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EXPLANATORY FOREWORD
Review of 2013/14 Financial Year

Statement of Accounts

The Council's accounts for the year 2013/14, covering the period 1% April 2013
to 31 March 2014, are set out on the following pages. They consist of:

1. The Primary Statements, consisting of the Movement in Reserves Statement,
the Comprehensive Income & Expenditure Statement, the Balance Sheet and
the Cash Flow Statement. The purpose of these statements is explained in
more detail in the section following this foreword.

2. Notes to the Accounts - these provide more detailed analysis and information
on significant balances and movements within the statements listed above.

3. The Collection Fund - shows the transactions of the Council in relation to Non
Domestic Rates, Council Tax and residual Community Charge. It illustrates the
way in which these have been distributed to Preceptors and the General Fund.

All the figures in the above sections have been rounded to the nearest £1000.

This Statement has been produced in accordance with the requirements of the
Code of Practice on Local Authority Accounting for 2013/14, which requires the
Statement to comply with International Financial Reporting Standards (IFRS), as
adapted for the public sector.

These accounts are preceded by the Explanation of the Purpose of the Primary
Statements and the Statement of Responsibilities.

In line with the Accounts & Audit Regulations 2011, the Statement of Accounts is
now required to be signed off by the Responsible Financial Officer by 30" June,
with the approval of the Audit Committee to be given by 30" September.

There were no significant changes to the accounting requirements for 2013/14.
Due to the adoption of the 2011 amendments to the International Accounting
Standard (IAS) 19 Employee Benefits, some minor changes have been reflected
in the restated 2012/13 Movement in Reserves Statement, Comprehensive
Income & Expenditure Statement and the relevant notes to the accounts. A
comparison of the original and restated statements is provided in the Accounting
Policies section. The net pension liability remains unchanged at 31 March 2013
so there is no need to restate the balance sheet.

A new system for the distribution of business rates was introduced from April
2013. Previously, money was paid into a National Pool and the Council received
a contribution from the Pool based on a standard amount per head of local adult
population. The new system is intended to provide a link between business rates
growth and the amount of money that councils have to spend on local services.
Councils will be able to keep a proportion of the business rates revenue as well
as growth on the revenue that is generated in their area. This is intended to
provide a financial incentive for councils to promote economic growth.
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The Council's financial year runs from 1 April to 31 March. A summary of the
Balance Sheet as at 31% March 2014 is shown below:

2012/13 2013/14
£000 £000
60,815 Property, Plant & Equipment 59,815
10,334 Heritage Assets 10,363
12,567 Investment Properties 12,727
703 Other Long Term Assets 581
25,741 Money owed to the Council 30,056
(11,253) Money owed by the Council (14,393)
(51,250) Long Term Liabilities (58,327)
47,657 Net Assets 40,822
14,275 Usable Reserves 16,392
33,382 Unusable Reserves 24,430
47,658 Total Reserves 40,822

The major movements in the Balance Sheet can be summarised as follows:

Long Term Liabilities have increased by £7.5m as a consequence of an
increase in the pensions liability following the annual assessment of the
fund by actuaries acting on behalf of Kent County Council. There is a
corresponding reduction in Unusable Reserves.

The level of investments held at the end of the year has increased by
£5.7m.

The creditors balance has increased by £3.0m, due mainly to changes in
accounting for business rates, and monies owed at year end in respect of
the new Mid-Kent Waste Partnership arrangement.

Provision for Bad Debts has increased by £2.4m, due mainly to changes in
accounting for the Collection Fund.

Comprehensive Income & Expenditure Statement

The Comprehensive Income & Expenditure Statement summarises the cost of all
General Fund services provided by the Council. The table below summarises the
original budget, revised budget and funding:
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Variance

Original Revised

to

Estimate Estimate Actual Revised

Portfolio £000 £000 £000 £000
Leader of the Council (748) 1,562 965 (597)
Community & Leisure Services 2,207 6,546 7,050 504
Corporate Services 11,097 5,927 3,301 (2,627)
Economic & Commercial Development 1,210 3,706 4,182 477
Environment 6,288 6,290 5,954 (336)
Planning, Transport & Development (415) 1,941 1,078 (863)
Contribution to/(from) Balances (90) (6,424) (2,673) 3,751
Net Service Spending 19,549 19,549 19,857 308
Parish Precepts 1,188 1,188 1,188 0
Local Council Tax Support Scheme 110 110 110 0
Net Expenditure 20,847 20,847 21,155 19,549
Funded by:

Council Tax 13,687 13,687 13,687 0
Revenue Support Grant 4,280 4,280 4,280 0
Retained Business Rates 2,848 2,848 2,848 0
Collection Fund Surplus 32 32 32 0
Total Funding 20,847 20,847 20,847 o

Significant variances within Net Service Spending are as follows:

Leader of the Council - this positive variance relates to the Contingency
budgets that exist for in-year cost pressures are held in this portfolio. They
allow the Council some resilience from unexpected pressure from service
demand year on year.

Community & Leisure Services - the adverse variance in this portfolio is due
to the Homelessness budget which is over spent by £0.189m, due to demand
for that service, resulting in extensive use of bed and breakfast providers
during the year.

Corporate Services — the positive variance relates mainly to unused
resources set aside to finance the capital programme, which were mainly
derived from New Homes Bonus grant. These resources will be carried
forward to 2014/15 to ensure the capital programme is fully funded.

Economic & Commercial Development - the adverse variance in this
portfolio relates mainly the new contract to manage the Hazlitt Arts
Centre. There was a delay in completing the contract and some agreed
maintenance works were also carried out during 2013/14.
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e Environment - the positive variance relates mainly to a number of low
value positive variances across the portfolio, but also includes additional
income received from garden waste bins.

¢ Planning, Transport & Development - the positive variance in this portfolio
in mainly a consequence of additional planning fee income received during
the year.

The figures in this table will differ from those shown in note 10 (Amounts
Reported for Resource Allocation Decisions) as that note only covers the net cost
of services as shown in the Comprehensive Income & Expenditure Report,
whereas the table above picks up figures that are not included within the net
cost of services.

Expenditure & Income - The pie charts shown below and on the following
page illustrate in broad terms where the Council's money comes from and the
services that it provides.

18% of the Council's income came from the services it provided through rents,
fees and charges and interest. The largest single source of income was Specific
Government Grants, such as Rent Allowances and Housing Subsidy, which
provide 62% of the total.

Spending - Where it Went

Environment

£12.646m
15%

Economic
Development &
Transport£9.221m

11%

Leader of the

Council £2.442m

3%

Corporate Services

(including Benefits)

£52.762m
62%

Community &
Leisure Services

£8.35m
10%
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Income - Where it Came From

Non-Domestic Rates
£2.848m
3%

Fees & Charges
£13.148m

Investment Income 15%

£0.382m
1%

Revenue Support
Grant £4.281m
5%

Council Tax
£12.388m

15% 62%

Rents £1.226m
2%

Government Grants
£58.643m

Capital Expenditure & Income

The Council spent £5.753m on Capital Projects compared to an original estimate
of £5.671m. As a result of unused resources carried forward to 2013/14 and
other adjustments to the programme during the year the revised estimate was
set at £7.912m. Significant elements of the capital spending were phase 2 of the
High Street Regeneration Project (£1.215m), Renovation Grants (£0.845m), the
acquisition of two new properties (£1.249m) and the demolition of King Street
Multi-Storey Car Park and its subsequent replacement with a surface car park

(£0.597m).

A summary of capital expenditure is shown below:

Original Revised Variance to

Estimate Estimate Actual Revised

£000 £000 £000 £000

Planning, Transport & Development 0 23 0 23
Community & Leisure Services 2,798 3,286 2,560 726
Corporate Services 1,221 1,208 1,146 62
Economic & Commercial Development 1,651 3,214 1,927 1,287
Environment 0 181 120 61
Total 5,671 7,912 5,753 2,159

The variance within

Community & Leisure Services relates to unspent funding for

Renovation Grants and Support for Social Housing. Within Economic &

Commercial Develo

pment the variance relates to unspent funding for the

Acquisition of Commercial Assets.
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Capital expenditure was funded as follows:

£000
Revenue Support 1,697
Disposal of Assets - Current & Previous Years 2,507
Other Grants & Contributions 1,549
Total 5,753

The disposal of assets during the year realised capital receipts of £1.657m, and
£0.193m of useable capital receipts have been carried forward for future use.
Funding of £0.369m has also been received from the Cobtree Manor Estate Trust
towards the new play area at Cobtree Manor Park, and a further £0.609m was
received to fund phase 2 of the High Street Regeneration Project. Grants to the
value of £0.502m have also been received from various sources to fund
renovation grant payments.

Borrowing & Investments

The Council has adopted the requirements of the CIPFA Prudential Code for
Capital Finance. This has given individual authorities responsibility for deciding
their own level of affordable borrowing, based on the guidelines laid out in the
Code. However, there was no long-term borrowing during 2013/14, as there
were sufficient resources available to fund the programme.

Investment income, which historically has been quite high, has now fallen to
lower levels, with interest of £0.231m being generated in 2013/14. (The figure
for 2012/13 was £0.402m). This is a reflection of the current low level of interest
rates, along with the lower level of resources available for investment. The level
of capital receipts has continued to fall as they are used to fund the capital
programme, and the effects of the economic downturn means that the Council
has had difficulty in disposing of surplus assets which would have generated
significant capital receipts.

Collection Fund

The Council is a Billing Authority, meaning it is responsible for collecting and
paying over Council Tax contributions on behalf of Kent County Council, Kent
Police & Crime Commissioner, Kent and Medway Towns Fire Authority, and the
Parish Councils within the Borough area. The Council operates a Collection Fund
into which it pays all income collected from the Council Tax and National Non-
Domestic Rates. The budgeted demands on the Fund at the start of 2013/14
totalling £83.028m were as follows:

Authority £000
Maidstone Borough Council 13,687
Kent County Council 57,790
Kent Police & Crime Commissioner 7,803
Kent & Medway Towns Fire & Rescue Authority 3,748
Total 83,028
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The Band D level of Council Tax in 2013/14 was £1,483.82, which breaks down
as follows:

Authority £.p
Maidstone Borough Council 226.62
Kent County Council 1,047.78
Kent Police & Crime Commissioner 141.47
Kent & Medway Towns Fire & Rescue Authority 67.95
Total 1,483.82

Individual additions to the Council Tax level were made to cover Parish Precepts
in parished areas. This level of Council Tax related to a property in Band D and
by the application of statutory multipliers the corresponding amount was
charged to all properties in Bands A-H.

Pensions

Note 34 to the Balance Sheet refers to the Disclosure of Net Pension Assets and
Liabilities. Under the requirements of IAS 19 (International Accounting
Standard) on Retirement Benefits these figures are reflected in the Council’s
Balance Sheet and Comprehensive Income & Expenditure Statement. The latest
actuarial valuation carried out on behalf of the Kent County Council Pension Fund
shows a significant movement in the liability related to the pension scheme,
from £46.985m in 2012/13 to £56.476m in 2013/14.

Other Comments

No post balance sheet events were identified during the preparation of the
Statement.

Future Developments

The ongoing economic situation will continue to have a significant effect on the
financial position of the Council in 2014/15. With continuing uncertainty over
new capital receipts, existing receipts will need to be used to fund the capital
programme, which in turn will further reduce sums available to invest.

Investment income will be a smaller source of income than in previous years due
to continuing low interest rates, and there is also likely to continue to be reduced
income from fees and charges.

There is also the likelihood of further pressures arising from the Government’s
commitment to reduce the national budget deficit. Cuts to central government
funding have meant that substantial budget reductions will continue to be made
over the next few years.

The Council will continue to explore ways of reducing its costs through efficiency
savings, commercial initiatives, shared services and partnership working. There
is a formal arrangement with Swale and Tunbridge Wells Borough Councils in the
form of the Mid-Kent Improvement Partnership (MKIP), and a number of
partnership arrangements are now established covering Internal Audit,
Licensing, Revenues & Benefits, ICT Services and Legal Services.
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The Council is also developing a strategy for commercialisation with a view to
exploring new ways of generating income from various sources. The first area
that has been developed is a commercial waste venture for local small and
medium businesses and work is currently being undertaken around cultural and
leisure activities.

Authorised for Publication

This Statement was authorised for publication on 30" June 2014, the date it was
signed by the Director of Regeneration & Communities as presenting a true and
fair view of the financial affairs of the Council for 2013/14.
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EXPLANATION OF THE PURPOSE OF THE PRIMARY
STATEMENTS

Movement in Reserves Statement

This shows the movement in the year on the different reserves held by the
Council, analysed into ‘usable reserves’ (i.e. those that can be applied to fund
expenditure or reduce local taxation) and other reserves. The Surplus (or Deficit)
on the Provision of Services line shows the true economic cost of providing the
Council’s services, more details of which are shown in the Comprehensive
Income & Expenditure Statement. These are different from the statutory
amounts required to be charged to the General Fund Balance for council tax
setting purposes. The Net Increase/Decrease before Transfers to Earmarked
Reserves line shows the statutory General Fund Balance before any discretionary
transfers to or from earmarked reserves undertaken by the Council.

Comprehensive Income & Expenditure Statement

This shows the accounting cost in the year of providing services in accordance
with generally accepted accounting practices, rather than the amount to be
funded from taxation. Councils raise taxation to cover expenditure in accordance
with regulations; this may be different from the accounting cost. The taxation
position is shown in the Movement in Reserves Statement.

Balance Sheet

This shows the value as at the Balance Sheet date of the assets and liabilities
recognised by the Council. The net assets of the Council (assets less liabilities)
are matched by the reserves held by the Council. Reserves are reported in two
categories. The first category of reserves are usable reserves, i.e. those reserves
that the Council may use to provide services, subject to the need to maintain a
prudent level of reserves and any statutory limitations on their use (for example
the Capital Receipts Reserve that may only be used to fund capital expenditure
or repay debt). The second category of reserves is those that the Council is not
able to use to provide services. This category of reserves includes reserves that
hold unrealised gains and losses (for example the Revaluation Reserve), where
amounts would only become available to provide services if the assets are sold;
and reserves that hold timing differences shown in the Movement in Reserves
Statement line ‘Adjustments between accounting basis and funding basis under
regulations’.

Cash Flow Statement

This shows the changes in cash and cash equivalents of the Council during the
reporting period. The statement shows how the Council generates and uses cash
and cash equivalents by classifying cash flows as operating, investing and
financing activities. The amount of net cash flows arising from operating
activities is a key indicator of the extent to which the operations of the Council
are funded by way of taxation and grant income or from the recipients of
services provided the Council. Investing activities represent the extent to which
cash outflows have been made for resources which are intended to contribute to
the Council’s future service delivery. Cash flows arising from financing activities
are useful in predicting claims on future cash flows by providers of capital (i.e.
borrowers) to the Council.
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STATEMENT OF RESPONSIBILITIES FOR THE STATEMENT
OF ACCOUNTS

The Council’s Responsibilities
The Council is required to:

¢ Make arrangements for the proper administration of its financial affairs
and to secure that one of its officers has the responsibility for the
administration of those affairs. In the Council, that officer is the Director
of Regeneration & Communities.

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

e Approve the Statement of Accounts.
The Director of Regeneration & Communities’ Responsibilities

The Director of Regeneration & Communities is responsible for the preparation of
the Council’s Statement of Accounts in accordance with proper practices as set
out in the CIPFA Code of Practice on Local Authority Accounting in the United
Kingdom (the Code).

In preparing this Statement of Accounts, the Director of Regeneration &
Communities has:

e Selected suitable accounting policies and applied them consistently.
e Made judgements and estimates that were reasonable and prudent.
e Complied with the Code.

The Director of Regeneration & Communities has also:

e Kept proper accounting records which were up to date.
e Taken reasonable steps for the prevention and detection of fraud and
other irregularities.

I certify that this Statement of Accounts gives a true and fair view of the
financial position of the Council at the reporting date and of its expenditure and
income for the year ended 31° March 2014.

Signed:

Zena Cooke, Director of Regeneration & Communities

Date: 30'" June 2014
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PRIMARY STATEMENTS

MOVEMENT IN RESERVES STATEMENT For the years

ended 31 March 2013 & 2014

® "}
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" £000 £000° £000°  £000 £000°  £000
Balance at 31st March 2013 12,583 1,043 649 14,275 33,382 47,657
Movement in Reserves during 2013/14
Surplus or Deficit on the Provision of Services (1,833) (1,833) (1,833)
Other Comprehensive Income and
Expenditure 0 0 (5,002) (5,002)
Total Comprehensive Income and
Expenditure (1,833) 0 o (1,833) (5,002) (6,835)
Adjustments between Accounting and Funding
Basis under Regulation (Note 5) 4,691 (856) 115 3,950 (3,950) 0
Net Increase or Decrease before
Transfers to Earmarked Reserves 4,691 (856) 115 3,950 (3,950) 0
Transfers to/from Earmarked Reserves 0 0 0 0 0 0
Increase or Decrease in Year 2,858 (856) 115 2,117 (8,952) (6,835)
Balance at 31st March 2014 15,441 187 764 16,392 24,430 40,822
9
o _2e T 8 gy g
— - — -
g 9o 522 T A 22 B2 4
0T £ 200 e o ] (Z ) )
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U 3m® c VO M = & o9 (=] o9
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£000 £000 £000 £000 £000 £000
Balance at 31st March 2012 10,104 55 110 10,269 39,078 49,347
Movement in Reserves during 2012/13
Surplus or Deficit on the Provision of Services (1,505) (1,505) (1,505)
Other Comprehensive Income and
Expenditure (185) (185)
Total Comprehensive Income and
Expenditure (1,505) (1,505) (185) (1,690)
Adjustments between Accounting and Funding
Basis under Regulation (Note 5) 3,984 988 539 5,511 (5,511)
Net Increase or Decrease before
Transfers to Earmarked Reserves 3,984 988 539 5511 (5,511)
Transfers to/from Earmarked Reserves
Increase or Decrease in Year 2,479 988 539 4,006 (5,696) (1,690)
Balance at 31st March 2013 12,583 1,043 649 14,275 33,382 47,657

2012/13 has been restated to reflect the adoption of the 2011 amendments to
International Accounting Standard (IAS) 19 Employee Benefits. Details are shown in
Note 1g) - the accounting policy for Employee Benefits.
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COMPREHENSIVE INCOME & EXPENDITURE STATEMENT
For the years ended 31 March 2013 & 2014

2012/13 (Restated)

Gross Gross Net
Expenditure Income Expenditure
r £000" £000" £000
22,815 (20,860) 1,955
9,228 (4,273) 4,955
12,752 (5,195) 7,557
5,059 (1,830) 3,229

5,208 (5,651) (443)
50,614 (47,693) 2,921
2,306 (168) 2,138

1,699 (4) 1,695
109,681 (85,674) 24,007
1,221 (490) 731

2,464 (859) 1,605
(24,838) (24,838)

1,505

(503)

688

185

1,690

Central services to the public
Cultural & Related Services
Environment & Regulatory Services
Planning Services

Highways and transport services
Other housing services

Corporate and democratic core
Non distributed costs

Cost Of Services

Other Operating Expenditure (Note 7)
Financing and Investment Income and Expenditure (Note 8)

Taxation and Non-Specific Grant Income and Expenditure
(Note 9)

(Surplus) or Deficit on Provision of Services
Surplus or deficit on revaluation of non current assets
Remeasurement of the Net Defined Benefit Liability
Other Comprehensive Income and Expenditure

Total Comprehensive Income and Expenditure

2013/14
Gross Gross Net
Expenditure Income Expenditure
: £000" £000" £000
14,623 (12,757) 1,866
10,189 (4,254) 5,935
12,264 (5,672) 6,592
7,049 (4,006) 3,043
5,040 (5,461) (421)
51,929 (49,538) 2,391
2,421 (308) 2,114
1,859 1,859
105,375 (81,997) 23,379
1,292 (192) 1,101
2,458 (231) 2,227
(24,874) (24,874)
1,833
(572)
5,574
5,002

6,835

There were no items of a material nature that required a separate disclosure within Net Cost of Services. 2012/13 has been
restated to reflect the adoption of the 2011 amendments to International Accounting (IAS) 19 Employee Benefits. Details are
shown in Note 1g) - the accounting policy for Employee Benefits.
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BALANCE SHEET
As at 31 March 2013 & 2014

31st March 31st March
2013 Notes 2014
£000 £000
60,815 Property, Plant & Equipment 17 59,815
12,567 Investment Property 18 12,727
10,334 Heritage Assets 19 10,363
663 Intangible Assets 545

11 Long Term Investments 21 11

30 Long Term Debtors 26
84,420 Long Term Assets 83,487
7,000 Short Term Investments 21 5,029
550 Assets Held for Sale 23 0
106 Inventories 93
11,555 Short Term Debtors 24 9,403
6,529 Cash & Cash Equivalents 25 15,530
25,740 Current Assets 30,055
77 Cash & Cash Equivalents 25 0
6,882 Short Term Creditors 26 8,344
1,981 Provision for Bad Debts 27 2,927
0 Provision for Business Rate Appeals 27 1,151

729 Deferred Liability 29/30 604
1,584 Capital Grants Receipts in Advance 1,367
11,253 Current Liabilities 14,393
140 Provisions 180
2,124 Deferred Liability 29/30 1,671
48,986 Other Long Term Liabilities 34 56,476
51,250 Long Term Liabilities 58,327
47,657 Net Assets 40,822
14,274 Usable Reserves 16,392
33,382 Unusable Reserves 32 24,430
47,657 Total Reserves 40,822
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CASHFLOW STATEMENT

Restated

2012/13 2013/14
£000 Notes £000
1,504 Net (surplus) or deficit on the provision 1,833

of services
(2,842) Adjustments to net surplus or deficit on 40 (12,409)
the provision of services for non-cash
movements
6,547 Adjustments for items included in the 41 3,537
net surplus or deficit on the provision of
services that are investing & financing

activities
5,209 Net cash flows from Operating (7,040)
activities
(4,838) Investing Activities 43 (2,988)
(26) Financing Activities 44 950
345 Net increase or decrease in cash & (9,078)

cash equivalents

(6,797) Cash & cash equivalents at the (6,452)
beginning of the reporting period

Cash & cash equivalents at the end
(6,452) of the reporting period (15,530)

2012/13 has been restated to reflect the adoption of the 2011 amendments to
International Accounting (IAS) 19 Employee Benefits.
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NOTES TO THE ACCOUNTS

1 - ACCOUNTING POLICIES
a) GENERAL PRINCIPLES

The Statement of Accounts summarises the Council’s transactions for the 2013-
14 financial year and its position at the year-end of 31 March 2014. The Council
is required to prepare an annual Statement of Accounts by the Accounts & Audit
Regulations 2011 which those regulations require to be prepared in accordance
with proper accounting practices. These practices primarily comprise the Code of
Practice on Local Authority Accounting in the UK 2013/14 and the Service
Reporting Code of Practice 2013/14, supported by International Financial
Reporting Standards (IFRS).

The financial information contained in the accounts has the following qualitative
characteristics, as laid out in the Code of Practice on Local Authority Accounting:

e Relevance

e Reliability

e Comparability

e Understandibility

In addition, the following accounting concepts have been given precedence in
the preparation of the accounts:

e Going concern
e Primary legislative requirements

The accounting convention adopted in the Statement of Accounts is principally
historical cost, modified by the revaluation of certain categories of non-current
assets and financial instruments.

b) ACCRUALS OF INCOME & EXPENDITURE

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

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

¢ Revenue from the provision of services is recognised when the Council can
measure reliably the percentage of completion of the transaction and it is
probable that economic benefits or service potential associated with the
transaction will flow to the Council.

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

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

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

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

Income from Council Tax and Non-Domestic (Business) Rates:

e The Council is a billing authority which is required to bill local residents
and businesses for Council Tax and National Non-Domestic Rates
respectively. The Council acts as an agent for Kent County Council, the
Police and Crime Commissioner for Kent and the Kent & Medway Fire and
Rescue Authority in respect of Council Tax and as such the Accounts show
the amount owed by and to taxpayers in respect of our proportion of the
Council Tax and the major precepting authorities as a net debtor or
creditor.

e Similarly, the Council acts as an agent for the Government, Kent County
Council and the Kent & Medway Fire and Rescue Authority in respect of
Business Rates and as such the Accounts show the amount owed by and
to taxpayers in respect of our proportion of the Business Rates and the
other bodies covered by the Business Rates Retention scheme as a net
debtor or creditor.

e In addition, the Comprehensive Income and Expenditure Statement
includes our share of the Collection Fund surplus/deficit for the year in
respect of Council Tax and Business Rates, which is subsequently reversed
within the Movement in Reserves Statement to the Collection Fund
Adjustment Account in the Balance Sheet.

c) CASH & CASH EQUIVALENTS

Cash is represented by cash in hand and deposits with financial institutions
repayable without penalty on notice of not more than 24 hours. Cash equivalents
are investments that mature in 3 months or less from the date of acquisition and
that are readily convertible to known amounts of cash with insignificant risk of
change in value.

In the Cash Flow Statement, cash and cash equivalents are shown net of bank
overdrafts that are repayable on demand and form an integral part of the
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Council’s cash management.

d) EXCEPTIONAL ITEMS

When items of income and expense are material, their nature and amount is
disclosed separately, either on the face of the Comprehensive Income &
Expenditure Statement or in the notes to the accounts, depending on how
significant the items are to an understanding of the Council’s financial
performance.

e) PRIOR PERIOD ADJUSTMENTS, CHANGES IN ACCOUNTING POLICIES
AND ESTIMATES & ERRORS

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

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

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

f) CHARGES TO REVENUE FOR NON-CURRENT ASSETS

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

e Depreciation attributable to the assets used by the relevant service

¢ Revaluation & impairment losses on assets used by the service where
there are no accumulated gains in the Revaluation Reserve against which
the losses can be written off.

¢ Amortisation of intangible non-current assets attributable to the service

The Council is not required to raise council tax to fund depreciation, revaluation
and impairment losses or amortisation.

g) EMPLOYEE BENEFITS
Benefits Payable During Employment

Short-term employee benefits are those due to be settled within 12 months of
the year-end. They include benefits such as wages and salaries, paid annual
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leave and paid sick leave, bonuses and non-monetary benefits (e.g. cars) for
current employees and are recognised as an expense for services in the year in
which employees render service to the Council. An accrual is made for the cost
of holiday entitlements (or any type of leave e.g. time off in lieu) earned by
employees but not taken before the year-end which employees can carry
forward into the next financial year. The accrual is made at the wage and salary
rates applicable in the following accounting year, being the period in which the
employee takes the benefit. The accrual is charged to the Surplus or Deficit on
the Provision of Services, but then reversed out through the Movement in
Reserves Statement so that holiday benefits are charged to revenue in the
financial year in which the holiday absence occurs.

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the
Council to terminate an officer’'s employment before the normal retirement date
or an officer’s decision to accept voluntary redundancy and are charged on an
accruals basis to the Non Distributed Costs line in the Comprehensive Income &
Expenditure Statement when the Council is demonstrably committed to the
termination of an officer or a group of officers or making an offer or making an
offer to encourage voluntary redundancy.

Where termination benefits involve the enhancement of pensions, statutory
provisions require the General Fund balance to be charged with the amount
payable by the Council to the pension fund or pensioner in the year, not the
amount calculated according to the relevant accounting standards. In the
Movement in Reserves Statement, appropriations are required to and from the
Pensions Reserve to remove the notional debits and credits for pension
enhancement termination benefits and replace them with debits for the cash
paid to the pension fund and pensioners and any such amounts payable but
unpaid at the year-end.

Post Employee Benefits

Employees of the Council are members of the Local Government Pensions
Scheme, administered by Kent County Council (KCC). The Scheme is accounted
for as a defined benefits scheme:

e The liabilities of the KCC pension scheme attributable to the Council are
included in the Balance Sheet on an actuarial basis using the projected
unit method - i.e. an assessment of the future payments that will be
made in relation to retirement benefits earned to date by employees,
based on assumptions about mortality rates, employee turnover rates,
etc. and projected earnings for current employees.

e Liabilities are discounted to their value at current prices, using a discount
rate specified by the actuaries (based on the indicative rate of return on
high quality corporate bonds.)

e The assets of the KCC pension fund attributable to the Council are
included in the Balance Sheet at their fair value:
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Quoted securities - current bid price
Unquoted securities — professional estimate
Unitised securities — current bid price
Property — market value

O O O O

e The change in net pensions liability is analysed into the following
components:

o Service cost which comprises:
- Current service cost - the increase in liabilities as a result of years
of service earned in the current year - allocated in the
Comprehensive Income & Expenditure Statement to the services for
which the employees worked.
- Past service cost - the increase in liabilities as a result of a
scheme amendment or curtailment whose effect relates to years of
service earned in earlier years — debited to the Surplus or Deficit on
the Provision of Services in the Comprehensive Income &
Expenditure Statement as part on Non Distributed Costs.
- Net interest on the net defined benefit liability, i.e. net interest
expense for the Council - the change during the period in the net
defined benefit liability that arises from the passage of time charged
to the Financing & Investment Income & Expenditure line of the
Comprehensive Income & Expenditure Statement.

o Re-measurements comprising:
- actuarial gains and losses - changes in the net pensions liability
that arise because events have not coincided with assumptions
made at the last actuarial valuation or because the actuaries have
updated their assumptions. This charged to the Pensions Reserve as
Other Comprehensive Income & Expenditure.
- the return on plan assets — excluding amounts included in net
interest on the net defined benefit liability. This charged to the
Pensions Reserve as Other Comprehensive Income & Expenditure.

o Contributions paid to the Kent County Council pension fund - cash
paid as employer’s contributions to the pension fund in settlement
of liabilities; not accounted for as an expense.

In relation to retirement benefits, statutory provisions require the General Fund
balance to be charged with the amount payable by the Council to the pension
fund in the year, not the amount calculated according to the relevant accounting
standards. In the Movement in Reserves Statement, this means that there are
transfers to and from the Pensions Reserve to remove the notional debits and
credits for retirement benefits and replace them with debits for the cash paid to
the pension fund and any amounts payable to the fund but unpaid at the year-
end. The negative balance that arises on the Pensions Reserve thereby
measures the beneficial impact to the General Fund of being required to account
for retirement benefits on the basis of cash flows rather than as benefits are
earned by employees.
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Contributions to the pension scheme are determined by the Fund’s actuary on a
triennial basis. The next formal valuation is due on 31% March 2016. The
outcome of the 2013 valuation is to take effect from 1% April 2014.

Due to the adoption of the 2011 amendments to the International Accounting
Standard (IAS) 19 Employee Benefits, there are new classes of components of
defined benefit cost to be included in the financial statements; i.e. net interest
on the net defined benefit liability and re-measurements of the net defined
benefit liability. These changes have been reflected in the restated 2012/13
Movement in Reserves Statement, Comprehensive Income & Expenditure
Statement and the relevant notes to the accounts. A comparison of the original
and restated statements is provided below. The net pension liability remains
unchanged at 31% March 2013 so there is no need to restate the balance sheet.
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MOVEMENT IN RESERVES STATEMENT
USABLE RESERVES

As previously
stated As restated Correction
2012/13 2012/13 2012/13

£000 £000 £000
Balance at 31st March 2012 10,269 10,269 0
(Surplus) or Deficit on
Provision of Services (705) (1,505) (800)
Total Comprehensive
Income & Expenditure (705) (1,505) (800)
Adjustments between
Accounting Basis and Funding
under Regulation 4,711 5,511 800
Increase or Decrease in
Year 4,006 4,006 0
Balance at 31st March 2013 14,275 14,275 0

UNUSABLE RESERVES

As previously
stated As restated Correction
2012/13 2012/13 2012/13

£000 £000 £000
Balance at 31st March 2012 39,078 39,078 0
Other Comprehensive Income
& Expenditure (985) (185) 800
Total Comprehensive
Income & Expenditure (985) (185) 800
Adjustments between
Accounting Basis and Funding
under Regulation (4,711) (5,511) (800)
Increase or Decrease in
Year (5,696) (5,696) 0
Balance at 31st March 2013 33,382 33,382 0
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COMPREHENSIVE INCOME & EXPENDITURE STATEMENT

As previously

stated As restated Correction
2012/13 2012/13 2012/13
£000 £000 £000
Non distributed costs 1,686 1,695 9
Cost of Services 23,998 24,007 9
Financing & Investment
Income & Expenditure 814 1,605 791
(Surplus) or Deficit on
Provision of Services 705 1,505 800
Remeasurements of the net
defined benefit liability/(asset) 23,998 24,007 9
Other Comprehensive
Income & Expenditure 985 185 (800)
Total Comprehensive
Income & Expenditure 1,690 1,690 0
CASH FLOW STATEMENT
As previously
stated As restated Correction
2012/13 2012/13 2012/13
£000 £000 £000
Net (surplus)/deficit on the
provision of services 705 1,505 800
Adjustments to net surplus or
deficit on the provision of
services for non-cash items (2,041) (2,841) (800)
Adjustments for items
included in the net surplus or
deficit on the provision of
services that are investing &
financing activities 6,547 6,547 0
Net cash flows from
Operating Activities 5,211 5,211 0o
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Discretionary Benefits

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

h) EVENTS AFTER THE BALANCE SHEET DATE

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

e Those that provide evidence of conditions that existed at the end of the
reporting period - the Statement of Accounts is adjusted to reflect such
events.

e Those that are indicative of conditions that arose after the reporting
period - the Statement of Accounts is not adjusted to reflect such events,
but where a category of events would have a material effect, disclosure is
made in the notes of the nature of the events and their estimated financial
effect.

Events taking place after the date of authorisation for issue are not reflected in
the Statement of Accounts.

i) FINANCIAL INSTRUMENTS
Financial Liabilities:

Financial Liabilities are recognised on the Balance Sheet when the Council
becomes a party to the contractual provisions of a financial instrument and are
initially measured at fair value and are carried at their amortised cost. Interest is
charged to the Financing and Investment Income & Expenditure line in the
Comprehensive Income & Expenditure Statement.

The council does not currently have any financial liabilities held at fair value
through profit or loss.

Financial Assets:
Financial assets are classified into two types:

e Loans & Receivables - assets that have fixed or determinable payments
but are not quoted on an open market.

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

Loans & Receivables:

Loans & Receivables are recognised on the Balance Sheet when the Council
becomes a party to the contractual provisions of a financial instrument and are
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initially measured at fair value. They are subsequently measured at their
amortised cost. Annual credits to the Financing & Investment Income and
Expenditure line in the Comprehensive Income & Expenditure Statement for
interest receivable are based on the carrying amount of the asset multiplied by
the effective rate of interest for the instrument. For most of the loans that the
Council has made, this means that the amount presented in the Balance Sheet is
the outstanding principal receivable (plus accrued interest) and interest credited
to the Comprehensive Income & Expenditure Statement is the amount receivable
for the year in the loan agreement.

Available-for-sale assets:

Available-for-sale assets are recognised on the Balance Sheet when the
Authority becomes a party to the contractual provisions of a financial instrument
and are initially measured and carried at fair value.

Realised gains and losses in relation to investments are recognised within the
Comprehensive Income and Expenditure Statement under interest and
investment income. Unrealised gains and losses are recognised in the Balance
Sheet under the appropriate investment heading offset by an adjustment to
Available-for-Sale Financial Instruments Reserve.

j) GOVERNMENT GRANTS & CONTRIBUTIONS

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

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

e The grants and contributions will be received.

Amounts recognised as due to the Council are not credited to the Comprehensive
Income & Expenditure Statement until conditions attached to the grant or
contribution have been satisfied. Conditions are stipulations that specify that the
future economic benefits or service potential embodied in the asset acquired
using the grant or condition are required to be consumed by the recipient as
specified, or future economic benefits or service potential must be returned to
the transferor.

Monies advanced as grants and contributions for which conditions have not been
satisfied are carried on the Balance Sheet as creditors. When conditions are
satisfied, the grant or contribution is credited to the relevant service line
(attributable revenue grants and contributions) or Taxation & Non-Specific Grant
Income (non-ringfenced revenue grants and all capital grants) in the
Comprehensive Income & Expenditure Statement.

Where capital grants are credited to the Comprehensive Income & Expenditure
Statement, they are reversed out of the General Fund Balance in the Movement
in Reserves Statement. Where the grant has yet to be used to finance capital
expenditure, it is posted to the Capital Grants Unapplied Reserve. Where it has
been applied, it is posted to the Capital Adjustment Account. Amounts in the
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Capital Grants Unapplied Reserve are transferred to the Capital Adjustment
Account once they have been applied to fund capital expenditure.

k) HERITAGE ASSETS

Tangible Heritage Assets (described in this summary of significant
accounting policies as heritage assets)

The Council’s Heritage Assets fall into the following main categories:

Museum Exhibits

War Memorials

Statues, Sculptures and other works of art
Listed Buildings

Heritage Assets are recognised and measured (including the treatment of
revaluation gains and losses) in accordance with the Council’s accounting policies
on property, plant and equipment. However, some of the measurement rules are
relaxed in relation to Heritage Assets, and the valuation methods applied are as
follows:

¢ Replacement Cost
e Purchase Cost
e Insurance Valuation

Where it is considered impractical (in terms of cost and/or benefit) to obtain a
valuation there is no requirement to do so, but any assets that are treated in
this way must be disclosed in the Heritage Assets note.

The carrying amounts of Heritage Assets are reviewed where there is evidence of
impairment e.g. where an item has suffered physical deterioration or breakage
or where doubts arise as to its authenticity. Any impairment is recognised and
measured in accordance with the Council’s general policies on impairment.

1) INVESTMENT PROPERTIES

Investment properties are those that are used solely to earn rentals and/or for
capital appreciation. The definition is not met if the property is used in any way
to facilitate the delivery of services or production of goods or is held for sale.

Investment properties are measured initially at cost and subsequently at fair
value, based on the amount at which the asset could be exchanged between
knowledgeable parties at arm’s-length. Properties are not depreciated but are
re-valued annually according to market conditions at the year-end. Gains and
losses on revaluation are posted to the Financing and Investment Income &
Expenditure line in the Comprehensive Income & Expenditure Statement. The
same treatment is applied to gains and losses on disposal.

Rentals received in relation to investment properties are credited to the
Financing and Investment Income line and result in a gain for the General Fund
Balance. However, revaluation and disposal gains and losses are not permitted
by statutory arrangements to have an impact on the General Fund Balance. The
gains and losses are therefore reversed out of the General Fund Balance in the
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Movement in Reserves Statement and posted to the Capital Adjustment Account
and (for any sale proceeds greater than £10,000) the Capital Receipts Reserve.

m) LEASES

Lease are classified as finance leases where the terms of the lease transfer
substantially all the risks and rewards incidental to ownership of the property,
plant or equipment from the lessor to the lessee. All other leases are classified
as operating leases.

Where a lease covers both land and buildings, the land and buildings elements
are considered separately for classification.

Arrangements that do not have the legal status of a lease but convey a right to
use an asset in return for payment are accounted for under this policy where
fulfilment of the arrangement is dependent on the use of specific assets.

The Council as Lessee
Finance Leases:

Property, Plant & Equipment held under finance leases is recognised on the
Balance Sheet at the commencement of the lease at its fair value measured at
the lease’s inception (or the present value of the minimum lease payments, if
lower). The asset recognised is matched by a liability for the obligation to pay
the lessor. Initial direct costs of the Council are added to the carrying amount of
the asset. Premiums paid on entry into a lease are applied to writing down the
lease liability.

Lease payments are apportioned between:

¢ A charge for the acquisition of the interest in the property, plant or
equipment - applied to write down the lease liability, and;

¢ A finance charge (debited to the Financing and Investment Income &
Expenditure line in the Comprehensive Income & Expenditure Statement).

Property, Plant & Equipment recognised under finance leases is accounted for
using the policies applied to such assets, subject to depreciation being charged
over the lease term if this is shorter than the asset’s estimated useful life (where
ownership of the asset does not transfer to the Council at the end of the lease
period)

The Council is not required to raise council tax to cover depreciation or
revaluation and impairment losses arising on leased assets. Instead, a prudent
annual contribution is made from revenue funds towards the deemed capital
investment in accordance with statutory requirements. Depreciation and
revaluation and impairment losses are therefore substituted by a revenue
contribution in the General Fund balance, by way of an adjusting transaction
with the Capital Adjustment Account in the Movement in Reserves Statement for
the difference between the two.
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Operating Leases:

Rentals paid under operating leases are charged to the Comprehensive Income &
Expenditure Statement as an expense of the service benefitting from the use of
the leased property, plant or equipment. Charges are made on a straight-line
basis over the life of the lease, even if this does not match the pattern of the
payments.

The Council as Lessor

Finance Leases:

The Council has no leases classified as finance leases.
Operating Leases:

Where the Council grants an operating lease over a property or an item of plant
or equipment, the asset is retained in the Balance Sheet. Rental income is
credited to the Other Operating Expenditure line in the Comprehensive Income &
Expenditure Statement. Credits are made on a straight-line basis over the life of
the lease, even if this does not match the pattern of payments. Initial direct
costs incurred in negotiating and arranging the lease are added to the carrying
amount of the relevant asset and charged as an expense over the lease term on
the same basis as rental income.

n) OVERHEADS & SUPPORT SERVICES

The costs of support services and overheads are charged to those services that
benefit from the supply or service in accordance with the costing principles of
the CIPFA Service Reporting Code of Practice 2013/14. The total absorption
costing principle is used - the full cost of overheads and support services are
shared between users in proportion with the benefits used, with the exception
of:

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

¢ Non-distributed Costs - the cost of discretionary benefits awarded to
employees retiring early.

These two cost categories are defined in the Service Expenditure Reporting Code
of Practice 2013/14 and accounted for as separate headings in the
Comprehensive Income & Expenditure Statement, as part of Net Expenditure on
Continuing Services.

0) PROPERTY, PLANT & EQUIPMENT

Assets that have physical substance and are held for use in the provision of
services or for administrative purposes on a continuing basis.

Recognition
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All expenditure on the acquisition, creation or enhancement of Property, Plant &
Equipment is capitalised on an accruals basis in the accounts. Expenditure on
non-current assets is capitalised, provided that the asset value is over £10,000
and yields benefits to the Council and the services it provides, for a period of
more than one year. This excludes expenditure on routine repairs and
maintenance of non-current assets which is charged direct to service revenue
accounts.

Measurement
Assets are initially measured at cost, comprising:
e The purchase price

e Any costs attributable to bringing the asset to the location and condition
necessary for it to be capable of operating in manner intended by
management

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

e Infrastructure, Community Assets and Assets Under Construction -
Depreciated Historical Cost

e All other assets - fair value, determined as the amount that would be paid
for the asset in its existing use (existing use value - EUV)

Where there is no market-based evidence of fair value because of the specialist
nature of an asset, depreciated replacement cost (DRC) is used as an estimate
of fair value.

Where non-property assets that have short useful lives or low values (or both),
depreciated historical cost basis is used as a proxy for fair value.

Assets included in the Balance Sheet at fair value are re-valued sufficiently
regularly to ensure that their carrying amount is not materially different from
their fair value at the year-end, but as a minimum every 5 years. Increases in
valuations are matched by credits to the Revaluation Reserve to recognise
unrealised gains. (Exceptionally, gains might be credited to the Comprehensive
Income & Expenditure Statement where they arise from the reversal of a loss
previously charged to a service.)

Where decreases in value are identified, they are accounted for by:

e Where there is a balance of revaluation gains for the asset in the
Revaluation Reserve, the carrying amount of the asset is written down
against that balance (up to the amount of the accumulated gains)

¢ Where there is no balance in the Revaluation Reserve or an insufficient
balance, the carrying amount of the asset is written down against the
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relevant service line(s) in the Comprehensive Income & Expenditure
Statement.

The Revaluation Reserve contains revaluation gains recognised since 1 April
2007 only, the date of its formal implementation. Gains arising before that date
have been consolidated into the Capital Adjustment Account.

Component Accounting

International Accounting Standard 16 (IAS16) - Property, Plant and Equipment
(PPE) contains the accounting requirements for the separate recognition,
depreciation and de-recognition of parts of assets (referred to as
componentisation). Componentisation shall be applied for depreciation purposes
on enhancement, acquisition expenditure incurred and revaluations carried out
from 1st April 2010.

Components that are required to be depreciated separately are those that have
a cost that is significant in relation to the total cost of the asset, a different
useful life and method of depreciation.

The policy adopted is as follows:

¢ Components of an asset will be separated where their value is significant
in relation to the total value of the asset and where those components
have different useful lives to the remainder of the asset for depreciation
purposes.

e Where there is more than one significant component part of the same
asset with the same useful life, such component parts will be group
together for deprecation purposes.

e A component may be an individual item or similar items with similar useful
lives grouped.

e Where a component is replaced or restored, the carrying amount of the
old component will be derecognised and the new component added.
Where the carrying value of the derecognised/replaced component is not
known a best estimate will be determined by reference to the current
cost.

e Only assets with a gross book value of £1.5 million and over will be
considered for componentisation.

¢ Of those assets, for the purpose of determining a ‘significant’ component
of an asset, components with a value of 25% in relation to the overall
value of the asset or over £500,000 will be considered and then only if the
component has a different useful life for depreciation purposes so as to
result in depreciation charges that differ materially from the depreciation
charges had the asset not been componentised.

¢ On componentisation any Revaluation Reserve balances will remain with
the structure of the building. Any future revaluation gains and losses will
be applied across components as appropriate.

Impairment

Assets are assessed at each year-end as to whether there is any indication that
an asset may be impaired. Where indications exist and any possible differences
are estimated to be material, the recoverable amount of the asset is estimated
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and, where this is less than the carrying amount of the asset, an impairment
loss is recognised for the shortfall.

Where impairment losses are identified, they are accounted for by:

e Where there is a balance of revaluation gains for the asset in the
Revaluation Reserve, the carrying amount of the asset is written down
against that balance (up to the amount of the accumulated gains)

e Where there is no balance in the Revaluation Reserve or an insufficient
balance, the carrying amount of the asset is written down against the
relevant service line(s) in the Comprehensive Income & Expenditure
Statement.

Where an impairment loss is reversed subsequently, the reversal is credited to
the relevant service line(s) in the Comprehensive Income & Expenditure
Statement, up to the amount of the original loss, adjusted for depreciation that
would have been charged if the loss has not been recognised.

Depreciation

Depreciation is provided for on all Property, Plant & Equipment assets by the
systematic allocation of depreciable amounts over their useful lives. An
exception is made for assets without a determinable finite useful life (i.e.
freehold land and certain Community Assets) and assets that are not yet
available for use (i.e. assets under construction).

Depreciation is calculated on the following bases:

e Buildings - straight-line allocation over the useful life of the property as
estimated by a suitably qualified officer. The useful lives range from 5 to
100 years.

¢ Vehicles, Plant, Furniture & Equipment - straight-line allocation over the
useful life of the asset as estimated by a suitably qualified officer.

e Infrastructure - straight-line allocation over 20 years.

Where an item of Property, Plant & Equipment has major components whose
cost is significant in relation to the total cost of the item, the components are
depreciated separately. This is a straight-line allocation over the useful life of the
component as estimated by a suitably qualified officer.

Revaluation gains are also depreciated, with an amount equal to the difference
between current value depreciation charged on assets and depreciation that
would have been charged based on their historical cost being transferred each
year from the Revaluation Reserve to the Capital Adjustment Account.

Disposals & Non-current Assets Held for Sale

When it becomes probable that the carrying amount of an asset will be
recovered principally through a sale transaction rather than through its
continuing use, it is reclassified as an Asset Held for Sale. The asset is re-valued
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immediately before reclassification and then carried at the lower value of this
amount and fair value less costs to sell. Where there is a subsequent decrease to
fair value less costs to sell, the loss is posted to the Other Operating Expenditure
line in the Comprehensive Income & Expenditure Statement. Gains in fair value
are recognised only up to the amount of any previous losses recognised in the
Surplus or Deficit on Provision of Services. Depreciation is not charged on Assets
Held for Sale.

If assets no longer meet the criteria to be classified as Assets Held for Sale, they
are reclassified back to non-current assets and valued at the lower of their
carrying amount before they were classified as held for sale; adjusted for
depreciation, amortisation or revaluations that would have been recognised had
they not been classified as Held for Sale, and their recoverable amount at the
date of the decision not to sell.

Assets that are to be abandoned or scrapped are not classified as Assets Held for
Sale.

When an asset is disposed of or decommissioned, the carrying amount of the
asset in the Balance Sheet (whether Property, Plant & Equipment or Assets Held
for Sale) is written off to the Other Operating Expenditure line in the
Comprehensive Income & Expenditure Statement as part of the gain or loss on
disposal. Receipts from disposals (if any) are credited to the same line in the
Comprehensive Income & Expenditure Statement also as part of the gain or loss
on disposal (i.e. netted off against the carrying value of the asset at the time of
disposal). Any revaluation gains accumulated for the asset in the Revaluation
Reserve are transferred to the Capital Adjustment Account.

Amounts received for a disposal in excess of £10,000 are categorised as capital
receipts. These are credited to the Capital Receipts Reserve, and can then only
be used for new capital investment. Receipts are appropriated to the Reserve
from the General Fund Balance in the Movement in Reserves Statement.

The written-off value of disposals is not a charge against council tax, as the cost
of non-current assets is fully provided for under separate arrangements for
capital financing. Amounts are appropriated to the Capital Adjustment Account
from the General Fund Balance in the Movement in Reserves Statement.

p) DEFERRED LIABILITIES

Deferred Liabilities are recognised under the terms of IFRIC 12 (IFRS
Interpretations Committee) and the arrangement is recognised as a service
concession, and accounted for accordingly. This generally involves the grantor
(the Council) conveying to the operator (Serco) for the period of the concession
the right to provide services that give the public access to major economic and
social facilities, in this instance Maidstone Leisure Centre.

q) PROVISIONS, CONTINGENT LIABILITIES & CONTINGENT ASSETS

Provisions are made where and event has taken place that gives the Council a
legal or constructive obligation that probably requires settlement by a transfer of
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economic benefits or service potential, and a reliable estimate can be made of
the amount of the obligation.

Provisions are charged as an expense to the appropriate service line in the
Comprehensive Income & Expenditure Statement in the year that the Council
becomes aware of the obligation, and are measured at best estimate at the
Balance Sheet date of the expenditure required to settle the obligation, taking
into account relevant risks and uncertainties.

When payments are eventually made, they are charged to the provision carried
in the Balance Sheet. Estimated settlements are reviewed at the end of each
financial year — where it becomes less probable that a transfer of economic
benefits will now be required (or a lower settlement than anticipated is made),
the provision is reversed and credited back to the relevant service.

Where some or all of the payment required to settle a provision is expected to
be recovered from another party, this is only recognised as income for the
relevant service if it is virtually certain that reimbursement will be received if the
Council settles the obligation.

A contingent liability arises where an event has taken place that gives the
Council a possible obligation whose existence will only be confirmed by the
occurrence or otherwise of uncertain future events not wholly within the control
of the Council. Contingent liabilities also arise in circumstances where a provision
would otherwise be made but either it is not probable that an outflow of
resources will be required or the amount of the obligation cannot be measured
reliably.

A contingent asset arises where an event has taken place that gives the Council
a possible asset whose existence will only be confirmed by the occurrence or
otherwise of uncertain future events not wholly within the control of the Council.

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

r) RESERVES

The Council sets aside specific amounts as reserves for future policy purposes or
to cover contingencies. Reserves are created by appropriating amounts out of
the General Fund Balance in the Movement in Reserves Statement. When
expenditure to be financed from a reserve is incurred, it is charged to the
appropriate service in that year to score against the Surplus or Deficit on the
Provision of Services in the Comprehensive Income & Expenditure Statement.
The reserve is then appropriated back into the General Fund Balance in the
Movement in Reserves Statement so that there is no net charge against council
tax for the expenditure.

Certain reserves are kept to manage the accounting process for non-current
assets, retirement and employee benefits and do not represent usable resources
for the Council - these reserves are explained in the relevant properties.
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s) REVENUE EXPENDITURE FUNDED FROM CAPITAL UNDER STATUTE

Expenditure incurred during the year that may be capitalised under statutory
provisions but does not result in the creation of non-current assets has been
charged as expenditure to the relevant service revenue account in the year.
Where the Council has determined to meet the cost of this expenditure from
existing capital resources or by borrowing, a transfer to the Capital Adjustment
Account then reverses out the amounts charged in the Movement in Reserves
Statement so there is no impact on the level of council tax.

t) VALUE ADDED TAX

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

u) MINIMUM REVENUE PROVISION

The Minimum Revenue Provision (MRP) is a statutory charge relating to the
repayment of debt. It represents the Council’s underlying need to borrow for
capital expenditure. There is a general duty upon the Council to make an
amount of MRP which it considers ‘prudent’.

The Council has no borrowing, but has identified that it has three contractual
arrangements that are classified as finance leases under the requirements of
IFRIC 4. The repayments under these leases therefore need to be treated as a
borrowing arrangement. The MRP amount that is set aside is equivalent to the
value of the annual principal repayments on the contracts.

2 - CRITICAL JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

In applying the accounting policies set out in Note 1, the Council has had to
make certain judgements about complex transactions or those involving
uncertainty about future events. The critical judgements made in the Statement
of Accounts are:

e A comprehensive review of all property leases has been undertaken to
determine whether they should be classified as an operating lease (which
are off-Balance Sheet), or a finance lease (which is on-Balance Sheet).
The result of this review was that the Council currently has no property
leases which need to be classified as finance leases.

e A further review of service contracts was also undertaken in accordance
with the requirements of IFRIC 4 to determine whether any of the
contractual arrangements contain the substance of a finance lease. It was
determined that the park & ride contract was classified as containing
finance leases for the vehicles involved in the delivery of the service, and
these have now been included with Property, Plant & Equipment on the
Balance Sheet.

¢ A review of the new contract for waste collection has determined that the
contractual arrangements do not meet the requirements of IFRIC 4.
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e It has been determined that an arrangement between the Council and the
managing contractor of the Leisure Centre is classified as a service
concession arrangement. Under the terms of the arrangement the Council
makes regular payments over a 15 year period to cover the costs of major
refurbishment works which have been undertaken by the contractor.

e A review of the Council’s property portfolio has been undertaken to
determine which assets should be classified as Investment Properties.
These are those assets held solely to generate rental income or which are
held for capital appreciation. A number of assets were classified under this
heading, which is shown on the face of the Balance Sheet.

e A review was undertaken to identify what assets the Council owns could
potentially be classified as Heritage Assets. Once a list had been
established it was determined which of these met the criteria to be
classified as a Heritage Asset, and a further judgement was required to
determine the appropriate basis for valuation, or whether details of the
asset should be disclosed in the note only.

e There is a high degree of uncertainty about future levels of funding for
local government. However the Council has determined that this
uncertainty is not yet sufficient to provide an indication of the assets of
the Council might be impaired as a result of a need to close facilities and
reduce levels of service provision.

3 - ASSUMPTIONS MADE ABOUT THE FUTURE & OTHER MAJOR SOURCES
OF ESTIMATION UNCERTAINTY

The Statement of Accounts contains estimated figures that are based on
assumptions made by the Council about the future or that are otherwise
uncertain. Estimates are made taking into account historical experience, current
trends and other relevant factors. However, because balances cannot be
determined with certainty, actual results could be materially different from the
assumptions and estimates.

The items in the Council’s Balance Sheet at 31t March 2014 for which there is a
significant risk of material adjustment in the forthcoming year are as follows:

Property, Plant & Equipment
Uncertainties:

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

Effect if actual results differ from assumptions:

If the useful life of assets is reduced depreciation increases and the carrying
amount of the asset falls. It is estimated that the annual depreciation charge for
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buildings would increase by £0.648m for every year that useful lives had to be
reduced.

There is also a degree of uncertainty associated with land and buildings held at
fair value which is detailed within note 17.

Pensions Liability
Uncertainties:

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

Effect if actual results differ from assumptions:

The effect on the net pensions liability of changes in individual assumptions can
be measured. For instance, a 0.5% increase in the discount rate assumption
would result in a decrease in the pension liability of £0.580m. However, the
assumptions interact in complex ways. A one year increase in the mortality age
rating assumption would result in an increase to the pension liability of £7.230m.

Arrears
Uncertainties:

At 31 March 2014 the Council had a balance of sundry debtors for £11.065m. A
review of significant balances suggested that a provision of doubtful debts for
£2.439m was appropriate. However, in the current economic climate it is not
certain that such an allowance would be sufficient.

Effect if actual results differ from assumptions:

If collection rates were to deteriorate, a doubling of the amount of the
impairment of doubtful debts would require an additional £1.4m to set aside as
an allowance.

Non-Domestic Rates Appeals

Following the localisation of non-domestic rates which took effect from 1 April
2013, the Collection Fund became liable for potential losses arising from appeals
against the rateable value of business premises. A provision of £2.878m has
therefore been created to recognise current and backdated appeals. The
Council’s share of the provision of £1.151m is reflected on the balance sheet.
This is deemed to be appropriate as it is based on a detailed analysis of
information provided by the VOA.
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4 - ACCOUNTING STANDARDS THAT HAVE BEEN ISSUED BUT HAVE NOT
YET BEEN ADOPTED

The Code of Practice requires that the Authority discloses information relating to
the impact of an accounting change that will be required by a new standard that
has been issued but not yet adopted. This requirement applies to accounting
standards that come into effect for financial years commencing on or before 1
January of the financial year in question (i.e. on or before 1 January 2014 for
2013/14). Disclosure requirements are expected to be included in a subsequent
edition of the Code.

IFRS 13 Fair Value Measurement (May 2011)

IFRS 10 Consolidated Financial Statements

IFRS 11 Joint Arrangements

IFRS 12 Disclosure of Interests in Other Entities

IAS 27 Separate Financial Statements (as amended in 2011)

IAS 28 Investments in Associates and Joint Ventures (as amended in 2011)
IAS 32 Financial Instruments: Presentation

Annual Improvements to IFRS 2009-2011 Cycle.

It is anticipated that details of the disclosures required for most of these changes
will be included in the Code of Practice issued for 2014/15.

5 - ADJUSTMENTS BETWEEN ACCOUNTING BASIS & FUNDING BASIS
UNDER REGULATIONS

This note details the adjustments that are made to total comprehensive income
and expenditure recognised by the Council in the year in accordance with proper
accounting practice to the resources that are specified by statutory provisions as
being available to the Council to meet future capital and revenue expenditure.

General Fund Balance

The General Fund is the statutory fund into which all the receipts of the Council
are required to be paid and out of which all liabilities of the Council are to be
met, except to the extent that statutory rules might provide otherwise. These
rules can also specify the year in which liabilities and payments should impact on
the General Fund balance, which is not necessarily in accordance with proper
accounting practice. The General Fund balance therefore summarises the
resources that the Council is statutorily empowered to spend on its services or
on capital investment (or the deficit of resources that the Council is required to
recover) at the end of the financial year.

Capital Receipts Reserve

The Capital Receipts Reserve holds the proceeds from the disposal of land or
other assets, which are restricted by statute from being used other than to fund
new capital expenditure or to be set aside to finance historical capital
expenditure. The balance on the reserve shows the resources that have yet to
be applied for these purposes at the year-end.
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Capital Grants Unapplied

The Capital Grants Unapplied Account (Reserve) holds the grants and
contributions received towards capital projects for which the Council has met the
conditions that would otherwise require repayment of the monies but which have
yet to be applied to meet expenditure. The balance is restricted by grant terms
as to the capital expenditure against which it can be applied and/or the financial
year in which it can take place.

2012/13 has been restated to reflect the adoption of the 2011 amendments to
International Accounting (IAS) 19 Employee Benefits.
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2012/13

(Restated)

Capital Capital Movement in

General Fund Receipts Grants Unusable
Balance Reserve Unapplied Reserves
r £000" £000" £000" £000
2,588 2,588
17 17

(98) (98)
251 251
(2,384) (2,384)
3,328 3,328
277 277
194 194
(4,098) (4,098)
(948) (948)

o

(539) 539 o
3,608 3,612 7,220
(2,624) (2,624)

4,488 4,488
(2,756) (2,756)
(1}

56 56
3,984 988 539 5,511

Adjustments primarily involving the Capital Adjustment Account

Reversal of items debited or credited to the Comprehensive Income & Expenditure
Statement:

Charges for depreciation and impairment of non-current assets

Revaluation (gains)/losses on Property, Plant & Equipment

Movement in th