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Statement of Accounts
For the year ended 31 March 2013

I hope that this document proves to be both informative and of interest to readers. The Council is keen to try
to improve both the quality and suitability of information provided. On that basis your feedback would be
welcome.

If you have suggestions or comments on either the format of the report or its content, or you would like any
further information or further copies of this document, please contact:

Corporate Director Resources
Durham County Council
County Hall
Durham
DH1 5UE

e-mail: help@durham.gov.uk
Telephone: 03000 260000

Don McLure C.P.F.A.

Corporate Director Resources
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Explanatory Foreword

1. Introduction

This document presents the published accounts for Durham County Council for the year ended 31 March
2013 - the ‘Statement of Accounts’. It is a very important element in demonstrating the Council’s
stewardship of public money. It shows the resources available and how they have been used to deliver
services in County Durham.

The purpose of the Explanatory Foreword is to provide an understandable guide of the most significant
aspects of the Council’s financial performance, year end financial position and cash flows. This foreword
covers:

1 Introduction

2 The statutory background to the Statement of Accounts

3 Information and Financial Statements

4 County Durham

5 A review of 2012/13

6 Material assets acquired, liabilities incurred

7 Sources of funds to meet capital expenditure and other plans
8 Borrowing

9 Pensions liability

10 Material or unusual items

11 Significant changes in accounting policies

12 Significant provisions, contingencies and material write-offs
13 Changes in statutory functions

14 Subsequent events

15 Future plans

16 Housing Revenue Account

17 Pension Fund

18 Going Concern

2. Statement of Accounts

The Statement of Accounts for the financial year 2012/13 is prepared in accordance with the 'Accounts and
Audit Regulations 2003’, as amended by the ‘Accounts and Audit (Amendment) (England) Regulations 2006
and 2009, the ‘Accounts and Audit (England) Regulations 2011’ and the ‘Code of Practice on Local Authority
Accounting 2012/13’ (the Code) as published by the Chartered Institute of Public Finance and Accountancy
(CIPFA).

The Code is based on International Financial Reporting Standards (IFRS) which were primarily drafted for
the commercial sector and are not designed to address all the issues relevant to local government in the UK.
The Code therefore prescribes a hierarchy of alternative standards on which accounting treatment should be
based. These include accounting standards issued by the International Accounting Standards Board (IASB)
and interpretations of the International Financial Reporting Interpretations Committee (IFRIC), except where
these are inconsistent with specific statutory requirements. The Code also draws on approved accounting
standards issued by the International Public Sector Accounting Standards Board (IPSAS) and UK Generally
Accepted Accounting Practice (GAAP) where these provide additional guidance. In England and Wales, the
local authority Code constitutes ‘proper accounting practice’ under the terms of section 21(2) of the Local
Government Act 2003. The Council is therefore legally required to follow this Code of Practice. Explanatory
notes are included to assist in the interpretation of the accounts, which are unfortunately, unavoidably
technical and complex.

The key document for Local Authorities in England is the Accounts and Audit Regulations (England) 2011.
These regulations provide the overall legal requirements for the Statement of Accounts and have been
incorporated into the Code.
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Explanatory Foreword

The Code has introduced no changes that have necessitated amendment to the accounting policies for
2012/13.

3. Information and Financial Statements

The purpose of the explanatory foreword is to provide a concise and understandable guide for the reader of
the accounts of the most significant aspects of the Council’s financial performance, year end position and
cash flows.

The values within the financial statements are disclosed with roundings which are appropriate to their
individual presentation. Consequently, the tables in the Statement of Accounts may contain rounding
differences.

The information and financial statements are as follows
Independent Auditor’s Report

The Report of the Independent Auditor on the Council's Accounts and the Durham County Council Pension
Fund Accounts for the year ended 31 March 2013.

Durham County Council’s Core Financial Statements
Movement in Reserves Statement

This statement 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 and Expenditure
Statement. This is different from the statutory amounts required to be charged to the General Fund Balance
and the Housing Revenue Account for council tax setting and dwellings rent setting purposes. The Net
Increase/Decrease before Transfers to Earmarked Reserves line shows the statutory General Fund Balance
and Housing Revenue Account Balance before any discretionary transfers to or from earmarked reserves
undertaken by the Council.

Comprehensive Income and Expenditure Statement (CI&E)

This statement 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. Authorities 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

The Balance Sheet shows the value as at the Balance Sheet date of the assets and liabilities recognised by
the Council. The net assets of the authority (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

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

Notes to the Accounts

The notes are important in the presentation of a true and fair view. They aim to assist in understanding by
presenting information about the basis of preparation of the core financial statements; by disclosing
information required by the Code that is not presented elsewhere; and by providing information that is not
provided elsewhere but is relevant to the understanding of the accounts and shows the policies and
procedures adopted in compiling the Accounts.

The Housing Revenue Account (HRA)

The HRA Income and Expenditure Statement shows the economic cost in the year of providing housing
services in accordance with generally accepted accounting practices, rather than the amount to be funded
from rents and government grants. Authorities charge rents to cover expenditure in accordance with
regulations; this may be different from the accounting cost. The increase or decrease in the year, on the
basis of which rents are raised, is shown in the Movement on the HRA Statement.

Collection Fund

The Collection Fund is an agent’s statement that reflects the statutory obligation for billing authorities to
maintain a separate Collection Fund. The statement shows the transactions of the billing authority in relation
to the collection from taxpayers and distribution to local authorities and the Government of council tax and
non-domestic rates.

Durham County Council Pension Fund Accounts

Shows the operation and membership of the Fund, the expenditure and income during the year and its
financial position at 31 March 2013. Following the Accounts are notes providing further information.

Statement of Responsibilities for the Statement of Accounts
Sets out the responsibilities of the Council and the Corporate Director Resources.
Annual Governance Statement

Gives assurance that appropriate mechanisms are in place for the maintenance of good governance across
the activities of the Council.

Glossary of Terms
A glossary of financial terms is provided to assist the reader.

4. County Durham

County Durham is a place of distinctive character with a strong sense of its own identity. It has a proud and
unique history having been settled since ancient times by the Romans, Anglos, Saxons and Normans.
Durham City developed as a centre of Christian worship in the 11th century with the completion of the
cathedral which is now a World Heritage site. The Bishops of Durham were granted both spiritual and
secular powers by William | effectively giving them the status of Kings of the North East. Later, County
Durham became a centre for the industrial revolution providing the country and developing empire with coal,
steel and ships. The area also saw the development of the world’s first passenger steam railway in 1825.

Today, Durham is a county of economic, cultural and environmental contrasts. It stretches from the remote
rural North Pennine area of outstanding natural beauty in the West to the more densely populated East
Durham heritage coastline. The county covers an area of 223,260 hectares with 223,800 households and 12
major centres of population.

Following local government reorganisation in 2009, Durham County Council, with 513,200 residents, is the
largest council in the North East region and the sixth largest all purpose council by population in England.

The economic history of the county has generated a spatially fragmented geography of around 250
settlements including rural villages, small and medium towns and a historic city with World Heritage status.

In common with the rest of the UK, the county’s population is ageing with the average age of 40.9 years in
2009 rising to 44.2 years in 2026. Increases in life expectancy and the transition of the ‘baby boom’
generation from economic activity into retirement means that our older people cohort (aged 65 +) is predicted
to rise by 25.1% by 2021. Even greater increases are expected in the population of people aged 85 and
over which is predicted to rise by 41.9% (nearly 4,600 people). An increase in the birth rate both nationally
and locally will stem the decline in the number of people aged under 25, which is expected to remain fairly
constant over the next two decades at its current level of approximately 30% of the population.
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Black and minority ethnic communities make up 3.4% of the population. County Durham is ranked as the
62nd most deprived out of 326 authorities nationally. There is a high proportion (45.4%) of the County
Durham population living in the 30% most deprived areas. Within these communities, weekly wages and
rates of car ownership are low; the health of the population is relatively poor; life expectancy is below the
average for the country and there are high levels of disability and long term iliness.

In November 2012, 16,168 people were claiming Job Seekers Allowance, which equates to 4.9% of the
working age population. This is lower than the regional average of 5.5% but higher than the Great Britain
average of 3.8%. In February 2012, 30,260 people were claiming Employment and Support Allowance or
Incapacity Benefits/Severe Disablement Allowance, which equates to 9.1% of the working age population.
This is higher than both the regional average of 8.2% and also the Great Britain average of 6.5%.

Durham County Council was established along with other county councils in England and Wales in 1888.
The latest reorganisation of local government in Durham in 2009 saw the abolition of the seven district and
borough councils in the county and the creation of Durham County Council as a single all-purpose authority
providing the full range of local government services to the public.

The council is made up of 126 Members representing 63 electoral divisions with the Labour Party having a
controlling majority.

The council operates a leader and cabinet style model of political governance and the cabinet is made up of
ten councillors.

The council’s overview and scrutiny function is made up of six scrutiny committees with an Overview and
Scrutiny Management Board providing an oversight of the work of these committees which is made up of 26
councillors and ten other representatives.

The council is broadly comparable with a major company in size. We provide a large range of services that
include: teaching our young people and caring for our older people; lending the latest best sellers and
protecting 900 year old documents; fixing road bridges and creating bridges in our communities; helping
children to swim and helping adults to work; planting trees in nature reserves and recycling paper from our
homes. In fact, any local service you can think of, Durham County Council can probably have a hand in it
somewhere. We have a budget of £1.4 billion, we employ 18,159 people and our services are delivered to a
customer base of over half a million people. To help us manage this undertaking, we employ a Chief
Executive, Assistant Chief Executive and four Directors who make up the Corporate Management Team of
the council.

5. A Review of 2012/13

A review of the Housing Revenue Account 2012/13 budget and outturn is shown at paragragh 16 along with
its future plans.

2012/13 Budget — General Fund

The Council continued to face unprecedented levels of reductions in Government grants over the current
Comprehensive Spending Review (CSR) period to 31 March 2015. The Council’s Formula Grant for
2012/13 was confirmed in December 2011 at £223.2m which was a reduction of £17.1m when compared to
2011/12.

In total, the Cabinet forecast that Government Support for the five year period 2011/12 to 2015/16 would
reduce by £108.7m and by £115.8m when including the forecast grant reduction for 2016/17. This equated
to a 30% reduction in Government Support over this period.

After also taking into account estimated base budget pressures and growth in some priority service areas,
Cabinet forecast the need to deliver £159.2m of cash savings for the five year period 2011/12 to 2015/16
and savings of £171.8m when including forecasts for 2016/17. This equated to a 40% net revenue budget
reduction over this period.

Despite having to make the above unprecedented level of savings, the Council set a net revenue budget of
£432.58m for 2012/13. Although the budget required the delivery of £26.6m of savings in 2012/13 in order to
deliver a balanced budget, the Council was able to protect and increase some service budgets for the benefit
of council tax payers including:

. for the third consecutive year, council tax for County Durham stayed the same in 2012/13 as
the Council accepted the Government’s ‘one off’ Council Tax Freeze Grant. It was anticipated
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that the grant would be payable in 2012/13 but not in future years and equated to almost £5m
and was equivalent to the income that the Council would have received from a 2.5% council
tax increase;

. protecting the winter maintenance budget as this was a high priority service based upon public
consultation feedback;

) increasing the adult social care budget by £2.15m in recognition of the increasing demands on
the service due to demographic changes and more people becoming dependent upon these
services;

. increasing the children’s safeguarding service budget by £1.5m in recognition of increasing

demands due to more children entering the care service;

. an additional £3.5m of revenue to invest in new and current capital projects through prudential
borrowing. The capital programme for 2012/13 was to deliver schemes to the value of over
£197m in line with the Council’s key priorities to stimulate regeneration and job creation within
the local economy.

The 2012/13 budget also needed to absorb several significant cost pressures including:

. Landfill tax of £1.07m due to the Government increasing the costs of landfill by £8 per tonne
from April 2012;
) Additional employer pension contributions of £1.2m due to a 5.3% increase on the sum

required to recover the forecast deficit for Council employees on the Pension Fund;

. Concessionary fares - due to the increasing numbers of pensioners qualifying for bus passes,
the increasing patronage on bus services and the withdrawal of government grants to bus
companies, the concessionary fares budget was forecast to increase by £0.85m;

. Excessive inflation experienced during 2011/12 on energy and fuel costs required £1.35m and
£1.0m to be added to base budgets in 2012/13.

The Council continued to strive to attract grant funding from external sources and was successful in
receiving a provisional grant of £6.9m for improving Superfast Broadband access in remote areas across the
County.

Funding of £3.8m was confirmed from the Housing and Communities Agency to improve four Gypsy and
Travellers’ sites across the County. These much needed improvements started in 2012/13.

Unfortunately, Government support for capital investment in schools reduced significantly in 2012/13 with a
£3.6m reduction from 2011/12 levels.

After taking into account external grants, forecasted income from capital receipts and unsupported prudential
borrowing, the Council was able to set aside enough funding to be able to make new investments of £60.2m
in 2012/13 and £43.3m in 2013/14 in addition to the current earmarked schemes in the Capital Programme.
This resulted in the Council having a total Capital Programme across the 2012/13 to 2015/16 three year
MTFP period of £359.4m.

Budget Monitoring

Throughout the year, the Cabinet has received quarterly reports which have forecast the likely revenue and
capital outturn position for the Council against the budget described above and has approved revisions to the
original revenue and capital budgets in the light of changing circumstances. These reports can be found on
the Council’'s website www.durham.gov.uk .

General Fund Outturn

The following paragraphs detail the actual outturn position against this budget. It was anticipated at the time
that the budget was set that £2.533m would be drawn from earmarked reserves, and £2.864m from
Services’ cash limit reserves to finance the budget, the actual position was a contribution to earmarked
reserves of £2.486m and £4.018m to cash limit reserves. Schools used £1.059m of schools’ balances, and
£2.538m was contributed to the general reserve.

1 This section of the report shows the following:
0] Cash Limit Outturn for Service Groupings;
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(ii)
commentary;
(iii)
commentary;

Cash Limit Outturn

2 The overall outturn for the Council is shown

Assistant Chief Executive
Children and Adults Services

Neighbourhood Services
Regeneration and Economic
Development

Resources

Overall Revenue Outturn for the General Fund with summarised Service Grouping

Overall Capital Outturn of the General Fund with summarised Service Grouping

Cash Limit Position

Contingencies
Centrally Held Budgets
Corporate Costs

NET COST OF SERVICES

Capital charges

Gain/Loss on disposal of fixed assets
Interest and Investment income
Interest payable and similar charges
HR Accrual - reversal

Net Expenditure

Funded By:

Council Tax

Council tax freeze grant

Use of (-) / contribution to
earmarked reserves

Revenue Support Grant
Re-distributed Non Domestic Rates
New Homes Bonus

LACSEG

Use of (-) contribution to Cash Limit
Reserve

Use of (-) contribution to the General
Reserve

TOTAL

in the table below.
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£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

11,369 12,628 12,070 -558 -1,795 -1 1,866 -488 488
273,278 264,213 248,576 -15,637 5,486 - 6,191 -3,960 3,960
98,176 114,088 101,247 -12,841 11,877 -47 592 -419 419
42,513 53,186 54,448 1,262 -3,113 -38 1,333 -556 556
20,369 22,446 20,001 -2,445 201 - 619 -1,625 1,625
445,705 466,561 436,342 -30,219 12,656 -86 10,601 -7,048 7,048
11,248 6,497 - -6,497 - - - -6,497 6,497
- - 3,540 3,540 - - -2,743 797 -797
- 1,641 - -1,641 1,561 - - -80 80
456,953 474,699 439,882 -34,817 14,217 -86 7,858 -12,828 12,828
-49,115 -51,722 -70,353 -18,631 - - - -18,631 18,631
- - 35122 35122 - - - 35122 -35122
577 577  -3,245  -2,668 - - - 2,668 2,668
30,715 21,582 24,410 2,828 - - - 2,828 -2,828
- - 775 775 =775 - - - -
437,976 443,982 426,591 -17,391 13,442 -86 7,858 3,823 -3,823
-201,788 -201,788 -201,788 - - - - - -
-4,989 -4,989 -5,045 -56 - - - -56 56
-2,633 -8,459 1,427 9,886 - - - 9,886 -9,886
-4,245 -4,245 -4,245 - - - - - -
-219,006 -219,006 -219,007 -1 - - - -1 1
2551  -2,551  -2,344 207 - - -206 1 -1
- - 2,145 2,145 - - 2,145 2,145
-2,764 -2,944 4,018 6,962 - - - 6,962 -6,962
- - 2,538 2,538 - - - 2,538 -2,538
- - - - 13,442 -86 7,652 21,008 -21,008

The table details how the cash limit outturn for each Service Grouping is calculated. Two key

elements have been excluded from the Service Grouping outturn to calculate the cash limit outturn

as detailed below:

0) Sums Outside the Cash Limit

Some expenditure and Income can be excluded from the cash limit for a number of reasons.
Some of these are detailed below:
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. Items not controlled by the Service Groupings e.g. Capital Charges, Central
Administration Recharges and items relating to International Financial Reporting
Standards (IFRS).

. Exceptional expenditure pressures which were not accounted for in the service
grouping base budget build and which are covered by contingencies or earmarked
reserves held corporately e.g. Flooding and additional Winter Maintenance due to
exceptional long periods of ice or snow and redundancy costs linked to MTFP savings
proposals.

(ii) Use of or Contribution to Earmarked Reserves

Sums that Service Groupings that have utilised or contributed to Earmarked Reserves, have
been excluded from their outturn position in order to calculate cash limit position.

3 After taking into account the above exclusions, all Service Groupings have generated a Cash Limit
underspend in 2012/13. The 2012/13 cash limit underspend for each Service Grouping is detailed in
the table below:

Movement during 2012/13

Transfer to /

Opening from Closing

Balance as at Contribution Earmarked Balance as at

Service Grouping 01-Apr-12 Use of Reserve to reserve Reserves 31-Mar-13
£m £m £m £m £m

Assistant Chief Executive -1.133 0.456 -0.488 - -1.165

Children and Adults Services -8.092 2.320 -3.960 - -9.732

Neighbourhoods -2.205 0.166 -0.419 0.147 -2.311

Regeneration and Economic Development -2.960 0.100 -0.556 - -3.416

Resources -1.496 - -1.625 -0.159 -3.280

Total -15.886 3.042 -7.048 -0.012 -19.904
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Revenue Outturn

4 The table in paragraph 2 provides a detailed Outturn position for the Council’s General Fund by
Service Grouping. In addition, the table below provides a detailed Outturn position for the Council by
type of expenditure and income.

Cash Limit Adjustments

() e
E 12 c E
0w 3 o 2 = S e = 23 50
_ O = — [} o E ‘5’ [oRN7)) E E = c =
£s %3 886 S5, 2 G@ Sf 2gf S5 SEsfo
= o 2 o S S a 2 kS Q0 = c o 5D 0 c=2 >3 2
£ 33 582 58 s S52E 88 §78 828 85258
O m X m n O oo > n <=3 o O 8 oad 0O0<=00
£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000
Employees 516,389 524,165 517,661 - -6,505 -1,775 -1 -1,962 -10,243 10,243
Premises 55,144 51,377 52,489 - 1,112 -74 - 15 1,053 -1,053
Transport 52,620 52,966 49,504 - -3,462 564 - 43 -2,855 2,855
Supplies and Services 120,541 127,891 144,424 1,693 18,226 12 -38 1,459 19,659 -19,659
Agency and Contracted 228,398 230,854 226,218 56 -4,580 -1,232 - 5,501 -311 311
Transfer Payments 258,751 257,299 261,423 - 4,124 - - 1,130 5,254 -5,254
Central Costs 85,038 92,052 84,477 - -7,575 -4,930 - -1,286  -13,791 13,791
Other 1,131 -1,059 2,999 - 4,058 -428 - 2,460 6,090 -6,090
DRF - 9,385 15,900 - 6,515 - - -2,743 3,772 -3,772
Capital Charges 49,115 51,722 35,231 - -16,491 16,491 - - -
GROSS EXPENDITURE 1,367,127 1,396,653 1,390,326 1,749 -4,578 8,628 -39 4,617 8,628 -8,628
Income
- Specific Grants 597,299 605,499 605,436 14 -49 - - -578 -627 627
- Other Grants and
contributions 25,984 28,709 35,889 - 7,180 -34 - -11 7,135 -7,135
- Sales 8,397 8,597 9,978 - 1,381 -324 - -400 657 -657
- Fees and charges 102,147 106,618 106,235 - -383 - 47 -149 -485 485
- Recharges 172,201 165,046 174,719 1,577 11,250 -5,231 - -172 5,847 -5,847
- Other 15,394 13,982 18,187 158 4,363 - - -1,931 2,432 -2,432
Total Income 921,422 928,451 950,444 1,749 23,742 -5,589 47 -3,241 14,959 -14,959
NET EXPENDITURE 445,705 468,202 439,882 0 -28,320 14,217 -86 7,858 -6,331 6,331
The table below provides a summary of the Final Outturn position:
£m £m
Gross Expenditure 1,380.281
Less: Gross Income -953.690
Net Expenditure 426.591
Financed by:
Council Tax 201.788
Council Tax Freeze Grant 5.045
Revenue Support Grant 4.245
Redistributed Non-Domestic Rates 219.007
New Homes Bonus 2.344
LACSEG (Academy Schools Adjustment) 2.145
Net Contribution to Cash Limit Reserves -4.018
Net Contribution to Earmarked Reserves
Schools and DSG 1.059
Non-Schools -2.486
Net Contribution to the General Reserve -2.538
TOTAL FINANCING 426.591
5 The final outturn position for the General Reserve is detailed below:
£m
Opening Balance as at 1 April 2012 -21.874
Add
Net Contribution to General Reserve -2.538
Closing General Reserve Balance as at 31 March 2013 -24.412
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6 The General Reserve balance carried forward is within the Council’s General Reserves policy of
retaining up to 7.5% of Net Revenue Expenditure (£35m). The position at 31 March 2013 represents

5.2% of 2013/14 Net Revenue Expenditure Budget.

7 The key reasons why the General Reserve has increased are detailed below:

. Local Authority Central Spend Equivalent Grant (LACSEG) income — a £2.145m refund was
received from the Department for Education in respect of 2010/11 and 2011/12 LACSEG
reductions;

. Interest and Investment income - £2.668m more than budgeted,;

) Capital Receipt income from de-minimis asset sales - £0.324m more than budgeted, offset by:

. Interest payable and similar charges - £2.828m more than budgeted.

8 The final outturn for Earmarked Reserves in 2012/13 is shown below with fuller detail provided in the

Notes to the Accounts. Schools Balances and Cash Limits are shown separately.

Non-Schools Schools Cash Limits TOTAL

£m £m £m £m

Opening Earmarked Reserve Balance as at 1 April 2012 -59.439 -25.100 -15.886 -100.425
Add

Net contribution to Earmarked Reserve -2.486 1.059 -4.018 -5.445

Closing Earmarked Reserve Balance as at 31 March 61.925 24.041 -19.904 -105.870

2013

Service Grouping Commentary

9

A summary from each Service Grouping Outturn follows.

Assistant Chief Executive (ACE)

10

11

12

The 2012/13 outturn is a cash limit underspend of £0.488m. This takes into account adjustments for
sums outside the cash limit such as redundancy costs which are met from the strategic reserves,
year end capital entries and the use of / contributions to earmarked reserves.

The cash limit outturn position compares to the previously forecast position of a cash limit
underspend of £0.348m.

The underspend is a managed position, reflecting the proactive management of activity by Heads of
Service across ACE to remain within the cash limit. The main reasons for the outturn position are as
follows:

. In line with corporate policy employees are budgeted at 97%. As a result of low vacancy
levels within the service following restructures (driven by the requirement to meet MTFP
savings targets) employee costs overspent by £21k representing 0.3% of the employees’
budget. The overspend in employees has been managed within the service by adjusting
planned activity elsewhere within ACE to ensure this overspend is offset.

. The Premises, Transport and Supplies and Services areas of activity are under constant
review by managers to minimise spending while still delivering a high level of service and as
a result they delivered a £0.315m underspend.

. The Transfer Payments budget underspent by £65k as a result of effectively managing the
allocation process of making grants to qualifying bodies.

. Income over recovered by £0.154m. This is primarily related to activity within Partnership
and Community Engagement where managers have been able to identify and access
additional funding to support additional activity within the AAP areas. Additionally support of
the ‘Police and Crime Panel’ co-ordinated by the Overview and Scrutiny function and
additional income achieved by the County Records Office also contributed to the over
recovery.

. Each of the 14 area action partnerships (AAP) have an ‘Area’ budget to contribute to local
projects of £0.120m in 2012/13. Combined with revenue budgets carried forward from
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13

14

15

previous years (related to committed expenditure on agreed projects) the total revenue
budget across all 14 AAP’s was £2.370m. £1.413m was expended in 2012/13, with the
remaining £0.957m committed to projects in 2013/14 by 31 March 2013.

. Each elected member manages a ‘Member’s Neighbourhood budget’ of £25k for priorities in
their local AAP areas made up of £15k revenue budget and £10k capital. The revenue
funding element has been reduced by £5k per member in 2013/14. Prior to 2012/13 all
underspends on these budgets have been carried forward, however due to the Local
Elections on 2 May 2013, only committed budgets have been carried forward into 2013/14.

. In 2012/13, the Members’ Neighbourhood revenue budget, including sums carried forward
from the previous year, totalled £3.495m. Expenditure in 2012/13 was £1.096m however,
£2.393m was committed to schemes and members initiatives prior to 31 March 2013 and
has therefore been carried forward.

. The Members Initiative Fund outturn was £0.316m which comprises the £0.252m budget for
2012/13 together with £64k of budget carried forward from 2011/12.

Further to the quarter 3 forecast of outturn report, the following items have been excluded from the
outturn in arriving at the cash limit outturn position:

. £1.233m of capital charges over and above the budget;

. £17K in respect of repairs and maintenance which is managed centrally;
) £0.422m in respect of central admin recharges;

. £36k in respect of design service recharges which is managed centrally;

£45K in respect of customer services recharges.
. £40k in respect of unfunded pensions costs;
. £2K in respect of staff pay accrued for holidays.

A range of transfers to and from earmarked reserves held corporately and within ACE have been
excluded in arriving at the cash limit outturn:

. £45k use of the MTFP Redundancy and Early Retirement Reserve connected with MTFP
linked restructuring exercises;

. £17k use of the corporate Insurance Reserve to meet corporate insurance costs in excess of
the budget;

. £64k use of the Members Initiative Fund Reserve

. £0.644m contribution to the AAP Members Reserve.

. £1.348m contribution to the Members Neighbourhoods Reserve.

Taking the final outturn position into account, including items proposed to be treated as outside the
cash limit, transfers to and from earmarked reserves, the Cash Limit Reserve to be carried forward
for ACE is £1.165m.

Children and Adults Services (CAS)

16

17

18

The 2012/13 outturn for Children and Adults Services (CAS) is a cash limit underspend of £3.960m.
This takes into account adjustments for sums outside the cash limit such as redundancy costs which
are met from strategic reserves, year-end capital accounting entries and use of / contributions to
earmarked reserves.

The cash limit outturn position compares to the previously forecast position of a cash limit
underspend of £2.890m.

The underspend is a managed position, reflecting the proactive management of activity by Heads of
Service across CAS to remain within the cash limit. The main reasons accounting for the outturn
position are as follows:

. Early achievement of a number of future year MTFP management and support service
proposals, together with the careful management and control of vacancies and general
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19

budgets across the service has created a net underspend for the year from former Adults,
Wellbeing and Health services of £2.92m.

. Net spend on adult care packages was £3.2m below budget. This area of spend is closely
monitored to assess the impact of demographic changes. Savings have arisen from
consistent and effective application of the existing eligibility criteria, reducing the level of
care packages subsequently commissioned. The service is reviewing its approach to
current savings in order to consider increasing the saving associated with consistent
application of eligibility criteria. This will need to be carefully considered in light of transition
cases, potential for ordinary residence claims and the potential for increased care package
costs linked to older carers and general increases in demand.

. CAS managers have reviewed plans in respect of available one-off additional funding, which
has created an in-year contribution to the cash limit of £1.12m. It is anticipated that this
funding will be utilised in part to resource the work associated with the outcomes of the LGA
efficiency review work linked to the transformation agenda in social care for children and
adults.

. To assist in the management of the demographic pressures facing the service over the
MTFP period, the service targeted a planned underspend for 2012/13, repeating the
approach applied in previous years, and a further contribution of £4.5m to the reserve for
demographic pressures/hyperinflation has been actioned during the year.

) Children’s Care overspent by a net £1.24m. This service experienced an overspend on
independent foster agency and fostering related allowances (£1.74m), which reflects the
higher than budgeted number of referrals and caseloads, particularly in the first half of
2012/13, and overspends due to transport costs (£0.41m) to fund contact visits ordered by
the courts, together with excess school travel costs and car allowances. Managed
underspends on employees (£0.78m) and additional income from Health to fund placements
(£0.25m) have helped to partially mitigate the position in year. A Looked After Children
(LAC) Strategy is now in place and, together with base budget realignment within CAS and
falling numbers of LAC in quarter 4, the 2013/14 budget position is considered more
sustainable.

. Home to School and college transport has overspent by £0.62m in 2012/13. This is a timing
issue linked to the rollout of the policy changes implemented from September 2012. Whilst
the policy changes will deliver the MTFP requirements in totality, the profiling of the savings
will not be in line with the original MTFP assumptions and base budget adjustments have
been actioned in 2013/14.

. A number of savings across Achievement, Countywide and Early Intervention and
Partnership Services (£2.35m) mainly relating to employee related spend through vacancies
and the early achievement of MTFP savings and reduced supplies and services expenditure.

) There is also an improved position on bad debts of £0.7m mainly due to the clearing of
outstanding debts relating to local Primary Care Trusts.

Further to the quarter 3 forecast outturn report, the following items have been excluded from the

outturn in arriving at the cash limit at year end:

) £96k transfer to the Continuous Professional Development reserve, relating to the trading
account surplus at the year end.

. a reserve of £0.942m has been created for Tackling Troubled Families which reflects the
unspent grant in 2012/13 to fund planned commitments in 2013/14.

. an amount of £1.589m has been added to the Social Care Reserve from available one-off
balances to help support the transformation agenda

. a number of reserves totaling £0.904m which were planned to be used in 2012/13 but which
spend will now be incurred in 2013/14 have been carried forward at year end; and

o MTFP related redundancy costs of £0.562m have been funded through the use of the
corporate reserve set up for this purpose.
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Taking the outturn position into account, the Cash Limit Reserve to be carried forward for Children
and Adults Services is £9.732m. There is a pre-committed planned use of this reserve of £5.041m
across the MTFP 3 period.

Dedicated Schools Grant

21

22

23

24

25

26

27

28

The Dedicated Schools Grant (DSG) allocation for 2012/13 was £342.05m, however due to schools
converting to academies the budget was reduced by £64.107m in year to £277.943m. This includes
both the delegated schools budget and the centrally retained DSG budget.

The total revised delegated budget for maintained schools was £257.7m and net expenditure for the
year was £257.6m.

Where schools spent more than their delegated budgets, the overspend reduces their accumulated
balance. Schools related balances were £19.418m at 31 March 2013, a reduction of £1.472m from
the previous year. There has been a reluctance to commit funds due to the freeze on inflation within
school budgets and until the impact of the School Funding Reforms, particularly the National
Funding Formula from April 2015, becomes clearer.

The level of school balances is being closely monitored and managed, particularly those schools
with a deficit balance and robust arrangements have been put in to place to monitor these in parallel
with budget plans given the additional risks from schools that could potentially become a sponsored
academy.

In 2013/14 and beyond there will be greater scrutiny and challenge being put to schools budget
plans to identify and address areas of concern and risk to the Council. Whilst the vast majority of
schools are well managed and financially sound, termly updates will now be required from all
maintained schools on their projections for the year, with reports also provided to School Governors.
The Council will work constructively with schools to address any concerns and where appropriate
take action to ensure the risk to the School and the Council is mitigated.

At 31 March 2013 there are 15 schools with a deficit balance carried forward totalling £0.46m, 25
schools holding a balance less than 2.5% of their overall funding and 220 schools with balances of
more than 2.5% of their overall funding.

The pressure areas for the centrally controlled element of the DSG in 2012/13 have been within
Education Other than at School, placements in independent special schools and school redundancy
costs. This has been offset by underspends within the Access and Inclusion, Learning Support
Service and capitalised repair and maintenance.

The overall outturn position for the centrally retained element of the DSG shows an underspend of
£0.413m, which has been carried forward to support spend and budget pressures in 2013/14.

Neighbourhood Services

29

30

31

The 2012/13 outturn for Neighbourhood Services is a cash limit underspend of £0.419m. This takes
into account adjustments for sums outside the cash limit such as redundancy costs which are met
from an earmarked reserve, year-end capital accounting entries and use of / contributions to
earmarked reserves.

The cash limit outturn position compares to the previously forecast position of a cash limit overspend
of £0.142m.

The underspend is a managed position, reflecting the proactive management of activity by Heads of
Service across Neighbourhoods to bring spend within the cash limit, having previously forecast an
overspend position. The main reasons accounting for the outturn position are as follows:

. There was a shortfall of £1.4m in the surplus generated within Highways Services. This was
primarily due to reduced levels of workload across the year. Progress is currently being
made to downsize the workforce in order to align it with a more sustainable level of income
for 2013/14.

. There was an overspend of £0.3m within Direct Services due a fall in the projected income
from the sale of dry recyclates due to falling market prices.
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33

34

. In order to mitigate against previously identified overspends Neighbourhoods Management
team instigated an exercise to further identify areas of the budget where costs could be
saved on a one-off basis within the service, and as a result an underspend of approximately
£0.700m was achieved on supplies and services across all areas of Neighbourhood
Services.

. There was also an underspend of £1.0m within Strategic Waste, associated with savings
from reduced levels of waste being generated, principally due to the economic climate, and
the introduction of Alternate Weekly Collections, which increased diversion from landfill by
more than was forecast.

. Finally, there was an underspend of approximately £0.400m within the service associated
with both the Environment, Health and Consumer Protection service and Projects and
Business Services where a number of planned MTFP savings from 2013/14 have been
achieved early.

Further to the quarter 3 forecast outturn report, the following items have been excluded from the
outturn in arriving at the cash limit:

. An additional overspend on Winter Maintenance activities of £0.311m

) Other sums outside the cash limit include costs in respect of capital accounting entries, and
central administration recharges.

In addition, the Service is making the a net contribution to Earmarked Reserves of £0.545m:

. £0.424m relates to a contribution to earmarked reserves in respect of Culture and Sport,

. £0.698m relates to a contribution to earmarked reserves in respect of Highways and Waste
Disposal,

. £1.609m relates to a contribution to earmarked reserves in respect of Buildings and Grounds
Maintenance, and Street Cleaning,

. £0.294m relates to a contribution to earmarked reserves in respect of Environmental Health,
and

. £0.110m relates to a contribution to earmarked reserves in respect of for Customer
Services.

. Neighbourhoods have utilised £0.404m in respect of additional ER/VR costs, and £2.186m

for additional Insurance charges. Both these sums are funded corporately from Earmarked
reserves held centrally

Taking the outturn position into account, the Cash Limit Reserve to be carried forward for
Neighbourhood Services is £2.311m.

Regeneration and Economic Development (RED)

35

36

37

The 2012/13 outturn for Regeneration and Economic Development is a cash limit underspend of
£0.556m. This takes into account adjustments for sums outside the cash limit such as redundancy
costs which are met from an earmarked reserve, year end capital accounting entries and use of
contributions to earmarked reserves.

The cash limit outturn position compares to the previously forecast position of a cash limit
underspend of £0.615m.

The underspend is a managed position, reflecting the proactive management of activity by Heads of
Service across RED to remain within the cash limit. The main reasons accounting for the outturn
position is as follows:

. Strategy Programmes and Performance - £0.121m saving due to the freezing of vacant
posts and other general efficiency savings on Supplies and Services.

) Economic Development and Housing - £0.117m underspend primarily due to savings on
employee costs resulting from vacant posts, maternity leave and other general efficiency
savings.
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38

39

. Planning and Assets - £0.490m underspend which is broken down into a £0.526m
underspend in the Planning service and a £0.036m overspend on Assets. Building control
income was lower than budget by £0.295m although planning fee income was higher and is
offsetting this budget pressure. The underspend in the Planning Service results from vacant
posts and other efficiency savings on Transport, Supplies and Services.

. There were income pressures within the Assets Service, mainly from Newgate Street in
Bishop Auckland, the Brackenhill Centre, Peterlee and Millenium Square in Durham City
where rental income targets were not achieved.

) Transport - £0.201m overspend which is primarily due to the non-realisation of budgeted
vacancy savings and additional costs incurred for agency staff to cover for sickness on
statutory duties. In addition there was a shortfall in anticipated income resulting from a delay
in the implementation of Civil Parking in the South and loss of car parking income due to bad
weather in the latter part of the financial year.

. Central Costs - £29k underspend due to a rebate from Commensura, who manage our
agency recruitment process, plus other general efficiency savings

Further to the quarter 3 forecast outturn report, the following items have been excluded from the

outturn in arriving at the cash limit:

. £1.295m — relates to contributions to and from earmarked reserves and cash limits to
support specific projects in 2013/14

. -£3.113m — relates to a range of adjustments associated with capital charges, centralised
repairs and maintenance, central administration and concessionary fares.

Taking the outturn position into account, the Cash Limit Reserve to be carried forward for
Regeneration and Economic Development is £3.416m.

Resources

40

41

42

The 2012/13 outturn for Resources is a cash limit underspend of £1.625m. This takes into account
adjustments for sums outside the cash limit such as redundancy costs which are met from the
strategic reserves, year end capital accounting entries and use of / contributions to earmarked
reserves.

The cash limit outturn position compares to the previously forecast position of a cash limit
underspend of £1.361m.

The main reasons accounting for the final outturn position are as follows:

. Employee costs underspent by £1.639m, which is primarily as a result of the planned early
achievement of 2013/14 MTFP saving requirements linked to the unitisation of Finance and
Human Resources. Proactive management of vacancies within Legal and Democratic
Services, Internal Audit and ICT is intended to minimise the cost and disruption of
restructures planned for 2013/14. The restructures linked to unitisation achieved the
2013/14 MTFP savings requirements and after accounting for transition contributed
significantly to the underspend in 2012/13.

. Premises costs are marginally underspent by £0.027m. The underspend is due mainly to
reduced spend on general repairs and maintenance.

) Transport costs underspent by £0.267m. This is due to lower than anticipated spend on car
allowances across the Service.

. Supplies and Services costs overspent by £0.920m. Contributing to the overspend are costs
in Finance associated with the introduction of Hyperion and Business Intelligence budgeting
tools and the cost of outsourced work packages in respect of the Housing Benefits Service.

. Central Support and Capital is overspent by £0.209m. This is as a result of funding capital
expenditure on ICT data centres, vehicles and printing equipment.

. Income is over recovered by £0.808m. This is primarily due to an increase in court fee
income within the Council Tax and Business Rates Service of £0.427m. There was also an
over recovery of income in Legal Services, Corporate Finance and Financial Services.
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44

45

Further to the quarter 3 forecast of outturn report, the following items have been excluded from the
the outturn in arriving at cash limit;

. £1.242m of capital charges over and above the budget;

. £5k in respect of repairs and maintenance which is managed centrally;

. £1.569m in respect of central admin recharges;

. £5k in respect of corporate and democratic core recharges;

) £9k in respect of customer services recharges;

. £0.202m of costs in respect of the Coroners Service;

. £5k in respect of the single persons discount review in Revenues and Benefits;

. £0.204m of the bad debt provision charge relating to expenditure incurred on the building in
Newgate Street Bishop Auckland (the “Mothercare Building”);

. £2k for the provision of backdating successful job evaluation appeals.

. £0.324m for capital receipts less than £10k;

. £18k in respect of staff pay for accrued holidays.

) £22Kk in respect of unfunded pensions.

. £6K in respect of equal pay provision.

A range of transfers to and from earmarked reserves held corporately and within Resources have
been excluded the outturn in arriving at the cash limit position:

. £31k use of the MTFP Redundancy and Early Retirement Reserve connected with MTFP
linked restructuring exercises;

) £54k use of the Equal Pay Reserve to fund the implementation of the Job Evaluation
exercise;

. £1.654m use of the Insurance Reserve to meet the costs of insurance;

. £0.100m contribution to the Revenues and Benefits CIVICA Development Reserve;

. A further contribution of £0.321m to the Corporate Procurement Reserve;

. A contribution of £0.479m to the Housing Benefit Subsidy Reserve;

. £91k contribution to the Discretionary Housing Payments Reserve;

. £0.350m contribution to the Oracle Development Reserve to pay for the implementation of
Oracle Release 12;

. £80k to the ICT Mobile Infrastructure Reserve;

. £0.400m to the ICT Trading Account Reserve.

. £16k contribution to the DWP Welfare Assistance Reserve.

Taking the final outturn position into account, the Cash Limit Reserve to be carried forward for
Resources is £3.280m.

Resources - Centrally Allocated Costs

46

47
48

The 2012/13 outturn for Resources — Centrally Allocated Costs is an underspend of £80k. The
outturn has been adjusted to take into account the removal of sums outside the cash limit in respect
of Central Administration recharges.

The outturn position compares to the previously forecast position of an underspend of £64k.
The main reasons accounting for the final outturn position are as follows:

. Supplies and Services underspent by £0.106m primarily due to an underspend on audit
fees.
. Income is under recovered by £26k from the VAT sharing arrangement with North Star

Housing Group.
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Further to the quarter 3 forecast of outturn report, the following items have been excluded from the
cash limit:

. £1.561m in respect of central admin recharges.

Central Budgets

Interest Payable and Similar Charges

50

The Revenue Summary at paragraph 2 shows a £2.828m overspend at year end against this
heading. In-year savings of £9.385m, due to lower than forecast interest rates on loans and delayed
borrowing decisions due to higher levels of cash balances than forecast, have been used to offset
the cost of borrowing utilised to support the capital programme.

Interest and Investment Income

51

There has been an overachievement of investment income of £2.668m which is due to the higher
than anticipated levels of cash balances held during 2012/13. This is due in the main to lower than
expected use of reserves and re-profiling of capital expenditure originally anticipated to be expended
in 2012/13. In addition, £0.299m in respect of the interest has been accounted for on the loan to
Newcastle International Airport Limited (NIAL) and £0.230m received for granting permission to
Copenhagen Airport for the sale of their shares in the Airport.

Local Authority Central Spend Equivalent Grant (LACSEG) Fund

52

53

Following a successful legal challenge, the Council received an amount of £0.646m in 2012/13 in
respect of the Government’s top slice of the LACSEG grant to fund new academy schools in 2011/12
which was proven to have been ‘illegal’. This payment will be used to offset any redundancy costs
associated with downsizing of ‘centrally managed’ Behavioural Support Services, following the
decision by the Schools Forum on 15 October 2012 not to ‘de-delegate’ Dedicated School Grant to
fund these pan-county strategic services from 1 April 2013. At present the payment has been added
to the Council’s general reserves and future reports will detail the redundancy costs as they become
known.

In addition, a further £1.499m was received in May 2013 relating to the year ended 31 March 2013 in
respect of the Government’s top slice of the LACSEG grant in 2012/13.

Durham County Waste Management Company

54

55

56

57

The Durham County Waste Management Company (and its subsidiary Premier Waste Management)
entered into a Company Voluntary Arrangement (CVA) on 12 February 2013 as part of a managed
liquidation of the company from 1 June 2013. This follows the Council’s decision to re-let its Waste
Disposal and Treatment contracts from that date.

The company was unable to submit a bid for the new contract and having explored a range of
options, it was resolved that it was in the best interest of its creditors to wind up the company.

As part of agreeing the CVA, the Council made a number of financial concessions, which were
necessary to ensure continuity of service provision (access to Transfer Stations; Household Waste
Recycling Centres etc.) to 31 May 2013. As part of these concessions, the Council has waived its
right to a claim against the liquidator for a dividend distribution linked to an outstanding loan
obligation for the funding of one of the now demolished anaerobic digesters. The balance on the
loan that has been written off is £0.797m.

The Council’s concession was fundamental to the successful delivery of the CVA and continuity of

service was maintained. The new waste Contract commenced 1 June 2013 and will deliver
significant savings for the Council going forward.
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2012/13 Capital Outturn

Capital

Background

58

59

60

The General Fund (GF) capital budget for 2012/13 approved by County Council in February 2012
was £197.436m. Spend originally planned in the 2011/12 capital programme was re-profiled into
2012/13. This amounted to £32.214m and was approved by Cabinet on 11 July 2012.

During the year, the Capital Member Officer Working Group (MOWG) has continually reviewed
progress in delivering the capital programme to take into account changes in planning and delivery
timescales and analysis of changes in demands on resources. This included consideration of
requests for re-profiling at year end once the outturn position was known. The recommendations
following the MOWG review are included in this report.

The following table summarises the original budget and revisions reported through and agreed by
MOWG, which were approved by Cabinet on 6 February 2013 as well as the outturn position for
each service. The table also details the request for budget to be carried forward, which was
approved at the Member Officers Working Group held on 14 May 2013.

General Fund Capital Programme 2012/13

Revised 2012/13 Structural Other Total Revised Variance Budget

2012/13 Outturn  Maintenance amendments Qutturn carried

Budget outturn to Service forward
adjustment Outturn

£m £m £m £m £m £m % £m

Assistant Chief Executives 1.867 1.422 -0.043 0.122 1.501 -0.366  -19.6 0.367
Children and Adults Services 70.041 57.248 -1.559 - 55.689 -14.352  -20.5 14.989
Neighbourhoods 26.403 24.572 -3.666 -0.080 20.826 5577  -211 5.673
Regeneration and Economic 40.521 30.997 5.272 -0.042 36.227 -4.294  -10.6 4.996
Development

Resources 4.582 2.847 -0.004 - 2.843 -1.739  -38.0 1.916

Other

TOTAL

61

62

9.540 -9.540

152.954 117.086 0.000 0.000 117.086 -35.868  -23.5 27.941

In addition to underspends against schemes that are being requested to carry forward into 2013/14,
the variances in the table above also include overspends that are due to accelerated spending,
where 2013/14 budgets will be adjusted accordingly, and also overspends that are being financed
from additional funding that was received after the revised capital budget was approved by the
Council in February 2012.

The Capital Programme is financed via various funding sources including grants, capital receipts,
revenue contributions, contributions from reserves and borrowing. The financing of the 2012/13
Outturn is detailed in the table below.

Financing — General Fund Capital Programme 2012/13

2012/13

Outturn
£m

Financed by:

Grants

63.354

Reserves 2.743
Direct Revenue Financing

DSG
Other

1.992
11.150

Capital Receipts 8.154
Borrowing 29.693

Total

117.086
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Service Grouping Commentary

63 The Capital Member Officer Working Group has approved the outturn against the agreed
programme on a scheme by scheme basis for each service grouping. Reasons for any slippage and
necessary reprofiling have been thoroughly challenged. A summary of the capital outturn for each
Service Grouping is shown below:

Assistant Chief Executive (ACE)

64 The 2012/13 outturn capital spend for ACE was £1.501m, against the revised budget of £1.867m, a
£0.366m underspend for the year.

65 Included in the capital outturn position is overspending resulting from the accelerated delivery of
schemes that span the 2012/13 - 2013/14 financial years. A £0.010m overspend on Community
Buildings in 2012/13 is a profiling issue and has been managed by reducing the 2013/14 budget.

66 Planned and budgeted capital expenditure of £0.377m will be reprofiled into 2013/14 and budgets
adjusted in year accordingly.

Children and Adults Services (CAS)

67 The 2012/13 outturn capital spend for Children and Adults Services was £55.689m, against a
revised budget of £70.041m, a £14.352m underspend for the year.

68 Included in the capital outturn position is overspending on schemes financed by additional capital
grants and contributions that were not included in the budget of £2.213m and accelerated spend on
2013/14 schemes that have been brought forward and commenced in quarter 4 of £1.482m. The
2013/14 capital budgets will be adjusted in quarter 1 2013/14 to reflect this.

69 Planned and budgeted capital expenditure of £16.470m will be reprofiled into 2013/14 and budgets
adjusted accordingly.

Neighbourhood Services

70 The 2012/13 outturn capital spend for Neighbourhood Services was £20.826m, against a revised
budget of £26.403m, a £5.577m underspend for the year.

71 Included in the capital outturn position is overspending on schemes financed by additional capital
grants and contributions that were not included in the budget of £0.670m and accelerated spend of
£79k that have been financed by reducing 2013/14 budget.

72 Planned and budgeted capital expenditure of £5.752m will be re-profiled into 2013/14 and budgets
adjusted in year accordingly.

73 In addition, unspent Neighbourhood’s capital budgets of £0.925m were released back to capital
contingencies.

Regeneration and Economic Development (RED)

74 The 2012/13 outturn capital spend for Regeneration and Economic Development was £36.227m,
against a quarter 3 revised budget of £40.522m a £4.295m underspend for the year.

75 The RED capital budget was revised at quarter 3 to include £9.385m for the refinancing of the
Newcastle International Airport Limited loan which was approved by Cabinet on 13 March 2013.
Further information has recently been received and following a review of accounting regulations, the
refinancing of the loan is no longer to be classified as capital expenditure and is now being
accounted for as a long term debtor, which means the revised budget is no longer required. For
presentation purposes this budget is shown in ‘Other’ on the table under paragraph 60.

76 Included in the capital outturn position is overspending on schemes financed by additional capital
grants and contributions that were not included in the budget of £0.700m and accelerated spend on
2013/14 schemes that have been brought forward and commenced in quarter 4 of £0.954m. The
2013/14 capital budgets will be adjusted in quarter 1 2013/14 to reflect this.

77 Planned and budgeted capital expenditure of £5.949m will be re-profiled into 2013/14 and budgets
adjusted in year accordingly.
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Resources

78 The 2012/13 outturn capital spend for Resources was £2.843m, against a revised budget of
£4.582m, a £1.739m underspend for the year.

79 Included in the capital outturn position is overspending on schemes financed by additional capital
grants and contributions that were not included in the budget of £0.178m and accelerated spend on
2013/14 schemes that have been brought forward and commenced in quarter 4 of £76k. The
2013/14 capital budgets will be adjusted in quarter 1 2013/14 to reflect this.

80 Planned and budgeted capital expenditure of £1.992m will be reprofiled into 2013/14 and budgets

adjusted in year accordingly.

Annual Treasury Management Review

Executive Summary

81

82

83

84

85

86

Treasury Management is the management of the Council’s investments and cash flows, its banking,
money market and capital market transactions, the effective control of the risks associated with
those activities and the pursuit of optimum performance consistent with those risks. It is concerned
with how the Council manages its cash resources and its scope covers borrowing, investment and
hedging instruments and techniques. Risk is inherent in all treasury management activities and it is
necessary to balance risk against return on investment.

2012/13 continued the challenging investment environment of previous years, namely low
investment returns and continuing heightened levels of counterparty risk. The original expectation
for 2012/13 was that Bank Rate would not rise until quarter 4 of 2014. However, economic growth in
the UK was disappointing during the year due to the UK austerity programme, weak consumer
confidence and spending, a lack of rebalancing of the UK economy to exporting and weak growth in
our biggest export market - the European Union (EU).

The UK Coalition Government maintained its tight fiscal policy stance against a background of
warnings from two credit rating agencies that the UK could lose its AAA credit rating. Moody’s
followed up this warning by actually downgrading the rating to AA+ in February 2013 and Fitch then
placed their rating on negative watch, after the Budget statement in March 2013. Key to retaining
the AAA rating from Fitch and Standard and Poors will be a return to strong economic growth in
order to reduce the national debt burden to a sustainable level, within a reasonable timeframe.
Weak UK growth resulted in the Monetary Policy Committee increasing quantitative easing by £50bn
in July to a total of £375bn. Bank Rate therefore ended the year unchanged at 0.5% while CPI
inflation fell from 3% at the start of the year to end at 2.8% in March, with a fall back to below 2%
pushed back to quarter 1 of 2016.

The EU sovereign debt crisis was an ongoing saga during the year with first Greece and then Cyprus
experiencing crises which were met with EU ‘bailouts’ after difficult and fraught negotiations.

Gilt yields oscillated during the year as events in the ongoing Eurozone debt crisis ebbed and
flowed, causing corresponding fluctuations in safe haven flows into / out of UK gilts. This, together
with a further £50bn of quantitative easing (QE) in July and widely expected further QE still to come,
combined to keep Public Works Loan Board (PWLB) rates depressed for much of the year at
historically very low levels.

The Government’s ‘Funding for Lending’ Scheme, announced in July 2012, resulted in a flood of
cheap credit being made available to banks and this has resulted in money market investment rates
falling sharply in the second half of the year. However, perceptions of counterparty risk have
improved after the European Central Bank (ECB) statement in July that it would do “whatever it
takes” to support struggling Eurozone countries. This has resulted in some return of confidence to
move away from only very short term investing.
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Treasury Position
87 The Treasury position at the beginning and end of 2012/13 is shown in the table below:

31 March 2012 Rate / Return Average 31 March 2013 Rate / Return Average
Life Life
£m % yrs £m % yrs
Total Debt 418 5.03 440 4.61
Capital financing requirement (CFR) 579 604
Over / (-) Under borrowing -161 -164
Total Investments 144 11 0.3 112 1.72 0.3
Net Debt 274 328
88 Investments decreased by £32m across the period, reflecting an outflow of cash from the Council,

however by identifying core cash levels that could be invested in longer dated deposits it was
possible to improve the average rate earned on those balances by 0.62%.

89 The Council’s underlying need to borrow to finance capital expenditure is termed the Capital
Financing Requirement (CFR).

90 In addition, another £30m of loans was taken from the Public Works Loans Board (PWLB) during the
year. This enabled the Council to take advantage of historically low interest rates and to maintain its
under-borrowed position at a manageable level.

Investment Strategy

91 The prime objective of the Council’s Investment Strategy is to ensure prudent investment of surplus
funds. The Council’s investment priorities are therefore the security of capital, liquidity of
investments and, within those objectives, to secure optimum performance. The Council has regard
to the CLG’s Guidance on Local Government Investments (“the Guidance”) and the 2011 revised
CIPFA Treasury Management in Public Services Code of Practice and Cross Sectoral Guidance
Notes (“the CIPFA TM Code”).

92 Therefore the primary principle governing the Council’s investment criteria is the security of its
investments, although the yield or return on the investment is also a key consideration.

Selection Criteria
93 The criteria for providing a pool of high quality investment counterparties are:

i. Banks 1 — the Council’s strategy requires the use of UK banks only which have, as a
minimum, the following Fitch, Moody’s and Standard and Poors credit ratings (where rated):

Fitch Moody’s Standard &
Poors
Short Term F1 P1 A-1
Long Term A A2 A
Viability/Financial Strength bb- C1 -
Support 3 - -

Banks 2 - Part nationalised UK banks — Lloyds Bank and Royal Bank of Scotland. These
banks are included so long as they continue to be part nationalised or they meet the ratings in
Banks 1 above.

Banks 3 — Co-operative Bank - The Council’s own banker for transactional purposes. If the
bank falls below the above criteria balances will be minimised in both monetary size and time.

iv. Bank subsidiary and treasury operation. The Council will use these where the parent bank
has provided an appropriate guarantee or has the necessary ratings outlined above.
V. Building societies. The Council only use building societies which meet the ratings for banks
outlined above.
Vi. Money Market Funds.
vii. UK Government (including gilts, Treasury Bills and the Debt Management Account Deposit
Facility).
viil. Local authorities and parish councils.
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Time and Monetary Limits applying to Investments

94 The time and monetary limits for institutions on the Council’s Counterparty List are as follows:
Long Term Money Limit Time Limit
Rating
Banks 1 category high quality AA £50m 1 year
Banks 1 category medium quality A £25m 3 months
Banks 2 category — part-nationalised n/a £60m 1 year
Banks 3 category — Council’'s banker A- £25m 3 months
DMADF/Treasury Bills AAA unlimited 6 months
Local Authorities n/a £10m each 1 year
Money Market Funds AAA £10m each (overall liquid
£50m)
Amendments to Limits
95 In June 2012 the Corporate Director Resources, in consultation with the Cabinet Portfolio Holder for

Resources, has increased the monetary limit for the ‘Banks 2’ category from £50m to £60m.

96 With widespread and multiple downgrades of the ratings of many banks and sovereigns, continued
Eurozone concerns, and the significant funding issues still faced by many financial institutions,
access to high quality counterparties is becoming restricted and this change will enable the Council
to place additional funds with part-nationalised UK banks.

97 In order to provide more flexibility to act in such circumstances, the power to amend counterparty
monetary and time limits has been delegated to the Corporate Director Resources. Any changes to
the Annual Strategy made during the financial year are reported to County Council in either the Mid-
Year Review or the Final Outturn Report.

Icelandic Deposits Update

98 In October 2008, the Icelandic banks Landsbanki, Kaupthing and Glitnir collapsed and the UK
subsidiaries of the banks, Heritable and Kaupthing Singer and Friedlander went into administration.
The authority had £7m deposited across three of these institutions, with varying maturity dates and

interest rates as follows:

Maturity
Bank Date Invested Date Amount Invested Interest Rate
£ %
KSF 30/10/07 28/10/08 1,000,000 6.120
Landsbanki (1) 12/04/07 13/10/08 1,000,000 6.010
Landsbanki (2) 12/04/07 14/04/09 1,000,000 6.040
Glitnir Bank (1) 25/10/06 24/10/08 3,000,000 5.620
Glitnir Bank (2) 18/12/07 16/12/08 1,000,000 6.290
Total 7,000,000
99 All monies within these institutions are currently subject to the respective administration and

receivership processes. The amounts and timing of payments to depositors such as the authority
will be determined by the administrators / receivers.

100
Kaupthing Singer and Friedlander Ltd
101

The current situation with regards to recovery of the sums deposited varies between each institution.

The current position on actual payments received and estimated future payouts is as shown in the

following table. The Council has decided to recognise an impairment based on it recovering 85.25p
in the £ compared to 83.5p in the £ at 31 March 2012.
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Date Repayment
%
Received to 31 March 2013 76.00
Received in June 2013 3.00
January 2014 3.25
January 2015 3.00

102 Recoveries are expressed as a percentage of the authority’s claim in the administration, which
includes interest accrued up to 7 October 2008.

Landsbanki

103 Landsbanki Islands hf is an Icelandic entity. Following steps taken by the Icelandic Government in
early October 2008 its domestic assets and liabilities were transferred to a new bank (new
Landsbanki) with the management of the affairs of Old Landsbanki being placed in the hands of a
resolution committee.

104 The Icelandic Supreme Court’s decision to grant UK local authorities priority status was followed by
the winding up board making a distribution to creditors in a basket of currencies in February 2012.
Further distributions were made in May and October 2012.

105 An element of the distribution is in Icelandic Kroner which has been placed in an escrow account in
Iceland and is earning interest of 4.17% as at 31 March 2013. This element of the distribution has
been retained in Iceland due to currency controls currently operating in Iceland and as a result is
subject to exchange rate risk, over which the Council has no control.

106 The current position on estimated future payouts is as shown in the table below and the Council has
used these estimates to calculate the impairment based on recovering 100p in the £.

Date Repayment
%
Received to 31 March 2013 49.65
December 2013 7.5
December 2014 7.5
December 2015 7.5
December 2016 7.5
December 2017 7.5
December 2018 7.5
December 2019 5.35
107 Recoveries are expressed as a percentage of the authority’s claim in the administration, which it is

expected may validly include interest accrued up to the deposit maturity date.

Glitnir Bank hf

108

109

110

111

Glitnir Bank hf is an Icelandic entity. Following steps taken by the Icelandic Government in early
October 2008 its domestic assets and liabilities were transferred to a new bank (new Glitnir) with the
management of the affairs of Old Glitnir being placed in the hands of a resolution committee.

The Icelandic Supreme Court’s decision to grant UK local authorities priority status was followed by
the winding up board making a distribution to creditors in a basket of currencies in March 2012.

An element of the distribution is in Icelandic Kroner which has been placed in an escrow account in
Iceland and is earning interest of 3.4% up to 22 June 2012 and 4.2% thereafter. This element of the
distribution has been retained in Iceland due to currency controls currently operating in Iceland and
as a result is subject to exchange rate risk, over which the Council has no control.

The distribution has been made in full settlement, representing 100% of the claim.
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6. Material Assets Acquired, Liabilities Incurred

The following major items of capital expenditure were incurred during the year:

Expenditure in
2012/13
£000

Dene House Comprehensive 5,342

North Durham Academy 13,940

Structural maintenance of buildings - schools 1,985

Schools - schemes funded from capital budgets delegated to schools 2,716

Housing Capital Programme 43,856

Infrastructure - Street Lighting 1,072

Infrastructure - Other 24,853

Business Space Capital Programme 1,681

Energy Efficiency/Renewable Energy Schemes 1,718

Structural maintenance of buildings (non schools) 5,338

Vehicles, Plant and Equipment 7,671

Revenue expenditure funded from capital under statute (REFCUS) (excluding school's delegated)

Disabled Facilities Grants 3,150
Decent Homes Assistance 1,094
Group Repair 1,058
Members' Neighbourhood Fund 1,178
Other REFCUS 21,978

7. Sources of Funds to meet Capital Expenditure and Other Plans

The Council undertakes capital expenditure on long-term assets. These activities may either be:

. Financed immediately through the application of capital or revenue resources (capital receipts,
capital grants or revenue contributions), which has no resultant impact on the Council’s borrowing
need, or

. If insufficient financing is available, or a decision is taken not to apply resources, the capital

expenditure will give rise to a borrowing need.

Actual capital expenditure forms one of the required prudential indicators. The table below shows actual

capital expenditure and how this was financed.

2011/12 2012/13 2012/13
Actual Estimate Actual
£m £m £m
Non-HRA capital expenditure 143.77 144.61 117.09
Non-HRA PFI and Finance Lease 2.75 - 5.09
HRA capital expenditure 41.73 45.47 43.92
HRA Self-financing 52.89 - -
Total capital expenditure 241.14 190.08 166.10
Resourced by:
Capital receipts 9.46 20.34 9.12
Capital grants 95.41 78.19 76.44
Capital reserves 11.70 15.51 7.69
Revenue 15.63 11.54 31.56
Unfinanced capital expenditure 108.94 64.50 41.29

Local authorities have the power to decide for themselves how much to borrow to finance capital
expenditure. This power was given to local authorities on 1 April 2004, prior to which authorities could only
borrow with the approval of central government, which then provided revenue support to fund the cost of
repaying this borrowing and associated interest payments. Central government still provides revenue
support in this way and borrowing, for which such funding has been provided, is known as supported
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borrowing. Local authorities can also choose to undertake additional borrowing, known as unsupported
borrowing, for which there is no government support. In deciding whether it is affordable to undertake such
borrowing, local authorities must follow the requirements of the Prudential Code for Capital Finance in Local
Authorities, issued by the Chartered Institute of Public Finance and Accountancy (CIPFA). The position for
the Council is described in paragraph 8 below.

At 31 March 2013, usable capital receipts of £0.137m and unapplied capital grants and contributions of
£32.040m, (included in Receipts in Advance) were held. These sums, together with other capital resources
such as future supported borrowing, will be used to finance the Council's approved capital programme, which
is subject to rolling review.

General and earmarked reserves of a revenue nature, totalling £130.284m were also held as at 31 March

2013 for General Fund purposes and another £8.305m in respect of Housing. These are detailed in the
Notes to the Core Financial Statements.

8. Borrowing

The Council’s underlying need to borrow for capital expenditure is termed the Capital Financing Requirement
(CFR). This figure is a gauge of the Council’s debt position. The CFR results from the capital activity of the
Council and what resources have been used to pay for the capital spend. It represents the 2012/13
unfinanced capital expenditure and prior years’ net or unfinanced capital expenditure which has not yet been
paid for by revenue or other resources.

The Council’'s CFR for the year is shown below, and represents a key prudential indicator.
31 March 2012 31 March 2013 31 March 2013

Actual Estimate Actual
CFR £m £m £m
Opening balance 484.646 579.135 579.135
Add unfinanced capital expenditure 108.943 64.505 41.293
Less MRP/VRP -14.454 -14.995 -15.600
Closing balance 579.135 628.645 604.828

Part of the Council’s treasury management activities is to address the funding requirements for this
borrowing need by organising the Council’s cash position to ensure sufficient cash is available to meet the
capital plans and cash flow requirements. Borrowing may be sourced from external bodies (such as the
Government, through the Public Works Loan Board [PWLB] or the money markets), or utilising temporary
cash resources within the Council. The CFR figure includes PFI and leasing schemes, which notionally
increase the Council’s borrowing need, however no borrowing is actually required against these schemes as
a borrowing facility is included in the contract.

The Council’s (non HRA) underlying borrowing need, its capital finance requirement (CFR) is not allowed to
rise indefinitely. Statutory controls are in place to ensure that capital assets are broadly charged to revenue
over the life of the asset. The Council is required to make an annual revenue charge, called the Minimum
Revenue Provision (MRP), to reduce the CFR. The Council’'s 2012/13 MRP Policy, as required by the
Department of Communities and Local Government (CLG) guidance was approved as part of the Treasury
Management Strategy Report for 2012/13 on 22 February 2012. MRP is effectively a repayment of the non-
HRA borrowing need (there is no statutory requirement to reduce the HRA CFR). This differs from the
treasury management arrangements which ensure that cash is available to meet capital commitments.
External debt can also be borrowed or repaid at any time, but this does not change the CFR.

The CFR can be reduced by:
e the application of additional capital financing resources (such as unapplied capital receipts); or
e charging more than the statutory revenue charge (MRP) each year through a Voluntary Revenue
Provision (VRP).

The borrowing activity is constrained by prudential indicators for net borrowing and the CFR, and by the
authorised limit. In order to ensure that borrowing levels are prudent over the medium term the Council’s
external borrowing, net of investments, must only be for a capital purpose. This essentially means that the
Council is not borrowing to support revenue expenditure.
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The authorised limit is the “affordable borrowing limit” required by section 3 of the Local Government Act
2003. The Council does not have the power to borrow above this level.
The following table demonstrates that during 2012/13 the Council has maintained gross borrowing within its
authorised limit.
The operational boundary is the expected borrowing position of the Council during the year. Periods where
the actual position is either below or over the boundary is acceptable subject to the authorised limit not being
breached.

31 March 2013

£m
Authorised limit 682.000
Operational boundary 629.000
Average gross borrowing position 435.703

During the year, £30m of loans was taken from the Public Works Loans Board (PWLB). This enabled the
Council to take advantage of low interest rates and to maintain its under-borrowed position at a manageable
level.

Including the above borrowings, and loan repayments of £7.52m, the overall debt position of the Council
increased by £22.48m from £417.91m at 31 March 2012 to £440.39m at 31 March 2013 which is detailed in
the following table.

The total borrowing at 31 March 2012 and 31 March 2013 is detailed in the following table:

31 March 2012 31 March 2013
£m £m
Fixed Rate Funding
390.50 -PWLB 413.28
27.41 - Market 27.11
- Variable Rate Funding
417.91 440.39

9. Pensions Liability

Durham County Council is a member of the Durham County Council Pension Fund. The Council’s Balance
Sheet shows a Pension’s Liability of £978.899m (£897.886m in 2011/12). This amount is calculated by the
Pension Fund’s Actuary using IAS 19 assumptions. It represents the defined benefit obligation and is the
estimated present value (using the IAS 19 assumptions) of the benefit payments due from the Pension Fund
in respect of Durham County Council after the accounting date, 31 March 2013, valued using the projected
unit method. Allowance is made for expected future increases in pay and pension.

The IASB has issued an amended IAS19 accounting standard that will come into force for accounting
periods beginning on or after 1 January 2013. For the Council this results in higher Profit and Loss charges
going forward. 1AS8 requires disclosure of the impact of the changes to accounting standards adopted. If
this revised IAS19 were adopted for the accounting period ending 31 March 2013 then this would increase
the expense recognised for funded benefits from £62.04m to £75.65 m. There is no effect on the Balance
Sheet.

The liability value represents the amount of money that needs to be set aside now to meet the benefits that
the Council is committed to provide for service up to the accounting date on the basis of the assumptions
used. Although this has a substantial impact on the net worth of the Council as reported in the Balance
Sheet, statutory arrangements mean that the deficit on the Pension Fund will be made good by, amongst
other things, increased contributions over the working life of employees, as assessed by the Pension Fund
Actuary. The Pension Fund has an investment strategy in place to address the funding deficit for the
Pension Fund as a whole. The period over which this deficit will be addressed (the recovery period) is 19
years and the contributions payable to the Fund are calculated every three years by the Actuary to make
good this deficit.
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10. Material or Unusual Iltems

Investments in Iceland Banks

In September and October 2008 the Icelandic economy was hit by an economic catastrophe. This led to the
insolvency of virtually all the larger Icelandic banks and savings banks, including Glitnir, Landsbanki Islands
hf. and Kaupthing banki hf, and the UK subsidiaries of the banks, Heritable and Kaupthing, Singer and
Friedlander went into administration. The Council had £7m deposited across the three Icelandic Banks
which were outstanding at the time of their collapse in October 2008.

All monies within these institutions are currently subject to the respective administration and receivership
processes. The amounts and timing of payments to depositors such as the authority will be determined by
the administrators / receivers and are detailed in paragraph 5 above and Note 51.

Since 2008/09 impairment of £1.910m to the asset values have been calculated in accordance with CIPFA's
LAAP 82 Bulletins. During 2012/13, £0.034m of impairments have been charged through the
Comprehensive Income and Expenditure Statement (CI&E). There has also been recognition of the
exchange rate gain on the Icelandic Kroner held in escrow accounts in respect of deposits in Glitnir and
Landsbanki banks. This has offset the impairment charged by £0.074m resulting in an overall gain of
£0.040m.

11. Significant Changes in Accounting Policies

The accounting policies used in the preparation of the 2012/13 accounts are in line with those used in the
preparation of the 2011/12 accounts as there have been no changes to the Code necessitating a change for
2012/13.

The wording of existing accounting policies has been improved to more accurately reflect the Council’s
approach and improve compliance with Code disclosure requirements, and clarify principles being applied:

. Property, Plant and Equipment - Depreciation: The part of this policy relating to Vehicles, Plant,
Furniture and Equipment has been amended to more accurately reflect the Council’'s approach and
remains in line with Code requirements.

) The Local Government Pension Scheme: The part of this policy referring to the valuation of
property assets in respect of Durham County Council pension fund attributable to the Council has
been removed as none are currently held.

12. Significant provisions, contingencies and material write-offs

The Council’s assets have been impaired by £101.408m in 2012/13, charged partly to services in the
Comprehensive Income and Expenditure Statement (CI&E) and partly to the Revaluation Reserve. This
includes both the consumption of economic benefits and also revaluation losses due to the downturn in the
economy as well as the on-going review of the Council’'s asset base since Local Government Reorganisation
in 2009/10. The Council’s housing stock has been impaired by £61.944m due to a decrease in the house
price index.

A number of schools have been established as Academies in County Durham during 2012/13, which are
independent of the Council. The effect of these changes in status has led to the removal of these schools
from the Council’s asset register as disposals. The loss on disposal of these schools amounts to £29.766m
and has been charged to the CI&E below the Net Cost of Services.

In 2011/12 a significant project was undertaken to bring together the C