consumption of economic benefit, e.g.
physical damage. Where this has occurred it has been charged to the relevant service revenue
account. Other impairments reflecting a general fall in prices would be recognised in the Fixed
Asset Replacement Reserve and unless material, would only be adjusted as part of the five year
rolling valuation of assets.

The 2005/06 SORP introduced the requirement to separately identify intangible fixed assets in
the Council’'s Balance sheet. These are assets which do not have physical substance but which
the Council controls access to the future economic benefits either through custody or legal
protection. (e.g. Software Licences). Intangible assets are capitalised at cost and are charged to
revenue over their economic lives (see Note 28).

Assets acquired under finance leases are capitalised in the accounts together with the liability to
pay future rentals. Other assets previously acquired under deferred purchase schemes are
included in the balance sheet at their fair value.

The 2006 SORP introduced the requirement to calculate and charge to the Income and
Expenditure Account the profit or loss on sale or disposal of fixed assets. Any gain or loss is
then reversed out within the Statement of Movement on the General Fund Balance to mitigate
against any effect on Council Tax.
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Deferred Charges

Deferred charges result from expenditure of a capital nature where no tangible asset is created
or where there is no longer a fixed asset for which borrowing was incurred. Examples of deferred
charges include improvement grants and other grants used to finance capital investment by
external bodies.

The policy of the Council is to charge the service revenue accounts with expenditure incurred
during the year and not to carry forward expenditure to future periods. Where the Council has
determined to meet the cost of the deferred charges from existing capital resources or by
borrowing, a transfer to the Capital Financing Account then reverses out the amounts charged in
the Statement of Movement on General Fund Balances so there is no impact on the level of
council tax.

Deferred Premiums

Following changes in the 2006 SORP the balance of premiums incurred on the early repayment
of loans is now shown in the bottom half of the Balance Sheet as ‘Deferred Premiums’. These
premiums continue to be amortised to net operating expenditure over the period of the
rescheduled loans).

Depreciation

Depreciation is provided for on all fixed assets with a determinable finite useful life according to
the following policy:-

(i) Assets acquired in the first 6 months of the year receive a full year's depreciation charge
within the year of purchase. Assets purchased in the second half of the year are not
depreciated until the following year.

(ii) Depreciation is calculated over various periods according to the asset’s life, using the
straight-line method.

The estimated remaining useful lives of the various assets held on the Council’'s Asset Register
are as follows:

Vehicles, plant and equipment between 2 and 38 years
Schools between 25 and 60 years

Car parks between 32 and 58 years

Infrastructure assets between 8 and 39 years

Intangible assets between 4 and 6 years

All other significant properties between 1 and 102 years

Capital Receipts

Amounts in excess of £10,000 arising from the sale of fixed assets such as land and council
houses are called capital receipts. Capital receipts arising from the disposal of fixed assets are
accounted for on an accruals basis and are treated in accordance with the provisions of the Local
Government Act 2003. Capital receipts may only be used to fund capital expenditure or to repay
debt.

A proportion of receipts relating to housing disposals (75% for dwellings, 50% of land and other
assets) must now be paid over to the government on a quarterly basis. These amounts are
shown in the Income and Expenditure Account as ‘Amounts payable into the Housing Pooled
Capital Receipts Pool’ below the Net Cost of Services and an appropriation is made from the
Useable Capital Receipts Reserve within the Statement of Movement on the General Fund
Balance to finance the levy.

The Local Authorities (Capital Finance and Accounting) (Amendment) Regulations 2003 which
came into force on 5 February 2003 allow 100% of receipts from the sale of housing land to be
treated as usable if they are utilised as a contribution to affordable housing, or the authority can
reduce the pooled element by any defined spend on regeneration.

-9-
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The Council, under the new Prudential Regime opted to make a voluntary set-aside of capital
receipts over and above the statutory minimum in order to reduce its Capital Financing
Requirement in the short-term and thus produce revenue savings through a reduction in
Minimum Revenue Provision (MRP) of £0.6m in 2007/08.

Income from the disposal of intangible assets is credited to the useable capital receipts reserve
and accounted for on an accruals basis.

Capital Financing Charges

General Fund service revenue accounts and trading accounts are debited with a depreciation
charge for all fixed assets used in the provision of services. The 2006 SORP removed the
previous requirement to charge a notional rate of interest on assets employed in the operation of
services.

Depreciation charged to service revenue accounts is then reversed out within the Statement of
Movement on the General Fund Balance to ensure the financial impact on the general fund
surplus or deficit for the year is neutral.

Actual capital charges are made to the Housing Revenue Account (HRA) based on the Item 8
determination, as determined in the Local Government and Housing Act 1989. The ltem 8 debit
determines the actual interest and principal charge to the HRA. However the 2001 SORP
introduced a form of resource accounting in the HRA from April 2001 and the HRA is now
required to be charged notional interest, impairment charges and depreciation. The notional
interest is calculated as 6% of the value of HRA operational assets.

The major repairs allowance (MRA) represents the estimated average annual cost of maintaining
the condition of the housing stock over a 30 year period, based on the Council’s own mix of
dwelling archetypes. The major repairs allowance has been accepted by CIPFA as being
equivalent to a reasonable estimate of depreciation for HRA properties. It is the opinion of the
Chief Financial Officer that the policy of this Council is to adopt the MRA as the basis of the
depreciation charge to the HRA. This is supported by a detailed calculation based upon the
building and residual land values of the beacon properties.

The Council is required to set aside a minimum revenue provision (MRP) for repayment of debt.
This charge represents 4% of the Capital Financing Requirement (CFR), which is effectively the
net sum of Long Term Assets and Long Term Liabilities derived from the opening balance sheet.
Formal restrictions on borrowing have been removed and replaced by authority to borrow within
“prudential limits” of what the Council can afford to service from revenue resources. The
difference between MRP and depreciation is appropriated to or from the Capital Financing
Account (CFA) so that depreciation does not impact on the Council’s net revenue expenditure.

Work in Progress, Stocks and Stores

Work in progress would be included in the accounts at cost price, although there was no work in
progress at the year end for 2006/07. The stocks and stores are held at the lower of historical
cost or net realisable value.

Central Support Services

Costs of support services, including management and administration overheads have been
allocated to services in accordance with the Total Cost principles of the BVACOP 2006. This
means that service revenue accounts include the recharged costs of all support services, which
are apportioned or allocated to services on various predetermined bases. The costs apportioned
are intended to reflect the apparent extent to which services have benefited from the expenditure
or contributed to its cost. The exception to total cost is that various costs, as specified in the
BVACOP, are retained and disclosed separately as Corporate and Democratic Core and Non
Distributable Costs, formerly Unapportionable Central Overheads.

-10 -
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Pension Contributions

As required under BVACOP revenue services have been charged with pension costs that relate
to the current service provision. Charges for added years and early retirement, including
severance scheme costs and the element of the current contribution that relates to past service
benefits, have been allocated to non distributed costs. Pension costs in respect of the Education
Service have been charged to non distributed costs, but an amount equivalent to the charge has
been contributed from them, so that ultimately the Education Service incurs the charge.

The Council contributes to different pension schemes covering the range of its employees. All the
schemes provide members with defined benefits related to pay and service. The main schemes
are the Teachers’ scheme, where the contribution is at the rate set by the Department for
Education and Skills and the Local Government Pension Scheme. The Council made
contributions in the current year at the rate of 23% of pensionable pay to the East Riding of
Yorkshire Council in respect of the Local Government Superannuation Fund. In addition
payments are made in respect of unfunded benefits awarded by the Council.

Investments and Group Accounts

The Council has financial relationships with a number of associated and subsidiary companies
and details are disclosed in the Notes to the Group Accounts. In preparing Group Accounts the
Council must follow guidance in the SORP on whether it has a material interest in the subsidiary
and associated companies and must therefore include them within the group accounts. After
consideration of the guidance the Authority has determined that is does have material interests
and has therefore produced summarised group accounts as supplementary information to the
main financial statements.

Government Grants

Revenue grants are accrued and credited to income in the same period in which the related
expenditure is charged. Capital grants are initially credited to the Government Grants Deferred
Account and then transferred to the Capital Financing Account if the grant related expenditure
does not result in an asset to be depreciated. Grants retained in the Government Grants
Deferred account are in respect of assets incurring depreciation and the balance written down to
revenue to offset the related depreciation charge. Grants in respect of deferred charges are
written down over the same period as the deferred charge and credited to the service incurring
the deferred charge.

Leases

The Council accounts for leases as finance leases when substantially all the risks and rewards
relating to the leased property transfer to the Council. Rental payments under finance leases are
apportioned between the finance charge and the principal element, i.e. the reduction in the
liability to pay future rentals. The finance element of rentals is debited to Net Operating
Expenditure within the Income and Expenditure Account.

Leases that do not meet the definition of finance leases are accounted for as operating leases.
Rentals payable under operating leases are charged to the relevant service revenue account on
an accruals basis.

Repurchase of Borrowing

Gains or losses arising on the repurchase or early settlement of borrowing are recognised in the
consolidated revenue account when the transaction takes place. Where the repurchase of
borrowing is undertaken to restructure or refinance borrowing with substantially the same overall
economic effect when viewed as a whole, gains or losses, namely the premium on early
repayment of debt, are recognised over the life of the replacement borrowing. Following a
change in the SORP 2006, premiums on the rescheduling of borrowing are now included the
financing section of the Balance Sheet under ‘Deferred Premiums on Early Repayment of Debt’.

-11 -
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Taxation

Local Authorities are exempt from Income, Corporation and Capital Gains Taxes. Value Added
Tax is not therefore included as part of income or expenditure, whether of a capital or revenue
nature, except where it is not possible to recover VAT, in common with the requirements of SSAP
5.

Private Finance Initiatives

The Authority accounts for its Private Finance Initiative contracts in accordance with Application
Note F of Financial Reporting Standard 5 (FRS5), which specifies that properties used to provide
service under PFI contracts should be recognised as assets by whichever party has access to
the risks and benefits of the properties.

Where the Authority concludes that no item is required to be recognised as an asset on its
balance sheet as a result of a contract, then in accordance with the Local Authorities (Capital
Finance and Accounting) Regulations 2003 (si 3146) as amended by the Local Authorities
(Capital Finance and Accounting) (England) Regulations 2004 (si 534), payments made under
that contract are accounted for as expenditure for capital purposes in relation to a credit
arrangement with nil initial value and hence with no requirement for credit cover to be set aside.
The overall effect of this is that the payments made under the contract are charged to revenue.

Those assets which have been contributed to PFI contracts by the Authority are accounted for as
a deferred consideration, which is charged to the Income and Expenditure Account over the life
of the contract.

The acquisition of those assets which will transfer back to the Authority’s ownership at the end of
PFI contracts at nil or predetermined cost are accounted for by identifying the element of the
contract payments which notionally relates to their acquisition and treating it as a prepayment,
creating a long term debtor which is built up over the life of the contract. Application Note F of
FRS 5 requires that the value of the long term debtor balance to be built up should be the value
which, at the time that the contract is entered into, the Authority expects will be the fair value of
these assets at the time of their transfer. The resulting expected value for the assets is built up
as a long term debtor in annual equal amounts over the life of the contract, in accordance with
the SORP.

If during the life of the contract the expected transfer value of the assets falls, this would be
treated as an impairment and a provision for the fall in the expected value would be created.

-12 -
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STATEMENT OF RESPONSIBILITIES
The Council's Responsibilities
The City Council is required: -
e To make arrangements for the proper administration of its financial affairs and to secure
that one of its officers has the responsibility for the administration of those affairs. In

Kingston upon Hull City Council, that officer is the Chief Financial Officer.

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

e To approve the statement of accounts
The Responsibilities of the Chief Financial Officer

The Chief Financial Officer is responsible for the preparation of the Council’s statement of
accounts in accordance with proper practice.

In preparing this statement of accounts, the Chief Financial Officer has:
e Selected suitable accounting policies and then applied them consistently;
e Made judgements and estimates that were reasonable and prudent;
e Complied with the Code of Practice on Local Authority Accounting.
e Kept proper accounting records that were up to date;

e Taken reasonable steps for the prevention and detection of fraud and other irregularities.

Certification of the Accounts

| certify that the Statement of Accounts represents fairly the financial position of Hull City Council
as at 31% March 2007 and the income and expenditure for the year ended 31st March 2007

Michael Hudson LLB (Hons), LLM, CIPFA
Director of Finance / Section 151 Officer

Approval of the Accounts
| certify that the Statement of Accounts has been approved by a Special Council Committee on

Finance at its meeting on 21 September 2007 in accordance with the Audit and Accounts
Regulations 2003.
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INCOME AND EXPENDITURE ACCOUNT

This account summarises the resources that have been generated or consumed in providing services
and managing the Council during the last year. It includes all day-to-day expenses and related income
on an accruals basis, as well as transactions measuring the value of fixed assets actually consumed and
the real projected value of retirement benefits earned by employees in the year.

2006/07
Gross Income Net
Expenditure Expenditure
£000 £000 £000
Continuing Operations
Central Services 28,618 (25,166) 3,452
Courts Services 1,049 (562) 487
Cultural, Environmental and Planning Services 108,540 (42,374) 66,166
Education Services 245,401 (215,447) 29,954
Highways, Roads & Transport Services 30,671 (11,011) 19,660
Local Authority Housing (HRA) 66,902 (82,670) (15,768)
Other Housing Services 123,949 (106,295) 17,654
Social Services 147,821 (49,217) 98,604
Corporate and Democratic Core 9,289 (390) 8,899
Non Distributable Costs 17,877 - 17,877
Total of Continuing Operations 780,117 (533,132) 246,985
Discontinued Services 67 - 67
Exceptional ltems not included in costs of - - -
specific services
Net Cost of Services 780,184 (533,132) 247,052
(Gain)/loss on disposal of fixed assets (1,595)
Precepts of local precepting authorities 449
(Surpluses)/deficits on trading undertakings not included in Net Cost of Services, (5,942)
including dividends from companies
Interest payable and similar charges 19,257
Amounts payable into the Housing Pooled Capital Receipts Pool 12,794
Interest and investment income (5,235)
Pensions interest cost and expected return on pensions assets 7,266
Net Operating Expenditure 274,046
Income from the Collection Fund including transfers to/(from) the Collection Fund (67,730)
General government grants (21,526)
Distribution from the non-domestic rate pool (107,398)
(Surplus) / Deficit for the year 77,392
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Note

42

Restated
2005/06

Net
Expenditure

£000

2,100
442
60,193
156,940
14,663
(18,014)
8,265
86,501
10,054
890

322,034

148

322,182

991
380
(5,008)

19,708
12,214
(6,178)
10,980

355,269

(65,211)
(168,085)
(83,457)

38,516
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STATEMENT OF MOVEMENT ON GENERAL FUND BALANCE

The Income and Expenditure Account shows the Council’s actual financial performance for the year, in
terms of the resources consumed and generated over the period. However, the Authority is required to
raise Council tax on a different accounting basis, the main differences being:

e Capital Investment is accounted for as it is financed, rather than when the fixed assets are
consumed

e Payment of a share of housing capital receipts to the Government scores as a loss in the Income
and Expenditure Account, but is met from Useable Capital Receipts and not Council tax

¢ Retirement benefits are charged as amounts become payable to pension funds and pensioners,
rather than as future benefits are earned

The General Fund Balance shows whether the Council has over or underspent against the Council tax
that is raised for the year, taking into account the use of resources built up in the past and contributions to
reserves earmarked for future expenditure. This reconciliation statement summarises the differences
between outturn on the Income and Expenditure Account and the General Fund Balance. For further
details see Note 17.

2006/07 Note 2005/06

£000 £000

Surplus / Deficit for the year on the Income and Expenditure Account 77,392 38,516
Net additional amount required by statute and non-statutory proper (74,020) 17 (35,884)
practices to be debited or credited to the General Fund Balance for the

year

(Increase) / Decrease in General Fund Balance for the year 3,372 2,632
General Fund Balance brought forward (7,406) (10,038)
General Fund Balance carried forward (4,034) (7,406)

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

This Statement brings together all the gains and losses of the Council for the year and shows the
aggregate increase in its net worth. In addition to the surplus or deficit on the Income and Expenditure
Account, it includes gains and losses relating to the revaluation of fixed assets and re-measurement of
the net liability to cover the cost of retirement benefits.

2006/07 2005/06
£000
(Surplus) / Deficit for the year on the Income and Expenditure Account 77,392 38,516
(Surplus) / Deficit arising on revaluation of fixed assets (75,005) (312,311)
Actuarial (gains) and losses on pension fund assets and liabilities (69,731) 30,530
Any other (gains) and losses required to be included in the STRGL (1,115) 503
Total recognised gains and losses for the year (68,459) (242,762)
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THE BALANCE SHEET

The Balance Sheet summarises the financial position of the Council, including the Housing Revenue
Account and the Collection Fund. It shows the value of the Council’'s assets and liabilities at the end of
the financial year. It excludes Trust Funds and Pension Fund balances.

Restated
31 March
31 March 2007 2006
£000 £°000 £000

Fixed Assets
Intangible Fixed Assets 2,697 28 2,752
Tangible Fixed Assets 18
Operational assets:

Council dwellings 751,593 678,700

Other land and buildings 755,997 752,734

Vehicles, plant and equipment 23,635 24,975

Infrastructure assets 73,839 66,358

Community assets 14,730 14,590
Non-operational assets:

Investment properties 113,035 113,503

Assets under construction 29,006 19,679

Surplus assets held for disposal 16,747 13,821
Total Fixed Assets 1,781,279 1,687,112
Long-Term Investments 19,219 19,219
Long-Term Debtors 5,284 5,578
Deferred Premiums on Early Repayment of Debt 2,263 2,684
Total Long-Term Assets 1,808,045 1,714,593
Current Assets
Stocks and Work in Progress 1,123 1,490
Debtors 73,696 85,332
Provision for Bad and Doubtful Debts (11,289) (11,788)
Landfill Usage Allowances for 2006/07 716 806
Investments 55,233 92,655
Cash and Bank 1,987 2,515

121,466 171,010
Total Assets 1,929,511 1,885,603
Current Liabilities
Borrowing repayable on demand or within 12 months (18,989) (3,716)
Creditors (66,413) (55,589)
Bank Overdrawn (8,004) (10,875)
(93,406) (70,180)

Total Assets Less Current Liabilities 1,836,105 1,815,423
Long Term Liabilities
Borrowing repayable within a period in excess of 12 months (298,673) 33 (312,852)
Provisions (2,100) 35 (1,804)
Deferred Liabilites - (4,722)
Government Grants - Deferred (74,965) (52,705)
Capital Contributions - Deferred (4,986) (4,789)
Deferred Credits (193) (227)
Deferred Discounts on Early Repayment of Debt - -
Liability Related to Defined Benefit Pension Scheme (331,975) (383,570)
TOTAL ASSETS LESS LIABILITIES 1,123,213 30 1,054,754
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THE BALANCE SHEET (Continued)

Financed by:

Fixed Asset Restatement Account
Capital Financing Account

Usable Capital Receipts Reserve
Pensions Reserve

Major Repairs Reserve

General Fund balance

Housing Revenue Account balance
Collection Fund balance
Earmarked Reserves

Total Net Worth
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31 March 2007

£000

£000

985,721
413,888
(331,975)
193
4,034
24,855
1,828
24,669

1,123,213

Restated
Note 31 March 2006

£7000
36a 930,732
36b 421,504
36¢ 22,311
42 (383,570)
36 4,942
36 7,406
24,489
713
36d 26,227
1,054,754
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CASH FLOW STATEMENT
This statement summarises the inflows and outflows of cash arising from transactions with third

parties for revenue and capital purposes.

Revenue Activities

Cash outflows

Cash paid to and on behalf of employees

Other operating cash payments

Housing Benefit paid out

National non-domestic rate payments to national pool
Precepts paid

Payments to the Capital Receipts Pool

Cash inflows

Rents (after rebates)

Council Tax’Community Charge receipts

National non-domestic rate receipts from national pool
National non-domestic rate receipts

Revenue Support Grant

DWP grants for benefits

Other government grants

Cash received for goods and services

Other operating cash receipts

Net cash flow from revenue activities

Dividends from Joint Ventures and Associates
Cash inflows
Dividends received

Returns on Investments and Servicing of Finance
Cash outflows

Interest paid

Interest element of finance leases

Cash inflows

Interest received

Capital Activities

Cash outflows

Purchase of fixed assets

Purchase of long-term investments
Other capital cash payments

Cash inflows

Sale of fixed assets

Capital grants received

Other capital cash receipts
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Restated
2006/07 Note  2005/06
£°000 £°000 £°000

(353,135) (340,960)
(238,656) (250,863)
(84,488) (80,785)
(71,795) (64,443)
(14,794) (13,972)
(12,165) (13,031)
(775,033) 44 (764,054)
83,267 83,850
59,492 59,254
117,562 83,457
70,959 65,750
21,526 168,085
58,887 55,731
265,358 48 129,964
79,251 71,159
68,319 63,698
824,621 780,948
49,588 45 16,894
2,252 1,465
(17,290) (19,638)
5,730 6,934
(11,560) (12,704)
(106,306) (103,936)
(19,525) (147)
21,389 22,712
26,510 27,691
1,479 1,239
(76,453) (52,441)
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CASH FLOW STATEMENT (Continued)

Acquisitions & Disposals

Cash outflows

Investment in associates or joint ventures
Investment in subsidiary undertakings

Cash inflows

Sale of investments in subsidiary undertakings
Sale of Investments in associates or joint ventures

Net cash inflow/(outflow) before financing

Management of Liquid Resources
Net (increase) / decrease in short term deposits
Net (increase) / decrease in other liquid resources

Financing

Cash outflows

Repayment of amounts borrowed

Capital element of finance lease rental payments
Cash inflows

New long-term loans raised

New short-term loans raised

Net increase/(decrease) in cash
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2006/07 2005/06
£000 £:000 £000
(36,173) (46,786)
37,422 21,147
37,422 21,147
(4,360) (3,368)
4,987 20,003
467

1,094 16,635
2,343 (9,004)
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NOTES TO THE MAIN FINANCIAL STATEMENTS
Acquired, discontinued operations and outstanding liabilities
During 2006/07 there were no acquired or discontinued operations.
Prior-period and exceptional/extraordinary items

In the 2006/07 Statement of Accounts, the Council has adopted three significant new accounting
policies that impact on the comparative figures for 2005/06 in the Income and Expenditure
Account:

e Capital financing charges for the use of fixed assets are no longer made to service
revenue accounts, support services or trading accounts

e Credits for government grants deferred are now posted to service revenue accounts,
support services and trading accounts rather than credited as a corporate income item

e Gains and losses on the disposal of fixed assets are recognised in the Income and
Expenditure Account

e In addition, the Authority has undertaken a review of those items disclosed in Note 4 as
Trading Accounts for 2006/07. This has resulted in a number of areas being reclassified;
2005/06 comparators have therefore been re-stated.

e The depreciation charge to HRA for 2005/06 has been re-stated. Previously depreciation
was calculated on a historical value basis, but for 2006/07 the Major Repair Allowance
has been used

These changes have had the following impact on the comparative figures for 2005/06 compared

with those published in the 2005/06 Statement of Accounts (only figures that have changed are
included in the table):
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Continuing Operations
Central Services

Courts Services

Cultural, Environmental and
Planning Services

Education Services
Highways, Roads & Transport
Services

Local Authority Housing (HRA)
Other Housing Services
Social Services

Corporate and Democratic Core

Non Distributable Costs
Total of Continuing Operations

Discontinued Services
Exceptional Items not included in
costs of specific services

Impact on Net Cost of Services

Gain or loss on disposal of fixed
assets

Precepts of local precepting
authorities

(Surpluses)/deficits on trading
undertakings not included in Net
Cost of Services, including

dividends from companies
Transfer from Asset Management

Revenue Account and Deferred
Charges Written Off (Interest
payable and similar charges in
2006/07)

Amounts payable into the Housing

Pooled Capital Receipts Pool
Interest and Investment Income
Pensions interest cost and
expected return on pensions
assets

Impact on Net Operating
Expenditure

Kingston upon Hull City Council Statement of Accounts 2006/07

Consolidated Restatement of 2005/06
Revenue Account Relocation of Recognition of Continuing comparatives in
in 2005/06 Removal of government gainsand losses Operations and Income and
Statement of  capital financing grantsdeferred on disposals of Trading Restatement of Expenditure
Accounts charges credits fixed assets Undertakings HRA depreciation Account
£000 £°000 £°000 £°000 £°000 £°000 £000
720 - - - 1,380 - 2,100
443 - - - (1) - 442
67,397 (6,878) (354) - 28 - 60,193
166,776 (8,436) (1,102) - (298) - 156,940
18,328 (3,547) (89) - (29) - 14,663
9,283 (26,025) (330) (942) (18,014)
8,614 (125) - - (224) - 8,265
88,633 (1,237) (290) - (605) - 86,501
9,891 - - - 163 - 10,054
890 - - - - - 890
370,975 (46,248) (1,835) - 84 (942) 322,034
148 - - - - - 148
371,123 (46,248) (1,835) - 84 (942) 322,182
- - - 991 - - 991
380 - - - - - 380
(618) (1,991) (1,154) - (1,245) - (5,008)
(31,153) 46,930 2,989 - - 942 19,708
12,214 - - - - - 12,214
(7,488) 1,309 - - - - (6,179)
10,980 - - - - - 10,980
355,438 - - 991 (1,161) - 355,268

Comparative figures for 2005/06 in the Balance Sheet have been adjusted due to a change in
classification of balances relating to Government Grants received to fund capital expenditure.
Accounting guidance on the treatment of Deferred Government Grants had been interpreted as
such that, where a grant is received for expenditure that results in an asset, the grant is deferred
and amortised back over the life of that asset. Where the expenditure did not result in adding
value to the asset base, then the grant was applied fully to fund capital expenditure in the year in
which it was received. Further guidance received on the treatment of grants where no value is
added has resulted in the Council reviewing its policy so that these grants are now deferred but
not amortised as there is no asset depreciation to match it to. As a result, the Deferred
Government Grants balance has increased by £9.059m and the Capital Financing Account
balance has reduced by the same amount.

There were no extraordinary or exceptional items during 2006/07.

Undischarged obligations arising from Long-term contracts

The Council’'s obligations under long-term contracts are disclosed under Note 24 — Assets

Recognised under a PFI Arrangement.

Trading Operations

-21 -



Kingston upon Hull City Council Statement of Accounts 2006/07

The Council has established trading units where the service operates in a commercial
environment and aim to break even by generating income from other parts of the Authority or
other organisations. Details of these units are shown in the table below, along with the under /
over recovery of support service and management costs

Restated
2006/07 2005/06
. (Surplus) / (Surplus) /
Expenditure Income Deficit Deficit
£000 £000 £000 £000
Building Cleaning - The Council provides a cleaning service for the buildings it 3,993 (3,708) 285 110

occupies at commercial rates. The trading objective is to break even.

Building Maintenance - The service carried out repairs and maintenance
functions for various internal clients, primarily for the Housing service and
Decent Homes capital works. The financial objective was to recover all costs,
with any significant surplus returned to the client. Contracts are rolled forward
annually, however Buidling Services activity has now ceased and the repairs
and decent homes work has been awarded to three new contractors from 1st 46,000 (46,054) (54) (287)
April 2007. This breakeven position reflects the fact that the service under
recovered its costs during 2006-2007 and a further charge of £1.16m was made
to the Repairs Account. The under recovery was primarily due to the winding
down of Building Services pending the transfer of work to three new repairs
contractors.

Catering Services -This service provides a catering service for the City's
schools, including lunches, breakfasts and after school snacks. The service 7,946 (8,183) (237) (369)
budgets to break even at total cost.

Civic Restaurants - This includes the committee and banqueting functions
within the Guildhall and staff canteens. These services have been subsidised to 643 (586) 57 (25)
breakeven, but for 2007/08 are expected to breakeven without subsidy.

Corporation Estates - Council owned shops and offices are let at commercial
rates. The trading objective is generally to maximise income, however

consideration regarding wider Council objectives may mean that income is not 629 (3,385) (2,756) (2,588)
maximised for some lets or premises my be left vacant for strategic reasons.
Engineering Design - incorporates Highways and Structural design, advice 1.459 (1,427) 32 246

and Project management and services related to Bridge management.

Field Archaeology - This service is run on a contractual basis to authorised
agencies and developers within the Yorkshire area. The service operates within 692 (431) 261 193
a competitive tendering environment and is expected to break even.

Graphic Design - The Council provides this service to internal customers at

commercial rates. The trading objective is to break even. 442 (390) 52 .

Hull Fair - The Authority undertakes operations in relation to the running of Hull
Fair. The associated costs are recovered from the showmen. The trading 314 (368) (54) (125)
objective is to breakeven.

Industrlgl Est;tes. - C?ouncﬂ ovyngd factory estates are let at commercial rates. 641 (1,605) (964) (93)
The trading objective is to maximise income.

Trade Waste - The Council runs this service on a contractual basis with
external customers. Contracts are updated annually; the trading objective is to 928 (980) (52) (331)
make surplus within a competitive market environment.

Vehicle Maintenance, Management and Transport - The Council has a pool
of vehicles which the internal market hires on a long-term basis. The service 7,611 (7,862) (251) (34)
also provides short-term vehicle hire via a contract with a third-party supplier.

Under / (Over) Recovery of Support Service and Management Costs - 9) 9) (240)

71,298 (74,988) (3,690) (3,543)

A review of the nature of those activities classed as trading activities has been undertaken during
the current financial year to ensure that the disclosure requirements of the SORP are properly
reflected. Prior period comparators have also been adjusted accordingly.

-22 -



Kingston upon Hull City Council Statement of Accounts 2006/07
Discretionary Expenditure — Section 137
Section 137 of the Local Government Act 1972, as amended, empowers local authorities to make
contributions to certain voluntary and charitable bodies. For 2006/07 the actual expenditure was
£1.082m, mainly on grants to voluntary bodies (2005/06 expenditure £1.083m).
Publicity
Section 5(1) of the Local Government Act 1986 requires a local authority to keep a separate

account of their expenditure on publicity. During 2006/07 gross expenditure excluding related
income, was as follows:-

Restated
2006/07 2005/06
£000 £000

Recruitment advertising 650 739
Other advertising 1,345 1,467
Information relating to regional government - -
Other publicity 2,813 2,260
Total 4,808 4,466

The figures have been revised to incorporate all relevant expenditure, resulting in a restatement
of the previous years comparator by £915k

Building Control Account

The Local Authority Building Control Regulations 1998 require the disclosure of information
regarding the expenditure and income for the building control function operated by the Authority.
These are further analysed between chargeable and non chargeable activities, to allow
comparisons with the private sector. Over a 3 year rolling period the defined activity element of
the service is required to breakeven. In the period 2004/05 to 2006/07 there was an overall
surplus for the 3 years of £59k. Future years’ charges will be adjusted to ensure a breakeven
point is reached.

Chargeable Non Chargeable Total
2006/07 2006/07 2006/07
£000 £000 £000

Expenditure
Employee expenses 260 157 417
Premises 18 10 28
Transport 9 14
Supplies and Services 17 26
Central and support service charges 184 929 283
TOTAL EXPENDITURE 488 280 768
Income
Building Regulation Charges (435) - (435)
Miscellaneous Income - (18) (18)
TOTAL INCOME (435) (18) (453)
(Surplus) / Deficit for Year 53 262 315
Comparatives for 2005/06
Expenditure 314 186 500
Income (421) (18) (439)
(Surplus) / Deficit for Year (107) 168 61

-23-



8.

10.

Kingston upon Hull City Council Statement of Accounts 2006/07

Agency Income and Expenditure

The Council carries out certain work on an agency basis, which is reimbursed. The two principal
areas of work are:-

e As a highways agent for the Department of Transport.
e Education & Library services for HM Prison, Hull and HM Prison, Everthorpe

A summary of expenditure incurred in respect of the activity, which is not included in the Income
and Expenditure Account, is as follows:

2006/07 2005/06
£000 £000
Highways agent for the Department of Transport 317 312
Education and library services for Hull HM Prison and
Everthorpe HM Prison 658 1,398
Total amount reimbursable 975 1,710

The contract with Education Services for Hull HM Prison and Everthorpe HM Prison ceased in
July 2006 leading to a reduction in agency income and expenditure.

Schemes under the Transport Act 2000

Under the provisions of this Act, details of any scheme of road user charging or workplace
parking levy should be notified. For 2006/07, no such activities were entered into by the
Authority.

Business Improvement District Scheme

The Council is the billing Authority for the Hull City Centre BID Ltd. business improvement
district. The BID was elected under a prospectus which aims to provide added value to the city
centre under the headings of Safety and Security, Marketing and Events, Evening Economy.
Enhanced Street Maintenance and Improved Access and signage. The focus of the activity will
be to provide a more vibrant and dynamic city centre by commissioning services and events over
and above those provided by the Council. The Council collects a levy from business rate payers
on behalf of the BID body.

2006/07 2005/06
£000 £000 £000
BID levy income (236) -
Costs of collecting levy 36 -
Council expenditure on providing services -
Payment for services provided by other parties 200 -
Increased provision for bad debts -
Total Expenditure 236 -

Surplus for the year - -

Surplus brought forward - -

Surplus carried forward - -
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Local Authority (Goods and Services) Act 1970

The Council is empowered by this Act to provide goods and services to other public bodies. The
Council undertakes building maintenance work for other local authorities, health authorities and
housing associations. Such work accounted for £85k of expenditure and £86k of income — a
deficit of £1k, (£1k deficit in 2005/06).

Libraries provide the Encore Music Service which is a joint arrangement between the former
Humberside Authorities for the provision of music lending services.

Social Services provide children’s and elderly persons’ residential care and social services
provision on behalf of residents in other local authorities. Education provides hearing impaired,
physically impaired and visually impaired services for clients from other local authorities.

Details of the work carried out by various departments of the Council and charged out at cost are
detailed in the table below.

2006/07 2005/06
£7000 £7000
Supply of goods and materials
Education 2,638 2,367
Libraries 18 31
Social Services 2,097 2,224
Provision of Administrative, professional and technical
services
Humber Bridge Board 96 93
Humberside Fire Authority 35 34
Other Local Authorities 80 90
Other bodies 11 7
4,975 4,846

Health Act 1999: Pooled Funds and Similar Arrangements

Section 31 of the Health Act 1999 enables establishment of joint working arrangements between
NHS bodies and local authorities and pooling of funds to deliver specific local health issues. The
Council currently has no budgets that are considered to be pooled.

Members’ Allowances

During 2006/07, allowances totalling £995k were paid to members (£938k in 2005/06),
comprising basic, special responsibility and attendance allowances.
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14. Officers’ Emoluments

The number of officers (119 in 2005/06) whose remuneration, excluding pension contributions,
was £50,000 or more is as follows:

Bands 2006/07 2005/06
£ No. of Left during No.
employees year
50,000 — 59,999 112 24 78
60,000 — 69,999 37 10 25
70,000 — 79,999 17 4 8
80,000 — 89,999 9 3 2
90,000 — 99,999 7 6 -
100,000 — 109,999 2 1 -
110,000 — 119,999 2 - 5
120,000 — 129,999 2 1 -
130,000 — 139,999 1 1 -
140,000 — 149,999 1 1 -
150,000 — 159,999 - - -
160,000 — 169,999 1 1 -
170,000 — 179,999 - - 1

180,000 — 189,999 - - -
190,000 — 199,999 - - -
200,000 — 209,999 - - -
210,000 - 219,999 1 - -

The 2006/07 figures include 86 teachers (60 in 2005/06).

As part of the ongoing modernisation of the Councils’ services and to support the delivery of the
2007/08 budget savings, a voluntary early retirement / voluntary severance exercise was
completed in the last months of 2006/07. As a result, 282 members of staff left Council
employment. The one-off costs relating to added year pension payments and severance
amounted to £2.004m.

15. Related Parties

The Statement of Recommended Practice (SORP) in accordance with FRS8 requires the Council
to disclose any material transactions with related parties — bodies or individuals that have the
potential to control or influence the Council or to be controlled or influenced by it. This allows
readers to assess the extent to which the Council may have been constrained in its ability to
operate independently. The related parties of the Council include central government, other local
authorities, precepting and levying bodies, subsidiary and associated companies, joint ventures,
members and chief officers and the pension fund.

Information in respect of material transactions with related parties is disclosed elsewhere in the
accounts as follows:

e Central Government — See Income and Expenditure Account, Collection Fund, and Note
48 Analysis of Government Grants

e Other Local Authorities and Precepting Authorities — See Income and Expenditure
Account, Collection Fund, and also Note 11

e Subsidiary and Associated Companies — See Group Accounts
e Pension Fund — See Note 42

e The Council also has a number of related party transactions with National Health Service
bodies including Primary Care Trusts and is also involved with a number of partnerships
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to deliver Council and community objectives, including community safety, regeneration,
and health initiatives.

Information in respect of material transactions with related parties, not disclosed elsewhere within
the Statement of Accounts is shown below.

Payments
Restated
2006/07 2005/06
£7000 £7000
Levies

Environment Agency 23 16
Hull and Goole Port Health Authority 307 291
North Eastern Sea Fisheries 121 73
Grants to Voluntary Organisations and Other Bodies 10,074 10,711
Humber Forum 107 108
Total 10,632 11,199

The grants to voluntary organisations and other bodies were in respect of payments to various
organisations to provide a number of statutory and non statutory functions on behalf of the
Council. The figures have been revised to include only relevant awards, resulting in a
restatement of the previous years comparator by £5.536m.

The Local Authority (Members Interests) Regulations 1992 (S| 1992/618) laid under Section 19 of
the Local Government and Housing Act 1989 requires all members financial and non financial
interests which could potentially conflict with those of the Council to be open to public inspection.

The Council requires Members and senior Council officers to complete a declaration of Related
Party Transactions and this information is used to prepare this note. During the year, the
following Members’ interests were identified:

Council Member Related Party Interest Apgizitiint Rezi;iaifon
C Page Non-Executive Director of

grgston Communications (Hull) 01.01.2005
G Wilson Non-Executive Director of

EiLngston Communications (Hull) 31.07.2005

Director of Hull Business

Development Fund Limited 14.09.2004 21.07.2006
Husband Director of EIS

Publications Limited

K Lavery

Director of EMIH Ltd (‘The Deep’)
Trustee of the Warren of Hull Ltd
D Gemmell Humber Bridge Board - member
Hull Truck Theatre Company - 06.03.1998
member
Preston Road NDC - member
Hull Cityventure Ltd - member

A Harrison Director of North Bransholme
Sports Forum Ltd

Director of Bransholme Enterprise 30.09.2005

D Hale Chairman of Kingstown Works Ltd
Board

. Trustee of Wilberforce Lecture

C Inglis

Trust

Related Party Interest Date of Date of
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Council Member Appointment Resignation

C Randall Director of Kingstown Works Ltd
Trustee of Hull Charterhouse
Humberside Fire Authority -

member
P Ellis Member of Hull Truck Board
B Petch Member of Humberside Fire
Authority

Hull & Goole PHA

Director of Hull Business
Development Fund Limited

A Sloan Director of Hull Urban 21.07.2006
Regeneration Company Limited
K Neal Member of Kingstown Works Ltd
S Butterworth Member of Kingstown Works Ltd
J Hewitt Member of Kingstown Works Ltd
A Hewitt Member of Kingstown Works Ltd
K Toon Member of Kingstown Works Ltd
A Percy Member of Kingstown Works Ltd

The Council officers’ interests are listed below:

Hull and Goole Port Health Authority:

Kim Ryley, the Council’'s Chief Executive, was Clerk to the Hull and Goole Port Health Authority
during 2006/07. At the start of the year, the Treasurer to the Port Health Authority was the
Councils Acting Chief Finance Officer/Section 151 Officer, Martin Fox, and is now Michael
Hudson.

Humber Bridge Board:

The Clerk to the Board was Kim Ryley with the Council’s Acting Chief Finance Officer/Section
151 Officer, Martin Fox, as Treasurer to the Board up to October 2006. From November 2006
this position has been assumed by Michael Hudson.

Hull Business Development Fund Ltd:
Mark Jones, Head of Development and Renewal Services, was appointed a director of Hull
Business Development Fund Limited (‘Acorn’) on 14 September 2004.

Hull Urban Regeneration Company Ltd
Kim Ryley, the Councils Chief Executive, is a Director of Hull Urban Regeneration Company Ltd
(Hull Citybuild).

Rerun Ltd
Alistair Doxat-Purser acted as Trustee to this non-profit making company, responsible for
recycling initiatives.

Of those that returned the declaration form, no other Council members, Chief Officers, nor their

close relations or members of the same household have undertaken any declarable related party
transactions with the Council
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16. Audit Costs

In 2006/07 the following costs were incurred in relation to external audit and inspection fees, the
analysis is shown in the table below:

2006/07 2005/06
£000 £000
Fees payable to the Audit Commission for external audit
. . . . 564 467
services carried out by the appointed auditor
Fees payable to the Audit Commision with regard to
) . 187 65
statutory inspection
Fees payable to the Audit Commision with regard to
o ) 146 192
certification of grant claims
Fees payable to the Audit Commision with regard to ) )
other services provided by the auditor
897 724
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17. Breakdown of Reconciling Items in Statement on the Movement on the General Fund
Balance
2006/07 2005/06
£000 £000 £000

Amounts included in the Income and Expenditure Account but
required by statute to be excluded when determining the Movement
on the General Fund Balance for the year

Depreciation and impairment of fixed assets

Excess of depreciation charged to HRA services over the Major Repairs
Allowance element of Housing Subsidy

Government Grants Deferred amortisation matching depreciation and
impairment

Write-downs of deferred charges to be financed from capital resources

Funding of de-minimis capital expenditure charged to the Income and
Expenditure Account

Net gain or (loss) on fixed assets

Net charges for retirement benefits in accordance with FRS 17

Amounts not included in the Income and Expenditure Account but
required to be included by statute when determining the Movement
on the General Fund Balance for the year

Statutory provision for repayment of debt
Capital expenditure charged to the General Fund Balance
Capital expenditure funded by the Housing Revenue Account

Transfer from Usable Capital Receipts equal to the amount payable into
the Housing Capital Receipts Pool

Employer's contributions payable to the LGPS Pension Fund

Transfers to or from the General Fund Balance that are required to
be taken into account when determining the Movement on the
General Fund Balance for the year

Statutorily required transfer of the surplus or deficit for the year on the
Housing Revenue Account calculated in accordance with statute to the
HRA Balance

Voluntary provision for the repayment of debt

Net transfer to or from earmarked reserves

Net additional amount required to be credited to the General Fund
Balance for the year

-30 -

(47,582) (22,044)
(113) -
5,663 2,989

(11,637) (8,185)

(1,025) -
1,595 (991)
(53,158) (36,645)
(106,257) (64,876)

3,656 3,235
722 583
6,823 -
(12,794) (12,214)
35,022 29,220
33,429 20,824

366 7,693
(1,558) 475
(1,192) 8,168

(74,020) (35,884)
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18. Summary of capital expenditure and fixed asset disposals

Movements on Fixed Assets

There have been no material changes in asset values during 2006/07.

Operational assets

Certified valuation at 31
March 2006

Accumulated depreciation
and impairment

Net book value of assets at
31 March 2006

Movement in 2006/07
Additions

Disposals
Revaluations
Reclassifications
Depreciation

Impairments

Net book value of assets at
31 March 2007

Non-operational assets

Certified valuation at 31
March 2006

Accumulated depreciation
and impairment

Net book value of assets at
31 March 2006

Movement in 2006/07
Additions

Disposals

Revaluations
Reclassifications
Depreciation

Impairments

Net book value of assets at
31 March 2007

Council

Other land and

Vehicles, plant,

Community

dwellings buildings furn. & equip. Infrastructure assets Total
£000 £000 £000 £000 £000 £000
678,700 775,084 34,018 78,020 14,590 1,580,412
- (22,350) (9,043) (11,662) - (43,055)
678,700 752,734 24,975 66,358 14,590 1,537,357
32,691 35,209 5,533 8,385 61 81,879
(27,464) (324) (43) - - (27,831)
84,674 208 (1,304) (413) 83,165
- 5,746 569 2,216 79 8,610
(16,179) (21,480) (6,095) (2,707) - (46,461)
(829) (16,096) - - - (16,925)
751,593 755,997 23,635 73,839 14,730 1,619,794
Investment Assets under Surplus assets Total
properties construction held for disposal
£000 £000 £000 £000
113,503 19,679 13,821 147,003
113,503 19,679 13,821 147,003
159 19,262 1,201 20,622
(2,492) - - (2,492)
2,987 (722) - 2,265
(1,122) (9,213) 1,725 (8,610)
113,035 29,006 16,747 158,788

The Kingston Communications Stadium was commissioned and funded by the City Council, and has
been classified as an operational asset from the date it was completed. The Stadium is leased to the
Stadium Management Company for a peppercorn rent with the Council leasing back a small element of
the building from which several Council services are provided. A review of its status has been undertaken
as part of the annual accounts process and the property has been reclassified as an investment property.
This has resulted in a need to restate the 2005/06 comparators.
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Capital Expenditure and Financing

The 2006/07 capital expenditure was financed as set out below. See page 4 of the explanatory

foreword for an analysis of the expenditure by service area.

Opening Capital Financing Requirement
Capital investment

Operational assets

Non-operational assets

Deferred charges

Sources of finance

Capital receipts

Government grants and other contributions

Sums set aside from revenue (NB: includes direct revenue
financing, MRP and voluntary set aside)

Closing Capital Financing Requirement

Explanation of movements in year

Increase in underlying need to borrowing (supported by
Government finanicial assistance)

Increase in underlying need to borrowing (unsupported by
Government finanicial assistance)

Increase/(decrease) in Capital Financing Requirement

Movements of deferred charges

Restated
2006/07 2005/06
£°000 £°000

291,875 245,204
81,879 70,398
21,173 20,032
15,557 12,080
(17,593) (7,589)
(26,500) (28,329)
(45,457) (19,921)
320,934 291,875
13,272 15,248
15,787 31,423
29,059 46,671

As per paragraph 6 of the Accounting Policies, all deferred charges expenditure is written out to

revenue as it is incurred.
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20. Commitments under capital contracts

Significant commitments for future capital expenditure include the following:-

Corporate DDA
Relocation of Archives

Central Library Refurbishment

Transforming Our Primary Schools
(TOPS)

East Park Restoration

Hull Truck Theatre

URC Contribution

Business Development Fund
Mortuary & Coroners Courts
Gateway

Decent Homes

£°000 Purpose

150 Disabled adaptations to various Council Buildings
2,100 Creation of a history centre

285 Improve accessibility to meet customer needs
7,500 Rationalisation of Primary Estate

874 Regeneration of Council Park
3,100 Contribution to regeneration of St Stephens area

1,280 Regeneration of City Centre (City Build)

1,500 Provides range of financial assistance to local businesses

608 Construction and relocation of the City Mortuary
2,295 Regeneration within the Pathfinder intervention area

128,000 g iandard as specified by Government

To bring the Council Housing Stock up to an acceptable habitable

The redevelopment of the Ferensway area, including Albermarle

Ferensway 3,927 purchase and new transport interchange
Transport 393 Improvements to roads and purchase of new VMS system
152,012
21. Information on Assets Held

The maijor fixed assets of the Council at 31st March 2007 are set out below:

Housing
Council Dwellings

Operational Assets
Allotments

Schools

Other Education Establishments

Office & Administrative Buildings

Customer Service Centre
Libraries

Residential Homes & Day Centres.

Sports Centres and Pools
Museums and Galleries
Operational Land

Off street surface car parks
Multi-storey car parks
Theatres & Halls

Depots

Community Centres
Workshops & Warehouses
Public Conveniences

31 March
2007
(Nos.)

28,543

23
101
17
66
7
11
28
11
7
4
12
3
2
10
24
5
4
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31 March

2006
(Nos.)

29,118

101
16
64

12

34
15

11

N
OO NN W

Likely
Duration

1 year
1 year
1 year
1 year
1 year
1 year
1 year
3 years
6 mths
Ongoing
3 years
6mths

1 year



Kingston upon Hull City Council Statement of Accounts 2006/07

31 March 31 March
2007 2006
(Nos.) (Nos.)
Other Assets
Service Delivery Partnerships 20 0
Community Assets
Parks 8 8
Playing Fields & Play Areas 38 23
Cemeteries & Crematoria 5 5
Mortuary 0 1
Infrastructure
Roads within the City 799km 791km
Non Operational Assets 1442 974
Surplus Property
Surplus Land 40 47
Surplus Land, Housing Revenue Account 13 9
Surplus Buildings 19 10

The numbers of assets at 31 March 2007 incorporate the following movements:

22,

23.

24.

Reclassification of Residential Homes / Day Centres as Service Delivery Partnership Assets.
An increase in non-operational asset as a result of Gateway acquisitions.
Addition of allotments to the Asset Register — previously not included.

Assets held under leases
The Council uses certain equipment such as vehicles, computer and grounds maintenance
equipment financed under operating leases. The amount paid under these arrangements in

2006/07 was £2.289m (2005/06 £2.851m).

The future cash payments required under these leases are -

Expiring:

Within 1 year £1.301m
Within 2-5 years £1.364m
Over 5 years £0.003m

£2.668m
There were no finance lease payments in 2006/07.
Assets held for leases

The Council acts as a lessor of commercial property, land and industrial units. Leased income
for operating leases received in 2006/07 and credited to the Income and Expenditure Account
amounted to £5.370m. The gross value of assets leased out was £69.17m at 31 March 2007.

Assets recognised under a PFl arrangement

The Council is required to consider whether the assets of the PFI arrangements above should be
included as part of the Council’s assets on the balance sheet. The Council has taken account of
Application Note F ‘Private Finance Initiative and Similar Contracts as an amendment to FRS5’
and the SORP Module 4, Section F. On the basis of this guidance the Council has determined
that the PFI assets should not be accounted for on the Council’s balance sheet.

Victoria Dock School PFI

The Council entered into a 25-year PFI contract in July 1998 with the Sewell Group (trading as
Victoria Dock School (PFI) Ltd.) to provide a sixty place primary school on Victoria Dock. Phase
two of additional works to extend the school were completed in 2001/02 and phase three opened
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Valued at

historical cost
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in February 2003. The contract now covers provision of all three phases with the Council paying
a unitary charge for the provision of accommodation and facilities management. The capital
costs within the unitary charge are offset by the specific grant payment reflecting the notional
credit approval issued by DfES.

The total contractual payment, net of grant received in 2006/07 is £0.155m. However the amount
charged to revenue was £0.127m, as the Council has set up a long term debtor account over the
period of the contract which is due to continue until 2022/23. The long term debtor, which is
notional, will increase each year in line with accepted accounting practice. When the PFI
contract ends in 2002/23, the balance on the long term debtor’s account, which should equal the
estimated value of the school at that date, will be transferred to the Council’'s Balance Sheet
under fixed assets, as the contractor will relinquish any rights to those assets at the end of the
contract.

Recent guidance on PFIl schemes requires a review of the projected value of the asset at the end
of the contract compared to that built into the initial calculation. Any increase in value should be
reflected in the statement of accounts on the Balance Sheet. As the Council already has a long
term debtor due to the phasing of the funding on the scheme it was not considered necessary to
create a further asset for this possible increase in value. This decision was reconsidered in
2005/06 when the phasing of PFI payments changed to an annuity basis.

Valuation information and depreciation methodologies

The following statement shows the progress of the Council’'s rolling programme for the
revaluation of tangible fixed assets. The valuations are carried out by officers within the
Council’'s Property Services department, namely P.R. Clubley (MRICS) and R.W.Holmes (BSc
Hons., MRICS).

Valued at current value in:

2006/07

2005/06

2004/05

2003/04

2002/03

Total

Council Other land and Vehicles, plant, Infrastructure Community Investment Assets under Surplus assets Total
dwellings buildings furn. & equip. assets properties construction  held for disposal
£000 £'000 £000 £000 £000 £000 £000 £000 £000
27,828 23,635 73,839 14,730 113,035 29,006 16,747 298,820
751,593 19,758 771,351
471,882 471,882
159,203 159,203
65,256 65,256
12,070 12,070
751,593 755,997 23,635 73,839 14,730 113,035 29,006 16,747 1,778,582
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Fixed Asset Valuations

The Council maintains an Asset Register which records valuation details of all material capital
assets, together with which service is currently using or benefiting from the asset. The register is
used to provide the basis for the calculation of depreciation charges. The register records all
new acquisitions and asset disposals and any changes in the carrying value of assets resulting
from revaluations or impairment reviews.

Fixed assets are valued on the basis recommended by CIPFA and in line with guidance notes
issued by the Royal Institution of Chartered Surveyors. Details on the valuation of the various
categories of assets are provided below.

Council Dwellings

Valuations of the land, houses and other property within the Housing Revenue Account (HRA)
have been carried out in accordance with guidance issued by the Office of the Deputy Prime
Minister (DCLG). In addition to the full five-yearly revaluation exercise, annual reviews are
undertaken by Property Services with valuations updated as at 31 March.

In accordance with the DCLG guidelines the beacon method of valuation has been used to value
the vast majority of the HRA housing stock. This method is used for large groups of similar
design, age, and type of construction. A sample property, ‘the beacon’ is selected which is
representative of the group and a detailed valuation is carried out of the beacon. In all, 181
beacon properties were identified and valued and beacon variants were used to reflect the values
of similar properties within each of the archetype groups that differ slightly by way of number of
bedrooms, condition, etc. For properties where it was considered that the beacon method was
inappropriate, such as special housing, the depreciated replacement cost (DRC) method was
used.

For the beacon method, the basis of valuation is existing use value for social housing (EUV-SH).
To arrive at EUV-SH, the vacant possession value of the dwellings is used as a base and this is
then adjusted for the assumption that each property is to be used as residential and will be
occupied by a secure tenant. The adjustment for this region was 55%.

A combination of the existing use value (EUV) method and depreciated replacement cost (DRC)
is used to value non-housing properties.

The Major Repairs Allowance (MRA) is used for the depreciation of dwellings.
Other Land and Buildings

In accordance with CIPFA and RICS guidelines, the valuation of the Council’s non-specialised
operational assets is carried out on the basis of existing use value (EUV). In the case of
specialised operational assets a depreciated replacement cost basis (DRC) is adopted. Land is
valued in accordance with its status in the register, i.e. operational, non-operational or surplus to
requirements.

In all cases the land element is considered to have an infinite life and is therefore not
depreciated. In line with the requirements of FRS15, buildings have been depreciated on a
straight-line basis over their estimated useful life.

The valuations, undertaken on a five year rolling programme, are carried out by valuers within the
Property Development Services, who are qualified members of the Royal Institute of Chartered
Surveyors (RICS). Valuation certificates are completed for each asset to confirm that the
valuations have been made in accordance with the SORP. As required by FRS11 the value of
each category of assets is reviewed annually for any indication of impairment and valuations are
adjusted accordingly.

Vehicles Plant and Equipment
These assets are valued at historic cost less accumulated depreciation as a proxy for current

value. Straight-line depreciation is used for all assets, taking into account any predicted residual
value. Items with a cost of less than £6,000 are not capitalised.
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Infrastructure

Assets are valued at historic cost less accumulated depreciation. The method of depreciation is
straight line over the assets’ estimated useful economic life, typically between ten and forty
years.

Community Assets

These are assets that the Council intends to hold in perpetuity and that have no determinable
useful life. Examples of such assets are parks, historic buildings, works of art and civic regalia.
The method of valuation is historic cost, and no depreciation is applied.

Non-Operational assets

Non-operational assets are assets held by the Council, but not directly occupied or used in the
delivery of its services. Assets are included in the Balance Sheet at the lower of net current
replacement cost or net realisable value. In the case of investment properties, this is usually
open market value. No depreciation is charged.

Assets under Construction

This includes expenditure incurred on capital projects that are incomplete or non-operational at
the balance sheet date. No depreciation is applied to these assets until such time as they
become operational.

Surplus Assets held for Disposal

This was a new category required following changes in the Statement of Recommended Practice
(SORP) from 2004/05 onwards. Assets held for disposal are those identified as surplus to
requirements which have not been disposed of at the year end and they must now be separately
identified.

Depreciation methodology

Depreciation, where applicable, is charged on a straight line basis over the assessed useful life
of an asset. Further details are contained in paragraph 8 of the Accounting Policies section.

Changes in depreciation methods
There has been no change in depreciation methodology during 2006/07.
Intangible Fixed Assets

Intangible assets are non-financial fixed assets which do not have a physical presence, but in
respect of which the Council controls access to future economic benefits, either through custody
or legal protection. The Authority’s intangible fixed assets mainly comprise software licences and
expenditure on the ORACLE financial system.

These assets are valued at historic cost less accumulated depreciation as a proxy for current
value. Straight-line depreciation is used for all assets, taking into account any predicted residual
value.

Purchased Licences,
trademarks and
software . Patents Total
. artistic
licences L,
originals
£'000 £°000 £'000 £°000
Original cost 3,374 - - 3,374
Amortisations to 1 April 2006 (622) - - (622)
Balance at 1 April 2006 2,752 - - 2,752
Expenditure in year 551 - - 551
Written off to revenue in year (606) - - (606)
Balance at 31 March 2007 2,697 - - 2,697

-37 -



29.

30.

31

32.

33.

Kingston upon Hull City Council Statement of Accounts 2006/07

Changes in amortisation method for intangible fixed assets

No changes in amortisation policy have been made in the current financial year.

Analysis of Net Assets Employed

Under the requirements of SSAP25 the Authority is required to disclose the net assets employed
by the General Fund, HRA and trading undertakings in providing their services. The following

table summarises this information:

31 March 2007

31 March 2006

£m £m
General Fund 438,064 455,875
Housing Revenue Account 628,511 549,343
Trading Operations 56,638 49,536
Total 1,123,213 1,054,754

Interests in Companies

The Authority had interests in a number of companies during 2006/07, including Hull & Goole
Port Health Authority, Hull Investment Limited, Hull Enterprise Limited, Hull Business
Development Fund Ltd, Kingstown Works Ltd and Kingston Communications (Hull ) Plc. These
interests are reflected in the Council’'s Group Accounts on Page 64, with additional relevant

information contained within the supporting Group Accounts Notes.

Capital Instruments

The Council has no capital instruments listed or publicly traded on a stock exchange or market.

Long-term borrowing

An analysis of the Council’s long-term borrowing is shown below:

As at 31 March

As at 31 March

2007 2006
£000 £000
Analysis of loans by type
Public Works Loan Board 233,507 247,481
Market Loans 64,000 64,000
Stock 878 878
Other Loans 288 493
298,673 312,852
Analysis of loans by maturity
Between 1 and 2 years 7,487 18,481
Between 2 and 5 years 45,903 43,662
Between 5 and 10 years 33,873 28,597
Between 10 and 15 years 74,632 67,475
In 15 years or more 136,778 154,637
298,673 312,852
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Insurance Provisions

The Council holds insurance provisions of £1.109m at 31 March 2007 to cover the amount of
claims lodged against the Council which have been assessed as being likely to be successful.
The claims are for employers and public liability and while catastrophic cover is externally
insured, self insurance is used for the majority of these claims. The insurance provisions are
created from internal premiums charged to service revenue accounts. Claims are met directly
from these provisions. The provisions cover future liabilities where there is some certainty it will
arise but for which the exact amount and timing is not known. There are additional monies which
are to cover the same risks but where no claim has yet been received by either the Authority or
its insurer. This does not meet the definition of a provision and is held as a reserve.

Provisions
Job Evaluation Provision

The job evaluation provision (£0.975m) is to cover costs that are likely to be incurred as part of
the current appeals process being undertaken following the re-evaluation of grades as a result of
the implementation of single status. The settlement of a number of appeals during 2006/07 has
reduced the number outstanding at the end of the year. Conversely, the costs are increasing as
each successful appeal results in payments back from the date of the conclusion of the appeal,
back to 1% May 2004.

Bad Debt Provision
The Council maintains a provision for bad debts arising on the Housing Revenue Account in
respect of arrears of rent, and for the general fund covering arrears of rates, community charges,

council tax, property rentals and other sundry debt. The provision (£11.788m) is credited against
the value of debtors on the balance sheet.
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36. Reserves
The Council keeps a number of reserves in the Balance Sheet. Some are required to be held for
statutory reasons, some are needed to comply with proper accounting practice and others have
been set up voluntarily to earmark resources for future spend.
Restated
Reserve Balanceat 1 Net Movement Balanceat 31 PUrDose of Reserve Further Detail of
April 2006 in Year March 2007 P Movements
£000 £000 £000
. Store of gains on
Fixed Asset 930,732 54,989 985,721 revaluation of fixed (a) below
Restatement Account
assets
Cavital Financin Store of capital resources
P 9 421,504 (7,616) 413,888 set aside to meet past (b) below
Account .
expenditure
Usable Canital Proceeds of fixed asset
. P 22,311 (22,311) - sales available to meet (c) below
Receipts Reserve 1
future capital investment
Balancing account to Note 42 to the
. allow inclusion of Main Financial
Pensions Reserve (383,570) 51,595 (331,975) Pensions Liability in the Statements, page
Balance Sheet 46
Resources available to
Major Repairs Reserve 4,942 (4,749) 193 meet capital investment H:A(; 223tements,
in council housing pag
. Statement of
Resources available to Movement on the
General Fund 7,406 (3,372) 4,034 meet future running costs
. - General Fund
for non-housing services
Balance, page15
. Resources available to
Housing Revenue 24,489 366 24,855 meet future running costs HRA Statements,
Account . page 54
for council houses
Surplus of non-domestic
rates and council tax Collection Fund
Collection Fund 713 1,115 1,828 collection for distribution ~ Statement, page
to precepting authorities 62
in future years
Earmarked Reserves 26,227 (1,558) 24,669 (d) below (d) below
Total 1,054,754 68,459 1,123,213
Further detail on the major reserves is shown below:
(a) Fixed Asset Restatement Reserve

The Fixed Asset Restatement Account is written down by the net book value of assets as they
are disposed of. In addition the increase or decrease in the value of any assets currently held is
charged to the account.
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2006/07
£000

Gains/(losses) on revaluation of fixed assets 85,254
Impairment losses on fixed assets due to general changes )
in prices

Amounts written off fixed asset balances for disposals (30,265)
Total movement on reserve 54,989
Balance brought forward at 1 April 2006 930,732
Balance carried forward at 31 March 2007 985,721

(b) Capital Financing Account

The Capital Financing Account contains the amounts which are required by statute to be set
aside from capital receipts for the repayment of external loans and the amount of capital
expenditure financed from capital receipts and revenue. It also contains the difference between
amounts provided for depreciation and that required to be charged to revenue to repay the
principal element of external loans.

2006/07
£000 £000
Capital receipts set aside to finance capital investment:
- receipts set aside to reduce indebtedness 13,786
- useable receipts applied 17,593
31,379

Revenue resources set aside to finance capital investment:
- capital expenditure financed from revenue 28,473
- reconciling amount for provisions for loan repayment (76,205)

(47,732)
Capital grants and contributions applied 9,762
Transfer of Capital Expenditure direct to CFA (1,025)
Total movement on reserve (7,616)
Balance brought forward at 1 April 2006 (restated) 421,504
Balance carried forward at 31 March 2007 413,888

(c) Usable Capital Receipts Reserve

The Usable Capital Receipts Reserve represents the capital receipts available to finance capital
expenditure in future years, after setting aside the statutory amounts for repayment of external

loans.
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2006/07
£000
Amounts receivable in year 21,862
Amounts payable into the housing capital receipts pool (12,794)
Amounts applied to finance new capital investment in year (17,592)
Amounts set aside for repayment of debt (13,787)
Total increase/(decrease) in realised capital resources (22,311)
Balance brought forward at 1 April 2006 22,311

Balance carried forward at 31 March 2007 -

The Authority, under the new Prudential Regime, opted during 2004/05 to make a voluntary set-
aside of £90m of capital receipts. This was over and above the statutory minimum and reduces
the Capital Financing Requirement in the short-term, thus producing revenue savings through a
reduction in Minimum Revenue Provision (MRP) of around £5m over the period to 2004/05 to
2006/07. An additional £14.5m was set aside in 2006/07 over and above that required to cover
in year capital expenditure. This will reduce the Minimum Revenue Provision in 2007/08 by
£0.6m.

Earmarked Reserves
Reserve Balance at 1 Contribution to Use of Reserve Balance at 31
April 2006 Reserve March 2007
£000 £000 £000 £000

Job Evaluation Reserve 473 800 (473) 800
Carried Forward Budget Commitments 1,507 1,401 (1,285) 1,623
Insurance Reserve 9,685 941 (1,408) 9,218
Superannuation Reserve 2,212 890 (1,250) 1,852
Neighbourhood Development Reserve 249 - (249) -
Change Management Reserve 1,000 - (1,000) -
Schools' Reorganisation Reserve 1,227 113 (700) 640
Schools' Financial Reserves 4,615 1,376 - 5,991
Schools' Standards Fund 3,680 231 - 3,911
Housing Repairs Account 946 - (946) -
Other Earmarked Reserves 633 427 (426) 634
26,227 6,179 (7,737) 24,669

Job Evaluation Reserve

The job evaluation reserve is for the additional costs that may arise from the application of the
Council’s re-evaluation of job grades as a result of single status. The scheme was introduced
from 1 May 2004 with initial costs met from a central job evaluation contingency. An appeals
process was established for staff unhappy with the evaluations which will not be completed until
2007/08. Any costs arising from successful appeals will be backdated to May 2004.

Carry Forward Budget Commitments — Community Initiatives

The Council approved that non directorate revenue expenditure under spends could be carried
forward and used to support the Community Initiatives expenditure by Area Committees in year.
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Insurance Reserve

This reserve contains an estimate of anticipated insurance claims which the Council will have to
meet. Some risks are ‘self-insured’ whilst others are covered through the payment of premiums
to external insurance companies with the Council having to meet any excess. The Council also
hold an insurance provision which covers claims received for which there is some certainty that
they will be paid.

Superannuation Reserve

The triennial review of the pension fund indicated that increased contributions would be required
from the Council to reduce the current deficit on the fund. As a result during the 2005/06 budget
setting process members agreed to the creation of an earmarked reserve to hold monies to be
used to part fund these future years’ increases in employer superannuation contributions.

Neighbourhood Development Reserve
This reserve was approved by Council to utilise within 2006/07 for Neighbourhood Development.

Change Management
This reserve has been used during 2006/07 to part fund the Council’s improvement programme.

Schools’ Reorganisation
This reserve exists to support the costs of any consequential reorganisations arising from the
identification and removal of surplus places in schools. Real savings are anticipated as a result
of the expenditure incurred.

Schools’ Financial Reserves

The Authority’s Scheme for Financing Schools, which is based on the legislative provisions of the
School Standards and Framework Act 1998, provides for any balances or deficits on schools’
budgets to be carried forward from one financial year to the next. This reserve represents the
cumulative totals for all Hull schools with delegated budgets.

Schools’ Standards Fund

The school standards fund reserve is credited with the in year underspend on the Council’s
budgeted contribution to support Standards Fund expenditure so that the funds are available to
support committed ongoing schemes in the following year’s revenue budget.

Housing Repairs Account

The repairs account is kept within the ring-fenced HRA and is funded by annual contributions
from the HRA. The account is used to fund planned repairs and its use is governed by the Local
Government and Housing Act 1989. Movements on the repairs account are disclosed in a
separate note to the HRA Accounts.

Other Earmarked Reserves

The other earmarked reserves are all funds set up to cover various expected costs, including the
Cultural Services trading account.

The Cultural Services Trading Account allows the Theatre and City Hall to allow a carry forward
of trading surpluses and deficits on a limited and pre-agreed basis to enable an element of
trading surpluses to be reinvested in the infrastructure and facilities and to encourage innovation
and creativity in the range of events.

Contingent liabilities and contingent assets

Contingent Liabilities

Single Regeneration Budget / Preston Road New Deal

The City Council acts as the accountable body in respect of the successful SRB bids submitted
by Hull Cityventure Ltd, the local regeneration partnership and for New Deal funding routed

through Preston Road New Deal for Community Ltd. In the event of any related grant clawback,
the Council is therefore liable to fund any excess expenditure incurred.
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The Deep

The Council supported the development of The Deep and provided direct support to EMIH Ltd by
way of seconding staff and cash flow loans. Cash flow loans totalling £2.600m at 31% March
2007 have been provided in line with various legal agreements.

Further commitments by the Council have also been made in the form of guarantees. The
Council has guaranteed to the European Regional Development Fund (ERDF) that the economic
life of the project will be 20 years and therefore if the facility does not remain open the associated
£7m capital grant may have to be repaid to the ERDF by the Council.

Municipal Mutual Insurance Company

The Municipal Mutual Insurance Company, which provided insurance to the Council up until
1992, may not achieve a solvent run-off and may therefore look to claw back previously paid
claims. Latest advice is that a solvent run-off is expected to be achieved but due to the long-term
nature of claims in run-off there is a possibility of a future insurance liability on the Council.

Independent Insurance Company

The Independent Insurance Company was placed in provisional liquidation on 17 June 2001.
The Company provided the Council with insurance cover for combined liabilities that arise from
incidents occurring between 1 April 1992 and 30 September 1998.

The present financial position of the Company is still uncertain. However, the Company has
appointed Aurora Corporate Services Limited as agent and run off manager to handle claims and
litigation on its policyholder’s behalf

James Reckitt Library Endowment Fund

Included within the accounts is a debtor of £600k in respect of income due to the Council from
the James Reckitt Trust as a contribution to library costs. The Trust is currently under review
with potential changes to the Trustee Board and negotiations are ongoing regarding the use of
the fund, there is an element of uncertainty surrounding the receipt of income. The Charity
Commission has however, recently approved the Scheme for the Fund. The element of
uncertainty is not however, considered to be sufficiently significant to exclude the income from
the accounts.

Equal Pay Claims

The Council has received a number of pay claims relating to perceived inconsistencies in rates of
pay for similar occupational groups. These claims are the subject of ongoing negotiations and
whilst the sums involved may be significant, the value of any potential pay out cannot be reliably
quantified.

Pensions Liability

Arising from the agreement of the 5 year contracts to provide housing investment and repair
services, the Council is subject to a possible liability arising from potential pension fund
underperformance should the return on investments be insufficient to fully fund necessary
expenditure relating to pension payments. The actual performance will be monitored over the
course of the contract, and amounts provided for as may be required in the Housing Revenue
Account to cover any eventual possible shortfall.

Other Litigation

There are other possible litigation claims against the Council, the validity of which will be disputed
and for which no provision has been made in the accounts.
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Authorisation of Accounts for Issue

These accounts were authorised for issue on 20 June 2007 by the Section 151/ Chief Financial
Officer and this is the date up to which events after the Balance Sheet date have been
considered for the purposes of the Statements of Accounts production.

Events after the Balance Sheet Date

In line with the requirements of FRS21 the Council is required to disclose any events occurring
between the Balance Sheet date of 31 March 2007 and the date on which the accounts are
authorised for issue.

Adjusting Post-Balance Sheet Events

Events have been considered and there are no adjusting Post-Balance Sheet events arising.

Non adjusting Post-Balance Sheet Events

Sale of shareholding in Kingston Communications (Hull) plc

The Council disposed of its remaining shareholding in Kingston Communications (Hull) plc on 25
May 2007. The sale of the 157,499,999 shares generated a capital receipt of £104m. As a result
of the sale, the group relationship between the Council and the company no longer exists.

Transfer of Council housing investment and maintenance services to external providers
Following a lengthy procurement process, the contracts relating to the delivery of the Decent
Homes Standards and general maintenance of the Council’s stock were awarded to three
contractors from 1 April 2007. Under the terms of the contracts, staff employed within the
building services function were transferred to the three contractors. Ownership of the assets has
remained with the Council. One of the successful contractors is Kingstown Works Ltd, a wholly
owned Council company.

Flooding

The City of Hull suffered extensive flooding on the afternoon and evening of the 25th June
2007 due to extraordinary levels of rainfall during that day. Extensive damage to property
occurred in many areas of the city as a result. The immediate impact on Council services was
significant and the long term implications continue to be assessed.

At this time it is not possible to accurately estimate the financial costs to the Council. Capital
costs will be incurred with regard to the repair of the Council Housing stock (around 2000
properties suffered water ingress), school refurbishment and the replacement of equipment along
with repair of other Council properties. Similarly a variety of revenue costs have been incurred in
relation to the floods with regard to, for example, the clearance of debris and waste and the
provision of care for the vulnerable. Additional costs also continue to be incurred in relation to
the education service where temporary buildings are being provided and additional transport,
teaching and out of school activities have, and continue to be, required.

The additional costs will be partially offset by additional funding from central government,
including that to be provided through the Bellwin emergency funding scheme, but the value of
such assistance is yet to be finalised. It is envisaged that the financial impact of the June 2007
floods will be disclosed in the Council's 2007/08 Accounting Statements.
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40. Trust Funds

The Council acts as trustee for legacies left and gifts donated by inhabitants of the City. The
summary below shows the extent of these trusts. The assets belong to the trustees, are held in
trust and do not belong to the Council. As such, they are not included in the principal statements

of the Council.

Where the Council could exercise control over the trust due to its ability to

appoint the majority or all the trustees and the trust has significant assets then these are
considered for inclusion in the Group Accounts Statements shown elsewhere in this Statement of

Accounts.

Funds for which Kingston Upon Hull City Council acts as sole trustee:

The Ferens Endowment Fund

A proportion of its income contributes
towards the upkeep of the Ferens Art
Gallery building, whilst the balance of the
income is used to purchase exhibits.

The Ferens Art Gallery

Set up in 1919 for the exhibition of works
of art in perpetuity
The James Reckitt Library Endowment Fund

Contributes to the provision of library
facilities to those inhabitants of the city
residing east of the River Hull.

Alderman Jackson Appeal

A general trust created to promote the well
being of the city. It is also the receptacle
for monies from other trusts that are
wound up as the original purpose for their
existence no longer exists.

Other

The other trusts are mainly for the
wellbeing of the inhabitants of the City of
Kingston upon Hull.

Other Funds:

Frances & Cyril Bibby Bequest
Wilberforce Trust
Charterhouse

Other

Total at 31 March 2007

Income Expenditure Assets Liabilities
£000 £000 £000 £000
242 30 4,938 6
1 1 14,000 -
380 50 12,143 10
5 - 151 -
3 4 112 -
Capital Value
of Fund
£000
519
113
4,382
298
5,312
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Reserves and Balances Held by Schools under delegated schemes
Details of school related reserves are disclosed under Note 36d — Earmarked Reserves.
Local Government Pension Scheme

As part of the terms and conditions of employment of its officers and other employees, the
Authority offers retirement benefits. Although these benefits will not actually be payable until
employees retire, the Authority has a commitment to make the payments that needs to be
disclosed at the time that employees earn their future entitlement.

The Authority participates in the Local Government Pension Scheme for non-teaching
employees, administered by East Riding of Yorkshire Council — this is a funded scheme, meaning
that the Authority and employees pay contributions into a fund, calculated at a level intended to
balance the pensions liabilities with investment assets.

Transactions Relating to Retirement Benefits

We recognise the cost of retirement benefits in the Net Cost of Services when they are earned by
employees, rather than when the benefits are eventually paid as pensions. However, the charge
we are required to make against council tax is based on the cash payable in the year, so the real
cost of retirement benefits is reversed out in the Statement of Movement in the General Fund
Balance. The following transactions have been made in the Income and Expenditure Account
and Statement of Movement in the General Fund Balance during the year:

2006/07 2005/06
£000 £000

Income and Expenditure Account
Net Cost of Services:
- current service cost 33,630 24,825
- past service costs 14,310 480
- curtailments and settlements (2,048) 360
Net Operating Expenditure:
- interest cost 48,002 43,360
- expected return on assets in the scheme (40,736) (32,380)
Net Charge to the Income and Expenditure Account 53,158 36,645
Statement of Movement in the General Fund Balance
;gi\é?(rjsae:]lcc;f\r;/iet:]cﬁsrsgji made for retirement benefits in (53,158) (36,645)
Actual amount charged against the General Fund Balance for
pensions in the year:
- employers' contributions payable to scheme 30,572 25,790
- retirement benefits payable to pensioners 4,450 3,430

35,022 29,220

Over the year ended 31 March 2007, 233 employees were allowed to retire prematurely. The
capitalised cost of the additional benefits of £14.310m shows as ‘Past Service Costs’ in the
above table.
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Assets and Liabilities in Relation to Retirement Benefits

The underlying assets and liabilities for retirement benefits attributable to the Authority at 31
March are as follows:

31 March 2007 31 March 2006

£000 £000
Estimated liabilities in scheme (954,161) (965,720)
Estimated assets in scheme 622,186 582,150
Net asset/(liability) (331,975) (383,570)

The liabilities show the underlying commitments that the Authority has in the long run to pay
retirement benefits. The total liability of £332m has a substantial impact on the net worth of the
Authority as recorded in the balance sheet, however, statutory arrangements for funding the
deficit mean that the financial position of the authority remains healthy:

e The deficit on the local government scheme will be made good by increased
contributions over the remaining working life of employees, as assessed by the scheme
actuary.

Basis for Estimating Assets and Liabilities

Liabilities have been assessed on an actuarial basis using the projected unit method, an estimate
of the pensions that will be payable in future years dependent on assumptions about mortality
rates, salary levels, etc. Liabilities have been assessed by Hymans Robertson, an independent
firm of actuaries, estimates for the County Council Fund being based on the latest full valuation
of the scheme as at 31 March 2004.

The main assumptions used in their calculations have been:

2006/07 2005/06
Rate of inflation 3.2% 3.1%
Rate of increase in salaries 4.7% 4.6%
Rate of increase in pensions 3.2% 3.1%
Rate for discounting scheme liabilities 5.4% 4.9%
Take-up option to convert annual pension into retirement grant 0.0% 0.0%

Analysis of Funds Assets

Assets in the Pension Fund are valued at fair value, principally market value for investments,
totalling £2,016m for the Fund as a whole 31 March 2007 (£1,793m at 31 March 2006). The
Fund’s assets consist of the following categories, by proportion of the assets held by the Fund:

L°§§;Jf,§ m 31 March 2007 31 March 2006
Equity investments 7.8% 81% 0%
Bonds 4.9% 8% 0o
Property 5.8% 6% -
Cash 4.9% 5% o

100% 100%
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Actuarial Gains and Losses
The actuarial gains identified as movements on the Pensions Reserve in 2006/07 can be

analysed into the following categories, measured as absolute amounts and as a percentage of
assets or liabilities at 31 March 2007

2006/07 2005/06 2004/05 2003/04 2002/03

£000 % £000 % £000 % £000 % £000 %

Differences between the
expected return and the 4795 0.8 84,630 14.5 20,300 4.5 56,600 14.1 (107,600) (33.9)
actual return on assets

Differences between
actuarial assumptions
about liabilities and actual
experience

5176 0.5 (1,280) (0.1) (4,400) (0.6) (800) (0.1) (9,700) (1.8)

Changes in the
demographic and financial
assumptions used to
estimate liabilities

59,760 7.3 (113,880) (11.8)  (135,500) (17.0) - - - -
69,731 (30,530) (119,600) 55,800 (117,300)

43. Teachers’ Pension Scheme

Teachers employed by the Authority are members of the Teachers’ Pension Scheme
administered by the DfES. It provides teachers with defined benefits upon their retirement and
the Authority contributes towards the costs by making contributions based on a percentage of
members’ pensionable salaries.

In 2006/07 the Council paid £9.609m in respect of teachers’ pension costs, based on a
contribution of 14.1% of teachers’ pensionable pay. The figures for 2005/06 were £9.547m and
13.5% respectively. In addition, the Council is responsible for the pension payments relating to
added years’ benefits previously awarded.

The scheme is a defined benefit scheme, but it is not possible for the Authority to identify a share
of the underlying liabilities in the scheme attributable to its own employees, therefore for the
purposes of the Statement of Accounts it is accounted for on the same basis as a defined
contribution scheme, in accordance with the SORP.

S 49 -



Kingston upon Hull City Council Statement of Accounts 2006/07

44. Reconciliation of net surplus/deficit on the Income and Expenditure Account to the

Revenue Activities Cash Flow

Surplus / (Deficit) for the year

Non-cash transactions
General Fund depreciation and impairment
HRA depreciation

Government Grants Deferred amortisation

Write-downs of deferred charges to be financed from capital

resources

Gain or loss on disposal of fixed assets
FRS 17 Adjustment

Contributions to/(from) Collection Fund
Provisions set aside in the year

Deferred premiums and discounts written-off

Items on an accruals basis
Decrease/(increase) in stock
Decrease/(increase) in debtors

Increase/(decrease) in creditors

Items included in another classification in the cash flow

statement
Dividends received
Interest paid

Investment interest

Net cash flow from revenue activities

- 50 -

Restated
2006/07 2005/06
£000 £000

(77,392) (38,516)
47,582 22,044
16,291 15,940
(5,663) (2,989)
11,637 8,185
(1,595) 991
18,136 7,425
1,115 (502)
296 (991)
421 965
367 (3)
12,585 (3,560)
16,500 (3,334)
(2,252) (1,465)
17,290 19,638
(5,730) (6,934)
49,588 16,894
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45. Reconciliation of the Movement in Cash to the Movement in Net Debt
Restated
2006/07 2005/06
£000 £000

Net cash flow from revenue activities 49,588 16,894
Dividends received 2,252 1,465
Returns on Investments and Servicing of Finance (11,560) (12,704)
Capital Activities (76,453) (52,441)
Increase / (decrease) in net debt (36,173) (46,786)

Balance at 1 Balance at 31 Movement in
April 2006 March 2007 the Year
£000 £000 £000
Public Works Loan Board (247,481) (233,507) 13,974
Stocks and bonds (65,371) (65,166) 205
Borrowing repayable on demand or within 12 months (3,716) (18,989) (15,273)
(316,568) (317,662) (1,094)
Cash and liquid resources

Liquid resources 92,655 55,233 (37,422)
Bank overdrawn (10,875) (8,004) 2,871
Cash 2,515 1,987 (528)
84,295 49,216 (35,079)
(232,273) (268,446) (36,173)

46. Reconciliation of Financing and Management of Liquid Resources Cash Flows to the

Opening and Closing Balance Sheets
Balance at 31 Balance at 1 Movement in
March 2007 April 2006 the Year
£000 £000 £000

Current asset investments 55,233 92,655 37,422

Long term borrowing (298,673) (312,852) (14,179)

Loans due within one year (18,691) (3,388) 15,303

Temporary loans (298) (328) (30)

38,516

Net cash inflow from liquid resources 37,422

Net cash inflow from financing 1,094

38,516
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Liquid Resources
The liquid resources identified above relate to the Councils portfolio of cash deposits placed with
various money market institutions. The in year movement reflects the use of these resources to
part fund the capital programme.

Analysis of Government Grants

Restated
2006/07 2005/06
£000 £000

Housing Benefit and Council Tax Administration 3,575 3,570
Housing Subsidy 3,631 4,891
European Regional Development Fund 1,482 578
Children's Centres 1,559 1,563
Learning and Skills Council, adult ed and sixth form 7,575 5,234
Dedicated Schools Grant 140,699 -
Standards Fund 25,561 17,008
Sure Start 11,657 11,361
Teachers Pay Reform 4,200 4,051
Other Educational Grants 8,083 12,075
Mental lliness Specific Grant 904 898
Preserved Rights 1,343 1,642
Social Services Access & Systems capacity 3,244 3,470
Other Social Services Grants 7,847 3,151
East Park 2,970 1,149
Gateway 15,692 9,437
New Opportunities Fund & HTYS 508 1,435
Neighbourhood Renewal Grant 6,058 7,681
Private Finance Initiative 1,483 376
Supporting People Programme 11,177 11,373
Intervention Grant 126 169
Other Grants 5,984 186

265,358 101,298
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Disclosure of deployment of Dedicated Schools Grant

Schools Budget Funded by Dedicated Schools Grant

Centr.al Individual Schools Total
Expenditure Budget

£000 £000 £000
Adjustment to finalised grant allocation (6,501,641) 6,501,641
DSG receivable for the year 10,650,046 130,048,954 140,699,000
Actual expenditure for the year (12,369,181) (128,780,430) (141,149,611)
(Over)/underspend for the year (1,719,135) 1,268,524 (450,611)
Planned top-up funding of ISB from Council resources 1,378,102 - 1,378,102
Use of schools balances brought forward - -
(Over)/underspend from prior year 341,033 4,734,240 5,075,273
(Over)/underspend carried forward to 2007/08 - 6,002,764 6,002,764

50.

The expenditure on schools is funded by grant monies provided by the Department for Education
and Skills, the Dedicated School Grant (DSG). DSG is ring fenced and can only be applied to
meet expenditure properly included in the Schools Budget. The Schools Budget includes
elements for a restricted range of services provided on an authority-wide basis and for the
Individual Schools Budget which is divided into a budget share for each school. The Council is
able to supplement the Schools Budget from its own resources (top-up) and this year the initial
allocation was £3,140,000.

Section 106

Planning obligations, also known as Section 106 agreements are typically agreements between
the Council and a developer negotiated in the context of granting planning consent.
Arrangements include contributions towards service provision and capital schemes such as
infrastructure and community facilities.

The total contributions expected to be received is £8.011m, of which the total received to date is
£710k.

The Authority is due money from developers on the Kingswood estate in future years totalling
£4 1m split as follows:

e Contribution of £3.7m towards the Council’s expenses in constructing, fitting out and
furnishing a new primary school. The payment is due once 1500 dwellings have been
constructed. The current build rate at the Kingswood development is 200 per year with
500 already been in place for Phase 1, meaning that the monies would be due around
2011. The developer has applied to vary the build rate and if this is agreed the condition
to trigger the payment would be met around September 2009.

e Contributions of £0.388m for various sports facilities/improvements due in three
instalments. The first is due no later than the occupation of the 650th dwelling, second
by occupation of the 1,300th dwelling and third and final instalment by the occupation of
the 1,500th dwelling.

e Contribution of £0.128m towards public transport costs supporting bus services. Due in
instalments, of a maximum of £50k per year.
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The Authority is also due £1.451m from developers regarding The United Church Schools Trust
split as follows:

£36k as a provision of open space at land situated at the former Grammar School on
Cottingham Road due two years following commencement of development or before
occupation of the first dwelling.

£5k towards possible off site community recycling facility if the number of dwellings
exceeds 50 and would become payable prior to occupation of the 51st dwelling.

£1.41m maintenance sums for the schools building and MUGA if scheme is offered to

the Council as no other suitable end user is found. Payment would be due after
occupation of the 25th dwelling.
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HOUSING REVENUE ACCOUNT

2006/07 Note 2005/06
£000 £000

Income
Rents

Dwelling Rents (Gross) 73,891 71,361

Non-Dwelling Rents (Gross) 1,845 1,822
Charges for Services and Facilities 799 803
Contributions towards Expenditure 2,589 3,368
Housing Revenue Account Subsidy Receivable (including 4,065 9 4,891
MRA)
Sums directed by the Secretary of State that are income - -
in accordance with UK GAAP
Total Income 83,189 82,245
Expenditure
Repairs and Maintenance 22,388 6 18,777
Supervision and Management 25,709 23,922
Rents, Rates, Taxes and Other Charges 756 839
Depreciation and Impairment 16,993 3,4 16,074
Debt Management Costs 114 228
Increase / (decrease) in provision for bad or doubtful (12) (57)
debts
Sums directed by the Secretary of State that are - -
expenditure in accordance with UK GAAP
Total Expenditure 65,948 59,783
Net Cost of HRA Services per Authority Income and (17,241) (22,462)
Expenditure Account
HRA services share of Corporate and Democratic Core 390 330
HRA share of other amounts included in the whole - -
authority Net Cost of Services but not allocated to specific
services
Net Cost of HRA Services (16,851) (22,132)
(Gain) or loss on sale of HRA fixed assets - -
Interest payable and similar charges 11,294 11,013
Amortisation of premiums and discounts 198 13 743
Interest and investment income (1,084) (1,044)
Pensions interest cost and expected return on pensions 344 529
assets
(Surplus) or deficit for the year on HRA services (6,099) (10,891)
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STATEMENT OF MOVEMENT ON THE HRA BALANCE

(Surplus) or deficit for the year on HRA services

Net additional amount required by statute to be debited or
(credited) to the HRA Balance for the year

Increase or decrease in the Housing Revenue Account Balance

Housing Revenue Account surplus brought forward

Housing Revenue Account surplus carried forward
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2006/07 2005/06
£000 £000
(6,099) (10,891)
5,733 3,198
(366) (7,693)
(24,489) (16,796)
(24,855) (24,489)
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Notes to the Housing Revenue Account

1. Housing Stock
The Council dwelling stock was as follows:-
31 March 31 March
2007 2006
Analysed by type:-
Houses and Bungalows
1 bedroom 2,621 2,654
2 bedroom 7,825 7,951
3 bedroom 10,049 10,352
4 or more bedrooms 1,381 1,426
21,876 22,383
Flats
1 bedroom 3,984 4,031
2 bedroom 2,445 2,464
3 or more bedrooms 226 228
6,655 6,723
Other 12 12
28,543 29,118
Analysed by age:-
Pre 1919 57 40
1919-1944 6,287 6,453
1945-1964 8,551 8,686
After 1964 13,648 13,939
28,543 29,118
2. Value of HRA Property
Non
Operational
Operational Assets Assets Total
Dwellings Equipment Land & Investments
Buildings
£000 £000 £000 £000 £000
Balance at 1st April 2006 678,700 116 2,333 681,914
Depreciation (16,179) - - (16,179)
Disposals (27,464) - - (27,464)
Impairment (829) - (7) (836)
Revaluation 84,674 - - 84,674
Additions 32,691 - - 32,691
Balance at 31 March 2007 751,593 116 2,326 754,800

The valuation indicated above for Council dwellings is calculated on the Existing Use Value -
Social Housing. This is a method based on continued occupation at rents below the level that

could be achieved in the open market.

The Vacant Possession value of the dwellings at 1 April 2006 was £1,594m. The difference

between this figure and the amount shown above indicates in the Government's view its

economic cost of supporting Council housing at below market rent levels.
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Council rents were subject to an increase of 4.89% for 2006-07.
Depreciation

The charges for Depreciation to the HRA for 2006/07

£'000 £'000
Operational Assets
- Dwellings 16,179
- Other Land & Buildings 113
16,292
Non-Operational Assets -
16,292

Dwelling depreciation - from 2006/07 the Council is using the Major Repairs Allowance (MRA) to
determine the depreciation for dwellings - previously depreciation was calculated on a historical
value basis (which was then adjusted to match the MRA figure to comply with accounting
policies). An adjustment is made within the accounts to negate the impact of the Other Land &
Buildings depreciation.

Impairment
Impairment of £0.836m has been charged to the HRA for the loss in value to the housing stock
for those dwellings demolished during the year. An adjustment is made within the accounts to

negate the impact of this charge.

Major Repairs Reserve Analysis

£°000 £°000
Balance Brought Forward at 1st April 2006 4,942
Funding Contributed to the Account in the Year 16,179
(Major Repairs Allowance)
Expenditure in the Year

Modern Homes Programme 20,928
- 20,928
Balance Carried Forward at 31st March 2007 193
Movement on Repairs Account
31 March 31 March

2007 2006

£°000 £°000
Balance at 1st April 2006 946 517
Contribution to Repairs Account 21,442 19,206
Expenditure (22,388) (18,777)
Balance at 31st March 2007 0 946

The Council's Building Services organisation under recovered its costs during 2006/07 and a
further charge of £1.16m was made to the Repairs Account. The under recovery was primarily
due to the winding down of Building Services pending the transfer of work to three new repairs
contractors from the 1st April 2007.
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Scheme Name

Modern Homes
Programme
Estate Layout
Footpaths
Garths
Regeneration
Schemes
Gipsyville
Regeneration
Schemes
Preston Rd
Regeneration
Schemes
Programme
Chronically Sick
& Disabled
Adaptations
Stock Reduction
North Hull
Planned
Maintenance
Equipment
Nth.
Bransholme
Environmental
Work
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Capital Expenditure Analysis

Expenditure Supported Capital Revenue M ajor Repairs Other Total Spend
Borrowing Receipts Contributions Reserve Funded
£'000 £000 £'000 £000 £'000 £000 £'000

26,433 5,505 - - 20,928 - 26,433

133 - - 123 - 10 133

1,015 - - 1,015 - - 1,015

4 - - 4 - - 4

463 - - 463 - - 463

9 - - 9 - - 9

1 - - 1 - - 1

2,429 - - 2,429 - - 2,429

1,165 - - 1,165 - - 1,165

200 - 200 - - - 200

1,431 - - 1,431 - - 1,431

48 - - 48 - - 48

136 - - 136 - - 136

33,467 5,505 200 6,824 20,928 10 33,467

Capital Receipts Analysis
Repayment of
Right to Buy  Right to Buy Right to Buy

sales discount Mortgage Principal Land Sales Total
£°000 £°000 £000 £000 £000
17,142 306 33 138 17,619

From 2004/05, a system of pooling for housing capital receipts was introduced - pooled receipts
are paid to the Government who use the money to support housing capital expenditure. This
ensures that the principle of redistribution of the spending power generated by such receipts is

achieved. 75% of receipts from Right to Buy Sales and 50% of Land Sales are pooled.
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Explanation of HRA Subsidy receivable for 2006/07

£'000 £'000
Housing Element
Assumed Expenditure
Management Allowance 18,251
Maintenance Allowance 29,508
Rent Constraint Allowance 210
Capital Charges 12,768
Major Repairs Allowance 16,179
76,916
Assumed Income
Guideline Rent Income (72,838)
Interest on Receipts (13)
(72,851)
Subsidy Figure Due for 2006-2007 4,065
Rent Arrears and Provision for Uncollectable Debts
31 March 31 March
2007 2006
£'000 £'000
Arrears at 31 March 4,782 5,055
Provision for doubtful debts 3,790 4,075

Sums directed by the Secretary of State — Transfers to the General Fund

The transfers to the General Fund from the HRA are for the contribution for the element of rent
rebate not funded by central government due to the level of Council rents being higher than the
Governments' rent limit (£1,142,000).

Contribution to Pension Reserve

The requirements of FRS17 are to show the cost of pensions earned in the year in the cost of
service lines, an adjustment to or from the pensions reserve is then required to bring the bottom
line charge against rents back to the amount of the employer’s contribution to the pension fund in
the year. The pensions liability for the year is £1.935m however the pension costs actually
charged to the HRA were £1.464m. Further information on the pension fund is shown in Note 42
to the main accounts.

Amortised Premiums

Premiums have been paid when the Council repaid certain loans early when restructuring its
debt. The cost of these payments has been spread over a number of years (amortised)
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14. Note to the Statement of Movement on the HRA Balance

2006/07 2005/06
£000 £000

Items included in the HRA Income and Expenditure
Account but excluded from the movement on HRA
Balance for the year

Difference between amounts charged to Income and - -
Expenditure for amortisation of premiums and discounts and
the charge for the year determined in accordance with statute

Difference between any other item of Income and Expenditure - -
determined in accordance with the SORP and determined in
accordance with statutory HRA requirements (if any)

Impairment of HRA fixed assets (702) (134)
Gain or loss on sale of HRA fixed assets - -
Net charges for retirement benefits in accordance with FRS 17 (1,935) (1,724)

(2,637) (1,858)

Items not included in the HRA Income and Expenditure
Account but included in the movement on HRA Balance
for the year

Transfer to/(from) Major Repairs Reserve

Transfers to/(from) Housing Repairs Account

Employer's contributions payable to the LGPS Pension Fund
Voluntary set aside for debt repayment -
Capital expenditure funded by the Housing Revenue Account 6,823 -

113) -
946) 429
464 1,302

_ o~~~

Sums directed by the Secretary of State to be debited or 1,142 3,325
credited to the HRA that are not income or expenditure in
accordance with UK GAAP

8,370 5,056

Net additional amount required by statute to be debited or 5,733 3,198
(credited) to the HRA Balance for the year

- 6] -



Kingston upon Hull City Council Statement of Accounts 2006/07

COLLECTION FUND

INCOME AND EXPENDITURE ACCOUNT

2,003 2,002
£000 £000 £000
Income
Income from Council Tax 60,796 56,633
Transfers from General Fund
- Council Tax benefits 22,054 21,009
- Transitional relief - -
- Discounts for prompt payment - -
Income collectable from business ratepayers 72,582 65,234
Contributions
- Towards previous year's Collection Fund deficit - -
- Adjustment of previous years' community charges 1 5
155,433 142,881
Expenditure
Precepts and demands
- Hull City Council 67,230 64,211
- Humberside Police 9,711 9,240
- Humberside Fire Authority 4,574 4,352
Business rates
- Payment to national pool 72,196 64,844
- Costs of collection 386 390
Bad and doubtful debts/appeals
- Write-offs (499) (1,359)
- Provisions 160 525
Distribution of previous year's estimated Collection Fund
surplus
- Hull City Council 500 1,000
- Humberside Police 41 107
- Humberside Fire Authority 19 73
154,318 143,383
Movement on fund balance 1,115 (502)
Balance brought forward at 1 April 2006 713 1,215
Balance carried forward at 31 March 2007 1,828 713
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Notes to the Collection Fund Account

Council Tax

Council Tax income derives from charges raised according to the value of residential properties,
which have been classified into 9 valuation bands for this specific purpose. Individual charges
are calculated by estimating the amount of income required to be taken from the Collection Fund
by Humberside Police, the Humberside Fire Authority and the Council for the forthcoming year
and dividing this by “the council tax base” — the total number of properties in each band adjusted
by a proportion to convert the number to a B and D equivalent and for discounts.

The Council Tax base for 2006/07 was 68,167 (68,088 in 2005/06) calculated as follows:

Chargeable Band D

Band Dwellings Ratio Equivalents

Disability A 81 5/9 45
A 67,278 6/9 44,852
B 18,054 7/9 14,042
C 7,718 8/9 6,860
D 2,905 9/9 2,905
E 783 11/9 957
F 186 13/9 268
G 36 15/9 60
H 10 18/9 19
Total 70,008
Less allowance for non-collection (1,841)
Tax Base for the calculation of Council Tax 68,167

The basic amount of Council Tax for a Band D property of £1,195.82 (£1,142.70 for 2005/06) is
multiplied by the proportion specified for the particular band to give an individual amount due.
Therefore, the total precept and demand used to set the Council Tax for 2006/07 was £81.515m
(68,167 dwellings multiplied by £1,195.82). This, plus the agreed distribution of previous year’'s
surplus of £0.560m gives total distribution from the Collection Fund to preceptors of £82.075m,
compared to income from Council Tax payers of £82.850m.

National Non-Domestic Rates (NNDR)

NNDR is organised on a national basis. As of 1 April 2005 the Government introduced a new
category of multiplier for small businesses. Local businesses now pay rates calculated by
multiplying their rateable value by their appropriate rate subject to the effects of transitional
arrangements.

For 2006/07 these rates are:

Non-Domestic rating multiplier 43.3p
Small Business Non-Domestic rating multiplier 42.6p

The Council is responsible for collecting rates due from the ratepayers in its area and pays the
proceeds into an NNDR pool administered by the Government. The Government redistributes
the sums paid into the pool back to Local Authorities’ General Funds on the basis of a fixed
amount per head of population.

The total non-domestic rateable value at 31 March 2007 fell slightly from £201.211m at 31 March
2006 to £201.160m. The 2005 list of revaluations was introduced on the 1 April 2005.
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Adjustments for Previous Years’ Community Charges

Although Council Tax replaced Community Charge on 1 April 1993, the Council continues to
account for residual adjustments in relation to the Community Charges raised in earlier years in
the Collection Fund. Community Charge arrears collected in 2006/07 amounted to just over
£0.001m.

Contributions to Collection Fund Surpluses and Deficits
The surplus arising from Council Tax transactions in 2006/07 will be distributed in subsequent
financial years to the Humberside Police Authority, the Humberside Fire Authority and the

Council in proportion to the value of the respective precepts and demands made by the Council
and the Authority on the Collection Fund.
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GROUP ACCOUNTS

GROUP INCOME & EXPENDITURE ACCOUNT

Continuing Operations

Central Services

Courts Services

Cultural, Environmental and Planning Services
Education Services

Highways, Roads & Transport Services
Local Authority Housing (HRA)

Other Housing Services

Social Services

Corporate and Democratic Core

Non Distributable Costs

Total of Continuing Operations

Discontinued Services

Exceptional Items not included in costs of specific services

Share of the operating results of associates

Share of exceptional items of associates not included in

operating result above

Net Cost of Services

(Gain)/loss on disposal of fixed assets
Precepts of local precepting authorities

(Surpluses)/deficits on trading undertakings not included in Net Cost of Services, including
dividends from companies not consolidated as subsidiaries, associates or joint ventures

Interest payable and similar charges
Share of interest payable of associates

Amounts payable into the Housing Pooled Capital Receipts

Interest and investment income

Share of interest and investment income of associates
Pensions interest cost and expected return on pensions assets
Share of pensions interest cost and expected return on pensions assets of associates

Taxation of group entities
Share of taxation of associates
Minority interest share of profits of subsidiaries

Net Operating Expenditure

Income from the Collection Fund including transfers to/(from) the Collection Fund

General government grants
Distribution from the non-domestic rate pool

(Surplus) / Deficit for the year

Restated
2006/07 2005/06
Gross Income Net Net
Expenditure Expenditure Expenditure
£000 £'000 £'000 £000
28,618 (25,166) 3,452 2,100
1,049 (562) 487 442
109,184 (42,528) 66,656 61,311
245,401 (215,447) 29,954 157,482
30,671 (11,011) 19,660 14,979
66,902 (82,670) (15,768) (18,014)
123,949 (106,295) 17,654 8,032
147,821 (49,217) 98,604 86,697
9,289 (390) 8,899 10,054
17,877 - 17,877 890
780,761 (533,286) 247,475 323,973
67 - 67 148
138,932 (147,861) (8,929) (5,995)
2,561 - 2,561 28,409
922,321 (681,147) 241,174 346,535
(1,669) 460
11 (36)
(3,656) (4,943)
19,107 19,715
4,045 3,375
12,794 12,214
(5,636) (6,579)
(80) (67)
7,280 11,009
(673) (48)
(4,082) (3,878)
(8) (7)
268,607 377,750
(67,730) (65,211)
(21,526) (168,085)
(107,398) (83,457)
71,953 60,997

- 65 -




Kingston upon Hull City Council Statement of Accounts 2006/07

RECONCILIATION OF THE SINGLE ENTITY SURPLUS / DEFICIT FOR THE
YEAR TO THE GROUP SURPLUS / DEFICIT

(Surplus) / deficit for the year on the the Authority Income and Expenditure
Account

Adjustments for transactions with other group entities

(Surplus) / deficit in the Group Income and Expenditure Account attributable to the
authority

(Surplus) / deficit in the Group Income and Expenditure Account attributable to
group entities (adjusted for intra-group transactions):

Directly Managed Funds

Ferens Endowment Fund (surplus) / deficit

Ferens Art Gallery (surplus) / deficit

James Reckitt Library Endowment Fund (surplus) / deficit

Subsidiaries

Hull & Goole PHA (surplus) / deficit

Hull Investment Ltd (surplus) / deficit

Hull Enterprise Ltd (surplus) / deficit

Associates

Kingston Communication (Hull) PLC (surplus) / deficit

Group Accounts (surplus) / deficit for the year

- 66 -

2006/07 2005/06
£000 £000

77,392 38,516
1,981 1,217
79,373 39,733
(286) (629)
58 58
(330) (229)
274 250
20 16
2 2
(7,158) 21,796
71,953 60,997
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GROUP STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

(Surplus) / Deficit for the year on the Income and Expenditure Account
Adjustment for minority interest share of profits of subsidiaries
(Surplus) / Deficit arising on revaluation of fixed assets

Actuarial (gains) and losses on pension fund assets and liabilities
Exchange movements

Issue of ordinary shares (net of issue costs)

Employee share schemes

Share premium arising on issue of new ordinary shares

Cash flow hedges

Any other (gains) and losses required to be included in the STRGL

Total recognised gains and losses for the year
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2006/07 2005/06
£000 £000

71,953 60,997
8 7
(76,064) (314,279)
(68,557) 28,149
(4) -
(4) (8)
(120) (231)
(28) (40)
(274) 74
(1,379) 818
(74,469) (224,513)
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GROUP BALANCE SHEET

Long Term Assets

Intangible Fixed Assets

Tangible Fixed Assets

Long-Term Investments
Investments in Associates and Joint Ventures
Other Long-term Investments

Long-Term Debtors

Deferred Premiums on Early Repayment of Debt

Total Long-Term Assets

Current Assets

Stocks and Work in Progress

Debtors

Provision for Bad and Doubtful Debts
Landfill Usage Allowances for 2006/07
Investments

Cash and Bank

Total Assets

Current Liabilities

Borrowing repayable on demand or within 12 months
Creditors

Bank Overdrawn

Total Assets Less Current Liabilities

Long Term Liabilities
Borrowing repayable within a period in excess of 12 months

Provisions

Deferred Liabilites

Government Grants - Deferred

Capital Contributions - Deferred

Deferred Credits

Deferred Discounts on Early Repayment of Debt
Liability Related to Defined Benefit Pension Scheme

TOTAL ASSETS LESS LIABILITIES
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Restated
2006/07 2005/06
£000 £000 £000

2,697 2,752
1,792,338 1,698,174
54,346 50,346
14,631 13,169
4,838 5,132
2,263 2,684
1,871,113 1,772,257
1,123 1,490
73,943 85,375
(11,289) (11,788)
716 806
55,366 92,750
2,546 3,313
122,405 171,946
1,993,518 1,944,203
(18,989) (3,716)
(64,379) (54,045)
(8,004) (10,875)
(91,372) (68,636)
1,902,146 1,875,567
(298,673) (312,852)
(2,100) (1,804)
- (4,722)
(74,965) (52,705)
(4,986) (4,789)
(193) (227)
(332,946) (384,654)
1,188,283 1,113,814
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GROUP BALANCE SHEET (Continued)

FINANCED BY:

Fixed Asset Restatement Account
Capital Financing Account

Usable Capital Receipts Reserve
Pensions Reserve

Major Repairs Reserve

General Fund balance

Housing Revenue Account balance
Collection Fund balance
Earmarked Reserves

Trust Fund Reserve

Levy Rebate Reserve
Restructuring Reserve

Legal Reserve

Profit and Loss Reserve

Group Balances and Reserves
Minority Interest

Total Balances and Reserves
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Restated
2006/07 2005/06
£000 £000 £°000

985,721 930,732
414,467 422,083
- 22,311
(332,505) (384,162)
193 4,942
4,034 7,406
24,855 24,489
1,828 713
24,669 26,227
30,827 28,946
61 30
13 26
5 6
34,491 30,506
1,188,659 1,114,255
(376) (441)
1,188,283 1,113,814
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GROUP CASH FLOW STATEMENT

Net Cash Inflow/(Outflow) from Revenue Activities
Dividends from Joint Ventures and Associates

Returns on Investments and Servicing of Finance
Cash outflows

Interest paid
Cash inflows

Interest received

Dividends received

Taxation

Cash outflows
Tax paid

Cash inflows
Tax credits

Capital Activities
Cash outflows
Purchase of fixed assets
Purchase of long-term investments
Other capital cash payments
Cash inflows
Sale of fixed assets
Sale of long-term investments
Capital grants received
Other capital cash

Acquisitions & Disposals

Net Cash inflow before Financing

Management of Liquid Resources
Net (increase) / decrease in short term deposits

Financing

Cash outflows
Loans repaid

Cash inflows
New loans raised
Reduction in investments

Increase / (Decrease) in Cash and Cash Equivalents
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Restated
2006/07 2005/06
£000 £000

49,094 16,507
2,252 1,465
(17,290) (19,638)
5,844 7,017
442 317
(11,004) (12,304)
(106,306) (103,936)
(495) (337)
(19,525) (147)
21,389 22,712
237 684
26,510 27,691
1,479 1,239
(76,711) (52,094)
(36,369) (46,426)
37,384 21,122
(4,364) (3,368)
4,987 20,003
467 -
1,090 16,635
2,105 (8,669)
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Notes to the Group Accounts
Introduction

A local authority group is the reporting authority and its subsidiary entities. The 2004 SORP
made substantial revisions to the group accounting requirements. These require local authorities
to consider all their interests and to prepare a full set of group financial statements where they
have material interests in subsidiaries, associates and joint ventures. Hull City Council has
interests in subsidiary entities and also two associate companies and so is required to prepare
group accounts in addition to the single entity financial statements.

All notes to the main financial statements should be restated for the group accounts where the
activities of subsidiaries, associates and joint ventures would add materially to the disclosures
made in the Council’s own accounts. It is considered that this is not the case for 2006/07, with
the exception of Note 2 to the main financial statements on prior period adjustments which is
restated as Note 2 to the group accounts. Notes 3 to 8 are required in addition to notes
produced for the main financial statements.

Prior Period Adjustments
Previous year’s figures shown for comparison have been restated for the following items:
SORP 2006

Changes have been made to the format of the financial statements and accounting policy as per
the SORP 2006. Note 2 to the main financial statements refers.

Kingston Communications (Hull) PLC

The statement of accounts for Kingston Communications (Hull) plc has not yet been published
and therefore figures are unavailable for consolidation into the Authority’s group accounts. The
2005/06 comparators have therefore been restated to remove Kingston Communications related
figures.

Combinations Occurring in the Financial Year

No combinations have been made to the group in respect of acquisitions and mergers during
2006/07, however the group accounts for this financial year have been adjusted to incorporate
the Authority’s interest in Hull Business Development Fund which was omitted from the 2005/06
accounts.

Subsidiaries
The following subsidiaries have been included in the consolidation of the group accounts:

Hull & Goole Port Health Authority

Six Hull City Council members are appointed to the board of the Port Health Authority, which
compromises a total of eleven members. Other Councils represented on the board are the East
Riding of Yorkshire Council, North Lincolnshire Council and Selby District Council. The Authority
is responsible for the provision of a wide range of environmental services to the ports of Hull and
Goole on the Humber estuary.

Hull Investment Limited
An investment company controlled wholly by the Council, granting loans to businesses within the
boundaries of Kingston upon Hull for the purposes of generating and protecting employment.

Hull Enterprise Limited

A company controlled wholly by the Council whose principal activity is to assist, promote,
encourage and secure the physical and economic development and regeneration of the whole or
part of Kingston upon Hull.

No subsidiaries have been excluded from consolidation into the group accounts.
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Associates and Joint Ventures

Kingston Communications (Hull) PLC
The Council held 30.6% of the ordinary shares of Kingston Communications (Hull) PLC at 31
March 2007 and thus should be accounted for as an associate.

The principal activity of the company consists of the running, operating, managing and supplying
of telecommunications systems and related services. The Council’s liability in relation to the
financial commitments and liabilities of the associate is limited to its investment in the company.

The Council’s share of the turnover of the associate exceeds 15% of the turnover of the group for
2006/07, therefore the following disclosure is required by FRS 9:

31 March 31 March
2007 2006
£°000 £°000
Council's Share of Turnover (147,858) (141,934)
Share of Assets
Share of Fixed Assets 122,364 106,075
Share of Current Assets 39,187 38,234
161,551 144,309
Share of Liabilities
Current Liabilities (42,300) (45,693)
Liabilites Due in More Than One Year (64,906) (48,270)
(107,205) (93,963)
Council's Share of Net Assets 54,346 50,346

Hull Business Development Fund Limited

The Council also has an associate interest in Hull Business Development Fund Ltd, having the
right to appoint two members to a board of ten Company Directors. The net assets of this
company per the last published accounts were £9,000 and we have not therefore consolidated
on the basis of materiality.

Adjustments Made to the Council’s Financial Statements

In preparing the group accounts, adjustments have been made to the single entity statements to
consolidate trusts funds directly managed by the Authority. The following three trust funds are
regarded as being material to the group accounts:

Ferens Endowment Fund
This fund is applied towards the cost of maintenance, upkeep and annual expenses of the
Ferens Art Gallery and the cost of acquiring works of Art to add to the permanent collection.

Ferens Art Gallery
Ferens Art Gallery was built in 1927 from monies held in trust for the exhibition of works of art in
perpetuity.

James Reckitt Library Endowment Fund

This fund is applied towards the running costs of the James Reckitt Library, with any surplus
used to provide funds for the upkeep of the general libraries’ budget, including maintenance of
book stocks and buildings of all the Council’s libraries in the east of the city.

The remaining trust funds managed by the Authority have been excluded from consolidation

because they are not considered to be material to the group accounts. Details of these can be
found in Note 40 to the main financial statements.
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Details of Related Businesses & Companies

Hull & Goole Port Health Authority

The Port Health Authority is responsible for the provision of a wide range of environmental
services to the ports of Hull and Goole on the Humber estuary. These services include, amongst
others, the inspection of cargoes landed at the two ports, overseeing the inspection of persons
from abroad who may require medical treatment, undertaking the inspection of vessels landing at
the ports for vermin, enforcement of anti-rabies controls, investigation of any pollution incidents
or complaints occurring at the ports and the enforcement of food labelling legislation on products
from overseas.

Hull City Council provides 70% of the annual levy to finance the Authority. The Council’s
contribution was £0.307m in 2006/07. The Council also performs fish inspections on behalf of
the Authority and provides support services such as accountancy, legal, audit and payroll
services, for which the Authority was charged a total of £0.042m in 2006/07.

Six Hull City Council members are appointed to the board of the Port Health Authority, which
comprises a total of eleven members. Other Councils represented on the board are the East
Riding of Yorkshire Council, North Lincolnshire Council and Selby District Council. As the
Council has the majority of voting rights on the board, the company is included as a subsidiary in
the group accounts.

The Authority’s net liabilities were £0.827m as at 31® March 2007, and £0.971m as at 31% March
2006. The operating result of the Authority was a surplus of £0.033m for 2006/07 and £0.016m
for 2005/06. The Authority owed £0.007m to the Council as at 31% March 2007 in respect of fish
inspections and support services. The Council is committed to meeting 70% of the accumulated
deficits of the authority.

The 2006/07 accounts of the Authority can be obtained from the Treasurer, c/o The Guildhall,
Alfred Gelder Street, Hull, HU1 2AA. The audit opinion on the accounts is outstanding at the
date of publication.

Hull Investment Limited

An investment company granting loans to businesses within the boundaries of Kingston upon
Hull for the purposes of generating and protecting employment. The company is controlled
wholly by the Council and so is included as a subsidiary in the group accounts. The Council
provided a variable rate loan of £0.938m to finance the company at start-up and this is due for
repayment on 31% March 2009. This outstanding debt has been written down to a value of
£0.388m in the Council’'s accounts to reflect losses incurred by the company in previous years.
This amount is included in Long Term Debtors in the Balance Sheet.

Employees of the Council are engaged in assessing loan applications, preparing the legal
documentation in respect of successful applications and maintaining the accounting records of
the company. No charge is made for these services.

The company’s net liabilities were £0.606m as at 31% March 2007, and £0.592m as at 31% March
2006. The operating result of the company was a loss of £13,996 for 2006/07 and £9,112 for
2005/06. The company owed £0.938m to the Council as at 31% March 2007 in respect of the
outstanding loan. The company was charged £7,036 in loan interest for the year and a total of
£22,332 of loan interest is owed to the Council as at 31% March 2007. The company is limited by
guarantee, and so the Council’s liability is limited to the company’s outstanding debt to the
Council.

The 2006/07 accounts of the company can be obtained from the Chief Financial Officer / S151
Officer, Hull City Council, The Guildhall, Alfred Gelder Street, Hull, HU1 2AA. The audit opinion
on the accounts is outstanding at the date of publication.

Hull Enterprise Limited

A company, whose principal activity is to assist, promote, encourage and secure the physical and
economic development and regeneration of the whole or part of Kingston upon Hull. The
company is controlled wholly by the Council and so is included as a subsidiary in the group

-73-



Kingston upon Hull City Council Statement of Accounts 2006/07

accounts. The Council provided a variable rate loan of £0.087m to finance the company at start-
up and this is due for repayment on 31% March 2009. This outstanding debt has been written
down to a value of £0.057m in the Council’s accounts to reflect losses incurred by the company
in previous years. This amount is included in Long Term Debtors in the Balance Sheet.

The company is currently dormant, although employees of the Council are still engaged in
maintaining the accounting records of the company. No charge is made for these services.

The company’s net liabilities were £0.034m as at 31% March 2007, and £0.033m as at 31% March
2006. The operating result of the company was a loss of £1,072 for 2006/07 and £1,561 for
2005/06. The company owed £0.087m to the Council as at 31% March 2007 in respect of the
outstanding loan. The Council resolved not to charge the company any loan interest for 2006/07.
A total of £2,513 in respect of previous years’ loan interest is owed to the Council as at 31%
March 2007. The company is limited by guarantee, and so the Council’s liability is limited to the
company’s outstanding debt to the Council.

The 2006/07 accounts of the company can be obtained from the Chief Financial Officer / S151
Officer, Hull City Council, The Guildhall, Alfred Gelder Street, Hull, HU1 2AA. The audit opinion
on the accounts is outstanding at the date of publication.

Kingston Communications (Hull) PLC
The principal activity of the company consists of the running, operating, managing and supplying
of telecommunications systems and related services.

The Council held 30.6% of the ordinary shares of Kingston Communications (Hull) PLC during
the financial year. This shareholding provides the right to appoint two members to a board of ten
Company Directors. The company is included as an associate on the group accounts.

The shares are held in the Council’'s accounts at a historical value of £19.215m, equivalent to
157,499,999 shares at £0.122 per share. This amount is included in Long Term Investments in
the Balance Sheet. The closing mid-point market price of the shares on 31st March 2007 was
77.75p, while the high and low closing mid-point share prices during the year were 84.5p and 48p
respectively.

The company’s net assets were £177.601m as at 31 March 2007, and £164.530m as at 31"
March 2006. The operating result of the company for 2006/07 was a profit of £10.052m before
taxation and a profit of £23.391m after taxation. The operating result of the company for 2005/06
was a loss of £83.626m before taxation and a loss of £71.232m after taxation. The Council’s
commitment to meet the accumulated deficits of the company is limited to it's investment in the
company.

The Council received £2.252m in dividends from the company in 2006/07. There are no amounts
owing or owed between the Council and the company as at 31° March 2007.

The 2006/07 accounts can be obtained from the registered office of the company at 37 Carr
Lane, Hull HU1 3RE, and from the company’s website at www.kcom.com. There was no
qualification to the audit opinion in respect of the accounts.

Hull Business Development Fund Limited

This is a not-for-profit company, limited by guarantee, administered by the Hull and Humber
Chamber of Commerce to provide a range of business and financial support to companies
operating or investing within the Hull area.

The Authority provides grant funding to the scheme under a contractual arrangement of up to
£3m. The Council has the ability to appoint two out of eight directors to the Board and the Fund
is therefore an associate company to the Council.

The company’s net assets per the last published accounts at 30" September 2006 were £8,880,
having made a surplus for the year of £2,495 prior to taxation.
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The latest accounts can be obtained from the registered office of the company at Hull and
Humber Chamber of Commerce, 34-38 Beverley Road, Hull, HU3 1YE.

Kingstown Works Limited

Kingstown Works Limited is a wholly owned Council company, incorporated during 2006/07 to
commence trading with effect from 1% April 2007. The purpose of the new company is to
undertake building services repairs and improvements. The company has been awarded a
significant contract with the Council commencing 1% April 2007.

The company owed Hull City Council £100,000 at the Balance Sheet date for a cashflow loan

advanced in February 2007. This amount was drawn down under a guaranteed loan agreement
for a maximum of £6M dated 2™ February 2007.
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Reconciliation of the Net Surplus/Deficit on the Group Income and Expenditure Account to

the Operating Activities Net Cash Flow

Surplus / (Deficit) for the year

Adjustments for transactions with other group entities
Adjustments for surplus / (deficit) attributable to associates
Non-cash transactions

General Fund depreciation and impairment

HRA depreciation

Government Grants Deferred amortisation

Write-downs of deferred charges to be financed from capital
resources

Gain or loss on disposal of fixed assets

FRS 17 Adjustment

Contributions to/(from) Collection Fund

Provisions set aside in the year

Deferred premiums and discounts written-off

Adjustment for minority interest share of profits of subsidiaries
Items on an accruals basis

Decrease/(increase) in stock

Decrease/(increase) in debtors

Increase/(decrease) in creditors

Items included in another classification in the cash flow
statement

Dividends received
Interest paid

Investment interest

Net cash flow from revenue activities

-76 -

Restated
2006/07 2005/06
£'000 £'000

(71,953) (60,997)
2,252 1,465
(7,158) 21,796
47,640 22,102
16,291 15,940
(5,663) (2,989)
11,637 8,185
(1,652) 460
18,185 7,457
1,115 (502)
296 (991)
421 965
(8) (7)
367 (3)
12,060 (3,900)
16,512 (3,313)
(2,694) (1,782)
17,290 19,638
(5,844) (7,017)
49,094 16,507
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STATEMENT ON INTERNAL CONTROL
Scope of Responsibility

Hull City Council (the Council) is responsible for ensuring that its business is conducted in
accordance with the law and proper standards, and that public money is safeguarded, properly
accounted for, and used economically, efficiently and effectively. The Council also has a duty
under the Local Government Act 1999 to make arrangements to secure continuous improvement
in the way in which its functions are exercised, having regard to a combination of economy,
efficiency and effectiveness.

In discharging this overall responsibility, the Council is also responsible for ensuring that there is
a sound system of internal control which facilitates the effective exercise of the Council’s
functions and which includes arrangements for the management of risk.

This Statement is a corporate document signed by the Chief Executive and the Leader and
involving senior officers and Elected Members of the Council charged with governance and the
delivery of services. An officer group exists to compile the Statement, to identify the sources of
assurance and to review and challenge the effectiveness of these arrangements. This group is
chaired by the Monitoring Officer and is supported by key Heads of Service and officers from
Business Risk Management. Group members represent relevant areas including responsibility
for partnerships.

The Purpose of the System of Internal Control

The system of internal control is designed to manage risk to a reasonable level rather than to
eliminate all risk of failure to achieve policies, aims and objectives; it can therefore only provide
reasonable and not absolute assurance of effectiveness. The system of internal control is based
on an ongoing process designed to identify and prioritise the risks to the achievement of the
Council’s policies, aims and objectives, to evaluate the likelihood of those risks being realised
and the impact should they be realised, and to manage them efficiently, effectively and
economically.

The system of internal control has been in place at the Council for the year ended 31* March
2007 and up to the date of approval of the annual accounts and, except for the details of
significant internal control issues at section 5, accords with proper practice.

The significant internal control issues reported in the Statement on Internal Control for the year
ended 31% March 2006 are being addressed. Where the implementation of previously identified
required actions extends beyond one accounting period, these are re-stated at section 5.

The Internal Control Environment
Key elements of the Council’s internal control environment are described below.
Establishing and monitoring the achievement of the Council’s objectives

The Corporate and Performance Plan sets out the broad strategic direction, priorities and targets
for the Council over a 3 year horizon. It shows how the Council ensures a common thread runs
through all its key plans and strategies. The long term goal of the Council is to play its part in
delivering Community Strategy ambitions. The Council also aims to ensure that its services
begin to impact on three Priority Audiences identified by the Community Strategy. The Corporate
Plan includes an action plan based around five council-wide priorities that align with the
Community Strategy ambitions.

The Council is transforming how it delivers its services and focused on 7 major programmes that
formed the basis of the Improvement Plan for 2006/07. This includes the Children and Young
People’s Plan which supports a Priority Audience in the Community Strategy, and whose themes
link directly to the corporate priorities. The Improvement Plan addressed the key means of
delivery through movement to the target operating model and also customer access, local
delivery, value for money services — a step change in the way services are delivered to the young
and to tenants.
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The Council’s Strategic Risk Register sets out the risks to achieving corporate objectives. These
risks are managed by Service Heads who provide monitoring information to the Corporate
Strategy Team (CST). The strategic risks are regularly reviewed to ensure continued relevance
of the risk register to corporate objectives. The monitoring arrangements facilitate the regular
review of risk management effectiveness.

Facilitation of policy and decision making

The Council has agreed a Constitution which sets out how it operates, how decisions are made
and the procedures to follow to ensure that these are efficient, transparent and accountable to
local people. Some of these processes are required by law while others are a matter for the
Council to choose.

The Constitution comprises separate sections setting out the roles and responsibilities of different
parts of the Council and provides rules and protocols governing how the Council should conduct
its business including decision making and delegations.

The Constitution is an important point of reference for everyone who works for and with the
Council. It also explains to our customers and partners the basic structure of the Council and how
they can become involved and it is available on the intranet and internet.More detailed
procedures, protocols and Codes of Practice are provided in supplemental documents to the
Constitution.

The Constitution is updated as necessary with the most recent review being approved by Council
in September 2006. Previous reviews took place in Feb 2006 and October 2005 prior to which a
fundamental review was undertaken in June/July 2005. A further review is currently being
undertaken and will be considered at the Council meeting in June 2007.

The Monitoring Officer prepares an Annual Report for Cabinet, CST and the Standards
Committee which highlights the work of the Monitoring Officer and instills firm governance
arrangements and ethical standards across the Council.

The review of policies and decisions is within the remit of various Scrutiny Commissions and the
Standards Committee.

Ensuring compliance with established policies, procedures, laws and regulations

Senior Managers are responsible for ensuring compliance with policies, procedures, laws and
regulations and for establishing and maintaining appropriate controls, as set out in the Council’s
Constitution.  Arrangements are in place, in respect of recruitment, development and
performance frameworks, to ensure that services are delivered by trained and experienced
people. Posts are supported by job descriptions, the format and standard of which have been
reviewed as a result of job evaluation implementation.

It is the role of the Monitoring Officer to ensure compliance with established policies, procedures,
laws and regulations and to report to the full Council if it is considered that any proposal, decision
or omission would give rise to unlawfulness or maladministration. Every Council report and
decision record contains the comments of the statutory officers including the Monitoring Officer.
The Monitoring Officer has established a Corporate Governance Team to add extra resource and
capacity to ensure proper corporate governance.

Reporting procedures have been established with the Council’'s Standards Committee and the
Financial Management and Audit Overview and Scrutiny Commission which are set out in an
agreed protocol to ensure monitoring and review takes place in respect of established policies,
procedures, laws and regulations.

In accordance with the Accounts and Audit Regulations and to assist the s151 Officer in the
discharge of his duties, the Council maintains an Internal Audit Service which operates to the
standards set out in the ‘CIPFA Code of Practice for Internal Audit in Local Government in the
United Kingdom’. Internal Audit review and test the Council’s control environment in accordance
with its agreed Strategy and Plan which is focussed upon the Council’s key risks and for which
the overall conclusions and opinion on the adequacy of controls are presented in an annual
report.
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Heads of Service provide periodic assurance statements on their risk management and internal
control arrangements. The Statement on Internal Control (SIC) Working Group has reviewed the
completion of these statements for the financial year 2006/07 alongside a more detailed
challenge process for identified key areas.

The Council has an objective and professional relationship with external auditors and statutory
inspectors. The Annual Audit letter summarises the conclusions and significant issues arising
from recent external audits and inspections of the Council.

Identifying, assessing and managing the risks to the Council’s objectives

The Council has had a register of its strategic risks since 2004 which is kept under review to
establish that the risks continue to be relevant to corporate objectives.

The Financial Management and Audit Overview and Scrutiny Commission scrutinise the risk
management function in line with the agreed Policy Statement and Strategy. The Commission
receives regular updates, including progress with the management of strategic risks, and an
annual report on risk management (referred on to Cabinet and full Council) from the Corporate
Risk Manager and it reviews the effectiveness of risk management generally.

The Leader of the Council and the Director of Finance are the Council’'s Elected Member and
Senior Officer risk management champions. The Corporate Strategy team is accountable for the
effective implementation of the Risk Management Policy Statement and Strategy approved
annually by Cabinet.

Heads of Service have completed statements on the effectiveness of risk management and
internal control arrangements during 2006/07 and at the year end position. The Statement
provides for details to be recorded in respect of changes and improvements to such
arrangements.

Report writers are specifically required to discuss the risks of options presented in reports, and
for key decision reports to rank the significance of the risks and record potential actions for
managing them.

The Council's project management approach and partnership working framework require and
offer guidance on the active management of risks pre implementation and during the life of the
project or partnership. These tools are constantly developed in response to identified needs.

The Council continues to improve its emergency and business continuity planning arrangements
in compliance with the requirements of the Civil Contingencies Act. The Council works in
partnership through a joint arrangement with the Humberside Emergency Planning Service which
has achieved Beacon Status for emergency planning.

The Monitoring Officer and Head of Workforce Strategy have quarterly meetings with a finance
representative in relation to contingent liabilities in respect of employment claims.

Ensuring the economical, effective and efficient use of resources and for securing Best
Value and continuous improvement

The Council seeks to ensure that resources are used economically, efficiently and effectively
through its service planning, financial planning and developing performance management
processes which are set out in the recent Value for Money Strategy. Best Value Performance
Indicators are produced and provide an indication of the use of resources against national
benchmarks.

The Council has seen an improvement in its score for the VFM theme within the Comprehensive
Performance Assessment (CPA) Use of Resources framework. By working on the principles
outlined in this theme, the Council's VFM strategy is being implemented and it is improving its
performance in creating better value for local residents. One of the elements of the strategy has
led to the creation of value for money scorecards comparing the performance and cost of specific
services against other similar Councils. Many services now undertake benchmarking exercises
in this way to help identify good practice.
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Performance scorecards have focused attention on corporate areas requiring improvement such
as sickness absence management and procurement processes. The majority of services now
have continuous improvement groups led by local management, whose role is to identify
efficiencies and drive change within the service.

The Improvement service has started to lead on a range of Value for People (VFP) reviews that
are based on the best Value review principles. Such reviews have initially focused on internal or
shared services in order to maximise the efficiencies for re-use in supporting the front line. The
Improvement Plan for the Council is also focused on process improvement, through enabling
more services to be provided where the resident is based (e.g. local area or customer service
centre) rather than in a centralised office.

The Council produces an Annual Efficiency Statement in line with requirements that identifies
how the Authority will seek to secure efficiency in line with the ‘Gershon’ recommendations. The
statement identifies opportunities for efficiency from a range of areas including the budget
planning process, local initiatives, and improved performance which is achieved without extra
cost. Service Delivery Plans are required to identify efficiency savings targets at a business level
across the Council.

The Council's Procurement Strategy and Toolkit aim to facilitate procurement improvements
through clearer corporate processes underpinned and supported by professional procurement
officers and through the use of category management principles. Training is being provided on
the Council’'s Contract Procedure Rules (CPRs) and contract management training is planned.
Quarterly reports are presented to the Financial Management and Audit Overview and Scrutiny
Commission on a range of procurement developments and issues. Quarterly reports are also
provided to the Performance and Finance Committee on procurement compliance matters.

Financial management of the Authority

The financial management of the Council is conducted in accordance with the Constitution
(incorporating Financial Procedure Rules). A permanent appointment to the position of Director
of Finance / S151 Officer was made in early 2006/07.

The Council has in place a Medium Term Financial Plan (MTFP) which identifies financial issues
facing the Council over a three year planning horizon. The MTFP is linked with corporate
planning and the development of community and partnership working. This is to enable the
alignment of the Council’s resources with the priorities of the City by revising budgets to meet
priorities whilst ensuring overall expenditure is contained and sustainable. The budget for
2006/07 was set within this medium term framework and included a risk assessment process.

Budgets are managed by budget owners and supported by budget operators in accordance with
Financial Procedure Rules. They receive monthly budget monitoring reports and their year-end
projections are used to formulate the strategic budget monitoring reports submitted to CST and
on a regular basis to Cabinet and to the Financial Management and Audit Overview and Scrutiny
Commission.

Support to operational managers on financial issues is provided by finance teams assigned to
service areas (but accountable to the Director of Finance). Further clarification of financial roles
and responsibilities of operational areas has been provided alongside the support that will be
given by the Corporate Finance function. This has included formal training to a number of areas
across the Authority.

Performance Management of the Authority

The Council reports publicly on performance through the Best Value Performance Plan and the
Statement of Accounts; this year these will be combined in an Annual Performance and Finance
report. This year's performance information contains a review of the CPA service block
assessment measures as well as best Value Performance Indicators (BVPIs); these CPA
measures are critical in determining the Council’s overall CPA score and therefore form part of
the regular reporting cycle.
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The Performance Management Framework continues to guide the process for planning,
reviewing and improving performance through service delivery plans, scorecards, performance
clinics, plus team and staff development arrangements.

Executive Directors, Scrutiny and the Cabinet Committee on Performance and Finance continue
to monitor performance improvement through monthly briefings; these briefings are based on a
set of strategic measures that include ‘at risk’ or under-performing measures plus the year’s
‘customer promises’. This information is collated through quarterly balanced scorecards that
each service completes; a new on-line information system is being finalised so that information
need only be input once and then used many times.

Review of Effectiveness

The Council has responsibility for conducting, at least annually, a review of the effectiveness of
the system of internal control. This is informed by the work of Business Risk Management’s
Internal Audit Service, service level and corporate managers across the Council who have
responsibility for the development and maintenance of elements of the internal control
environment, and also by comments made by external auditors and other review agencies and
inspectorates. The sources of assurance have been collated and reviewed by the Statement on
Internal Control (SIC) Working Group.

External Audit and Inspection

The Council’'s external auditors carry out a programme of work each year to assess the
adequacy of the control environment in place. The Annual Audit and Inspection Letter provides
an overall summary of the Audit Commission’s assessment of the Council drawn from their audit
activity and a wider analysis of performance and improvement through the Comprehensive
Performance Assessment (CPA) framework. The Council is taking action in response to
concerns raised.

The Audit Commission’s overall judgment, reported in February 2007, classified the Council as
‘two star’ in its current performance under the corporate assessment and ‘improving adequately’.
It acknowledged the Council’s positive direction of travel as contributing to the Council moving
out of formal engagement with the Government. Within this, the Use of Resources assessment
recognised the improvements being made but which need to become further embedded in
routine operations.

Positive assurance has been given in respect of overall improvements in the Council’s financial
and service performance although there are particular areas where performance remains
comparatively low and these are being addressed. They include the areas of planning, Decent
Homes and Waste and for which improvements are being put in place.

In addition to the sound performance management framework, there is recognition of the
Council’'s progress in respect of notable practice. This includes improvements made to grant
claims processes and also the partnership toolkit in which the Council has been a forerunner.
There is also recognition of developments in internal control arrangements, risk management
embedding and the commitment to and development of improved VFM processes.

In its first Joint Area Review (JAR) the Council received recognition of its good work with partner
organisations to deliver services to children and young people in Hull. The Audit Commission’s
Housing Inspection concluded it to be a fair service with positive comments in customer access
and choice. However the lack of strategic approach and utilisation of outcomes from customer
involvement were identified for improvement.

The Council has also commissioned external reviews on asset management issues to provide a
position statement of where the Council currently stands in its progress with the implementation
of corporate asset management and to identify areas for potential improvement to assist in
focussing development work.

Director of Finance

The Council’'s budget monitoring arrangements have been further reviewed with improvements in
reporting to managers and focussed support and training for areas of higher risks. The final
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budget outturn was in line with that projected during the last quarter monitoring reports to
members.

Assurance is provided by finance officers in respect of their ongoing involvement, support and
advice to managers on aspects of service and project delivery. Finance officers also work
alongside Internal Audit in obtaining assurances in respect of significant group activities.

Internal Audit provides an annual assurance report to the Director of Finance and senior officers
and Members on internal controls across the Council based upon the work undertaken in the
year. On the basis of their review of the Council’'s fundamental and corporate systems for
2006/07, overall the Council’s internal control environment has continued to improve. However,
there are a number of areas where further improvement is still required and in particular cases,
whilst systems and processes have developed, the outcome is not yet of a sufficient standard to
move from the lower audit opinion categories. Plans are in place to address the audit
recommendations (section 5 refers). As with any system of internal control, the audit opinion can
only provide reasonable and not absolute assurance that assets are safeguarded, that
transactions are authorised and properly recorded and that material errors or irregularities are
either prevented or would be detected within a timely period.

The work of Internal Audit is regularly reviewed by the Council’s external auditors who seek to
place reliance upon the work undertaken to support the discharge of their statutory duties. In
their last review of Internal Audit, they concluded that 'Overall, we are satisfied that, apart from
some minor points..., the Council has appropriate constitutional and management arrangements
in place for its internal audit service. In addition we have also been able to place reliance this
year and the quality and context of Internal Audit's fundamental systems work to discharge
elements of our statutory duties’. In 2006/07 the Audit Commission will seek to continue to place
reliance on the work of Internal Audit activity.

The Accounts and Audit Regulations require the effectiveness of Internal Audit to be regularly
assessed. A self assessment against the Cipfa Code of Practice standards is being undertaken
and will be reviewed and challenged by the SIC Working Group.

The approved Corporate Risk Management Strategy for 2006/07 set out the Council’s risk
management arrangements including roles and responsibilities. An annual report on the
framework and the strategic risks is presented to Council. The changing and evolving Council
structures and processes increase the importance of risk management principles and tools and
the further development of the framework and its application will be subject to review during
2007/08.

Monitoring Officer

The Monitoring Officer's Annual Report to the Standards Committee actively promotes the
importance of a good governance and ethical framework towards underpinning service
improvement and highlights the role of the Monitoring Officer and the Standards Committee
specifically in overseeing continuous improvement in standards and governance. The Standards
Committee has a robust work programme which is directly aligned to the needs of the Council as
identified by stakeholders, including Members and Officers. The main issues have been
identified which the Council needs to concentrate on over the next year and these issues are
reflected in the Standards Committee’s current work programme and the on-going work of the
Monitoring Officer. In particular the Committee will be focussing on the new Member Code of
Conduct which has recently been issued. Analysis of control and performance management
measures enables the Council to demonstrate significant progress in member/officer behaviour
and relations, and other issues key to the ethical agenda.

Heads of Service

Heads of Service gave assurances through signed statements as to the effectiveness of risk
management and internal control arrangements within their own service areas for 2006/07.
Overall these statements confirmed compliance with internal control and risk management
arrangements with some improvement areas identified. The Statements have been reviewed by
the SIC Working Group as part of the overall assurance matrix.
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Corporate Assurance

A number of corporate functions have developed their assurance roles during 2006/07. In
respect of the Corporate Procurement function compliance issues are regularly reported and of
particular note is the improvement in the level of use of Oracle i-procurement processes for non-
pay expenditure. In addition, Procurement Officers also test compliance for higher value
procurements. The training currently being delivered and planned should further underpin
compliance improvements with corporate processes.

During 2006/07 the Council established a Partnership Unit to provide an overview of partnership
working within the Council to drive the governance and performance arrangements for key
partnerships. This includes the development and maintenance of a partnership database in
which all key partnerships have been identified. Training is also provided by the Unit and for
which the Partnership Toolkit is a key element. There has been an annual assessment of
progress undertaken by the Unit and which draws upon a self assessment of all partnerships.
This assurance activity must be viewed alongside the work undertaken by Internal Audit. Such
reviews assist in directing future improvements and key areas of focus.

The Council’'s improvement officers have, during 2006/07, responded to requirements around
data quality — including the development of a policy - and have conducted a self assessment
which has identified areas of development. In respect of Best Value Performance Indicators the
corporate lead on this has helped to consolidate improvements made in data collection and
evidencing.

Significant Internal Control Issues

The Council seeks to continuously improve performance and to take action on recommendations
made by both internal and external agencies. The SIC Working Group, chaired by the Monitoring
Officer, will continue to develop the Council’s underlying assurance framework and ensure
progress on significant internal control issues is monitored and delivered on an ongoing basis.

The following provides an update on previously identified areas for improvement.

2005/06 Issues

2006/07 Update

Grant Claims

Further actions identified to
strengthen quality assurance
processes:
e Detailed project and planning
work in high risk areas
* Review of audit certification
feedback

The Audit Commission have
indicated the claims preparation,
co-ordination and monitoring have
improved considerably and may
now be regarded as demonstrating
good practice.

Accounts
Closedown

The effectiveness of the approach in
2005/06 needs to be reviewed
following the external audit process in
order to inform future developments in
this area.

The Action Plan developed in
response to issues raised from the
2005/06 closedown process has
been used as a framework for
2006/07.

Key Areas of
Internal
Control

Implementation of new and re-defined
systems, structures and processes for
key areas of internal control require
refinement and embedding to ensure
they are up to date and accurate and
thereby providing robust data and
information in areas of:

e Human Resources

e  Financial Management and

Reporting
e Asset Management

Future maintenance of these key
systems is necessary to ensure
records remain accurate and
complete

Human Resources (Payroll):
Issues on the robustness of certain
aspects of the internal control
environment are being reviewed
and addressed.

Financial Management and
Reporting:

There are improved processes for
bank reconciliation processes. With
regard to budget monitoring
arrangements surrounding the
framework and associated tools
have been developed and their
embedding is being supported by
finance officers.
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2005/06 Issues

2006/07 Update

The adult services overspend was
identified in the early part of the
year and a recovery plan developed
for repayment over current and
future financial years as part of the
MTFP.

Asset Management:

Progress has been made and is
continuing to underpin the required
improvements in asset
management and control.
Recommendations from external
reviews have provided focus for
future developments.

Significant additional internal control
issues identified in 2006/07
requiring improvement include:

e Continuing to increase
Council-wide compliance
with procurement
processes

¢ Review of service income
and integrated debt
management arrangements

e Contract management

issues
Assurance Quality assurance mechanisms and The s151 and Monitoring Officer
Framework effective management reporting and assurance framework has been
accountability on the internal control piloted through the SIC Working
environment through the re-defined Group to underpin the production of
s151 arrangements needs to be fully | this statement. Plans are in place
implemented and integrated with to roll this assurance mechanism
other existing and developing out to all service areas in 2007/08
elements of the Council’s assurance to replace the Assurance
framework Statements.
Development of Robust internal Future assurance sources should
controls and management checks take account of customer feedback.
should be an integral part of
performance review processes.
All Managers must be clear of their
roles in this process relative to other
assurance providers
Oracle The Council’s utilisation of Oracle has | Current plans are underway to
Utilisation been reviewed and an action plan for | progress the implementation and

rectification and improvement
developed.

(The Authority must ensure further
development the application of Oracle
so that maximum benefit is achieved).

development of Oracle through
dedicated project teams.

The Phase 1 project started the
process of stabilisation of the
Oracle product and to repair its
reputation.
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2005/06 Issues

2006/07 Update

In addition phase 2 will include
some major pieces of re-
engineering to the way the Authority
carries out its back office functions
and has five major operational work
areas which are:

Finance

HR and payroll
Procurement

Accounts payable

Schools

These workstreams will transform
the delivery of services in their
areas. Prince 2 project
methodology is being used to
ensure project discipline. The
program board and work stream
project managers are in place.

Procurement

The Procurement Strategy and toolkit
needs to be further supported by the
full development of category
management processes to facilitate
effective procurement and to enable
and encourage organisational
compliance

The use of Oracle Iprocurement for
the process of ordering all goods and
services for the Council needs to be
further encouraged to ensure
transparency of expenditure and the
availability of accurate management
information for commercial decision
making.

(Corporate Procurement will ensure
compliance with Contract Procedure
Rules for procurement activity above
£25,000 which has passed through
Oracle IProcurement in conjunction
with the service areas).

A full review and update of the
Corporate Procurement Strategy in
consultation with key stakeholders
will take place during 2007/2008.
This will include the development
and amendment of Procurement
policies in line with the sustainability
and the third sector national
agendas.

The use of Oracle i-procurement for
authorising non-pay expenditure
has increased from 35% to 80%
during 2006/07. The remaining
20% that are non-compliant now
have an agreed action plan to
ensure a target of 100% is
achieved.

Contract Procedure Rules have
been revised to include a number of
technical amendments. Training &
awareness sessions are being
delivered by Corporate
Procurement between May and
September 07. Priority service
areas with high areas of
expenditure have been targeted
first.

Corporate Procurement are
ensuring all orders over £10,000
have followed CPR’s and copies of
tenders and quotations are
requested before an order is
despatched.
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2005/06 Issues

2006/07 Update

Governance
and
Performance

Need to ensure that all governance
arrangements are fully understood to
ensure appropriate utilisation and
understanding across the
organisation in respect of ethical
governance, internal control and
financial conduct.

Valuable and positive feedback on
elements of the organisation’s
governance framework needs to be
acted upon by the Council to refine
and further embed current processes.

The Monitoring Officer prepares an
Annual Report for Cabinet, CST
and the Standards Committee
which highlights the work of the
Monitoring Officer and instills firm
governance arrangements and
ethical standards across the
Council.

A recent Audit Commission survey
on aspects on ethics and financial
conduct will provide data to assess
the impact of previous
improvements and will provide a
focus for further attention.

The Partnership Toolkit requires
ongoing organisational support and
ownership to ensure it becomes fully
embedded across the Council and
with its partners. It is essential that
the implementation process informs
further development of the toolkit as
required.

The Partnership Toolkit has been
reviewed to ensure that it continues
to be relevant and meet the needs
of the organisation. The Annual
Partnership Report identifies areas
where further action is required to
address any weaknesses and
where we can learn from best
practice.

Corporate services should continue to
facilitate the definition and integration
of corporate core activities including
performance management, value for
money, Best Value, efficiency and
continuous improvement. The
Performance Management
framework, recently adopted by the
Council and aligning service planning
in risk management to performance
management is now being embedded
across the organisation.

The development of the assurance
functions of corporate services will
continue to be developed and
monitored through the Statement on
Internal Control Working Group.

Emerging Issues

The emerging issues section of the SIC is intended to identify significant service, financial and
organisational issues that may impact in a positive or negative way on the achievement of the
Council’'s corporate objectives in the future. The identification of issues in this section does not
imply in any way that there are control weaknesses or concerns; rather, it is intended to
demonstrate that the Council is scanning its horizon and actively recognising major change
management issues.

The Council is committed to a Shared Support Service model as a key part of building the Target
Operating Model. There are significant opportunities in the transfer to Shared Support Services
to enable systems, processes and a culture to:

¢ Improve services

¢ Reduce transactional cost

e Improve customer focus
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‘Shared Service’ currently is made up of:
e Property Services
Building Cleaning
ICT
Transactional HR and Payroll
Legal Services (April 2007)
Catering (proposal to transfer during 2007/08)

Each area has developed their own action plan to deliver their new organisation with the focus on
ensuring that the services provide value for money. Following the achievement of those
productivity gains the Council will look to seek further efficiencies through the identification of
opportunities to share services both within and outside the city’s boundary.

The development of various partnership arrangements will require appropriate internal control
arrangements to be in place. Corporate Procurement officers are working with the LSP Delivery
Board on the framework on joint planning and commissioning of service with all partners. The
development of a Local Area Agreement will provide a focus for partnership working to deliver
stretching targets and pool resources for the benefit of the city. There is also the recognition that
arrangements need to be established to effectively manage the various external funding streams
to the Council.

The creation of a separate Company (Kingstown Works Limited) from 1% April 2007 and the
relationships with other contractors will require clear and effective contract management
arrangements to be in place to ensure the delivery of the Decent Homes programme. A City
Development Company (CDC) is to be established during 2007/08 to oversee the delivery of
regeneration activity within the City and appropriate governance arrangements will need to be
developed. Similarly the establishment of a Local Education Partnership (LEP) to deliver
Building Schools for the Future (BSF) will require appropriate management arrangements.

The Council has set out ambitious plans to deliver services at neighbourhood level, thereby
improving the involvement of communities and enhancing local accountability. 2007/08 will see
the further development of local management of frontline services including initially Housing,
Community Safety and Streetscene Services. The development of joined-up service delivery at
neighbourhood level will also mean enhanced area committee roles.
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Accounting Policies
The principles, bases, conventions, rules and practices applied that specify how an organisation
will reflect transactions within its accounts.

Accruals

Adjustments made to ensure that the accounts reflect the actual value of work done or goods and
services received within the financial year, rather than cash payments made and received in the
period.

Bad Debts
Debts owed to the Authority which are considered not recoverable. When a debt is bad it should
be ‘written off’; that is we should recognise that we will not receive the income.

Balances
Revenue balances are the accumulated surplus of income over expenditure on the General
Fund.

Capital Expenditure

Expenditure on the acquisition of fixed assets which have a long term value to the Council (e.g.
purchase of land, erection of buildings), or expenditure that adds to the value of these assets and
not just maintains their existing value.

Capital Financing Charges
These are the annual charges arising from the financing of capital expenditure and include items
such as loan interest and repayments, leasing charges and contributions from revenue.

Capital Financing Account
Contains the reserved parts of capital receipts, which have been set aside to repay debt.

Capital Receipts
These are proceeds, in excess of £10,000, from the sale of capital assets such as land or
property. A proportion of these receipts can be used to fund the capital programme.

Capital Receipts Unapplied
These are capital receipts, which have yet to be used to repay outstanding external debt or to
finance new capital expenditure.

Contingent Liabilities
This is a condition that exists at the balance sheet date where the outcome will be confirmed only
on the occurrence or non-occurrence of one or more uncertain events.

Deferred Charges
Capital expenditure where no tangible asset is created, e.g. improvement and other grants and
contributions, and amounts outstanding on transferred services.

Deferred Credits
Receipts over a period of time from the sale of assets, e.g. mortgages on the sale of Council
houses.

Depreciation
The theoretical measure of the reduction in value of an asset due to age, wear and tear, or
obsolescence.

Events after the Balance Sheet Date
Those events, favourable and unfavourable, occurring between the balance sheet date and the
date when the Statement of Accounts is authorised for issue.

Exceptional Items

Material items which derive from events or transactions that fall within the ordinary activities of
the Authority which need to be disclosed separately by virtue of their size or incidence to give a
fair presentation of the accounts.
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Extraordinary ltems
Material items that are not within the Authority’s ordinary activities and are not expected to recur.

Fixed Asset Restatement Account
The change in the value of fixed assets due to revaluations are debited or credited to this
account, along with the net book value of assets disposed of.

Finance Lease
A lease in which substantially all of the risks and rewards of ownership of a fixed asset are
transferred to the lessee.

Financial Reporting Standard 17 (FRS 17)

The requirement for local authorities to include the forecast cost of future pensions in the
accounts on a notional basis, together with the level of assets in the fund and the level of any
estimated surplus or deficit on the pension fund.

General Fund
The main revenue fund of a local authority. Day to day spending and income is recorded here.

Historic Cost
The original cost of acquisition, construction or purchase of a fixed asset.

Housing Revenue Account (HRA)

The account that includes all revenue expenditure and income that relates to the landlord
function of managing and maintaining the Council Housing Stock. It is a statutory requirement to
keep this account and it is separate, (ring fenced) from the General Fund Services

Impairment
A reduction in the value of a fixed asset, below its carrying value in the Balance Sheet.

Income and Expenditure Account
The main account of the Council from which the cost of providing services is met, and precepts,
grants and other income are credited.

Net Book Value
The amount at which fixed assets are included in the Balance Sheet. This could be historic costs
or current value less accumulated depreciation.

Non-operational Assets
Fixed assets held by the Council, but not used in the delivery of services or for its strategic
objectives. Examples are investment properties and surplus assets pending sale.

Operating Leases
A lease other than a finance lease.

Precepts
The amounts required by the City Council to meet its budget requirement.

Prior-Period Adjustment
A material adjustment applicable to prior years due to changes in accounting policies or
fundamental errors.

Provisions

Amounts set aside to meet liabilities or losses which are likely to be incurred or certain to be
incurred but where the amounts or dates on which they will arise are uncertain.

Prudential Code

The Prudential Code is a professional Code of Practice developed by CIPFA whose objective is
to ensure local authorities capital investment plans are affordable, prudent and sustainable.

Reserves
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Amounts set aside for purposes falling outside the definition of provisions. For each material
reserve fund established there is a scheme governing its purpose, usage and the basis of
transactions. Within reserves are the accumulated surpluses of income over expenditure on the
HRA, DSO’s and Collection Fund and amounts transferred under the Schools’ Standards and
Framework Act 1998.

Revenue Expenditure
Expenditure on the day to day running cost of providing the Council's services. Such as
employee costs and the cost of supplies and services.

Revenue Support Grant
This is the grant paid by Central Government to help finance the cost of services provided by
local authorities.

Statement on Internal Control
The statement detailing the Council’s internal control systems and arrangements for ensuring
their effectiveness in the management of risk.

Useable Capital Receipts
The amount of the capital receipt that is available to fund capital expenditure after the statutory
poolable payments to Central Government have been made.

Work in Progress

The cost of work carried out up to the end of the financial year for which accounts have not been
rendered.
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STATEMENT OF ACCOUNTS 2006/07
FEEDBACK FORM

We actively try and improve the accounts each year and whilst a large amount of information included is
prescribed in the Accounting Codes of Practice, the Authority tries to keep the document as readable and
user friendly as possible.

We would welcome any comments from readers of the Statement of Accounts as to how the Authority
can improve its layout and readability for future years. If you could complete the following short
questionnaire and return to the address below we will try and to accommodate any comments received.
Alternatively, if you are viewing this document on the internet, there is an on-line form which you can
submit.

Any comments received by 30th April 2008 will be incorporated into the 2007/08 Statement where
possible, but the Authority would welcome any comments after that date which the Authority will try to
include in future year’s documents.

1. Please indicate in what capacity you are viewing this Statement.

Local Business
Other, please specify ...

Local Council Tax payer H

2. Is the format and layout of the accounts easy to understand and follow?

Yes
No

If no, why not?

3. Did you find the information you were looking for?

Yes
No

4. Any other comments you have would be welcome:

Return Address:  FAO Principal Finance Officer
Accountancy and Control Section
Corporate Finance
City Treasury
Guildhall Road
Hull
HU1 2AB
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