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INTRODUCTION 
 
The purpose of this foreword is to provide an easily understandable guide to these 
financial statements and to highlight the most significant features of the accounts for 
2009/10. 
 
Shepway District Council provides a wide range of services to its council taxpayers 
and its rent payers.  Spending is split between capital and revenue expenditure.  
Revenue expenditure is financed from council tax, rents, government grants and 
contributions, and fees, charges and other income.  Capital expenditure provides 
economic benefits lasting more than one year and is financed from loans, grants, 
capital receipts and revenue contributions.  This statement sets out the financial 
performance of the council for 2009/10 and its financial position at 31 March 2010. 
 
The Accounts and Audit Regulations 2003 require that the Statement of Accounts has 
to receive approval by the council no later than 30 June 2010. The Regulations also 
now require the responsible financial officer to certify that the accounts present ‘a true 
and fair view’ of the financial position of the body at the end of the year and that 
body’s income and expenditure for the year. 
 
CHANGES IN PRESENTATION AND ACCOUNTING POLICIES 
 
Local government accounting standards and policies are set out in the Code of 
Practice on Local Authority Accounting in the United Kingdom: A Statement of 
Recommended Practice (SORP), which is issued by the Chartered Institute of Public 
Finance and Accountancy (CIPFA) and updated on an annual basis.  The main 
changes in the SORP 2009 are detailed below. 
 

·  The council has previously accounted for the full amount of council tax debtors 
in its balance sheet.  With effect from 2009/10 the balance sheet must now 
include the amount owed by precepting authorities (the county council, the fire 
authority and the police authority) for their share of council tax debtors at year 
end. 

 
·  Previous practice has been for the council as a billing authority to include 

National Non-domestic Rates (NNDR) debtors in its balance sheet.  The cash 
collected from NNDR taxpayers (net of the billing authority’s costs of collection 
allowance) belongs to the Government.  The council must now only record as a 
debtor or creditor in its balance sheet the amount overpaid or due to the 
Government at year end. 

 
·  Additional disclosures of senior officer remuneration. 

 
 

�
Statement of Accounts 

2009/2010 
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FINANCIAL STATEMENTS 
 
The accounts are prepared in accordance with proper practices as set out in the 
SORP 2009. 
 
The Financial Statements 
Further information on the main features of each of the financial statements is set out 
below. 
 
Statement of Responsibilities for the Statement of Accounts 
The Statement of Responsibilities for the Statement of Accounts sets out the 
respective responsibilities of the council and the Chief Finance Officer for the 
Accounts.  It contains a certification by the Chief Finance Officer.  The council’s Chief 
Finance Officer is Kathryn Beldon. 
 
Income and Expenditure Account 
This Statement is fundamental to the understanding of the council’s activities.  It 
reports the net cost for the year of all functions for which the council is responsible 
and demonstrates how the cost has been financed from general government grants 
and income from local tax payers. 
 
Statement of Movement on the General Fund Balance 
Income and expenditure disclosed in the Income and Expenditure Account are 
measured using the same accounting conventions that a large (unlisted) company 
would use in preparing its financial statements.  However, the items of ‘income’ and 
‘expenditure’ which are taken into account when setting an authority’s budget 
requirement are determined by statute and non-statutory proper practices rather than 
accounting conventions.  This reconciliation statement summarises the differences 
between the outturn on the Income and Expenditure Account and the General Fund 
balance. 
 
Statement of Total Recognised Gains and Losses 
Not all gains and losses are reflected in the Income and Expenditure Account.  This 
Statement recognises all gains and losses and shows the aggregate increase or 
decrease in the council’s net worth. 
 
Balance Sheet  
The Balance Sheet sets out the financial position of the council at the year end.  It 
shows the balances and reserves at the council's disposal, its long term indebtedness 
and the fixed and net current assets employed in its operations, together with 
summarised information on the fixed assets held. 
 
Cash Flow Statement 
The Cash Flow Statement summarises the movement of cash arising from 
transactions with third parties for revenue and capital purposes. 
 
Housing Revenue Account  
The Housing Revenue Account shows the major elements of revenue expenditure on 
council housing and how these are met by rents and other income, reflecting a 
statutory obligation to account separately for local authority housing provision.   
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Collection Fund  
The Collection Fund reflects a statutory requirement for billing authorities to maintain a 
separate fund to show the transactions in respect of the collection of council tax and 
non-domestic rates and the distribution of precepts. 
 
These accounts are supported by the Statement of Accounting Policies and various 
notes to the accounts.   
 
Annual Governance Statement 
The Annual Governance Statement is included alongside the accounting statements.  
It sets out the conclusions of the council’s review of internal control for 2009/10 as 
required by the Accounts and Audit Regulations and follows the guidance on best 
practice: Delivering Good Governance in Local Government issued by CIPFA in 2007.  
The Annual Governance Statement describes the council’s governance framework 
and reviews its effectiveness. 
 
FINANCIAL PERFORMANCE 
 
This section provides a brief summary drawing attention to the main characteristics of 
the council's financial performance in 2009/10 and its financial position as reported in 
the financial statements. 
 
SIGNIFICANT ISSUES 
 
The current economic climate has impacted on the services provided by the council in 
2009/10, including income from fees and charges being lower than originally 
estimated.  In 2008/09 the council started to see a rise in the number of claimants for 
housing benefit and council tax benefit and this trend has continued into 2009/10.  
Whilst the number of homeless households making a homeless application has fallen 
slightly over the last year, there has been an increased requirement in the number of 
households looking to the council for assistance with their housing situation. The 
council has kept spending restrictions in place to control discretionary spending and 
has carried out regular budget monitoring during 2009/10 to enable it to take early 
proactive action in order to remain within the approved budget. 
 
In light of the economic climate the council has reviewed its level of bad debt 
provision. Some positive changes to rates of provision have been made for sundry 
debtors to reflect improved management of this function. In total the council has been 
able to achieve a saving against the latest projected outturn (quarter four budget 
monitoring) on contributions to its bad debt provision. 
 
In 2008/09 the council submitted a claim totalling £1.4m to the HM Revenue and 
Customs (HMRC) for a refund of value added tax paid on excess charges, certain 
cultural services and other areas.  During 2009/10 the council received a net refund of 
£517k (see note 2 ).  This sum has been taken to General Fund Reserves. 
 
The council’s valuer, Taylor Riley, has advised that domestic property prices have 
increased by 10.5% and the value of garages, parking spaces and stores have risen 
by 3%. This has resulted in the value of the council’s HRA housing stock increasing by 
£17.265m. This valuation increase has been treated as a partial reversal of the 
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£27.775m impairment charge made in 2008/09 when housing property prices fell by 
18% (see note 10  to the Housing Revenue Account). 
 
A five year revaluation of the council’s corporate general fund assets has taken place 
this financial year.  As a result of the revaluation other land and buildings, investment 
properties and surplus asset valuations have increased by £2.2m. 
 
In 2008/09 the council made a provision of £294k for a liability in respect of the Leas 
Lift dilapidations.  The liability arose from the council’s decision in March 2009 to 
terminate the lease of the Lift.  A settlement figure of £176k has been agreed.  The 
balance of £118k has been written back to the accounts (see note 29 ). 
 
There was an underspend of £347k on concessionary travel scheme costs. The 
underspend mainly related to an overstated accrual of £189k relating to 2008/09 and 
also to a reduction in the number of passengers using the service. Quarter four budget 
monitoring predicted a year end underspend. The budget was not reduced at that time 
as it was felt that the underspend would be set aside as a provision to meet 
anticipated judicial review costs. A provision of £106k is included in the accounts for 
the judicial review relating to 2007/08 concessionary fares (see note 29) . However, it 
is now understood that it is most unlikely that the council will incur any further costs as 
a result of the judicial review outcome in 2008/09 and the underspend of £347k has 
been taken to reserves. 
 
Kent County Council administer the council’s pension fund.  They have appointed new 
actuaries under the annual pension review. The actuaries have determined that the 
council’s pension deficit has risen by 64% from £35.1m to £57.7m during 2009/10 as 
detailed on page 40.  
 
GENERAL FUND 
 
The following statement shows the total of General Fund Cabinet Portfolio service 
expenditure for 2009/10. Net expenditure/income that is not service related is added 
to arrive at the amount to be met from government grants and taxpayers. The surplus 
for the year was £2.291m, which was £998k more than the latest projected outturn of 
£1.293m. After contributions to earmarked reserves the figure reduced to £962k less 
than the latest projected outturn. 
 
General Fund revenue expenditure for 2009/10 is summarised below: 
 

General Fund   
Original 

 
Projected 

 

 Budget Outturn Actual 
 £’000 £’000 £’000 
    
Cabinet Portfolio Service expenditure  17,967 17,427 17,414 
Interest payable and minimum revenue provision for 
repayment of debt 

1,653 1,315 1,207 

Interest receipts 
 

(791) (793) (894) 

Net service expenditure 18,829 17,949 17,727 
Parish Precepts 1,325 1,325 1,325 
    
Amount to be met from Government Grant/Taxpayers 20 ,154 19,274 19,052  
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Government Grants (9,947) (9,947) (10,633) 
Council Taxpayers (10,620) (10,620) (10,710) 
    
Surplus (413) (1,293) (2,291) 
Less contributions to earmarked reserves - - 1,960 
Adjusted surplus transferred to General Fund Reserves (413) (1,293) (331) 
 
This statement cannot be directly compared to the Income and Expenditure Account 
and Statement of Movement on the General Fund Balance on pages 23 and 24.  This 
is due to it being focused on Cabinet Portfolio holders’ financial performance whereas 
the Income and Expenditure Account and Statement of Movement are concerned with 
ensuring that the council’s financial performance is reported consistently with other 
authorities (in accordance with accounting conventions) and meets UK Generally 
Accepted Accounting Principles (GAAP) where possible.  To assist the reader a 
reconciliation of the figure included in the Explanatory Foreword to the core financial 
statements is provided below: 
 
Reconciliation to the core financial statements: £0 00 
As above - Surplus for the year (331) 
Page 24 – Statement of Movement on the General Fund Balance,  
see increase in General Fund Balance for the year 

(331) 

 
The balance on the General Reserve increased from £2.767m to £3.098m. 
 
The main reasons for the variation between projected outturn and actual are provided 
below: 
  £’000 
Concessionary travel scheme costs  (347) 
Net movement in administration costs  (188) 
Saving in provision for bad debt  (169) 
Balance of Leas Lift dilapidations provision released to revenue  (118) 
Back-dated VAT refund – not included in projections  (117) 
LABGI grant released from carry forward reserve  (105) 
Service area carry forwards not included in projections  (104) 
Land Charges provision  100 
Other variations  50 
  (998) 
Contributions to earmarked reserves  1,960 
  962 
 
The Medium Term Financial Strategy indicated areas where the council would invest 
in future financial years if funds were available. As the council made a surplus in 
2009/10 it has been possible to transfer money to earmarked reserves to ensure that 
funding is available for the following new investment areas in future financial years. 
 

·  In accordance with the Strategy an Invest to Save reserve has been set up with 
a balance of £700k. The reserve will be used to finance initiatives and projects 
that will in the medium term result in budget savings for the General Fund. 

·  The Strategy stated that in 2010/11 vehicle replacements would be added to 
the vehicle, equipment and technology reserve. A sum of £860k has been 
added to this reserve in 2009/10 in order to finance the cost of vehicle 
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replacements and in addition, technology requirements, in future financial 
years. 

·  A sum of £100k has been added to the Leisure Reserve to finance enhanced 
service provision for open spaces for Folkestone citizens. 

·  Following on from an options review for public conveniences the council will 
need to fund a Public Conveniences Improvement Strategy. A sum of £300k 
has been placed in the Corporate Property Reserve for this purpose. 

 
As at 31 March 2010 set aside earmarked reserves totalled £3.556m, of which 
£1.220m is currently committed. Details of these earmarked reserves are set out in 
note 18  on page 44. 
 
HOUSING REVENUE ACCOUNT 
 
The Housing Revenue Account (HRA) General Reserve at the end of 2009/10 was 
£2.052m, which was £58k higher than projected at quarter four budget monitoring.  
Overall, there was a net deficit for 2009/10 of £183k which is detailed on page 65. 
 
The main reasons for the decreased balance were: 
 £’000 
Reduction in HRA subsidy grant 50 
Other variations 8 
 58 
 
Further information on the Housing Revenue Account can be found on pages 64 – 70. 
 
CAPITAL PROGRAMME 
 
Capital expenditure for the year totalled £6.095m, which was £250k less than the 
approved budget of £6.345m.   
 
The main reasons for the reduction were: 
 
 £’000 
 Net impact of rephasing capital expenditure between 2009/10 and 
2010/11 

(142) 

Budgeted expenditure reclassified from capital to revenue, mainly 
fees on Decent Homes Loans 

(119) 

Other net changes 11 
 (250) 
The council’s capital investment of £6.095m was on the following: 
  £’000 
Housing Revenue Account properties   2,485 
Private Sector Housing Renewals  1,443 
Disabled Facilities Grant  485 
Remedial Works – contaminated land  378 
Coast Protection Works  320 
Play Strategy and play area improvements  196 
Information Technology (hardware and software)  169 
Royal Military Canal, enhancements to bank  126 
Grant to Hythe Town Council – Sports Pavilion  150 
Other capital investment  343 
Total capital expenditure for the year  6,095 
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The capital programme was financed as follows: 
  

£’000 
Capital receipts 937 
Grants and contributions 2,638 
Revenue contributions 2,260 
Borrowing 260 
 6,095 
 
 
Note 21 on page 48 sets out the nature of the capital investment and how it was 
financed. The investment of £6.095m includes £1.074m on renovation loans. This 
expenditure adds to the value of debtors, not to operational or non-operational assets.  
Accounting policies require that the value of the debtor is recognised in the Balance 
Sheet and takes into account the loss incurred by the council in making such loans on 
advantageous terms.  The difference is held in the Financial Instruments Adjustment 
Account (see note 18  on page 43).  
 
The council had £5.481m of unapplied capital resources at 31 March 2010 as follows: 
 
 £'000 
Unapplied Government grants and other capital contributions 
(Balance Sheet, page 26) 

2,116 

Capital Receipts (note 18 , page 43) 3,365 
 5,481 
 
Of this amount £3.1m is planned to be applied in 2010/11 and a further £600k in 
future financial years. 
 
TREASURY MANAGEMENT FACILITIES 
 
Note 23 on page 49 shows that the council’s overall debt fell by £4.283m, from 
£36.288m at 31 March 2009 to £32.005m at 31 March 2010. An amount of £260k in 
new borrowing was used to finance part of the capital programme as outlined above.  
 
The council’s authorised borrowing limit for 2009/10 was £42m. 
 
COLLECTION FUND 
 
The Collection Fund had a deficit of £263k at the end of 2009/10. In accordance with 
regulations the deficit will be shared between the county council, the police authority, 
the fire authority and the district council. The district council’s share of the deficit is 
estimated to be £48k.  The council will recover this deficit during 2010/11. 
 
Turnover of the fund in 2009/10 was £85.9m (£84.6m in 2008/09). 
 
The Collection Fund is found on pages 71 – 72. 
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PENSIONS LIABILITY 
 
Shepway Council’s net liability on the Kent County Council Pensions Fund at 31 
March 2010 is £57.7m (£35.1m at 31 March 2009), giving a significant increase in 
liability of £22.6m.   
 
The actuaries have advised that whilst asset returns were favourable in 2009/10, it 
was the methodology that has to be used to determine the value of the liabilities that 
has led to the increased deficit. 
 
The increase in pensions liability has arisen principally due to the technical increase in 
the valuation of the liabilities.   Accounting standards FRS17 requires the liabilities to 
be valued using assumptions based on gilt and corporate bonds yield. The yield in 
excess of expected inflation (which in turn is based on gilt yields) from corporate 
bonds reduced from 3.7% to 1.5% during the year, in part due to the impact of 
quantitative easing and other technical factors on bond and gilt markets.  However, 
the assets of the Kent County Council Pensions Fund are invested for the longer term 
with only a small percentage invested in corporate bonds.  The return earned by the 
Fund during the year was in the order of 35% (-20% 2008/09).  
 
FRS17 does not directly impact on the actual level of employer contributions paid to 
the Kent County Council Fund.  Employers’ levels of contributions are determined by 
triennial actuarial valuations which are based on the Fund’s actual investment strategy 
(rather than being based on corporate bond yields).   
 
The movement to the Fund is set out in more detail in note 17  to the Notes to the 
Core Financial Statements on pages 38 – 41. The total liability has an impact on the 
net worth of the authority as recorded in the Balance Sheet.  However, statutory 
arrangements for funding the deficit mean that the financial position of the authority 
remains sound.  The deficit on the scheme will be recovered through increased 
contributions over the remaining life of the employees as assessed by the actuary. 
 
AUDIT OF THE COUNCIL'S ACCOUNTS  
 
The Audit Commission is responsible for the audit of the council’s accounts and 
appointed the District Auditor for the audit of the accounts for the year ended 31 
March 2010. 
 
The Statement of Accounts is subject to audit. 
 
FURTHER INFORMATION 
 
Further information about the accounts is available from the Corporate Director-
Resources, Civic Centre, Castle Hill Avenue, Folkestone, Kent CT20 2QY. (01303-
853289). This is part of the council's policy of providing full information about the 
council's affairs.  In addition, interested members of the public have a statutory right to 
inspect the accounts before the audit is completed.  The availability of the accounts for 
inspection is advertised in the Folkestone Herald (local newspaper) on 24 June 2010. 

Kathryn Beldon CPFA                                     
Corporate Director Resources Date: 21 June 2010 
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General  
 
This Statement of Accounts summarises the council’s transactions for the 2009/10 
financial year and its position at year-end 31 March 2010.  The accounts have been 
prepared in accordance with the Code of Practice on Local Authority Accounting in the 
United Kingdom 2009: A Statement of Recommended Practice (the SORP) issued by 
the Chartered Institute of Public Finance and Accountancy (CIPFA).  The Code of 
Practice is based on approved accounting standards, except where these conflict with 
specific statutory accounting requirements, so that an authority's accounts give a ‘true 
and fair view’ of the financial position and transactions of the authority. The accounting 
convention adopted is historical cost, modified by the revaluation of certain categories 
of tangible fixed assets and financial instruments. 
 
The Qualitative Characteristics of Financial Inform ation 
 
The objectives against which the council has judged the appropriateness of 
accounting policies to its particular circumstances are: 
 
i)   Relevance  – i.e. the objective of the principal statements is to provide 

information on the council’s financial performance and position that is useful for 
assessing the stewardship of public funds and for making economic decisions. 

 
ii)   Reliability - i.e. financial information can be depended upon to represent 

faithfully what it purports to represent or could reasonably be expected to 
represent and therefore reflects the substance of the transactions that have 
taken place, it is free from bias, free from material error and is complete and 
under conditions of uncertainty a prudent approach has been adopted. 

 
iii)   Comparability  – the financial statements can be compared with similar 

information about the council for some other period or point in time, and with 
similar information about other entities. 

 
iv)  Understandability  – a reasonable knowledge of accounting and local 

government is required with reasonable diligence in reading the financial 
statements if they are to be properly understood.  However all efforts have 
been made in the preparation of the financial statements to ensure that they 
are as easy to understand as possible. 

 
v) Materiality  - is the final test of what information should be disclosed in financial 

statements.  Materiality is a threshold quality ensuring that the information is of 
such significance as to justify its inclusion in the financial statements.  An item 
of information is material to the financial statements if its misstatement or 
omission might reasonably be expected to influence assessments of the 
authority’s stewardship, economic decisions, or comparisons with other entities, 
based upon those financial statements. 
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Accounting Concepts 
 
Three concepts play a pervasive role in financial statements and hence in the 
selection of suitable accounting policies and estimation techniques: 
 
i)   Going Concern  – the council’s Statement of Accounts has been prepared on a 

going concern basis, that is, the accounts have been prepared on the 
assumption that the council will continue in operational existence for the 
foreseeable future. 

 
ii)   Accruals  - the financial statements, other than the Cash Flow Statement, have 

been prepared on an accruals basis.  The accruals basis requires the non-cash 
effects of transactions to be reflected in the financial statements for the 
accounting period in which those effects are experienced and not in the period 
in which any cash is received or paid. 

 
iii) Primacy of Legislative Requirements  – where specific legislative 

requirements conflict with accounting principles, legislative requirements shall 
apply. 

 
These qualities and concepts, as well as the requirements of the SORP, have been 
taken into account when selecting and applying the accounting policies set out in the 
Statement. 
 
Accruals 
 
The revenue and capital accounts of the council are maintained on an accruals basis.  
That is, sums due to or from the council are accounted for in the year to which the 
relevant activity took place, whether or not the cash has actually been received or paid 
in the year.  Amounts are accrued on an estimated basis where actual figures are not 
known. In particular: 
 
·  Customer and Client Receipts 

Customer and client receipts in the form of sales, fees, charges and 
rents are accrued and accounted at the date the council provides 
the relevant goods or services. 

 
·  Employees 

The full cost of employees is charged to the accounts of the period 
within which the employees worked. 

 
·  Supplies and Services 

The cost of supplies and services are accrued and accounted for in 
the period during which they were consumed or received. Where 
there is a gap between the date supplies are received and their 
consumption, they are carried as stock on the Balance Sheet. 
 

·  Works-in-Progress 
Works are charged as expenditure when they are completed, 
before which they are carried as works in progress on the Balance 
Sheet. 
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·  Interest Charges and Receipts  
Interest payable on borrowing and interest receivable on 
investments is accounted for on the basis of the effective interest 
rate for the relevant financial instrument rather than the cash flows 
fixed or determined by the contract. 
 

·  Debtors and Creditors 
Where income 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 it is doubtful that 
debts will be settled, the balance of debtors is written down to its 
estimated recoverable amount and a charge made to revenue for 
the income that might not be collected. 

 
Provisions  
 
Provisions are required for probable liabilities of uncertain timing or amount that have 
been incurred.  Provisions are summarised in note 29 (page 58) of the Notes to the 
Core Financial Statements.  Provisions are charged to the appropriate service in the 
year that the council becomes aware of the obligation, based on the best estimate of 
the likely settlement.  When payments are made, they are charged to the provision set 
up in the Balance Sheet.  Estimated settlements are reviewed at the end of each 
financial year. Where it becomes more likely than not that a transfer of economic 
benefits will not now be required (or a lower settlement than anticipated is made), the 
position is reversed and credited back to the relevant service revenue account. 
 
Reserves  
 
The council maintains earmarked revenue reserves set aside for specific policy 
purposes and balances which represent resources set aside for purposes such as 
general contingencies and cash flow management.  Revenue reserves are 
summarised in note 18  (pages 41 – 44) of the Notes to the Core Financial 
Statements.  Reserves are created by appropriating amounts in the Statement of 
Movement in the General Fund Balance.  When expenditure to be financed from a 
reserve is incurred, it is charged to the appropriate service revenue account to score 
against Net Cost of Services in the Income and Expenditure Account. The reserve is 
then appropriated back into the General Fund Balance so that there is no net charge 
against council tax for the expenditure. 

 
Certain reserves are kept to manage the accounting processes for tangible fixed 
assets, retirement benefits, council tax income and financial instruments.  They do not 
represent usable resources for the council.  These reserves are explained in the 
relevant policies below, but in summary: 
 

·  The Revaluation Reserve and Capital Adjustment Account are capital reserves, 
they do not represent usable resources for the council (note 18 , page 43). 

 
·  The Capital Receipts Reserve is not available for revenue purposes (note 18 , 

page 43), it is only available for capital purposes. 
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·  The Pensions Reserve is a non-distributable reserve reflecting the net liability 
on the council’s proportion of the assets and liabilities in the pension scheme 
(note 17 , page 40). 

 
·  The Financial Instruments Adjustment Account is a non-distributable reserve 

maintained to manage the accounting and statutory requirements of financial 
instruments (note 18 , page 43). 

 
·  The Major Repairs Reserve is required by statute to be established in relation 

to the Housing Revenue Account.  Items to be debited against the reserve are 
HRA capital expenditure (funded from the major repairs allowance) and any 
transfers required by statute.  Items to be credited are amounts equal to HRA 
depreciation and any transfers required by statute (note 3  to the Housing 
Revenue Account, page 67).  

 
·  The Collection Fund Adjustment Account is a new reserve required to maintain 

the difference between the amount of Council Tax income determined under 
GAAP and the amount required to be credited to the General Fund under 
statute (note 18 , page 42). 

 
Grants and Contributions 
 
Revenue grants and contributions are accounted for on an accruals basis and 
recognised as income at the date that the authority satisfies the conditions of 
entitlement to the grant/contribution, there is reasonable assurance that the monies 
will be received and the expenditure for which the grant is given has been incurred.  
Revenue grants are matched in service revenue accounts with the service expenditure 
to which they relate. Grants to cover general expenditure (e.g. Revenue Support 
Grant) are credited to the foot of the Income and Expenditure Account after Net 
Operating Expenditure. 

 
Where the acquisition of a fixed asset is financed either wholly or in part by a 
Government grant or other contribution, the amount of the grant or contribution is 
credited initially to the Government Grants and Miscellaneous Contributions – 
Deferred Account.  Amounts are written down to revenue over the useful life of the 
asset to match the depreciation charge on the asset to which the grant relates. Where 
capital grants or contributions have been received in advance of the expenditure to 
which they relate these are held in a Capital Contributions Unapplied account. 
 
Pensions Costs 
 
Employees of the council are members of the Local Government Pensions Scheme, 
administered by Kent County Council (KCC). The Scheme provides defined benefits 
to members (retirement lump sums and pensions), earned as employees worked for 
the council. 
 
The Local Government Pension Scheme is accounted for as a defined benefits 
scheme: 
 
·  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 
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relation to retirement benefits earned to date by employees, based on 
assumptions about mortality rates, employees turnover rates, etc, and 
projections of earnings for current employees. 

 
·  Liabilities are discounted to their value at current prices, using a discount rate 

of 5.5% based on the indicative rate of return on high quality corporate bond 
(gross redemption yield on the iboxx Sterling Corporates Index, AA over 15 
years). 

 
·  The assets of the KCC pension fund attributable to the council are included in 

the balance sheet at their fair value: 
 

o quoted securities – current bid price 
o unquoted securities – professional estimate 
o unitised securities – current bid price 
o property – market value. 

 
·  The change in the net pensions liability is analysed into seven components: 
 

o Current service cost  – the increase in liabilities as a result of 
years of service earned this year-allocated in the Income and 
Expenditure Account to the revenue accounts of services for 
which the employees worked. 

o Past service cost  - the increase in liabilities arising from current 
year decisions whose effect relates to years of service earned in 
earlier years – debited to the Net Cost of Services in the Income 
and Expenditure Account as part of Non Distributed Costs. 

o Interest cost  –the expected increase in the present value of 
liabilities during the year as they move one year closer to being 
paid – debited to Net Operating Expenditure in the Income and 
Expenditure account. 

o Expected return on assets  – the annual investment return on 
the fund assets attributable to the council, based on an average 
of the expected long-term return – credited to Net Operating 
Expenditure in the Income and Expenditure Account. 

o Gains/losses on settlements and curtailments  – the results of 
actions to relieve the council of liabilities or events that reduce 
the expected future service or accrual of benefits of employees – 
debited to the Net Cost of Services in the Income and 
Expenditure account as part of Non Distributed Costs. 

o Actuarial gains and losses  – changes in the net pensions 
liability that arise because events have not coincided with 
assumptions made at the last actuarial valuation or because the 
actuaries have updated their assumptions – debited to the 
Statement of Total Recognised Gains and Losses. 

o Contributions paid to the KCC pension fund – cash paid as 
employer’s contributions to the pension fund. 

 
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 standards. This means 
that in the Statement of Movement on the General Fund Balance there are 
appropriations to and from the Pensions Reserve to remove the notional debits and 



STATEMENT OF ACCOUNTING POLICIES 
 

 
Shepway District Council  14 Summary of Accounts 2009/10 

 

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 council also has restricted powers to make discretionary awards of retirement 
benefits in the event of early retirements.  Any liabilities estimated to arise as a result 
of an award to any member of staff are accrued in the year of the decision to make 
the award and accounted for using the same policies as are applied to the Local 
Government Pension Scheme. 
 
Note 17 (pages 38 to 41) of the Notes to the Core Financial Statements sets out in 
detail the council’s pensions transactions. 
 
Value Added Tax 
 
Value added tax is included in income and expenditure accounts only to the extent 
that it is irrecoverable. 
 
Foreign Currency Transactions 
 
A transaction denominated in a foreign currency is translated into sterling at the 
exchange rate in operation on the date on which the transaction occurred.  Where the 
transaction is to be settled at a contracted rate, that rate shall be used.  Any monetary 
assets and liabilities denominated in a foreign currency at the balance sheet date, will 
be translated using the closing rate on that day. 
 
Overheads and Support Services 
 
The costs of the council's overheads and support services are fully charged to those 
that benefit from the supply or service, substantially in accordance with CIPFA’s Best 
Value Accounting Code of Practice 2008 (BVACOP).  Charges are based on various 
measurements, the most significant being time allocations for most officers, floor area 
for administrative buildings and facility usage for computer services.  The total 
absorption costing principle is used – the full cost of overheads and support services 
are shared between users in proportion to the benefits received, with the exception of: 
 
·  Corporate and Democratic Core - costs relating to the council’s 

status as a multi-functional, democratic organisation 
·  Non Distributed costs - cost of discretionary benefits awarded to 

employees retiring early (see Pensions Costs above), and any 
depreciation and impairment losses chargeable on non-operational 
properties. 

 
These two categories are defined in BVACOP and accounted for as separate 
headings in the Income and Expenditure Account, as part of Net Cost of Services. 
 
Intangible Fixed Assets 
 
Expenditure on assets that do not have a physical substance but are identifiable and 
controlled by the council (eg software licences) is capitalised when it will bring benefits 
to the council for more than one financial year.  The balance is amortised to the 
relevant service revenue account over the economic life of the investment to reflect 
the pattern of consumption of economic benefits.  The council’s intangible fixed assets 
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all relate to the acquisition of software and have been included at cost. An impairment 
review is undertaken annually. Where impairment is identified as part of this review 
the loss is charged to the relevant service revenue account. Note 19 to the Notes to 
the Core Financial Statements sets out the movement in intangible assets. 
 
Tangible Fixed Assets, Recognition and Measurement  
 
Tangible fixed assets are assets that have a physical substance and are generally 
held for use in the provision of services or for administrative purposes on a continuing 
basis. Assets are also held for investment purposes or are surplus to requirements, 
awaiting disposal. 
 
All expenditure on the acquisition, creation or enhancement of fixed assets is 
capitalised on an accruals basis in the accounts.  Generally expenditure of over 
£10,000 on fixed assets that adds to and not merely maintains the value of an asset is 
capitalised, provided that the fixed asset 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 fixed assets which is charged direct to service revenue 
accounts. 
 
Assets are initially measured at cost, comprising all expenditure that is directly 
attributable to bringing the asset into working condition for its intended use. Fixed 
assets are then valued on the basis recommended by CIPFA and in accordance with 
the Statements of Asset Valuation Principles and Guidance Notes issued by The 
Royal Institution of Chartered Surveyors (RICS).  Fixed assets are classified into the 
groupings required by the Code of Practice on Local Authority Accounting and are 
valued on the following bases: 
 

·  Operational land and properties and other operational assets are included in 
the Balance Sheet at the lower of net current replacement cost or net realisable 
value in existing use.  In the case of council dwellings, this is open market value 
reduced to allow for existing use value as social housing.  The housing stock is 
valued by valuing a sample of properties that are representative of most of the 
different types of dwellings throughout the district, converting the valuations to 
an amount per point using the rent structure system and applying this average 
valuation to the total points of the whole housing stock. 

 
·  Non-operational assets, including investment properties and assets that are 

surplus to requirements, are included in the Balance Sheet at the lower of net 
current replacement cost or net realisable value.  In the case of investment 
properties, this is normally open market value. 

 
·  Infrastructure assets and community assets are included in the balance sheet 

at historical cost, net of depreciation. 
 
Net current replacement cost is assessed as: 
 

·  Non-specialised operational properties – existing use value 
 
·  Specialised operational properties – depreciated replacement cost 

 
·  Investment properties and surplus assets – market value 
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Assets included in the Balance Sheet at current value are revalued at five yearly 
intervals, although material changes to asset valuations will be adjusted in the interim 
period, as they occur.  For example, assets are reviewed annually for impairment loss 
(see below). Increases in valuations are matched by credits to the Revaluation 
Reserve to recognise unrealised gains. Exceptionally, gains might be credited to the 
Income and Expenditure Account where they arise from an impairment loss previously 
charged to a service revenue account.  
 
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. 
 
Any assets acquired under finance leases are also capitalised in the authority's 
accounts, together with the liability to pay future rentals.  Assets acquired for other 
than a cost consideration or where payment is deferred is recognised in the Balance 
Sheet at fair value. 
 
Impairment of Fixed Assets 
 
The values of operational and non-operational assets are reviewed at the end of each 
financial year for evidence of reduction in value.  Where impairment is identified as 
part of this review or as a result of a valuation exercise, this is accounted for by: 
 
·  Where attributable to the clear consumption of economic benefits – the loss is 

charged to the relevant service revenue account. 
 
·  Otherwise – written off against any revaluation gains attributable to the relevant 

asset in the Revaluation Reserve, with any excess charged to the relevant 
service revenue account. 

 
Where an impairment loss is charged to the Income and Expenditure Account but 
there were accumulated revaluation gains in the Revaluation Reserve for that asset, 
an amount up to the value of the loss is transferred from the Revaluation Reserve to 
the Capital Adjustment Account. 
 
Disposal of Fixed Assets 
 
The gain or loss on disposal of a tangible fixed asset is the amount by which the 
disposal proceeds, net of costs, are more (gain) or less (loss) than the amount of the 
fixed asset in the Balance Sheet. 
 
Income from the disposal of tangible fixed assets is accounted for on an accruals 
basis.  The value of the asset in the balance sheet is written off to the Income and 
Expenditure Account as part of the gain or loss on disposal.  Receipts from disposals 
are credited to the Income and Expenditure Account as part of the gain or loss.  Any 
revaluation gains in the Revaluation Reserve are transferred to the Capital Adjustment 
Account. 
 
Amounts in excess of £10,000 are categorised as capital receipts.  A proportion of 
receipts relating to housing disposals is payable to the Government.  The amount 
payable to the Government can be reduced where the council ‘elects’ to invest in 
certain regeneration projects or affordable housing. The balance of receipts is then 
required to be credited to the Capital Receipts Reserve and can then only be used for 
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new capital investment or set aside to reduce the council’s underlying need to borrow.  
Receipts are appropriated to the Reserve from the Statement of Movement on the 
General Fund Balance. 
 
The written off value of disposals is not a charge against council tax or rent as the cost 
of fixed assets is fully provided for under separate arrangements for capital financing.  
Amounts are appropriated to the Capital Adjustment Account from the Statement of 
Movement on the General Fund Balance. 
 
Basis of Depreciation Provision 
 
Depreciation is provided for on all fixed assets with a finite useful life, (except for 
investment properties), which can be determined at the time of acquisition or 
revaluation.  Depreciation is based on the asset value included in the balance sheet.  
Depreciation is not provided for freehold land.  Newly acquired assets are depreciated 
from the following financial year. 
 
Depreciation is calculated on the following bases: 
 

·  Dwellings and other buildings – straight line allocation over life of property as 
estimated by the valuer. 

·  Vehicles, plant and equipment – straight line allocation usually over 5 or 7 
years. 

·  Infrastructure – straight line allocation, usually over 20 years. 
 
Where an asset has major components with different estimated useful lives, these are 
depreciated separately. 
 
Revaluation gains are also depreciated, with an amount equal to the difference 
between current value depreciation charged on assets and the depreciation that would 
have been chargeable based on their historical cost being transferred each year from 
the Revaluation Reserve to the Capital Adjustment Account. 
 
Charges to Revenue for Fixed Assets 
 
Service revenue accounts, support services and trading accounts are debited with the 
following amounts to record the real cost of holding fixed assets during the year: 
 

·  Depreciation attributable to the assets used by the relevant service. 
·  Impairment losses attributable to the clear consumption of economic benefits 

on tangible fixed assets used by the service and other losses where there are 
no accumulated gains in the Revaluation Reserve against which they can be 
written off. 

·  Amortisation of intangible fixed assets attributable to the service. 
 
Any repairs and maintenance relating to fixed assets is charged to the appropriate 
service revenue account.   
 
The council is not required to raise council tax to cover depreciation or impairment 
losses. However, it is required to make an annual provision from revenue to contribute 
towards the reduction in its overall borrowing requirement (equal to an amount 
calculated on a prudent basis determined by the council in accordance with statutory 
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guidance).  Depreciation, impairment losses and amortisations are therefore replaced 
by revenue provision in the Statement of Movement on the General Fund Balance, by 
way of an adjusting transaction with the Capital Adjustment Account for the difference 
between the two. 
 
Capital Receipts 
 
The Local Government Act 2003 requires that a proportion of capital receipts arising 
from the disposal of housing assets must be pooled and paid over to the Government; 
the most significant proportions being 75% of council house sales receipts and 50% of 
capital receipts from other housing asset disposals. The amount can be reduced for 
certain assets, if the council elects to invest in specific regeneration or affordable 
housing projects. The balance of capital receipts, including 100% of capital receipts 
from the sale of non-housing assets, can be applied to meet capital expenditure 
thereby enhancing total capital resources. 
 
Revenue Expenditure Funded from Capital Under Statu te 
 
Revenue expenditure funded from capital under statute represents expenditure which 
may be capitalised under statutory provisions, but which does not result in the creation 
of tangible assets. This can include expenditure on capital grants for renovation of 
private housing, to encourage housing tenants to purchase property in the private 
sector and to Registered Social Landlords for social housing development.  Revenue 
expenditure funded from capital under statute is written off to revenue in the year that 
the expenditure is incurred.  
 
Where the council has determined to meet the cost of such expenditure from existing 
capital resources or by borrowing, a transfer to the Capital Adjustment Account then 
reverses out the amounts charged in the Statement of Movement on the General 
Fund Balance so there is no impact on the level of council tax.  
 
Leases 
 
The council accounts for leases as finance leases when substantially all the risks and 
rewards relating to the leased property transfer to the council.  Rental payments under 
finance leases are apportioned between the finance charge and the principal element, 
i.e. the reduction of the liability to pay future rentals.  The finance element of rentals is 
charged to net operating expenditure.  At present the council has no outstanding 
finance lease liability (see note 11 (page 34) to the Core Financial Statements). 
 
Leases that do not meet the definition of finance leases are accounted for as 
operating leases. The rentals payable are charged to revenue on a straight line basis 
over the term of the lease, generally meaning that rentals are charged when they 
become payable. 
 
Stocks and Work in Progress 
 
Stocks and work in progress on uncompleted jobs are valued at the lower of cost or 
net realisable value. 
 
 
 
 



STATEMENT OF ACCOUNTING POLICIES 
 

 
Shepway District Council  19 Summary of Accounts 2009/10 

 

 
 
Financial Assets  
 
Financial Assets are classified into three types: 
 
·  Loans and receivables - assets that have fixed or determinable payments but 

are not quoted in an active market 
·  Available-for-sale assets - assets that have a quoted market price and/or do not 

have fixed or determinable payments 
·  Financial Instruments at Fair Value through Profit or Loss 
 
Loans and Receivables  are initially measured at fair value and carried at their 
amortised cost. Annual credits to the Income and Expenditure Account 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 any accrued interest and interest credited to the Income and 
Expenditure Account is the amount receivable for the year in the loan agreement. 
 
However, the council has made a number of renovation loans to home owners at less 
than market rates (soft loans).  When soft loans are made, a loss is recorded in the 
Income and Expenditure Account for the present value of the interest that will be 
foregone over the life of the instrument, resulting in a lower amortised cost than the 
outstanding principal.  Interest is credited at a higher effective rate of interest than the 
rate receivable from the borrower, with the difference serving to increase the 
amortised cost of the loan on the Balance Sheet.  Statutory provisions require that the 
impact of soft loans on the General Fund Balance is the interest receivable for the 
financial year – the reconciliation of the amounts debited and credited to the Income 
and Expenditure Account to the net gain required against the General Fund Balance is 
managed by a transfer to or from the Financial Instruments Adjustment Account in the 
Statement of Movement in the General Fund Balance. 
 
Where Financial Assets are identified as impaired because of a likelihood arising from 
a past event that payments due under the contract will not be made, the asset is 
written down and a charge made to the Income and Expenditure Account. 
 
Any gains/losses that arise on the derecognition of an asset are credited/debited to 
the Income and Expenditure Account. 
 
Provisions for Impairment of Bad and Doubtful Debts  (loans and receivables) 
 
The carrying amount of debtors are adjusted for doubtful debts, which are provided 
for, and known uncollectable debts are written off. A review of any significant 
individual debts is undertaken to determine whether separate impairment is required. 
The basis of provision is then dependent upon the nature of the debt and for sundry 
debts takes into account material amounts that are settled in the first month of the 
financial year. 
 
For sundry debtors and recovery of benefit overpayments (excluding benefit 
overpayments recovered from ongoing entitlement) the following provision is made: 
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Sundry debtors 
 

Recovery of benefit overpayments 

Debts of up to 1 year old: 20% Debts of up to 1 year old:  25% 
Debts of 1 – 2 years old: 40% Debts of 1 – 2 years old:  40% 
Debts of 2 – 3 years old:  50% Debts of 2 – 5 years old:  60% 
Debts of 3 – 4 years old:  60% Debts of over 5 years old:  80% 
Debts of 4 – 5 years old:  70%  
Debts of 5 – 6 years old:  80%  
Debts of over 6 years old:  90%  

 
A 35% provision for bad debts is made for recovery of benefit overpayments from 
ongoing benefit entitlement. 
 
Council Tax: Housing Rents: 

 For the recovery of housing rents the provision is  
Provision is as follows: as follows: 
 Former tenants’ arrears: 
Debt of up to 1 year:  20% 

 Debt up to 2 years:   30% 
 Debt up to 3 years:   40% 
 Debt up to 4 years:   50% 
 Debt up to 5 years:   80% 
 Debt over 5 years old:  90% 
 

Debts up to 1 year old: 25% 
 Debts up to 2 years old: 50% 
 Debts over 2 years:  99% 
 Current tenants arrears: 10% 
 
 

 
Financial Liabilities 
 
Financial liabilities  are initially measured at fair value and carried at their amortised 
cost. Annual charges to the Income and Expenditure Account for interest payable are 
based on the carrying amount of the liability, multiplied by the effective rate of interest 
for the instrument.  For most of the borrowings that the council has, this means that 
the amount presented in the Balance Sheet is the outstanding principal repayable, 
plus any accrued interest, and interest charged to the Income and Expenditure 
Account is the amount payable for the year in the loan agreement. 
 
Gains and losses on the repurchase or early resettlement of borrowing are credited 
and debited to Net Operating Expenditure in the Income and Expenditure Account in 
the year of repurchase/settlement.  However, where repurchase has taken place as 
part of a restructuring of the loan portfolio that involves the modification or exchange 
of existing instruments, the premium or discount is respectively deducted from or 
added to the amortised cost of the new or modified loan and the write down to the 
Income and Expenditure account is spread over the life of the loan by an adjustment 
to the effective interest rate. 
 
Where premiums and discounts have been charged to the Income and Expenditure 
Account, regulations allow the impact on the General Fund Balance to be spread over 
future years. The council has a policy of spreading the gain/loss that relates to the 
HRA, on a straight line basis, over the term of the loan repaid up to ten years, in line 
with statutory requirements relating to the HRA.  The proportion relating to the General 
Fund, above a de minimus level of £10,000 is spread over the life of the replacement 
loan.  The reconciliation of amounts charged to the Income and Expenditure Account 
to the net charge required against the General Fund Balance is managed by a transfer 
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to or from the Financial Instruments Adjustment Account in the Statement of 
Movement on the General Fund Balance. 
 
Contingent Assets 
 
A contingent asset is a possible asset that arises from past events and whose 
existence will be confirmed by the occurrence of one or more uncertain future events 
not wholly within the council’s control. 
 
Contingent assets are not included in the Income and Expenditure Account or the 
Balance Sheet because prudence cautions that the gain might never be realised. 
When realisation of the gain is virtually certain, then the item can be accounted for as 
revenue or capital income as appropriate. 
 
Contingent Liabilities 
 
Contingent liabilities are not recognised in the accounting statements. Any material 
contingent liabilities are disclosed by way of notes if there is a possible obligation 
which may require a payment or a transfer of economic benefits. 
 
Exceptional Items 
 
These are items that are material in terms of the council’s overall expenditure and are 
not expected to recur frequently or regularly. Exceptional items are included in the 
cost of the service to which they relate or on the face of the Income and Expenditure 
Account if that degree of prominence is necessary to give a fair presentation of the 
accounts. 
 
Change in Accounting Policy – Council Tax and Busin ess Rates Income 
 
SORP 2009 requires local authorities to account for council tax and non-domestic 
rates income reflecting the agency relationship that exists between a billing authority 
and precepting authorities (for council tax) and the billing authority and central 
government (non-domestic rates). For council tax, the council is required to show its 
share of accrued council tax income in the Income and Expenditure Account. To meet 
statutory requirements a transfer is made to or from the Statement of Movement on 
the General Fund Balance to the Collection Fund Adjustment Account to arrive at the 
amount due from council tax payers. In respect of debtors the council only includes its 
share of amounts due from council tax payers. The major preceptors’ shares of 
amounts due from council tax payers are reflected as part of precepting authority 
debtors balances. 
 
For non-domestic rates, the council acts as an agent of the government when 
collecting it. The council no longer recognises NDR debtors in its balance sheet but 
instead recognises a debtor or creditor for cash collected from NDR debtors (as agent 
of the government) but not paid to the government, or overpaid to the government. 
 
In respect of cash flows, the council only includes its share of council tax income in 
revenue activities. Preceptors’ shares of council tax income and all of business rates 
(NDR) income is included under other liquid resources in the cash flow statement. 
 
This change in accounting policy requires a prior period adjustment to 2008/09 
comparatives. The impact of the changes is set out on page 28. 



STATEMENT OF RESPONSIBILITIES FOR THE STATEMENT OF ACCOUNTS 
 

 
Shepway District Council  22 Summary of Accounts 2009/10 

 

 
 

This statement is given in respect of the Statement of Accounts 2009/10. 
 
The Authority’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 this council, that officer is the Corporate Director - Resources, 
Kathryn Beldon. 

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

·  Approve the Statement of Accounts. 
 
 
……………………………………………… 
Councillor Peter Monk 
 
Date 
 
Chairman, Audit and Compliance Committee 
 
Chief Finance Officer Responsibilities 
 
I acknowledge my responsibility for the preparation of the Statement of Accounts in 
accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting 
in the United Kingdom 2009: A Statement of Recommended Practice (the SORP) 
2009. 
 
In doing so, the following have been done: 
 

·  I have selected suitable accounting policies and applied them consistently. 
·  I have made appropriate judgements and estimates that were reasonable and 

prudent. 
·  I have complied with the local authority SORP. 
·  I have kept proper accounting records which were up to date. 
·  I have taken reasonable steps for the prevention and detection of fraud and 

other irregularities. 
 
I certify that the accounts present a true and fair view of the financial position of the 
council and of its income and expenditure for the year ended 31 March 2010. 
 

 
Kathryn Beldon CPFA 
       
Date: 21 June 2010   
     
Corporate Director Resources    
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INCOME AND EXPENDITURE ACCOUNT 
 
This account summarises the resources that have been generated and consumed in 
providing services and managing the council during last year.  It includes day to day 
expenses and related income on an accruals basis, as well as transactions measuring 
the value of fixed assets actually consumed and the real projected value of retirement 
benefits earned by employees in the year. 
 
Continuing Services 2009/10 

 
Expenditure 

 
£’000 

 2009/10 
 

Income 
 

£’000 

 2009/10 
Net 

Expenditure 
 

£’000 

 2008/09 
Net 

Expenditure  
Re-stated 

£’000 
Central Services to the Public  12,187   (10,947)   1,240  1,376 
Cultural, Environmental, 
Regulatory and Planning 
Services 

          

Environmental and 
Regulatory Services 

 10,422   (4,450)   5,972  6,025 

Planning and 
Developmental Services  

 3,292   (1,035)   2,257  2,394 

Cultural and Related 
Services 

 4,388   (1,030)   3,358  3,439 

Highways and Transport 
Services 

 2,933   (1,701)   1,232  933 

Local Authority Housing (HRA)  14,666   (12,834)   1,832  2,694 
Local Authority Housing (HRA) 

– exceptional item (note 2) 
 (17,265)   -   (17,265)  27,775 

Other Housing Services  38,609   (37,112)   1,497  1,803 
Corporate and Democratic Core  1,991   (60)   1,931  2,119 
Non-distributed Costs  48   -   48  473 
Net Cost of Continuing 
Services 

 71,271 
 

  (69,169)   2,102  49,031 

           
 

(Gain) or Loss of disposal of fixed assets   (564)  (179) 
Internal Drainage Board levies (note 12)    407  391 
Parish and town council precepts (note 13)    1,325  1,260 
Trading operations (note 5)   (12)  - 
Interest payable and similar charges (note 25)   1,347  1,721 
Contribution to housing pool capital receipts   162  88 
Interest and investment income (note 25)   (976)  (1,342) 
Pensions interest cost and expected return on 

pensions assets (note 17)  
    

2,589 
 

1,790 
Net Operating Expenditure    6,380  52,760 
      
Council Tax income (note 38)   (10,710)  (10,123) 
General Government grants (note 3)    (2,552)  (2,039) 
Distribution of non-domestic rates pool   (8,081)  (8,688) 
      
(Surplus)/Deficit for the year    (14,963)  31,910 
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STATEMENT OF MOVEMENT ON THE GENERAL FUND BALANCE 
 
The Income and Expenditure Account shows the council’s actual financial 
performance for the year, measured in terms of the resources consumed and 
generated over the last twelve months. However the council is required to raise 
council tax on a different accounting basis, the main differences being: 
 

·  capital investment is accounted for as it is financed, rather than when the fixed 
assets are consumed; 

·  the payment of a share of housing capital receipts to the Government scores as 
a loss in the Income and Expenditure Account, but is met from the capital 
receipts balance rather than council tax; 

·  retirement benefits are charged as amounts become payable to pension funds 
and pensioners, rather than as future benefits earned. 

 
The General Fund balance compares the council’s spending against the council tax 
that is raised for the year, taking into account the use of resources built up in the past 
and contributions to reserves earmarked for future expenditure. 
 
This reconciliation statement summarises the differences between the outturn on the 
Income and Expenditure Account and the General Fund Balance. 
 

 STATEMENT OF MOVEMENT ON THE GENERAL FUND BALANCE 
 

   2009/10 
 

£’000 

2008/09  
Re-stated 

£’000 
(Surplus)/Deficit on the Income and Expenditure Account   (14,963)  31,910 
Net additional amounts required by statute and non-statutory 
practices to be debited or credited to the General Fund Balance for 
the year (see note 4 ) 

  
14,632 

 

  
(32,910) 

(Increase)/Decrease in General Fund Balance for the Year  (331)  (1,000) 
General Fund Balance brought forward  (2,767)  (1,767) 
General Fund Balance carried forward  (3,098)        (2,767) 
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES 
 
This statement brings together all the gains and losses of the council for the year and 
shows the aggregate increase or decrease in its net worth.  In addition to the deficit on 
the Income and Expenditure Account, it includes any gains and losses relating to the 
revaluation of the fixed assets and re-measurement of the net liability to cover the cost 
of retirement benefits. 
 

   
2009/10 
£’000 

 Re-stated 
2008/09 

£’000 
(Surplus)/Deficit on the Income and Expenditure Account  (14,963)  31,910 
(Surplus)/Deficit arising on revaluation of fixed assets (note 
18) 

 
(2,896) 

 
156 

Actuarial (gains) and losses to be included (note 17)  22,061  7,113 
Total Recognised (Gains) and Losses for the Year   4,202  39,179 
 
 

 
 

  

 
 
 
Prior Period Adjustment  
 
There is a prior period adjustment (ppa) in respect of accounting for council tax 
income to reflect the agency arrangement between the council and the other major 
preceptors. The overall affect of the ppa is to increase the council’s net worth by 
£628k to £106m up to 31 March 2009. Council’s net worth has increased because it 
no longer has to account for the preceptor’s share of Collection Fund deficit that was 
held on the Collection Fund reserve. 
 
Further details of the changes to 2008/09 total gains and losses are set out in note 1  
of the Notes to the Core Financial Statements. 
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BALANCE SHEET 
 

 31 March 2010  31 March 2009 
                   Re-stated 
 £'000  £'000  £'000  £'000 

Intangible Assets (note 19)   345    359 
Tangible Fixed Assets  (note 20)         
Operational Assets:        
Council Dwellings 153,828    139,407   
Other Land and Buildings 12,587    10,955   
Vehicles, Plant and Equipment 3,119    3,520   
Infrastructure Assets 21,062    22,833   
Community Assets 3,578  194,174  3,578  180,293 
Non-Operational Assets        
Investment Properties 1,511    933   
Surplus Assets, held for disposal 222  1,733  213  1,146 
        
 Total Fixed Assets   196,252    181,798 
        
Long-Term Investments (note 23)    4,388    10,442 
Long-Term Debtors:        
Renovation Loans 2,378    1,634   
Folkestone Parks and Pleasure Grounds Charity -    127   
Other Loans 15    26   
   2,393    1,787 
 Total Long-Term Assets    203,033    194,027 
        
Current Assets:        
Stocks and Work In Progress 9    9   
Debtors (note 28)  14,235    11,482   
Less provision for impairment of debtors (note 28) (1,294)    (1,333)   
Investments (note 23)  6,478    5,350   
Cash and Bank (note 36) 832  20,260  156   
       15,664 
Total Assets   223,293    209,691 
Current Liabilities:        
Short-Term Borrowing (note 23)  (9,742)    (7,634)   
Creditors (note 27)  (8,291)    (7,714)   
Provisions (note 29)  (256)    (398)   
Cash and Bank Overdrawn -    -   
   (18,289)    (15,746) 
Total Assets Less Current Liabilities    205,004    193,945 
        
Long Term Liabilities:        
Long Term Borrowing (note 23)  (22,263)    (28,654)   
Government and other capital contributions unapplied (2,116)    (2,467)   
Government Grant Deferred Account (21,140)    (21,775)   
Pensions Liabilities (note 17) (57,688)    (35,050)   
   (103,207)    (87,946) 
Total Assets less Liabilities (note 30)   101,797    105,999 
        
Capital Receipts Reserve (note 18)    3,365    3,558 
Revaluation Reserve (note 18)    2,691    - 
Capital Adjustment Account (note 18)    145,415    131,655 
Financial Instruments Adjustment Account (note 18)    (858)    (642) 
Collection Fund Adjustment Account (note 18)    (48)    (138) 
Pensions Reserve (note 17)    (57,688)    (35,050) 
Major Repairs Reserve (note 18)   213    - 
Revenue Reserves (note 18)    8,707    6,616 
Total Net Worth (note 30)    101,797    105,999 
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CASH FLOW STATEMENT  

 
  

2009/10 
 Re-stated 

2008/09 
 £’000  £’000  £’000  £’000 
NET CASH OUTFLOW/(INFLOW) FROM REVENUE 
ACTIVITIES (note 34)   (3,888) 

 
  (3,342) 

        
RETURNS ON INVESTMENTS AND SERVICING OF 
FINANCE    

 
   

Cash Outflows:        
Interest Paid 1,560    1,895   
Cash Inflows:        
Interest Received (781)    (1,193)   
NET CASH OUTFLOW/(INFLOW) FROM RETURNS ON 
INVESTMENTS AND SERVICING OF FINANCE   779 

 
  702 

        
CAPITAL ACTIVITIES        
Cash Outflows:        
Purchase of Fixed Assets 3,777    4,896   
Purchase of Long Term Investments -    7,000   
Other Capital Payments 1,141    1,435   
 4,918    13,331   
Cash Inflows:        
Sale of Fixed Assets (906)    (284)   
Capital Grants Received (2,234)    (622)   
Other Capital Receipts (132)    (1,562)   
 (3,272)    (2,468)   
NET CASH OUTFLOW/(INFLOW) FROM CAPITAL 
ACTIVITIES   1,646 

 
  10,863 

        
NET CASH OUTFLOW/(INFLOW) BEFORE FINANCING    (1,463)    8,223 
        
MANAGEMENT OF LIQUID RESOURCES        
Net Increase/(Decrease) in Short Term Deposits -    -   
Net Increase/(Decrease) in other liquid resources (3,282)    (7,525)   
        
NET CASH OUTFLOW/(INFLOW) FROM MANAGEMENT 
OF LIQUID RESOURCES (note 35)    (3,282) 

 
  (7,525) 

        
FINANCING         
Cash Outflows:        
Repayments of amounts borrowed 11,069    18,842   
Cash Inflows:        
New Long-Term Loans raised -    (8,112)   
New Short-Term Loan raised (7,000)    (10,050)   
 (7,000)    (18,162)   
NET CASH OUTFLOW/(INFLOW) FROM FINANCING 
(note 35)    4,069 

 
  680 

(INCREASE)/DECREASE IN CASH  (note 36)    (676)    1,378 
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1. Prior period adjustment – council tax and non-do mestic rates income 
 

The Statement of Accounting Policies, on page 21, explains why there has been a 
change in accounting policy for council tax and business rates income. The change 
requires a prior period adjustment to 2008/09 comparative figures to reflect the 
agency arrangements that exist between the council and major preceptors and the 
council and central government.  
 
The impact of the change is as follows: 

 
 

 Prior Year 
before 

Adjustment 
£’000 

 Prior Year 
after 

Adjustment 
£’000 

 Change  
2008/09 

 
£’000 

      
      
Extract from Income and Expenditure 
Account: 
Council Tax income 

 
 

(10,082) 

  
 

(10,123) 

  
 

(41) 
      
Extract from Statement of Movement on 
the General Fund Balance: 

     

Net additional amounts required by statute 
and non statutory practices to be debited or 
credited to the General Fund Balance for the 
year 

 
 
 

(32,951) 

  
 

 
(32,910) 

  
 

 
41 

      
Extracts from Balance Sheet:      
Debtors 15,491  11,482  (4,009) 
Less provision for impairment of debtors (3,199)  (1,333)  1,866 
Creditors (10,485)  (7,714)  2,771 
Total Assets less Liabilities 105,371  105,999  628 
      
Collection Fund Adjustment Account -  138  138 
Revenue reserves (5,850)  (6,616)  (766) 
Total Net Worth  (105,371)  (105,999)  (628) 
      
Extracts from Statement of Total  
Recognised Gains and Losses: 
(Surplus)/Deficit on the Income and 
Expenditure Account 

 
31,951 

  
31,910 

  
(41) 

Other (gains) and losses (239)  -  239 
Total Recognised (Gains) and losses for the 
Year 

 
38,981 

  
39,179 

  
198 

      
Extracts from Cash Flow Statement:  
Net cash outflow (inflow) from revenue 
activities 

 
(2,115) 

  
(3,342) 

  
(1,227) 

Net increase (decrease) in other liquid 
resources 

 
(8,752) 

  
(7,525) 

  
1,227 
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2. Exceptional Items 
 

i) Local Authority Housing (HRA) – reversal of impa irment  
 

In 2008/09 an impairment charge was made against the Income and Expenditure 
Account of £27.78m in respect of the reduction in value of HRA housing assets. 
 
The council’s valuer, Taylor Riley, was commissioned to review asset values as at 31 
March 2010 to identify any significant changes since the previous year. The valuer 
advised that residential property values had increased by 10.5% over the year and 
garages, parking spaces and stores had increased by 3%. The valuation increase 
amounts to £17.27m and has been treated as a reversal of the previous year’s 
impairment charge and credited to the Income and Expenditure Account. It has not 
been treated as a valuation gain to be taken to the Revaluation Reserve as it is 
considered that the two valuation changes over 2008/09 and 2009/10 are linked.  

 
ii) Claims for Refund of Value Added Tax (VAT) from  H.M.Revenue and Customs 
(HMRC) 
 
The council made a number of claims in March 2009 for the repayment of VAT, 
together with interest due, from HMRC under what is known as the ‘Fleming’ case 
decision. 
 
The council has been successful with some of the claims and HMRC has settled 
amounts payable. The following amounts, net of fees, are included in the Income and 
Expenditure Account for the settled claims: 
 
 2009/10  2008/09 
Net income £’000  £’000 
    
Cultural, environmental, regulatory and planning 
services:  

 
 

Environmental and regulatory services (19)  - 
Cultural and related services (239)  3 
Highways and transportation services 3  (188) 

    
Interest and investment income (262)  (201) 
 (517)  (386) 

 
3. General Government Grants 

 
These are Government grants not attributable to specific services. 
 
 2009/10 

 
£’000 

 2008/09 
Re-stated  

£’000 
Revenue Support Grant (1,865)  (1,209) 
Area Based Grant (401)  (401) 
Housing and Planning Delivery Grant (243)  (234) 
Local Authority Business Growth Incentive (43)  (195) 
 (2,552)  (2,039) 



NOTES TO THE CORE FINANCIAL STATEMENTS 
 

 
Shepway District Council  30 Summary of Accounts 2009/10 

 

 
3. General Government Grants (cont’d) 

 
2008/09 comparatives have been re-stated to reflect that General Government Grants 
include Housing and Planning Delivery Grant of £234k. The grant had previously been 
included in the net cost of Planning and Developmental Services in the Income and 
Expenditure Account. 
 

4. Reconciling items for the Statement of Movement on the General Fund Balance 
 

   2009/10 
       

£’000 

2008/09 
Re-stated 

£’000 
i) Amounts Included in Income and Expenditure 

Account But Required By Statute To be Excluded 
When Determining The Movement on the General 
Fund Balance 

    

  Amortisation of intangible fixed assets  (89)  (68) 
Depreciation and impairment of fixed assets  11,032  (34,262) 
Excess of depreciation charged to HRA over Major Repairs 
Allowance 

(219)  (802) 

Government grants deferred amortisation  3,274  2,806 
Revenue expenditure funded from capital under statute  (1,493)  (1,327) 
Differences between amounts within the Income and 
Expenditure Account and amounts to be recognised 
under statutory provisions relating to soft loans and 
premiums and discounts on the early repayment of debt 

 (241)  (274) 

Net gain or loss on sale of fixed assets  590  191 
Amount by which Council Tax income included in the 
Income and Expenditure Account is different from the 
amount taken to the General Fund in accordance with 
regulation 

 90  41 

Difference between FRS17 pensions costs and 
contributions under Pensions Scheme Regulations 

 (577)  (637) 

  12,367  (34,332) 
    ii) Amounts Not Included In Income and Expenditure 

Account But Required  By Statute to be Included 
When Determining The Movement on the General 
Fund Balance  

 
 

 

 
Statutory provision for the repayment of 
debt 

   632  562 

Capital expenditure charged to the General Fund 
balance 

 35  608 

Transfer from Capital Receipts Reserve    (162)  (88) 
    505  1,082 

iii) Transfers to/(from) General Fund Balance when 
Determining the Movement  

 
 

  

Transfer of Housing Revenue Account Surplus/(Deficit)  (182)  (442) 
Net transfer to/(from) earmarked reserves    1,942  782 

  1,760  340 
Net additional amount required to be debited or 
credited to the General Fund Balance for the year 

 
14,632 

  
(32,910) 
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5. Trading Operations 

 
The council has entered into a 5 year partnership with Dover District Council from April 
2009 to operate Dover’s Whitecliffs Careline service. Any surplus is shared equally 
between Shepway and Dover councils. The trading results are as follows for the Dover 
Whitecliffs Careline Service: 
 
  2009/10 

£000 
Expenditure  145 
Income  (169) 
Surplus  (24) 
Dover DC share of surplus  12 
Surplus to Income and Expenditure Account  (12) 
 
The council also operates its own lifeline service, providing community alarm and 
telecare services to vulnerable people living independently in the community. The 
lifeline service is regarded as integral to the council’s services rather than having a 
prime objective of achieving commercial gains. Accordingly, its turnover and expenses 
is included within Environmental and Regulatory Services in Net Cost of Services, 
rather than being shown separately within the Income and Expenditure Account as a 
trading undertaking. 
 
The results of Shepway’s lifeline service are: 
  2009/10 

£000 
 2008/09 

£000 
Expenditure  362  276 
Income  (490)  (362) 
Surplus  (128)    (86) 
 

6.  Undischarged Obligations on Long Term Contracts  
 
In 2010/11 the council is committed to making payments estimated at £556,000 under 
a contract with Live Nation for the management and maintenance of the Leas Cliff 
Hall, Folkestone. The actual level of payment will be uprated annually for changes in 
inflation. The contract expires in 2023/24. 
 

7. Audit Fees and Other Fees Payable to the Audit C ommission  
 
 In 2009/10 Shepway District Council incurred the following fees relating to external 

audit and inspection.  These amounts have been included within the accounting 
statements for the years indicated and therefore include the cost of audit work relating 
to preceding financial years. 
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7. Audit Fees and Other Fees Payable to the Audit C ommission (cont’d)  
 

 2009/10  2008/09 
    
 £’000  £’000 
External audit services 149  130 
Statutory inspection under S.10 of the Local 
Government Act 1999 

9  6 

Certification of grant claims and returns 66  27 
Other Services -  - 
 224  163 

 
8. On Street Parking Services 

 
The council operates, under an agreement with Kent County Council, on street 
parking services. Income and expenditure on on street parking were as follows: 
 

 2009/10  2008/09 
    
 £’000  £’000 
Income (319)  (358) 
Expenditure 476  426 
Deficit 157  68 

 
The deficit falls to be met from General Fund balances. 
 

9. Officer Remuneration  
 
The number of employees (including senior employees – see below) whose 
remuneration, excluding employer’s pension contributions, was £50,000 or more in 
bands of £5,000 were:  
 

   2009/10 2008/09 
 

Remuneration Band  Number of Employees 
 

£50,000 - £54,999  6 3 
£55,000 - £59,999  1 4 
£60,000 -  £64,999  4 2 
£65,000 -  £69,999  4 2 
£70,000 -  £74,999  - 1 
£75,000 -  £79,999  - - 
£80,000 -  £84,999  - 3 
£85,000 - £89,999  2 1 
£90,000 - £94,999  - - 
£95,000 -  £99,999  - - 

£100,000 -  £104,999  - - 
£105,000 -  £109,999  - - 
£110,000 -  £114,999  1 1 
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9. Officer Remuneration (cont’d)  
 
The following tables set out, for 2009/10 and 2008/09, the remuneration disclosures 
for Senior Officers whose salary  is less than £150,000 but equal to or more than 
£50,000 per year. 
 
2009/10 

Post holder 
information (post 
title) 

Salary 
(including 
fees and 

allowances) 

Benefits in 
kind 

Total 
remuneration 

excluding 
pension 

contributions 
2009/10 

Employer 
pension 

contributions 

Total 
remuneration 

including 
pension 

contributions 
2009/10 

 £ £ £ £ £ 
 

Chief Executive 112,596 - 112,596 15,086 127,682 
Corporate Director 
– Communities (A) 

51,151 - 51,151 6,911 58,062 

Corporate Director 
– Communities (B) 

14,970 - 14,970 2,025 16,995 

Corporate Director 
– Neighbourhoods 

86,833 - 86,833 11,729 98,562 

Corporate Director 
– Resources 

86,448 - 86,448 11,674 98,122 

Head of Corporate 
Services 

69,159 - 69,159 9,219 78,378 

 421,157 - 421,157 56,644 477,801 
 
Corporate Director – Communities (A) resigned on 1 November 2009. The annualised 
salary for this post was £85,341. Corporate Director – Communities (B) commenced 
employment on 1 February 2010. The annualised salary for this post was £89,817. 
This post holder also acts as Deputy Chief Executive. 
 
2008/09 

Post holder 
information (post 
title) 

Salary 
(including 
fees and 

allowances) 

Benefits in 
kind 

Total 
remuneration 

excluding 
pension 

contributions 
2009/10 

Employer 
pension 

contributions 

Total 
remuneration 

including 
pension 

contributions 
2009/10 

 £ £ £ £ £ 
 

Chief Executive 112,596 - 112,596 15,086 127,682 
Corporate Director 
– Communities  

82,424 - 82,424 11,103 93,527 

Corporate Director 
– Neighbourhoods 

85,035 - 85,035 11,473 96,508 

Corporate Director 
– Resources 

82,424 - 82,424 11,103 93,527 

Corporate Director 
– Environment  

80,053 4,514 84,567 11,368 95,935 

 442,532 4,514 447,046 60,133 507,179 
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10. Members Allowances and expenses  
 
 Allowances and expenses paid to councillors in 2009/10 amounted to £329,401 
(£341,137 in 2008/09). 
 

11.  Operating and Finance Leases 
 
Operating lease arrangements are used to finance cars, commercial vehicles and 
plant. The amount paid under these arrangements in 2009/10 was £168,974 
(£289,618 in 2008/09).   
 
Currently finance leases are not used as a method of purchasing assets.  The council 
is committed to making payments of £125,776 under operating leases in 2010/11, 
comprising the following elements: 
 
 

Leases expiring in 2010/11 £36,663 
Leases expiring between 2011/12 and 
2015/16 £88,492 
Leases expiring after 2015/16 £621 

 
With regard to the council’s activity as a lessor, the authority received rental income 
from the following buildings, all treated as operating leases: 
 

  2009/10 
£’000 

 2008/09 
£’000 

 Industrial Units Mountfield Road, New Romney 49  57 
 Hawkinge Crematorium 37  35 
 Indoor Bowls Centre, Folkestone 25  25 

 
The gross amount of assets held for use as operating leases, and related 
accumulated depreciation charges, are as follows: 

  Gross 
Value 

 
£’000 

 Accumulated 
Depreciation  

£’000 

 Industrial Units Mountfield Road, New Romney 868  23 
 Hawkinge Crematorium 400  4 
 Indoor Bowls Centre, Folkestone 270  5 

 
12. Internal Drainage Board Levies 

 
  2009/10 

£ 
 2008/09 

£ 
    
 Romney Marsh Area Internal Drainage Board 406,134  390,631 
 River Stour (Kent) Internal Drainage Board 529  459 
 406,663  391,090 
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13.  Town and Parish Council Precepts 

    
 2009/10  2008/09 
 £  £ 
FOLKESTONE    
 Folkestone  496,510  490,500 
 Sandgate 61,970  61,970 
HYTHE 290,545  259,437 
LYDD 86,350  78,500 
NEW ROMNEY 125,500  125,500 
ELHAM -    
 Acrise 100  100 
 Elham 13,500  13,000 
 Elmsted 1,400  2,250 
 Hawkinge 81,000  77,252 
 Lyminge 32,910  26,000 
 Lympne 10,950  9,150 
 Monks Horton 620  620 
 Newington 3,400  3,400 
 Paddlesworth 100  100 
 Postling 1,200  800 
 Saltwood 6,500  6,150 
 Sellindge 11,550  11,000 
 Stanford 3,700  3,700 
 Stelling Minnis 3,950  3,600 
 Stowting 1,650  1,650 
 Swingfield 11,500  8,500 
ROMNEY MARSH -    
 Brenzett 1,800  1,800 
 Brookland 9,800  7,090 
 Burmarsh 5,000  5,000 
 Dymchurch 36,735  35,665 
 Ivychurch 5,459  6,238 
 Newchurch 2,850  2,850 
 Old Romney -  - 
 St. Mary in the Marsh 18,000  18,000 
 Snargate -  - 
 1,324,549  1,259,822 

 
14. Trust Funds 
  
 The council’s Executive acts as sole trustee for the Folkestone Parks and Pleasure 

Grounds Charity.  The net expenditure of the Charity is treated as special expenses to 
be charged upon the Folkestone area.  The funds do not represent assets of the 
council and have not been included in the balance sheet, however the council does 
hold £248,000 of investments and £24,000 cash overdrawn on behalf of the charity. 
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14. Trust Funds (cont’d) 
 
 Funds for which the Executive of the council act as sole trustee: 

 2009/10 
 Income Expenditure Assets Liabilities 
 £’000 £’000 £’000 £’000 
Folkestone Parks and Pleasure 
Grounds Charity (696)  696  3,477  2,545 

 

 
 The special expenses have been included under Cultural and Related Services in the 

Income and Expenditure Account (2009/10 £581,000, 2008/09 £524,000). 
 
 Income includes a contribution of £581,000 from Shepway District Council (£524,000 

in 2008/09). 
 
 The Charity is required to produce an Annual Report and Account that sets out in 

detail its activities for that year.  Copies of these can be obtained by contacting the 
Chief Executive, Civic Centre, Castle Hill Avenue, Folkestone, Kent CT20 2QY. 

 
15. Section 106 Receipts 

 
 Section 106 receipts are monies paid to the council by developers as a result of the 

grant of planning permission where works are required to be carried out or new 
facilities are provided as a result of that permission.  The sums are restricted to being 
spent only in accordance with the agreement concluded with the developer.  The 
major balances of section 106 receipts held by the council during the year were as 
follows: 

 
 1/4/2009 Income Expenditure 31/3/2010  
 £’000 £’000 £’000 £’000 

 
142 Sandgate Road, Folkestone 
(towards affordable housing etc) 

 
334 - - 334 

Terlingham Village Phase III 
(towards transport improvements 
etc) 

 
260 84 (94) 250 

Barnhurst Lane Hawkinge 
(towards community facilities) 100 - - 100 
6-12 East Street, Hythe (towards 
affordable housing) - 380 - 380 

 
16. Related Party Transactions  

 
The council is required to disclose material transactions with related parties, bodies or 
individuals that have the potential to control or influence the council or to be controlled 
or influenced by the council.  Disclosure of these transactions allows readers to 
assess the extent to which the council might have been constrained in its ability to 
operate independently or might have secured the ability to limit another party’s ability 
to bargain freely with the council. 
 
 
 



NOTES TO THE CORE FINANCIAL STATEMENTS 
 

 
Shepway District Council  37 Summary of Accounts 2009/10 

 

 
16. Related Party Transactions (cont’d)  

 
Central government has effective control over the general operations of the council.  It 
is responsible for providing the statutory framework within which the council operates, 
provides the majority of its funding in the form of grants and prescribes the terms of 
many of the transactions that the council has with other parties (e.g. housing benefits).  
Details of transactions with government departments are set out in the Cash Flow 
Statement, note 33  (page 59). 
 
Members of the council have direct control over the council’s financial and operating 
policies.  Members are required to observe the Code of Conduct for councillors, 
register financial interests in the council’s Register maintained under section 81(1) of 
the Local Government Act 2000 and register the receipt of any gifts/hospitality over 
£25.  There are no material related party transactions with members to disclose for 
2009/10. 
 
Officers are required to observe the Code of Conduct for Officers and register the 
receipt of any gifts/hospitality.  The council had no material related party transactions 
with officers during 2009/10. 
 
The council has effective control over the operation of the Folkestone Parks and 
Pleasure Grounds Charity. It is responsible for providing the majority of the Charity’s 
funding by financing its net cost. The Corporate Trustee duties of the council are 
carried out by its executive councillors. The Charity’s management and support and 
grounds maintenance is carried out by the council officers. Further details of the Trust 
are set out in note 14 . 
 
Related party transactions with the precepting bodies and the pension fund are 
disclosed on page 71 and in note 17 , page 38 respectively within the Statement of 
Accounts. 
 
The council had no significant interest in companies. 
 
Amounts due to or from those parties able to control or influence the council or to be 
controlled/ influenced by the council are as follows: 

 31 March 
 2010  2009 
 £’000  £’000 
   Re-stated 

Amounts due to Central Government 730  712 
Amount due to Kent County Council 162  661 
Amounts due from Central Government 7,004  4,004 
Amounts due from Kent County Council 1,749  1,966 
Amounts due to Folkestone Parks and Pleasure 
Grounds Charity 

 
224 

  
316 
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17. Pension Costs  

 
Participation in pension schemes 
 
As part of the terms and conditions of employment, the council offers retirement 
benefits.  Although these benefits will not actually be payable until employees retire, 
the council has a commitment to make the payments that need to be disclosed at the 
time that employees earn their future entitlement. 
 
The council participates in the Local Government Pension Scheme, administered 
locally by Kent County Council.  This is a funded defined benefit final payment 
scheme, meaning that the council and employees pay contributions into a fund, 
calculated at a level intended to balance the pension liabilities with pension assets. 
 
Transactions relating to retirement benefits 
 
The council recognises the cost of retirement benefits in the Net Cost of Services 
when they are earned by employees, rather than when the benefits are eventually 
paid as pensions. However, the charge the council is required to make against council 
tax is based on the cash payable in the year, so the real cost of retirement benefits is 
reversed out in the Statement of Movement in the General Fund Balance. The 
following transactions have been made in the Income and Expenditure Account and 
Statement of Movement in the General Fund Balance during the year: 
 
 Local Government Pension 

Scheme 
 2009/10 

£000 
 2008/09 

£000 
Income and Expenditure Account 
Net Cost of Services 

   

-current service cost 1,030  1,210 
-past service cost (non distributed cost) 48  473 

Net Operating Expenditure    
-interest cost 5,137  5,340 
-expected return on scheme assets (2,548)  (3,550) 

Net charges to the Income and Expenditure Account 3,667  3,473 
Statement of Movement on the General Fund 
Balance 

   

-reversal of net charges made for retirement 
benefits in accordance with FRS17 

 
(3,667) 

  
(3,473) 

-actual amount charged against the General Fund 
Balance for pensions in the year 

 
3,090 

  
2,836 

   Net adjustment in Statement of Movement on the  
General Fund Balance (577)  (637) 
    
Employer contributions payable to the scheme 3,090  2,836 
 
In addition to the recognised gains and losses included in the Income and Expenditure 
Account, actuarial losses of £22,061,000 were included in the Statement of Total 
Recognised Gains and Losses for 2009/10 (actuarial loss of £7,113,000 in 2008/09). 
The cumulative amount of actuarial gains and losses recognised in the Statement of 
Total Recognised Gains and Losses is a loss of £36,020,000. 
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17. Pension Costs (cont’d) 

 
Assets and Liabilities in relation to retirement benefits 
 
Reconciliation of present value of the scheme liabilities: 
 
 Local Government Pension 

Scheme 
 2009/10 

£000 
 2008/09 

£000 
1 April scheme liabilities (75,540)  (78,080) 
Current service cost (1,030)  (1,210) 
Interest cost (5,137)  (5,340) 
Contributions by scheme participants (682)  (660) 
Actuarial gains/(losses) (33,562)  6,538 
Past service costs -  (473) 
Losses on curtailments (48)  - 
Benefits paid 3,641  3,410 
Unfunded benefits paid 282  275 
31 March scheme liabilities (112,076)  (75,540) 
 
 
Reconciliation of fair value of scheme assets Local Government    Pension Scheme

        2009/10 
     £000 

 2008/09 
£000 

1 April scheme assets 40,490  50,780 
Expected return on assets 2,548  3,550 
Contributions by Members 682  660 
Contributions by Shepway DC 2,808  2,561 
Unfunded benefit contributions 282  275 
Actuarial gains/(losses) 11,501  (13,651) 
Benefits paid (3,641)  (3,410) 
Unfunded benefits paid (282)  (275) 
31 March scheme assets 54,388  40,490 
 
The expected return on scheme assets is determined by considering the expected 
returns available on the assets underlying the current investment policy. Expected 
yields on fixed interest investments are based on gross redemption yields as at the 
Balance Sheet date. Expected returns on equity investments reflect long-term real 
rates of return experienced in the respective markets. 
 
The actual return on scheme assets in the year was £14,003,000 (2008/09 
£9,900,000) 
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17. Pension Costs (cont’d) 
 
Scheme history 
 2009/10 

£000 
 2008/09 

£000 
 2007/08 

£000 
 2006/07 

£000 
 2005/06 

£000 
Present value of 
liabilities 

(112,076)  (75,540) 
 

 (78,080)  (91,170)  (92,630) 

Fair value of assets in 
the Local Government 
Pension Scheme 
 

 
54,388 

  
40,490 

  
50,780 

  
58,530 

  
55,650 

Deficit in the Scheme (57,688)  (35,050)  (27,300)  (32,640)  (36,980) 
 
 
The liabilities show the underlying commitments that the council has in the long run to 
pay retirement benefits. The total liability of £57.7m has an impact on the net worth of 
the council as recorded in the Balance Sheet, resulting in an overall balance on the 
balance sheet of £102m. However statutory arrangements for funding the deficit mean 
that the financial position of the authority remains healthy. The deficit on the Local 
Government Scheme will be made good by increased contributions over the remaining 
working life of employees, as assessed by the scheme actuary. 
 
The total contributions expected to be made to the Local Government Pension 
Scheme by the council in 2010/11 is £3.19m. 
 
Basis for estimating assets and liabilities 
 
Liabilities have been assessed on an actuarial basis using the projected unit method, 
an estimate of the pensions that will be payable in the future years dependent on 
assumptions about mortality rates, salary levels etc. The County Council administered 
pension fund liabilities have been assessed by Barnett Waddingham, an independent 
firm of actuaries. Estimates for the Fund are based on the latest full valuation of the 
scheme as at 31 March 2007. 
 
The principal assumptions used by the actuary have been as follows: 
 
 Local Government 

Pension Scheme 
 
Long-term expected rate of return on assets on the 
scheme; 

2009/10  2008/09 

-equity investments 7.5%  7.0% 
-bonds 5.5%  5.4% 
-property 5.5%  4.9% 
-cash 3.0%  4.0% 

Mortality assumption 
Longevity at 65 for current pensioners 

   

-men 21.5 yrs  21.5 yrs 
-women 24.4 yrs  24.4 yrs 

Longevity at 65 for future pensioners    
-men 22.6 yrs  22.6 yrs 
-women 25.5 yrs  25.5 yrs 
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17. Pension Costs (cont’d) 

 
    
Rate of inflation 3.9%  3.1% 
Rate of increase in salaries 5.4%  4.6% 
Rate of increase in pensions 3.9%  3.1% 
Rate for discounting scheme liabilities 5.5%  6.9% 
Take up of option to convert annual pension into 
retirement lump sum 

50%  50% 

 
The Local Government Pension Scheme’s assets consist of the following categories, 
by proportion of the total assets held: 
 

 31 March 
2010 

% 

 31 March 
2009 

% 
Equities 74  66 
Bonds 15  17 
Property 7  9 
Cash 4  8 
 100  100 
 
History of experience gains and losses 
 
The actuarial gains/losses identified as movements on the Pension Reserve in 
2009/10 can be analysed into the following categories, measured as a percentage of 
assets or liabilities at 31 March 2010: 
 
( ) denotes loss 2009/10 

% 
 2008/09 

% 
 2007/08 

% 
 2006/07 

% 
 2005/06 

% 
Differences between the 
expected and actual return 
on assets 

 
21.1 

  
(33.7) 

  
(21.6) 

  
(0.6) 

  
15.6 

Experience gains and 
losses on liabilities 

0.6  0.1  5.2  0.2  (0.1) 

 
 

18. Movements on Reserves 
 

The council maintains earmarked revenue reserves set aside for specific policy 
purposes and balances which represent resources set aside for purposes such as 
general contingencies and cash flow management.  In addition, some reserves are 
held for statutory reasons or to comply with proper accounting practice. 
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18. Movements on Reserves (cont’d) 
 

  
Balance           
1 April 

 Net 
movement 

in year 

  
Balance 
31 March  

  
 

Further Detail 
 2009  2009/10  2010   
 £’000  £’000  £’000   
        
 
 
 
General Fund  

 
 

2,767 

 

331  3,098 

 Statement of 
Movement on 
General Fund 
Balance page 24 

Housing Revenue Account 
Reserves: 

  
   

  

 HRA General 2,235  (182) 

 

2,053  Housing 
Revenue 
Account page 65 

Other Reserves 1,614  1,942  3,556  see below 
Revenue Reserves 6,616  2,091  8,707   
Major Repairs Reserve -  213 

 

213  Housing Revenue 
Account note 3  
page 67 

Revaluation Reserve -  2,691  2,691  see below 
Capital Adjustment Account 131,655  13,760  145,415  see below 
Collection Fund Adjustment 
Account 

(138)  90  (48)   

Financial Instruments 
Adjustment Account 

 
(642) 

  
(216) 

  
(858) 

  
see below 

Capital Receipts Reserve 3,558  (193)  3,365  see below 
Pensions Reserve   (35,050)  (22,638)  (57,688)  Note 17 

Pensions Costs 
page 40 

 105,999  (4,202)  101,797   
 

General Fund – the accumulated surplus of income over expenditure on the General 
Fund. 
Housing Revenue Account General Reserve – the accumulated surplus of income 
over expenditure on the Housing Revenue Account. 
Major Repairs Reserve – resources available to meet capital investment in housing. 
Capital Receipts – proceeds of fixed assets sales. 
Pensions Reserve – balancing account to allow inclusion of pension liability in the 
Balance Sheet. 
Revaluation Reserve – store of gains on revaluation of fixed assets not yet realised 
through sales. 
Capital Adjustment Account – store of capital resources set aside to meet past capital 
expenditure. 
Collection Fund Adjustment Account – balancing account to allow for differences in 
statutory requirements and proper accounting practice for council tax income. 
Financial Instruments Adjustment Account – balancing account to allow for differences 
in statutory requirements and proper accounting practices for borrowings and 
investments. 
Other Reserves – see below. 
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18. Movements on Reserves (cont’d) 

 
Revaluation Reserve 

 2009/10  2008/09 
 £’000  £’000 
Opening Balance -  160 
Depreciation adjustment on 
revalued assets 

(80)  (4) 

Write down gains against 
impairment 

-  (156) 

Revaluation of assets 2,896  - 
Disposal of assets (125)  - 
Balance as at 31 March 2,691  - 

 
Movement on the Capital Adjustment Account 

 2009/10  2008/09 
 £’000  £’000 
Opening Balance  131,655  163,362 
Valuation gain on disposed 
asset 

125  - 

Net book value of disposed 
assets 

(259)  (102) 

Capital resources used to 
finance capital 

973  1,506 

Minimum revenue provision for 
debt repayment 

631  562 

Depreciation and impairment 10,592  (35,127) 
Revenue expenditure funded 
from capital under statue 

(1,493)  (1,327) 

Government grants deferred 
written down 

3,274  2,806 

Capital debtors repaid (83)  (25) 
Balance as at 31 March 145,415  131,655 

 
Movement on the Capital Receipts Reserve 

 2009/10  2008/09 
 £’000  £’000 
Opening Balance 3,558  4,235 
Add: capital receipts in year 905  309 
Less: used to finance capital 
expenditure 

(937)  (898) 

Less: paid to Government Pool (161)  (88) 
Balance at 31 March 3,365  3,558 

 
Movement on the Financial Instruments Adjustment Ac count (FIAA) 
 

 2009/10  2008/09 
 £’000  £’000 
Opening balance (642)  (377) 
Renovation advances – fair value 
adjustment 

(344)  (318) 
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18. Movements on Reserves (cont’d) 
 

Financial Instruments Adjustment Account (cont’d) 
 

 2009/10  2008/09 
 £’000  £’000 
Repaid renovation advances 26  9 
Amortised interest on renovation 
advances 

71  47 

Net write down deferred discounts 
to revenue 

31  (3) 

Balance at 31 March  (858)  (642) 
 

 
Movements on Other Reserves 
 

 Balance 
at 1 April 

2009 

 Contribution 
to Reserves 

 Contributions 
from Reserves 

 Transfers 
Between 
Reserves 

 Balance at 
31 March 

2010 
 £’000  £’000  £’000  £’000  £’000 
Business Rates 
Relief Reserve 

90  -  (30)  -  60 

Leisure Reserve 380  100  -  -  480 
Carry Forwards 
Reserve 

859  724  (773)  -  810 

Corporate 
Property 
Reserve 

57  322  -  -  379 

Vehicles, 
Equipment and 
Technology 
Reserve 

216  899  -  -  1,115 

Invest to Save 
Reserve 

-  700  -  -  700 

Maintenance of 
Graves 

12  -  -  -  12 

 1,614  2,745  (803)  -  3,556 
 
 
Business Rates Relief Reserve – to provide rate relief to businesses over a 3 year 
period commencing from 2009/10. 
Leisure Reserve – to meet future leisure improvements. 
Carry Forwards Reserve – for items of expenditure not incurred or income not applied 
in the previous financial year but required in the new financial year to meet spending 
commitments. 
Corporate Property Reserve – to meet corporate property improvements or repairs. 
Vehicles, Equipment and Technology Reserve – to meet vehicle, equipment and 
technology replacement needs or improvements. 
Invest to Save Reserve – to finance initiatives and projects that will in the medium 
term result in budget savings for the General Fund. 
Maintenance of Graves Reserves – amounts held in perpetuity to meet the cost of 
maintaining certain grave sites. 
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19. Intangible Assets  
  

 
 Purchased 

Software 
Licenses 

£’000 
Original cost 427 
Amortisations to 1 April 2009  (68) 
Balance at 1 April 2009 359 
Expenditure in year 75 
Written off to revenue in year (89) 
Balance at 31 March 2010 345 

 
Software licenses are being written off over 5 years. The sum of £89,000 written off in 
2009/10 relates to software licenses in 2007/08 and 2008/09 for: 
 

I. Customer First Project – 5 year life 
II. Limehouse Planning Software – 5 year life 

III. Upgrade ICT service desk – 5 year life 
IV. Electoral administration system – 5 year life 
V. Proactive software migration – 5 year life 

 
20. Tangible Fixed Assets 

 
Fixed asset valuation –  
 
The council’s non-housing assets (excluding vehicles, plant and equipment, 
infrastructure and community assets) were re-valued at £11.5m as at 1 April 2009 by 
an external independent valuer – Taylor Riley, Chartered Surveyors.  The council’s 
housing assets were re-valued in April 2005 by Taylor Riley at £172m. The valuations 
were undertaken on the undermentioned bases in accordance with the Statements of 
Asset Valuation Practice and Guidance Notes of the Royal Institution of Chartered 
Surveyors, except that not all the properties were inspected, particularly council 
dwellings.  This was neither practicable nor considered by the valuers to be necessary 
for the purpose of the valuations. 
 
The next full re-valuation of non-housing assets will be undertaken in 2014 and of 
housing assets in 2010. 
 
Council Dwellings and Other Land and Buildings – were valued on the bases of open 
market value for the existing use or, where this could not be assessed because there 
was no market for an asset, the depreciated replacement cost. 
 
Non-Operational Assets – were valued on the basis of open market value. 
 
The council is not aware of any material change since April 2009 in the value of its 
non-housing portfolio and therefore the valuation has not been generally updated.   
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20. Fixed Assets (cont’d)  
 
However, the council’s housing stock (dwellings) has been updated to reflect a general 
increase in house prices of 10.5% in the Shepway area on the advice of the council’s 
valuer. In addition, the council’s housing stock of garages, parking spaces and stores 
has also been updated to reflect an increase in value of 3.0% in the Shepway area, on 
the advice of the valuer. 
 
Re-statement of opening balances (1 April 2009) of fixed assets 
 
As a result of the formal valuation of non housing assets and the council’s ongoing 
review of fixed assets to meet International Financial Reporting Standards (see note 
32) its has come to light that certain assets were incorrectly categorised. Opening 
balances and 2008/09 comparatives have been re-stated to reflect the correct 
categorisation. The re-statement has no impact on the overall value of fixed assets or 
on net worth. 
 
The re-statement is as follows: 
 
 Original 

Balance Sheet 
2008/09 

 Re-statement  Re-stated 
Balance Sheet 

2008/09 
 £’000  £’000  £’000 
Council dwellings 139,412  (5)  139,407 
Other land and buildings 10,750  205  10,955 
Vehicles, plant and equipment 2,929  591  3,520 
Infrastructure 22,827  6  22,833 
Community 3,580  (2)  3,578 
Investment properties 1,833  (900)  933 
Surplus assets 108  105  213 
 181,439  -  181,439 
 
 
Movement in fixed assets – 

      
 
Operational Assets
 

Council 
Dwellings 

Other Land & 
Buildings 

Vehicles 
Plant & 

Equipment 

Infra-
Structure 

Assets 

Community 
Assets* 

 
Total 

 £’000 £’000 £’000 £’000 £’000 £’000 
       
Cost or Valuation       
At 1 April 2009 (re-
stated) 139,407 10,955 3,520 22,833 3,578 180,293 
Additions 2,469 193 413 456 - 3,531 
Disposals (134) (125) - - - (259) 
Reclassifications - - - - - - 
Price impairment 
reversal 17,110 155 - - - 17,265 
Revaluations - 1,647 - - - 1,647 
At 31 March 2010 158,852 12,825 3,933 23,289 3,578 202,477 



NOTES TO THE CORE FINANCIAL STATEMENTS 
 

 
Shepway District Council  47 Summary of Accounts 2009/10 

 

 
20. Fixed Assets (cont’d)  

 
 
Operational 
Assets 
 

Council 
Dwellings 

Other Land & 
Buildings 

Vehicles 
Plant & 

Equipment 

Infra-
Structure 

Assets 

Community 
Assets* 

 
Total 

 £’000 £’000 £’000 £’000 £’000 £’000 
Depreciation 
and 
impairments 

      

At 1 April 2009 - - - - - - 
Charge for 
2009/10 (5,024) (238) (814) (2,227) - (8,303) 
At 31 March 2010 (5,024) (238) (814) (2,227) - (8,303) 
       
Balance Sheet 
amount at 31 
March 2010 153,828 12,587 3,119 21,062 3,578 194,174 
 
Balance Sheet 
amount at 1 April 
2009 (re-stated) 

 
 

139,407 

 
 

10,955 

 
 

3,520 

 
 

22,833 

 
 

3,578 

 
 

180,293 
 
All of the asset holdings are owned by the council. 
 
* Community assets are those that the council intends to hold in perpetuity, have no 
determinable useful life and may have restrictions on their disposal.  Most of the value 
recorded above has been on improvements to the Royal Military Canal in Hythe. 
 

 
Non-Operational Assets 
 

 
Investment 
Properties 

Surplus 
Assets 

 
Total 

  £’000 £’000 £’000 
Cost or Valuation     
At 1 April 2009 (re-stated)  933 213 1,146 
Additions  50 - 50 
Disposals  - - - 
Reclassifications  - - - 
Revaluations  561 10 571 
At 31 March 2010  1,544 223 1,767 
     
Depreciation and impairments     
At 1 April 2009  - - - 
Charge for 2009/10  (33) (1) (34) 
At 31 March 2010  (33) (1) (34) 
     
Balance Sheet amount at 31 March 2010  1,511 222 1,733 
     
Balance Sheet amount at 1 April 2009 (re-stated)  933 213 1,146 

 
All of the asset holdings shown are owned by the council. 
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20. Fixed Assets (cont’d) 

 
Basis of Depreciation Provision 
 
Depreciation is provided for on all fixed assets with a finite useful life, which can be 
determined at the time of acquisition or revaluation.  Depreciation is based on the asset 
value included in the balance sheet.  The straight line method of calculation is used.  
Depreciation is not provided for freehold land. Newly acquired assets are depreciated from 
the following year. 
 
Depreciation is calculated on the following bases: 
 

·  dwellings and other land and buildings – straight line allocation over life of 
property as estimated by valuer 

·  vehicles, plant and equipment – straight line allocation usually over 5 or 7 years 
·  infrastructure – straight line allocations usually over 20 years 

 
A summary of assets held 31 March 2010 31 March 2009 
 (No’s) (No’s) 
Council Dwellings (units of 
accommodation) 

3,441 3,444 

Council Garages, parking spaces and 
stores 

883 883 

Council Offices 4 4 
Depots, Workshops, Messrooms, etc 4 4 
Off-Street Car Parks 29 28 
Entertainments Hall 1 1 
Swimming Pool 1 1 
Parks, Open Spaces and Recreation 
Grounds 

126 hectares 126 hectares 

Coast Protection Structures 8 kilometres 8 kilometres 
Cemeteries 6 6 
Crematorium 1 1 
Public Conveniences 21 21 
Industrial Estate Units 13 13 
 

21.  Summary of Capital Expenditure and Sources of Finance 
 
 2009/10  2008/09 
 £'000  £'000 
Opening Capital Financing Requirement 30,862  30,517 
Capital Investment    
Intangible assets 74  88 
Operational assets 3,454  4,494 
Non-operational assets -  - 
Renovation advances 1,074  904 
Revenue expenditure funded from capital under statute 1,493  1,327 
Sources of Finance    
Capital Receipts (937)  (898) 
Government grants and other contributions (2,638)  (2,049) 
Sums set aside from revenue (including MRP) (2,892)  (3,521) 
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21.  Summary of Capital Expenditure and Sources of Finance (cont’d) 

 
Closing Capital Financing Requirement 30,490  30,862 
    
 2009/10  2008/09 
Explanation of movements in year £’000  £’000 
Increase in underlying need to borrow (supported by 
Government financial assistance) 260 

  
260 

Increase in underlying need to borrow (unsupported by 
Government financial assistance) - 

  
647 

Minimum Revenue Provision  (632)  (562) 
Increase / (decrease) in Capital Financing Requirement (372)  345 

 
 

22.  Commitments under Capital Contracts - As at 31 Marc h 2010 
 
The council has entered into the following long term contracts in respect of Housing 
Revenue Account properties: 
 

�  Heating replacement 2005-2010 – approximately £0.96m per annum 
�  Kitchen and bathroom replacement 2005-2010 – approximately £0.53m per 

annum. 
 

23. Borrowing and Investments  
 
The Borrowings and Investments disclosed in the Balance Sheet are made up of the 
following categories of financial instruments: 
 
 Long-Term  Current 
Balance at 31 March 2010 2009  2010 2009 
 £’000 £’000  £’000 £’000 
Total Borrowings  – 
Financial Liabilities at 
amortised cost 

 
(22,263) 

 
(28,654) 

  
(9,742) 

 
(7,634) 

      
Investments      
Loans and Receivables 4,388 10,442  6,478 5,350 
 
 
In 2009/10 the council had a long term borrowing requirement of approximately 
£4.85m to replace maturing debt and to finance capital expenditure. During 2009/10 
long term investments of £5m matured. In response to historically low investment 
rates available and to help reduce the council’s exposure to counterparty risk it was 
decided to use the funds from repaid investments to offset the need to take up long 
term borrowing during the year. 
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24. Fair Value for Assets and Liabilities Carried a t Amortised Cost  

 
Financial liabilities and financial assets represented by loans and receivables are 
carried on the Balance Sheet at amortised cost.  Their fair value can be assessed by 
calculating the present value of the cash flows that will take place over the remaining 
term of the instruments, using the following assumptions: 
 

·  For loans from the Public Works Loan Board (PWLB) the applicable interest 
rate is that which would be used to replace each existing loan with an 
equivalent new loan for the same maturity period.  The loans and receivables 
have been measured using an interest rate of 1.45% (18 months). 

·  No early repayment or impairment is recognised. 
·  Where an instrument will mature in the next 12 months, the carrying amount is 

assumed to be approximate to fair value. 
·  The fair value of trade and other receivables is taken to be the invoiced or billed 

amount, as disclosed in note 28 . 
 
The fair values calculated are as follows: 
 
 31  March 2010  31  March 2009 
 Carrying 

Amount 
Fair 

Value 
 Carrying 

Amount 
Fair 

Value 
 £’000 £’000  £’000 £’000 
Financial Liabilities (32,005) (35,336)  (36,288) (40,665) 
      
Loans and Receivables 10,866 11,100  15,792 16,649 
 
The fair value of financial liabilities is greater than their carrying amount because the 
council’s portfolio of loans includes a number of fixed rate loans where the interest 
rate payable is higher than the rates available for similar loans at the Balance Sheet 
date.  The commitment to pay interest above current market rates increases the 
amount that the authority would have to pay if the lender requested or agreed to early 
repayment of the loans.  All of the authority’s long term debt is with the PWLB and it is 
unlikely that the council would seek to redeem all of its loans and realise this loss. 
 
The fair value of the council’s loans and receivables is higher than the carrying 
amount because the council’s portfolio of investments includes two fixed rate loans 
where the interest rate receivable is higher than the rates available for similar loans at 
the Balance Sheet date.  This guarantee to receive interest above current market 
rates increases the amount that the council would receive if it agreed to early 
repayment of the loans. 
 

25. Income and Expenditure relating to Borrowings a nd Investments 
 
 The following interest payable, investment income and other gains/losses have been 

recognised in the Income and Expenditure account. 
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25. Income and Expenditure relating to Borrowings a nd Investments (cont’d) 
 

 

Financial 
Liabilities 
measured 

at 
amortised 

cost 

 

Financial 
Assets 

Loans and 
Receivables  

 

Financial 
Assets at Fair 
Value through 
profit and loss 

 
Total 

 

 £’000  £’000  £’000  £’000 
Interest expense 1,536  -  -  1,536 
Gain on derecognition (189)  -  -  (189) 
        
Interest payable and 
similar charges 

1,347   
- 

  
- 

 1,347 

        
2008/09 Comparative 1,721  -  -  1,721 
        
Interest Income        
Gain on Derecognition -  (976)  -  (976) 
Gains/(Losses) on 
revaluation at 31 March 
2010 

-  -  -  - 

Interest and Investment 
Income 

-  (976)  -  (976) 

        
2008/09 Comparative -  (1,132)  (210)  (1,342) 

 
26. Disclosure and Nature and Extent of Risk arisin g from Financial Instruments  
 

Key Risks  
 
The council’s activities expose it to a variety of financial risks, the key risks are: 
 
·  Credit risk – the possibility that other parties might fail to pay amounts due to 

the council. 
·  Liquidity risk – the possibility that the council might not have funds available to 

meet its commitments to make payments. 
·  Re-financing risk – the possibility that the council might be required to renew a 

financial instrument on maturity at disadvantageous interest rates or terms. 
·  Market risk – the possibility the financial loss might arise for the council as a 

result of changes in such measures as interest rates movements. 
 
Overall Procedures for Managing Risk  
 
The council’s overall risk management procedures focus on the unpredictability of 
financial markets, and implementing restrictions to minimise these risks. The 
procedures for risk management are set out through a legal framework set out in the 
Local Government Act 2003 and the associated regulations. These require the council 
to comply with the CIPFA Prudential Code, the CIPFA Treasury Management in the 
Public Services Code of Practice and Investment Guidance issued through the Act. 
Overall these procedures require the council to manage risk in the following ways: 
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26.  Risk arising from financial instruments (cont’ d) 
 
·  By the adoption of a Treasury Policy Statement and treasury management 

clauses within its financial procedures rules and constitution. 
·  By formally adopting the requirements of the Code of Practice. 
·  By approving annually in advance prudential indicators for the following three 

years limiting: 
o The council’s overall borrowing 
o Its maximum and minimum exposures to fixed and variable rates 
o Its maximum and minimum for exposures to the maturity structure of its 

debt 
o Its maximum annual exposures to investments maturing beyond a year. 

·  By approving an investment strategy for the forthcoming year setting out its 
criteria for both investing and selecting investment counterparties in compliance 
with the Government Guidance. 

 
These are required to be reported and approved at or before the council’s annual 
Council Tax setting budget or before the start of the year to which they relate. These 
items are reported with the Annual Treasury Management Strategy which outlines the 
detailed approach to managing risk in relation to the council’s financial instrument 
exposure. Actual performance is also reported at least annually to Members. 
 
The Annual Treasury Management Strategy which incorporates the prudential 
indicators was approved by Council on 19 February 2009 and is available on the 
council’s website. The key issues within the strategy were: 
 

·  The Authorised Limit for 2009/10 was set at £42m. This is the maximum limit of 
external borrowings or other long term liabilities.  

·  The Operational Boundary was expected to be £39m. This is the expected level 
of debt and other long term liabilities during the year. 

·  The maximum amounts of fixed and variable interest rate exposure were set at 
97% and 3% based on the council’s net debt. 

·  The maximum and minimum exposures to the maturity structure of debt are 
shown below. 

 
These policies are implemented by a central treasury team. The council maintains 
written principles for overall risk management, as well as written policies covering 
specific areas, such as interest rate risk, credit risk and the investment of surplus cash 
through Treasury Management Practices (TMPs). These are a requirement of the 
Code of Practice and reviewed periodically. 
 
Credit risk  
 
Credit risk arises from deposits with banks and financial institutions, as well as credit 
exposures to the council’s customers. 
 
The risk is minimised through the Annual Investment Strategy, which requires that 
deposits are not made with financial institutions unless they meet identified minimum 
credit criteria, in accordance with Fitch, Moody’s and Standard & Poors Rating 
Services. The Annual Investment Strategy also imposes a maximum amount and time 
to be invested with a financial institution located within each category. Deposits are 
not made with the banks and financial institutions unless they meet the minimum 
requirements of the investment criteria outlined above. 



NOTES TO THE CORE FINANCIAL STATEMENTS 
 

 
Shepway District Council  53 Summary of Accounts 2009/10 

 

 
26. Risk arising from financial instruments (cont’d ) 

 
The Corporate Director for Resources can also apply additional selection criteria to 
further restrict the investment counterparties available to the council and/or the 
maximum duration of investments. In summary, the key areas of the Investment 
Strategy for 2009/10 are that the minimum criteria for investment counterparties 
include: 
 

·  Credit ratings for short term investments of F1, P1, A1 and long term 
investments of AA-, Aa3, AA with the three main credit rating agencies. 

·  Money Market Funds with AAA rating. 
·  A maximum of £3m to be invested with any single institution, or a banking 

group. 
 
The Annual Investment Strategy for 2009/10 was approved by Full Council on 19 
February 2009. 
 
The following analysis summarises the council’s maximum exposure to credit risk. The 
table (from Fitch) gives details of global corporate finance average cumulative default 
rates (including financial organisations) for the period 1990-2009 on investments out 
to 2 years. 
 
 Amount 

at 31 
March 
2010 

 Historical 
experience 
of default 

 Adjustment 
for market 

conditions at 
31 March 

2010 

 Estimated 
maximum 
exposure 
to default 

 
 £’000  %  %  £’000 

 
AA rated counterparty 
(maturity 1-2 years) 
 

 
2,190 

  
0.06 

  
0.06 

 

  
1 

A rated counterparty 
(maturity 1-2 years) 

2,186  0.22  0.22  5 

 
A rated counterparties 
(maturity less than 1 
year) 

 
6,477 

  
0.08 

  
0.08 

  
5 

       11 
 
No breaches of the council’s counterparty criteria occurred during the reporting period 
and the council does not expect any losses from non-performance by any of its 
counterparties in relation to deposits and bonds. 
 
Whilst the current crisis in international markets has raised the overall possibility of 
default, the council maintains strict credit criteria for investment counterparties. 
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26. Risk arising from financial instruments (cont’d ) 
 
Whilst all the council’s deposits are made through the London Money markets, the 
allocation of investments between institutions domiciled in foreign countries were as 
follows (measured at nominal amount): 
 
Country 
 

31 March 2010  
£000s 

% 

United Kingdom 7,000 70% 
Belgium 3,000 30% 
Total 10,000 100% 
 
The council generally does not allow credit for customers.  However, £1.2m of the 
council’s sundry debt of £2.3m (excluding recovery of benefit overpayments from 
ongoing entitlement) is more than one year old.  The risk that these debts over 1 year 
old will not be paid is mitigated by a provision for bad and doubtful debts of £0.4m 
calculated in accordance with the council’s accounting policies.   
 
The provision for impairment of sundry debts (excluding council tax court costs) has 
decreased by £81,000 (see note 28 ) compared to the 2008/09 position. The level of 
provision was reviewed in light of current economic conditions. The provision is viewed 
as adequate given the level of arrears that the sundry debt provision is based on has 
fallen and in light of the current aged profile of the debt. 
 
Liquidity risk 

  
 The council manages its liquidity position through the risk management procedures 

above (the setting and approval of prudential indicators and the approval of the 
treasury and investment strategy reports), as well as through a comprehensive cash 
flow management system, as required by the CIPFA Code of Practice. This seeks to 
ensure that cash is available when it is needed. 

 
 The council has ready access to borrowings from the Money Markets to cover any day 

to day cash flow need, and whilst the PWLB provides access to longer term funds, it 
also acts as a lender of last resort to councils (although it will not provide funding to a 
council whose actions are unlawful). The council is also required to provide a 
balanced budget through the Local Government Finance Act 1992, which ensures 
sufficient monies are raised to cover annual expenditure. There is therefore no 
significant risk that it will be unable to raise finance to meet its commitments under 
financial instruments. 

 
The maturity analysis of financial liabilities is as follows: 

Analysis by maturity Total Outstanding 
at 31 March  

 2010  2009 
Borrowings £’000  £’000 
Less than one year (9,742)  (7,634) 
Between 1 and 2 years (1)  (6,520) 
Between 2 and 5 years (2,286)  (2,005) 
Between 5 and 10 years (3,766)  (3,919) 
More than 10 years (16,210)  (16,210) 
 (32,005)  (36,288) 
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26. Risk arising from financial instruments (cont’d ) 

 
All trade and other payables are due to be paid in less than one year. 
 
Refinancing and Maturity Risk 
 
The council maintains a significant debt and investment portfolio. Whilst the cash flow 
procedures above are considered against the refinancing risk procedures, longer term risk to 
the council relates to managing the exposure to replacing financial instruments as they 
mature. This risk relates to both the maturing of longer term financial liabilities and longer 
term financial assets. 
 
The approved treasury indicator limits for the maturity structure of debt and the limits placed 
on investments placed for greater than one year in duration are the key parameters used to 
address this risk. The council approved treasury and investment strategies address the main 
risks and the central treasury team address the operational risks within the approved 
parameters. This includes: 
 

·  Monitoring the maturity profile of financial liabilities and amending the profile through 
either new borrowing or the rescheduling of the existing debt; and 

·  Monitoring the maturity profile of investments to ensure sufficient liquidity is available 
for the council’s day to day cash flow needs, and the spread of longer term 
investments provide stability of maturities and returns in relation to the longer term 
cash flow needs. 

 
The maturity analysis of financial liabilities is as follows, with the maximum and minimum 
limits for fixed interest rates maturing in each period (approved by council in the Treasury 
Management Strategy). Monetary values below are measured at nominal amounts. 
 

 Approved 
maximum limits 

Approved 
minimum limits 

Actual  
31 March 

2010 

Actual 
31 March 

2009 
 % £000 % £000 £000s £000s 
Less than one year 0 0 30 9,651 9,084 7,119 
Between one and two years 0 0 30 9,651 1 6,215 
Between two and five years 0 0 40 12,869 2,256 1,986 
Between five and ten years 0 0 40 12,869 3,720 3,862 
More than ten years 10 3,217 100 32,170 16,146 16,145 
Total 31,207 35,327 

 
Market risk 
 
Interest rate risk 
The council is exposed to risk in terms of its exposure to interest rate movements on its 
borrowings and investments.  Movements in interest rates have a complex impact on the 
authority depending on how variable and fixed rates move across differing financial 
instrument periods.  For example, a rise in interest rates would have the following effects: 
 

·  Borrowings at variable rates – the interest expense charged to the Income and 
Expenditure Account will rise. 

·  Borrowings at fixed rates – the fair value of the council’s liabilities would fall. 
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26. Risk arising from financial instruments (cont’d ) 

 
·  Investments at variable rates – the interest income credited to the Income and 

Expenditure Account would rise. 
·  Investments at fixed rates – the fair value of the assets would fall with a loss being 

taken to the Income and Expenditure Account or Statement of Total Recognised 
Gains and Losses. 

 
Borrowings are not carried at fair value, so nominal gains and losses on fixed rate borrowings 
would not impact on the Income and Expenditure Account.  However, changes in interest 
payable and receivable on variable rate borrowings and investments would be posted to the 
Income and Expenditure Account and affect the General Fund or HRA balance.  Movements 
in the fair value of any financial assets at profit or loss will also be reflected in the Income 
and Expenditure Account - the council did not hold any such investments at 31 March 2010. 
 
The council has a number of strategies for managing interest rate risk. The Annual Treasury 
Management Strategy draws together council’s prudential and treasury indicators and its 
expected treasury operations, including an expectation of interest rate movements. From this 
Strategy a treasury indicator is set which provides maximum limits for fixed and variable 
interest rate exposure. The central treasury team will monitor market and forecast interest 
rates within the year to adjust exposures appropriately. For instance during periods of falling 
interest rates, and where economic circumstances make it favourable, fixed rate investments 
may be taken for longer periods to secure better long term returns, similarly the drawing of 
longer term fixed rates borrowing would be postponed. The risk of interest rate loss is 
partially mitigated by Government grant payable on financing costs. 
 
If all interest rates had been 1% higher (with all other variables held constant) the financial 
effect would be: 
 
 £’000 
  
Increase in interest payable on variable rate borrowings 5 
Increase in interest receivable on variable rate investments (20) 
Impact on Income and Expenditure Account  (15) 
  
Share of overall impact credited to the HRA 1 
  
 
The most significant effect of a 1% increase in interest rates on the financial instruments 
carried at amortised cost would be on the fair value of PWLB debt.  However, this will have 
no impact on either the balance sheet or the Income and Expenditure Account. 
 
Price risk 
The council does not currently invest in equity shares or marketable bonds and is not 
exposed to a price risk through its treasury management activities. 
 
Foreign exchange risk 
The council has no financial assets or liabilities denominated in foreign currencies. It 
therefore has no exposure to loss arising from movements in exchange rates. 
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27.  Creditors  

  31 March 
  

2010 
 Re-stated  

2009 
 £'000  £'000 
Council Tax Payers (241)  (239) 
Government Departments (730)  (712) 
Other Public Bodies/Local Authorities (448)  (661) 
Housing Rents (340)  (262) 
Sundry Creditors (5,213)  (4,802) 
Receipts in Advance (1,319)  (1,038) 
 (8,291)  (7,714) 

 
28. Debtors 

 
Gross Debtors 31 March 

  
2010 

 Re-stated  
2009 

 £'000  £'000 
Council Tax Payers (incl. court costs) 1,442  1,289 
Government Departments 7,003  4,004 
Other Public Bodies/Local Authorities 2,217  2,503 
Housing Rents 316  378 
Sundry Debtors 2,820  2,971 
Payments in Advance 437 337 
 14,235  11,482 

 
Provision for Impairment of Debtors 31 March 
  

2010 
 Re-stated 

2009 
 £'000  £'000 

Council Tax Payers (incl. court costs) (396)  (343) 
Housing Rents (73)  (84) 
Sundry Debtors (825)  (906) 

 (1,294)  (1,333) 
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29. Provisions 

 Balance  Contribution 
from 

Provisions 
to Revenue 

 Expenditure   Contribution 
to 

Provisions 
from 

Revenue 

 Balance 

 1 April 
2009 

 

2009/10 

 

2009/10 

 

2009/10 

 31 
March 
2010 

 £’000  £’000  £’000  £’000  £’000 
Land charges- 
environmental 
information 

-  -  -  (100)  (100) 

Leas Lift - 
dilapidations 

(294)  118  176  -  - 

Lydd Airport – 
Judicial 
Review 

(50)  -  -  -  (50) 

Concessionary 
Travel - 
Appeals 

-  -  -  (106)  (106) 

Hythe Pool – 
VAT (block 
bookings) 

(30)  7  23  -  - 

Restructuring (24)  -  24  -  - 
 (398)  125  223  (206)  (256) 

 
It is expected that for all of the provisions the balances will be applied in 2010/11.  
Concessionary Travel – the provision is in relation to the 2007/08 re-determination of 
scheme re-imbursements, as the Department for Transport will have to consider an 
appeal from the operator again. The financial risk has been assessed on the basis of 
the best information available, with the estimate representing the mid point of the risk 
assessment. 

 
30.  Net Assets Employed 

 
 31 March 
 2010  2009 

Re-stated  
 £'000  £'000 
    
General Fund (6,313)  9,248 
Housing Revenue Account 108,110  96,751 
 101,797  105,999 

 
31.  Contingent Assets and Contingent Liabilities 
 

Contingent asset – Claim for Refund of VAT from HM Revenue and Customs (HMRC) 
 
In March 2009 the council submitted claims to the HMRC for the refund of value 
added tax paid over on certain income streams. Two claims remain outstanding, on  
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31.  Contingent Assets and Contingent Liabilities ( cont’d) 

 
trade waste charges and sporting extension. In total the claim is for £592,000, 
£259,000 for refund of VAT and £333,000 for interest due. HMRC has acknowledged 
receipt of the claims but has not responded in any way to them. The council has been 
advised by its VAT consultants that other local authorities are in a similar position. Due 
to the uncertainty over how HMRC will respond to these two claims, the potential asset 
of £592,000 has not been included within the financial statements. The claim is being 
handled on behalf of the council by KPMG. If the claims are fully successful fees of 
around £44,000 will be payable to KPMG. 
 
Contingent liabilities – There are no material contingent liabilities to disclose.  
 

32.  Events Arising After the Balance Sheet Date 
 

Events have been considered up to the point that the Statement of Accounts was 
authorised. That date was 21 June 2010 (see note 39 ). 
 
With effect from 1 April 2010 the council must prepare its future financial statements in 
accordance with the CIPFA Code of Practice on Local Authority Accounting in the 
United Kingdom 2010/11, based on International Financial Reporting Standards. 
Compliance with the Code brings significant departures to the way existing financial 
statements are prepared and presented. Comparative results for the previous financial 
year must be produced alongside 2010/11 results. This means that 2009/10 data, as 
shown in this statement, will need to be re-stated in some cases to meet IFRS 
requirements. Work is currently ongoing to restate 2009/10 financial information. The 
latest assessment of the impact of the change is that usable revenue and capital 
reserves will not materially differ as at 31 March 2010, under the new Code of 
Practice. 
 

33.  Analysis of Government Grants (inc. Gov Agenci es) – Cash Flow Statement  
 
  2009/10 

 
£000 

 2008/09 
Re-stated  

£000 
DCLG – contribution from the 
NNDR pool 

 8,081  8,688 

-revenue support grant  1,865  1,209 
-area based grant  401  401 
-local authority business growth 
incentive 

 43  689 

-regional housing pot  817  1,057 
-disabled facilities grants  410  360 
DWP – benefits  41,799  37,003 
-benefits administration  1,062  978 

Environment Agency  459  263 
Other government grants  1,953  1,259 
  56,890  51,907 
 
DCLG – Department for Communities and Local Government 
DWP – Department for Work and Pensions 
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34.  Reconciliation of the (Surplus)/Deficit on the  Income and Expenditure Account 

to the Revenue Activities Net Cash Flow in the Cash  Flow Statement 
 

  
2009/10 

 Re-stated 
2008/09 

 £’000  £’000  £’000  £’000 
(Surplus)/Deficit on the Income and Expenditure 
Account (see page 23)  

  (14,963)    31,910 

        
Non Cash Transactions        
Add back depreciation, amortisation of grants 
and impairment 

11,502    (35,468)   

Pensions costs different to contributions under 
scheme regulations 

(577)    (637)   

Fair value of soft loans written down (344)    (318)   
Net payments from/(to) Provisions 142    (238)   
   10,723    (36,661) 
Items Classified in Another Part of Cash 
Flow Statement 

       

Net interest paid (371)    (381)   
Gain/(loss) on disposal of fixed asset 590    190   
   219    (191) 
Items on an Accrual Basis        
Increase/(Decrease) in Stocks and Work In-
Progress 

-    (5)   

Increase/(Decrease) in Debtors 1,024    148   
(Increase)/Decrease in Creditors (891)    1,457   
   133    1,600 
Net Cash Outflow/(Inflow) from Revenue 
Activities 

  (3,888)    (3,342) 

 
This reconciliation identifies items included within the revenue accounts which do not result 
in cash flows under the revenue activities in the statement. 
 
Prior period adjustment – re-statement of 2008/09 c omparatives 
 
Page 21 of the accounting policies explain the reasoning behind the change to 
accounting for council tax and NNDR income and the need to make prior period 
adjustments. As a result of the change in accounting policy the following items have 
been re-stated for 2008/09: 
 2008/09 2008/09 2008/09 
 £000 £000 £000 
 Published Change Re-stated 
Deficit on the Income and Expenditure 
Account 31,951 (41) 31,910 
Surplus on the Collection Fund (238) 238 - 
Increase in debtors 2,058 (1,910) 148 
Decrease in creditors 971 486 1,457 
    
Net cash inflow from Revenue 
Activities (2,115) (1,227) (3,342) 
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34.  Reconciliation of the (Surplus)/Deficit on the  Income and Expenditure Account 

to the Revenue Activities Net Cash Flow in the Cash  Flow Statement (cont’d) 
 
Net cash inflow from revenue activities has increased by £1,227k as a result of the 
prior period adjustment. The equivalent reduction is made to management of liquid 
resources in 2008/09 (see note 1 ). 
 

35. Analysis of Changes in Management of Liquid Res ources and Financing – Cash Flow 
Statement 

 
 As at 31 

March 2010 
£’000 

 As at 31 
March 2009  

£’000 
Re-stated 

 Movement  
 

£’000 

Short term investments 6,478  5,350  1,128 
Amounts re: preceptors and NNDR 4,966  3,249  1,717 
     2,845 
Adjusted for non-cash transactions     (6,127) 
Net Cash Inflow from Management 
of Liquid Resources 

    (3,282) 

      
Short Term Borrowing:      
Public Works Loan Board (6,241)  (2,176)  (4,065) 
Financial institutions (3,501)  (5,458)  1,957 
 (9,742)  (7,634)  (2,108) 
      
Long Term Borrowing:      
Public Works Loan Board (22,263)  (28,654)  6,391 
Financial institutions -  -  - 
 (22,263)  (28,654)  6,391 
Total Borrowing (32,005)  (36,288)  4,283 
Adjusted for non-cash transactions 
(changes in interest accrual) 

     
(214) 

Net Cash Outflow from Financing     4,069 
 
The 2008/09 re-statement above is to include amounts outstanding at 31 March 2009 for 
council tax and NNDR. 
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36. Reconciliation of the Movement in Cash to the Movem ent in Net Debt – Cash Flow 

Statement 
   £’000  £’000 
      
Increase in cash in year     676 
Cash inflow from management of liquid liquid 
resources – short term investments 

  (5,000)   

Cash inflow from receipt of investment  
interest accrued 

  (350)   
(5,350) 

Cash inflow from new loans raised     (7,000) 
Cash outflow from loans repaid   11,069   
Cash outflow from payment of interest  
accrued 

  213   

     11,282 
      
Other non-cash changes      6,478 
     6,086 
Net Debt Brought Forward 01/04/2009      (30,781) 
Net Debt Carried Forward 31/03/2010      (24,695) 
 
 
 
 
 

     

Net Debt  As at 31 
March 
2010 

 As at 31 
March 2009 

  
Movement 

 £’000  £’000  £’000 
      
Cash in Hand/(Overdrawn) 832  156  676 
Short Term Borrowing (9,742)  (7,634)  (2,108) 
Long Term Borrowing (22,263)  (28,653)  6,390 
Current Investments 6,478  5,350  1,128 
Net Debt (24,695)  (30,781)  6,086 
    

 
37. Changes in Cash and Liquid Resources 
 

 31 March 
2010 

 31 March 
2009 

 Change 

 £’000  £’000 
Re-stated 

 £’000 

Temporary Investments 6,478  5,350  1,128 
Cash in Hand 832  156  676 
Bank Overdraft -  -  - 
Amounts relating to council tax and 
NNDR 

 
4,966 

  
3,248 

  
1,718 

 12,276  8,754  3,522 
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37. Changes in Cash and Liquid Resources (cont’d) 

 
The council considers its liquid resources to be equal to sums invested in deposits 
with banks and other financial institutions for a period of less than one year, its cash in 
hand, cash in transit, use of overdraft facilities and cash flows in respect of council tax 
income due to preceptors and NNDR income due to Government. 
 
The prior period adjustment in respect of the revised accounting policy for council tax 
income and NNDR income requires 2008/09 comparatives to be re-stated to include 
liquid resources for these items. 
 

38. Shepway District Council Demand on Collection F und and Contribution 
Towards Previous Year’s Deficit 

 
 

 2009/10  2008/09 
 £’000  £’000 
Income and Expenditure Account – council tax income 10,710  10,123 
Statement of Movement on General Fund Balance - 
difference on council tax 

(90)  (41) 

 10,620  10,082 
    
 2009/10  2008/09 
 £’000  £’000 
Demand on Collection Fund (page 71) 10,725  10,244 
SDC share of contribution towards previous years 
estimated deficit* 

(105)  (162) 

 10,620  10,082 
 * part of overall contribution towards deficit shown on page 71 

 
39.  Accounts Authorised for Issue 

 
The date that the accounts were authorised for issue was the date that the Corporate 
Director Resources signed the Statement of Responsibilities for the Statement of 
Accounts on page 22. That date was 21 June 2010. Events after the balance sheet 
date (31 March 2010) have only been considered up to the authorisation date.  
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Income and Expenditure Account 
 

 
2009/10 

  
2008/09 

 
 £'000  £'000 
Income    
    
Dwelling Rents (Gross) 11,636  11,307 
Non-Dwelling Rents (Gross) 319  305 
Charges for Services and Facilities  830  892 
Contributions Towards Expenditure 49  48 
 12,834  12,552 
Expenditure    
    
Repairs and Maintenance 3,201  3,058 
Supervision and Management  3,721  3,554 
Rents, Rates, Taxes and Other Charges 25  19 
Negative HRA Subsidy – Payable (note 7)  2,470  2,220 
Depreciation and Impairment of Fixed Assets (note 6) 5,192  6,320 
Exceptional item - impairment (note 10)  (17,265)  27,775 
Debt Management Costs 27  36 
Increase in bad debts provision (note 8)  30  39 
 (2,599)  43,021 
    
Net Cost of HRA Services as Included in the Whole 
Authority Income and Expenditure Account 

 
(15,433) 

  
30,469 

HRA Services Share of Corporate and Democratic Core 225  236 
HRA share of other amounts (note 9) -  61 
Net cost of HRA Services (15,208)  30,766 
(Gain)/Loss on Sale of HRA fixed Assets (97)  (25) 
Interest payable and similar charges 772  820 
Interest and investment Income (81)  (125) 
Pensions Interest Cost and Expected Return on Assets 
(note 9)  

362  235 

(Surplus)/Deficit for the Year on HRA Services (14,252)  31,671 
    



HOUSING REVENUE ACCOUNT 
 

 
Shepway District Council  65 Summary of Accounts 2009/10 

 

 
Statement of Movement on the Housing Revenue 
Account Balance 

   

    
( Surplus)/Deficit for the year on the HRA Income and 
Expenditure Account 

(14,252)  31,671 

Difference between any item of income and expenditure 
determined in accordance with the SORP and determined 
in accordance with statutory HRA requirements. 

14,731  (30,942) 

Difference between interest payable and similar charges 
including amortisation of premiums and discounts 
determined in accordance with the SORP and those 
determined in accordance with statute  

(60)  (30) 

Gain/(loss) on the sale of HRA fixed assets 97  25 
Capital expenditure funded by Housing Revenue Account -  608 
HRA share of contributions to/(from) the Pensions Reserve 
(note 9)  

(114)  (88) 

Transfer from the Major Repairs Reserve (note 3) (219)  (802) 
( Increase)/ Decrease in Housing Revenue Account 
Balance 

183  442 

    
Housing Revenue Account Balance brought forward (2,235)  (2,677) 
(Increase)/Decrease in Balance 183  442 
Housing Revenue Account Balance carried forward (2,052)  (2,235) 
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1. Housing Assets  
 
At 31 March 2010, the council was responsible for managing 3,441 units of 
accommodation (excluding shared ownership properties). 
 

The stock was made up as follows: No’s 
Houses and Bungalows 1,966 
Flats, Bedsits etc 1,475 
 3,441 

 
 
The change in the stock can be summarised as follows: 

 
  2009/10 

No’s 
 2008/09 

No’s 
Stock at 1 April 3,444  3,447 
Add: Acquisitions -  - 
Less: Sales 3  2 
Less: Change in use/conversions -  1 
Stock at 31 March 3,441  3,444 
    

 
The Balance Sheet value was as follows: 
 

 31 March   1 April 
 2010  2009 
 £'000  £'000 

(re-stated) 
Operational Assets:    

dwellings 153,828  139,407 
other land and buildings 2,864  2,780 

Infrastructure 695  734 
Vehicles, plant and equipment 56  89 
Total Operational Assets 157,443  143,010 
Non-Operational Assets  44  46 
 157,487  143,056 

 
2. Vacant Possession Value  

 
The vacant possession value of dwellings within the HRA as at 1 April 2009 was 
£309,794,000.  Except for recent purchases and works made during the year, where 
the valuation reflects existing use, the Balance Sheet figure has been reduced to 45% 
to show existing use value as social housing, reflecting the economic cost of providing 
council housing at less than open market rents. 
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3. Major Repairs Reserve  

   
 £'000  £’000 
Amounts Transferred to the Reserve:    
Depreciation and Impairment of Fixed Assets 2,657   
Amounts transferred from the Reserve:    
Adjustment to depreciation to equal Major Repairs    
Allowance (219)   
   2,438 
Capital Expenditure on Land, Housing and Other 
Property in the HRA 

   
(2,225) 

   213 
Balance brought forward 1 April 2009   - 
Balance carried forward 31 March 2010   213 

 
4. Capital expenditure on Housing Assets    

 
 2009/10 

 
£’000 

 2008/09 
 

£’000 
Land -  - 
Houses 2,469  3,219 
Other Property 16  - 
 2,485  3,219 

 
5. Capital Finance  

Total capital expenditure of £2,485,000 was incurred on the Housing Revenue 
Account assets. This was financed by: 

  
 2009/10 

£’000 
 2008/09 

£’000 
Borrowing 260  260 
Usable Capital Receipts -  - 
Major Repairs Reserve 2,225  2,351 
Direct from Revenue Contributions -  608 
Grants and Contributions -  - 
 2,485  3,219 

 
Summary of HRA Capital Receipts during 2009/10 

 
  

 2009/10 
£’000 

 2008/09 
£’000 

Land -  - 
Houses and Flats 241  119 
Mortgages Repayments and Repaid Discounts 4  4 
 245  123 
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6. Depreciation and Impairment of Fixed Assets 2009 /10 
 

 2009/10 2008/09 2009/10 2008/09 
 Depreciation Depreciation Impairment Impairment 
 £’000 £’000 £’000 £’000 
Land - - - - 
Houses 2,489 2,984 (14,576) 30,786 
Other Property – Operational 
Assets 

166 167 (154) 156 

Non-operational Assets 2 2 - - 
 2,657 3,153 (14,730) 30,942 

 
Impairment in 2009/10 of (£14.730m) comprises £2.469m in respect of capital 
expenditure not adding value to the asset base, (£17.265m) in respect of a price 
reduction to council housing dwellings etc (see note 10  for further explanation of 
the reversal of price impairment) and £66,000 write down due to consumption of 
economic benefits. 

 
7. Housing Revenue Account Subsidy 

 
HRA subsidy is paid by the Government to meet any shortfall between expenditure 
and income on a model of each authority’s HRA (the notional HRA).  If a surplus 
should arise on the notional HRA it must be paid to the Secretary of State. 

  
 2009/10 

£’000 
 2008/09 

£’000 
Allowance for Maintenance (3,784)  (3,711) 
Allowance for Major Repairs (2,438)  (2,351) 
Allowance for Management (1,721)  (1,657) 
Charges for Capital (1,029)  (1,141) 
Rental Constraint Allowance -  - 
Other changes (24)  (115) 
 (8,996)  (8,975) 
Notional Rent 11,465  11,194 
Interest on Receipts 1  1 
 2,470  2,220 

 
8. Rent Arrears 
 

 31 March 
2010 

 31 March 
2009 

 £’000  £’000 
Gross Rent Arrears 336  374 
Current Tenant HRA Rent Arrears (excluding 
former tenants) 

185  178 

Provision for Doubtful Debts 73  85 
 

Gross rent arrears includes income related to properties leased by the council to 
assist with providing services to prevent homelessness. Income relating to this service 
is credited to the General Fund. In respect of these leased properties the sums 
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outstanding at 31 March 2010 are £5,713 for current tenants and £67,727 for former 
tenants. 

 
9. Housing Revenue Account Pensions Costs 
  

The following transactions have been made in the HRA Income and Expenditure 
Account and Statement of Movement in the HRA Balance during the year in respect of 
Pensions: 
 
  2009/10 

£’000 
 2008/09 

£’000 
Net Cost of Service     
Current Service Cost  144  159 
Non Distributed Costs  -  61 
     
Net Operating Expenditure     
Pensions Interest Costs and Expected 
Return on Pensions Assets 

  
362 

  
235 

 
Net Charges to the HRA Income and 
Expenditure Account 

  
 

506 

  
 

455 
Statement of Movement in the HRA 
Balance 

    

HRA share of contributions to or from the 
Pensions Reserve 

 
(114) 

 
(88) 

  392  367 
Actual Amounts Charged Against the 
HRA Balance for Pensions in this Year 

  
£’000 

  

Employees contributions  360  336 
Unfunded discretionary increases in 
pensions payments 

  
32 

  
31 

  392  367 
 
 

10. Exceptional Item – Reversal of Impairment of Ho using Revenue Account 
properties due to a significant change in property prices. 

 
  The council’s valuer, Taylor Riley, has advised that property prices have increased by 

10.5% since April 2009 and garages, stores and parking spaces values have 
increased by 3% over the year. In all, a credit of £17.265m has been made to the HRA 
Income and Expenditure Account as the valuation increases have been treated as a 
reversal of the significant impairment charges made to revenue in 2008/09, when 
property prices fell by 18%. The impairment charges are as follows: 

 
 £’000 

2009/10 
£’000 

2008/09 
Dwellings and hostels (17,110) 27,619 
Garages stores and parking spaces (155) 156 
 (17,265) 27,775 
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11.  Further Information 
 
The council is required to publish performance indicators for tenants.  Further 
information about housing activities can be obtained from Housing Services, 3-5 
Shorncliffe Road, Folkestone, Kent CT20 2SQ (01303-853700). 
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  2009/10  2008/09 
  £'000  £'000 
INCOME     
     
Council Tax (note 1)  49,962  48,719 
Council Tax Benefit: Transfer from General Fund  9,539  8,457 
Business Rates Income (note 2)  25,831  26,493 
Contribution towards Previous Year's Estimated Deficit 587  911 
  85,919  84,580 
EXPENDITURE     
     
Precepts and Demands:    
Kent County Council 40,378  39,444 
Kent Police Authority 5,298  5,050 
Kent Fire and Rescue Service 2,599  2,512 
Shepway District Council 10,725  10,244 
    
Business Rates:    
Payments to National Pool 25,674  26,337 
Costs of Collection 157  156 
Bad Debts Written Off 353  628 
Increase in Provision for Bad and Doubtful Debts 232  (29) 
Contribution from Previous Year's Estimated Surplus -  - 
  85,416 84,342 
(INCREASE)/DECREASE IN FUND BALANCE FOR    
THE YEAR (503) (238) 
   
(Surplus)/Deficit brought forward 766 1,004 
(Surplus)/Deficit carried forward 263 766 
   

1. Council Tax   
   

The average council tax at Band D set by the council was as follows:-   
   
 
 2009/10  2008/09 
 £  £ 

Kent County Council Expenses 1,026.27  1,001.79 
Kent Police Authority Expenses 134.65  128.25 
Kent Fire and Rescue Service 66.06  63.81 
Shepway District Council Expenses    
  (including special expenses charged on Folkestone) 238.94  228.18 
Town and Parish Council Expenses 33.66  32.00 

 1,499.58  1,454.03 
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1. Council Tax (cont)  

 
The amount of income generated in 2009/10 by each band was as follows:- 

 
Band Chargeable 

Dwellings  
Band D Equivalent   Income  

    £'000 
A 4,952 3,301  4,950 
B 10,011 7,786  11,676 
C 11,867 10,548  15,818 
D 6,696 6,696  10,041 
E 4,154 5,077  7,613 
F 2,247 3,246  4,868 
G 1,611 2,685  4,026 
H 55 110  165 

  Tax Base                 39,449  59,157 
    
Add Contributions by the Ministry of Defence in Lieu of Council 
Tax 

 536  

    59,693 
less: in year adjustments   (192) 
less: Council Tax Benefit   (9,539) 
Income Collectable from Council Taxpayers  49,962  

 
The 2009/10 tax base approved by council was 39,345. This figure was arrived at after 
allowing for contributions in lieu of council tax and provision for bad debts. 

  
 2. Income Collectable from Business Ratepayers 

 
The council collects non-domestic rates for its area based on local rateable values 
multiplied by a uniform national rating multiplier.  The total amount, less certain reliefs 
and other deductions, is paid to a central pool (the NNDR pool) managed by the 
Government, which in turn pays back to authorities their share of the pool based on a 
standard amount per head of the local adult population as at a specified date. 
 
 2009/10  2008/09 
 £'000  £'000 
    

Non-domestic rateable value as at 31 March 66,387  66,039 
Multiplied by non-domestic rating multiplier 48.5p  46.2p 
Equals contribution to NNDR pool before 
allowances and other adjustments 32,197  30,510 
Allowances, reduced assessments and other 
adjustments, including small business rate    
relief supplement (6,366)  (4,017) 
Income collectable from business ratepayers 25,831  26,493 

 
The non-domestic rate multiplier for 2009/10 was 48.1p for qualifying properties of 
less than £15,000 rateable value and 48.5p for all others (2008/09: 45.8p and 46.2p 
respectively). 
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1. SCOPE OF RESPONSIBILITY 
 
1.1 Shepway District Council is responsible for ensuring that its business is 

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

 
1.2 In discharging this overall responsibility, Shepway District Council is responsible 

for putting in place proper arrangements for the governance of its affairs, 
facilitating the effective exercise of its functions, and the management of risk. 

 
1.3 Shepway District Council has approved and adopted a Code of Corporate 

Governance, which is consistent with the principles of the CIPFA / SOLACE 
Framework Delivering Good Governance in Local Government.  A copy of the 
code is on our website at 
http://www.shepway.gov.uk/UserFiles/File/pdf/local-code-of-corporate-
governance.pdf   or a copy can be obtained from the Council offices, Civic 
Centre, Castle Hill Avenue, Folkestone, CT20 2QY.  This statement explains 
how Shepway District Council has complied with the code and also meets the 
requirements of regulation 4(2) of the Accounts and Audit Regulations 2003 as 
amended by the Accounts and Audit (Amendment) (England) Regulations 2006 
in relation to the publication of an Annual Governance Statement. 

 
2. THE PURPOSE OF THE GOVERNANCE FRAMEWORK 
 
2.1 The governance framework comprises the systems and processes, culture and 

values, by which the authority is directed and controlled and its activities 
through which it accounts to, engages with and leads the community.  It 
enables the authority to monitor the achievement of its strategic objectives and 
to consider whether those objectives have led to the delivery of appropriate, 
cost-effective services. 

 
2.2 The system of internal control is a significant part of that framework and is 

designed to manage risk to a reasonable level. It cannot eliminate all risk of 
failure to achieve policies, aims and objectives and can therefore; only provide 
reasonable and not absolute assurance of effectiveness. Regulation 6 of the 
Accounts and Audit (Amendment) (England) Regulations 2006 requires the 
Council to undertake an annual review of the effectiveness of the system of 
internal audit, using the checklist included within CIPFA’s Code of Practice for 
Internal Audit. The conclusions of the review were reported to Audit and 
Compliance Committee on 14 June 2010 (Report AU/10/03). As part of this 
process the East Kent Audit Partnership (EKAP) undertook a review of the 
internal control environment. The Audit Commission considered that the 
effectiveness of internal control gives sufficient assurance to enable the Annual 
Report provided by the Head of EKAP to be relied upon. The system of internal 
control is based on an ongoing process designed to identify and prioritise risks 
to the achievement of Shepway District Council’s policies, aims and objectives, 



ANNUAL GOVERNANCE STATEMENT 
 

 
Shepway District Council  74 Summary of Accounts 2009/10 

 

to evaluate the likelihood of those risks being realised and the impact should 
they be realised, and to manage them efficiently, effectively and economically. 

 
2.3 The governance framework has been in place at Shepway District Council for 

the year ended 31 March 2010, and up to the date of approval of the Annual 
Report and Statement of Accounts. 

 
3. THE GOVERNANCE FRAMEWORK 
 
3.1 The Council identifies and communicates its aims and ambitions for the district 

through its Corporate Plan.  The most recent plan covers the period 2009 to 
2012, and was agreed by both Cabinet (18 March 2009) and Council (29 April 
2009), The Council’s Service Plans were developed in conjunction with the 
Corporate Plan and the Medium Term Financial Strategy to ensure that all 
actions were fully financed and supported the four strategic objectives set out in 
the corporate plan.  The service plans are in turn used to feed into individual 
staff appraisals, which are known locally as Personal Performance Reviews.  
The Corporate Plan and the achievement of the key targets are reviewed 
monthly and reported to Overview and Scrutiny and Cabinet on a quarterly 
basis.  All feedback on the plan from the community, partners and other 
stakeholders is fed into annual updates of the Corporate Plan. In the future the 
Corporate Plan will be reviewed by 31 March 2011 to ensure that it meets the 
requirements of the community, as well as the Council’s partners and other 
stakeholders. 

 
3.2 The Council has adopted a Local Code of Corporate Governance, which is 

currently being reviewed and updated. It will be presented to the Audit and 
Compliance Committee on 22 September 2010, and will be reviewed annually, 
to ensure that the Council’s governance arrangements are in place and are 
demonstrating good outcomes for our community and service users through 
good risk management, performance, financial and internal control processes. 

 
3.3 The Council measures the quality of services for users, ensuring that they are 

delivered in accordance with our objectives and represent the best use of 
resources through our performance reporting process.  Officers report on 
Service and Corporate Plan objectives, financial monitoring and performance.  
This information is collated within the monthly and quarterly performance 
reports as necessary. Reports from Heads of Service are used by Corporate 
Management Team to map progress of the plans in place.  The Performance 
Framework was reviewed and amended in December 2008 to ensure that it 
continues to serve the needs of the Council.  This has resulted in more rigorous 
approach to managing performance and enables any remedial action to be 
taken more quickly 

 
3.4 The Medium Term Financial Strategy ensures that the Council’s plans are 

affordable and deliverable.  It contains projections of the Council’s financial 
position over the next five years and identifies ways that the shortfall can be 
addressed.  The strategy is updated annually. The Council is committed to 
delivering value for money, and has undertaken a comprehensive review on 
how services are delivered and is exploring alternative methods of delivery to 
ensure efficiency and streamlining; for example, the East Kent Human 
Resources Partnership, Shared Landlord Service and the East Kent Joint waste 
contract.  
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3.5 Roles and responsibilities for Cabinet, Council, Overview and Scrutiny and all 

Committees of the Council, along with Officer functions are defined and 
documented, with clear delegation arrangements and protocols for effective 
communication within the Council’s Constitution.  The Constitution is kept 
under regular review and a major revision was approved by full Council on 30 
September 2009. One aspect of the review was to   streamline delegation 
arrangements. There will be further reviews of the Constitution in 2010/11 to 
ensure full compliance with statutory requirements. 

 
3.6 The Cabinet is the part of the Council that is responsible for most strategic 

decisions and comprises of the Leader and 9 other Councillors. All key 
decisions to be discussed are published in the Leader’s Forward Plan.  The 
Corporate Scrutiny Committee formally reviews each Forward Plan to identify 
any decisions it wishes to contribute to, or comment on prior to the decision 
being taken.  Key decisions (except those defined as exempt under Schedule 
12 A of the Local Government Act 1972) are discussed in meetings that are 
open to the public. The Cabinet has to make decisions that are in line with the 
Council’s overall policies and budgets; decisions outside the Budget and Policy 
Framework must be referred to full Council. A “call in” procedure allows the 
Corporate Scrutiny Committee to review Cabinet decisions before they are 
implemented. 

 
3.7 Codes of Conduct defining the standards of behaviour for members, staff, our 

partners and the community have been developed and communicated and are 
available on the Council’s web site and Intranet.  These include: 

 
·  Councillor Code of Conduct and Officer Code of Conduct.  
 
·  Anti-fraud and Corruption Strategy.  

 
·  The Whistleblowing Policy is available to staff on the Intranet and in leaflet 

form. 
 

·  The Councillor and Officer Protocol was reviewed as part of the 
September review of the Constitution.  

 
·  Regular staff performance appraisals (Personal Performance Reviews), 

linked to service and corporate objectives are established and ongoing 
since their introduction in 2007.  

 
·  Core Values that define the core behaviours of staff are now firmly 

established and ongoing after their introduction in 2007. 
 
·  A Standards Committee comprising 3 Councillors, 3 independent 

members of the public (1 of which is Chair) and 3 Parish / Town Council 
members, has been established since 2003. Regular training is conducted 
to ensure that members are fully equipped to carry out their role. 

 
3.8 The Council has an established Audit and Compliance Committee.  In order to 

ensure effective operation, the Terms of Reference for the Committee are fully 
compliant with CIPFA’s Practical Guidance For Local Authorities (2005).  They 
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were   reviewed as part of the overall review of the Constitution (referred to in 
paragraph 3.5). 

 
3.9 Shepway District Council is required to ensure compliance with relevant laws 

and regulations, internal policies and procedures, and that expenditure is 
lawful.  To this end, the Council has in place a number of procedures, protocols 
and processes that underpin the delivery of its services and functions.  The 
Council’s protocols and procedures are reviewed and updated on a regular 
basis, including Contract Standing Orders, a scheme of delegation and 
supporting procedure notes / manuals, clearly defining how decisions are taken 
and the process and controls required to manage risks. Contract Standing 
Orders were updated on 30 September 2009 and together with the Financial 
Procedure Rules form part of the Constitution. 

 
3.10 The Council recognises the value of a robust system to deal with complaints. 

All feedback, both positive and negative is a useful tool to shape further 
improvements to service delivery. The Council has a 3-stage complaints 
process; at Stage 1 the complaint is investigated within the relevant service 
area. If the complainant is not satisfied with the outcome of Stage 1, the 
complaint is escalated to Stage 2 and is investigated by a senior manager who 
is independent of the service area which the complaint relates to. Should the 
Stage 2 outcome be unsatisfactory, the complainant can further escalate the 
process to Stage 3 by referring the complaint to the Local Government 
Ombudsman to investigate and conclude. The Local Government Ombudsman 
deals with Stage 3. There is an established pool of trained Stage 2 
investigators who have received training from the LGO. Stage 1 complaints are 
monitored within service areas and stage 2/3 complaints, including outcomes, 
learning points and improvements, will be reported to the CMT on a quarterly 
basis. As part of the ‘relaunch’ of complaints, training needs will be assessed 
and a rolling training programme established.  It is, however, intended that the 
complaints system will be thoroughly overhauled in 2010/11. 

 
3.11  A Workforce Development Strategy was adopted by Cabinet on 18 March 2009. 

A programme – “Transforming Shepway” was designed to develop the strategic 
capacity of senior officers, which builds on earlier programmes and existing 
skills.    The Strategy includes an action plan for the period April 2009-October 
2010.  It underpins the delivery of the Corporate Plan and the People Strategy 
and provides an overarching framework that sets the Council’s current workforce 
situation, key skills requirement for the future and the actions needed to address 
these.  The Strategy focuses on the main areas that are essential to unlocking 
organisational change and to building the workforce needed to face the 
challenges and opportunities ahead.  

 
3.12 Member training is currently arranged as and when required. A training session, 

for example, was arranged on the constitution and some committees have 
informal training sessions prior to the main meeting.  

 
3.13 The Council adopted a Corporate Communications Strategy in December 2007. 

The Strategy incorporates agreed brand values and corporate branding 
guidelines. These are being introduced throughout the Council in the production 
of all printed materials, on local signage, uniforms and vehicle livery. A 
consultation strategy and toolkit was adopted in July 2007, which seeks to 
ensure that consultation undertaken by the Council is clear, effective, inclusive, 
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relevant, consistent and coordinated. During 2009/10 a range of consultation 
exercises took place, across a variety of areas including the Budget Strategy, 
and possible subjects for scrutiny review.   The Council has established the 
Shepway Compact, which was launched in 2006, and provides a clear 
framework for joint working between the District Council, Eastern and Coastal 
Kent Primary Care Trust and the voluntary and community sector. The Council 
also has a strong relationship with a range of voluntary and public sector 
organisations that has been cemented through the joint development of a range 
of projects.  

 
3.14 The Council recognises that incorporating good governance arrangements in 

respect of partnerships and other group working, as identified by the Audit 
Commission’s report on the governance of partnerships, needs to be reflected 
in the authority’s overall governance arrangements. 

 
4. REVIEW OF EFFECTIVENESS 
 
4.1 Shepway District Council has responsibility for conducting, at least annually, a 

review of effectiveness of its governance framework including the system of 
internal control.  The review of effectiveness is informed by: 

 
·  The work of the senior managers within the authority who have 

responsibility for the development and maintenance of the governance 
environment, 

·  The East Kent Audit Partnership’s Annual Report,  
·  Comments made by the Audit Commission and other review agencies 

and inspectorates. 
 
4.2 The processes that have been applied in maintaining and reviewing the 

effectiveness of the governance framework, have been undertaken through the 
following methods: 

 
4.2.1 Gaining assurances from Service Managers, the Section 151 Officer and 

the Monitoring Officer. 
 
4.2.2 Cabinet receiving quarterly performance updates to monitor achievement 

of key priorities, service objectives, performance indicators and budget 
spend. It should also be noted that CMT/HOS review performance on a 
monthly basis to ensure progress against targets and to agree any 
remedial action necessary.  Regular reports are also provided on the 
Council’s Corporate Risk Register.  The Risk Management Strategy was 
approved by Cabinet in March 2009 (Report C/08/101).  

 
4.2.3 Overview and Scrutiny review the work and decisions of the Cabinet, 

and all areas of the Council’s work, as well as carrying out specific 
projects and investigations and considering matters or services provided 
by an outside organisation that could affect the local residents. 

 
4.2.4 The Audit and Compliance Committee and Section 151 Officer receive 

regular reports from the East Kent Audit Partnership on their progress 
against the Annual Audit Plan, which provides detail on the assurance 
levels that can be placed against the various systems and processes in 
place.  They also provide an annual assessment at year-end.  The 
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Committee is also responsible for reviewing the Council’s approach to 
risk management.  

 
4.2.5 The Standards Committee promotes and maintains high standards of 

conduct by Councillors and co-opted members.  They monitor the 
operation of the Members’ Code of Conduct advising, training or 
arranging to train Councillors and co-opted members on matters relating 
to the Code where necessary The Chairman of the committee reports 
annually on its work to full Council, (the 2009/10 Report is appended to 
this document as Appendix 3).  It assesses complaints locally and 
makes determinations.  During 2009/10 it held five hearings into 
allegations that members (of parish councils) had failed to comply with 
the Code of Conduct.   

 
4.2.6 The Internal Audit function is an independent appraisal with direct access 

to members, which seeks to provide management with a level of 
assurance on the adequacy of internal controls and of risks to the 
Council’s functions and systems. The Internal Audit function for this 
Council is supplied under contract from Dover District Council.   This 
provides sound objectivity as well as benefiting from a large resource-
pool which brings with it a good level of robustness.   

  
4.2.7 Assessment of the System of Internal Controls  2009-10 

 
Based on the work of the EKAP on behalf of Shepway District Council 
during 2009-10, the overall opinion is: 
 
There are no major areas of concern, which would give rise to a 
qualified audit statement regarding the systems of internal control 
concerning either the main financial systems or overall systems of 
corporate governance.  The Council can have very good levels of 
assurance in respect of all of its main financial systems and the majority 
of its Governance arrangements. Many of the main financial systems 
which feed into the production of the Council’s Financial Statements 
have achieved a Substantial assurance level following audit reviews, 
this includes the Sundry Debtor function which has significantly 
improved and strengthened its internal controls. The Council can 
therefore be very assured in these areas. This position is the result of 
improvements to the systems and procedures over recent years and the 
willingness of management to address areas of concern that have been 
raised.   

 
During 2009/10 there were four areas where only a limited assurance 
level was given which reflected a lack of confidence in arrangements, 
and this was brought to officers' attention. These reviews are shown in 
the table on the next page along with the details of our follow up activity. 
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Area Under Review  Original Assurance Follow Up Due 

Local Code of Corporate 
Governance 

June 2009 - Limited WIP May 2010 

Partnerships July 2009 - Limited WIP May 2010 

Housing Benefit Fraud August 2009 – 
Limited/Reasonable 

Jan 2010 - Substantial   

Liquidations Dec 2009 - Limited Feb 2010 - 
Reasonable 

 
From the work undertaken during 2009-10, there were no instances of 
unsatisfactory responses to key control issues raised in internal audit 
reports.  
 
The EKAP assesses the overall system of internal control in operation 
throughout 2009/10 as providing reasonable assurance. No system of 
control can provide absolute assurance, nor can Internal Audit give that 
assurance. This statement is intended to provide reasonable assurance 
that there is an ongoing process for identifying, evaluating and 
managing the key risks. The Audit Commission carries out an annual 
assessment each year and a detailed quality assessment of internal 
audit every three years. The Audit Commission reviewed the EKAP 
arrangements in details during 2009/10. It is pleasing to report that no 
areas for improvement were raised during that review and the EKAP 
was found to comply with the CIPFA code. 
 

 
The External Auditors are appointed to the Authority by the Audit 
Commission. They are required to conduct their audit work to the 
strictest standards as laid down by the Audit Code of Practice, which 
ensures that they approach the work with the highest level of objectivity. 
In addition to being appointed by a third party, their independence is 
further reinforced by the restrictions put into place on the levels of non-
audit work able to be purchased from external auditors.  The External 
Auditors provide a further area of assurance, which is an essential 
element in the process of accountability for public money and makes an 
important contribution to the stewardship of public resources and the 
corporate governance of the Council.  They undertake a series of 
thorough and comprehensive audits that cover matters including 
financial reporting, financial stewardship and the Council’s approach to 
its use of resources. 

 
The inspection required for local authorities changed during 2009 and 
the Comprehensive Performance Assessment (CPA) was replaced with 
the Comprehensive Area Assessment (CAA). The Audit Commission 
has joined forces with other inspection agencies to provide an 
independent overview of the quality of life within Shepway. The ‘One 
Place’ report published in December 2009 assessed Shepway as 
managing performance adequately. The report concluded that the 
Council has a good understanding of what people want to see in the 
District, and it is a good champion for the area. Councillors and staff 
work together effectively.  
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4.2.8   The Annual Audit and Inspection Letter - Each year the Authority receives 

a report from its External Auditor on the quality of its financial and 
management administrative arrangements. The most recent Audit Letter 
was presented for Members’ consideration at the Cabinet meeting on 17 
February 2010, along with the Certification of Claims and Returns 
Annual Report (Report C/09/76). The main conclusions were that: 
·  the Council received an unqualified opinion on the financial 

statements dated 25 September 2009 
·  the Council received an unqualified VFM conclusion 
·  the overall use of resources score remained unchanged at level 2 
·  All grant claims were unqualified.  

 
4.2.9  The Annual Audit and Inspection letter contained five recommendations 

namely:  a) to ensure the introduction of a new asset register 
incorporates clear coding and description for all individual assets; b) 
ensure bank reconciliation controls are reviewed and updated; c)Work 
with partners to develop governance arrangements for joint working 
across East Kent, and use this as a platform to deliver better services 
for local people; d)  Continue to take robust action to address the 
projected financial deficit and;e) Undertake a post implementation 
review of new quality arrangements in the Benefits section to ensure 
that claims are being accurately and properly processed 

 
Use of Resources Outcomes - As stated above the Council’s scored 
overall level 2 in Use of Resources Assessment. This means that the 
Council is judged to be performing adequately. 

 
There were no service inspections undertaken by the Audit Commission 
during 2009/10. 

 
The Audit Commission provide a quarterly update on the work 
undertaken and their performance against the plan to the Audit and 
Compliance Committee.   

 
5. IMPROVEMENTS DURING THE YEAR 
 
5.1 In the period covered by this Annual Governance Assurance Statement, 

improvements have been made to the Council's arrangements in respect of the 
following areas, which had been previously identified as areas in which we 
could improve:  

 
·  Contract Standing Orders were updated for inclusion within the new 

constitution 
 

·  A comprehensive review of the Council’s Constitution was undertaken, 
which included a review of the Councillor Code of Conduct.  

 
·  The shared East Kent Human Resources service has been established, 

providing greater resilience and strengthen the controls around payroll 
provision. 
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·  A new partnership policy has been approved 
 

·  All debtors are now dealt with centrally by the Corporate Debt Recovery 
Team 

 
6.  SIGNIFICANT GOVERNANCE ISSUES 
 
6.1      On the basis of the Corporate Governance Position Statements compiled by 

the Monitoring Officer following a review of the Council's processes, and 
reviewed by the Council's Corporate Management Team, and the Statements 
produced by Service Managers, the Council is satisfied  that the Corporate 
Governance arrangements for Shepway District Council are adequate and 
operating effectively. 

 
6.2 The following actions will also be taken to improve the overall effectiveness of 

the Council’s governance arrangements: 
 

·  The Council will continue to work towards Level 3 of the Equalities 
Framework for Local Government through developing extensive links with 
local and diversity groups. 

 
·  The policies and strategies of the Council will be reviewed to ensure that 

they are relevant and support delivery of the Council’s Corporate Plan. 
 

·  Further Emergency and Business Continuity development and testing 
 

·  Improve governance arrangements by reviewing and updating the following 
policies whistleblowing and antifraud and corruption.  

 
6.3 Further information in support of this statement is available which details the 

governance processes in place. This document will be made available 
following the approval process on the Council’s website. 

 
6.4 This statement has been produced with reference to the checklist included in 

CIPFA’s Code of Practice on Local Authority Accounting in the United 
Kingdom, which can be accessed at 
http://www.cipfa.org.uk/panels/laap/publications.cfm  

 
 
Date: 21 June 2010 
 
 
Signed:  
 

Councillor Robert Bliss     Alistair Stewart 
Leader of the Council                  Chief Executive                                         
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Accounts - A generic term for statements setting out details of income and 
expenditure or assets and liabilities or both in a structured manner.  Accounts may be 
categorised by the type of transactions they record e.g. revenue accounts, capital 
accounts or by the purpose they serve e.g. management accounts, final accounts, 
balance sheets. 
 
Actual - The final amount of expenditure or income which is recorded in the council's 
accounts. 
 
Actuarial Gains and Losses – For a defined benefit pension scheme, the changes in 
actuarial deficits or surpluses that arise because: 
(a) events have not coincided with the actuarial assumptions made for the last 

valuation (experience gains or losses); or 
(b) the actuarial assumptions have changed. 
 
Audit Commission - An independent body created by the Local Government Finance 
Act 1982 with responsibility for the external audit of all local authority accounts. 
 
Balance Sheet - A statement of the recorded assets, liabilities and other balances at 
a specific date at the end of an accounting period. 
 
Budget - A statement of the council's plans for net revenue and capital expenditure 
over a specified period of time. 
 
Capital Expenditure –Expenditure on the acquisition of a fixed asset or expenditure 
which adds to and not merely maintains the value of an existing fixed asset. 
 
Capital Receipts - Proceeds from the sale of fixed assets, repayments of grants or 
the realisation of certain investments. Capital receipts are available to finance other 
items of capital expenditure or to repay debt on assets originally financed from loan. 
 
Central Services to the Public – this includes the costs of local tax collection, 
elections, emergency planning, local land charges and any general grants. 
 
Collection Fund - The fund into which are paid amounts of council tax and non-
domestic rates and from which are met demands by county and district councils and 
payments to the national non-domestic rates pool. 
 
Community Assets - Assets that the council intends to hold in perpetuity, that have 
no determinable finite useful life, and in addition may have restrictions on their 
disposal, e.g. parks and cemetery land. 
 
Corporate and Democratic Core  – Comprises all activities which local authorities 
engage in because they are elected, multi purpose authorities. It includes the costs of 
the Head of the Paid Service, costs of treasury management and bank charges and 
the costs of democratic representation. 
 
Council Tax  - A local tax set by councils to help pay for local services.  There is one 
bill per dwelling based on its relative value compared to others in the area.  There are 
discounts, including where only one adult lives in the dwelling.  Bills will also be 
reduced for properties with people on low incomes, for some people with disabilities 
and some other special cases. 
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Current Service Cost (Pensions)  – The increase in the present value of a defined 
scheme’s liabilities, expected to arise from employee service in the current period. 
 
Deferred Credits - Income still to be received (or applied in the accounts) where 
deferred payments (or application) have been allowed.  For example the principal 
outstanding from the sale of council houses (deferred capital receipts). 
 
Depreciation  - The measure of the cost or revalued amount of the benefits of the 
fixed asset that have been consumed during the period.   
 
Events after the Balance Sheet date  – those events, favourable and unfavourable, 
that occur between the Balance Sheet date and the date when the Statement of 
Accounts is authorised for issue. 
 
Fair Value – The price at which an asset could be exchanged in an arm’s length 
transaction less, where applicable, any grants receivable towards the purchase or use 
of the asset. 
 
Finance Lease  – a lease that transfers substantially all of the risks and rewards of 
ownership of a fixed asset to the lessee.  
 
General Fund (GF) - The main revenue fund of the council from which are made 
payments to provide services and into which receipts are paid, including the district 
council's share of council tax.  
 
Housing Revenue Account (HRA) - The statutory account to which are charged the 
annual revenue costs of providing, maintaining and managing council dwellings 
financed by rents, grants and other income. 
 
Impairment  – A reduction in the value of a fixed asset below its carrying amount on 
the balance sheet. 
 
Infrastructure Assets - Inalienable assets, expenditure on which is only recoverable 
by continued use of the asset created, ie there is no prospect of sale or alternative 
use, e.g. coast protection works. 
 
Leasing  - A method of financing the acquisition of equipment, vehicles etc.  The items 
concerned do not belong to the user (the lessee) but are the property of the lessor to 
whom the lessee pays an annual rental for a specified period of time. 
 
Liquid Resources  – Current asset investments that are readily disposable by the 
authority without disrupting its business and are either readily convertible to known 
amounts of cash at or close to the carrying amount, or traded in an active market. 
 
Minimum Revenue Provision – A prudent annual provision has to be made for the 
repayment of debt in accordance with Capital Finance Regulations. 
 
Net Book Value  – The amount at which fixed assets are included in the balance 
sheet i.e. their historical cost or current value less the cumulative amounts provided 
for depreciation and impairment. 
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Net Debt  – The authority’s borrowings less cash and liquid resources. 
 
Net Service Expenditure - Comprises of all expenditure less all income, other than 
income from council tax and revenue support grant, in respect of a particular service. 
 
Non-Domestic Rates - Businesses contribute to local government expenditure on the 
basis of a uniform rate, decided by the Government, levied on the rateable value of 
the business premises.  The total business rate collected nationally is redistributed to 
district council areas based on population. 
 
Non Distributed Costs  – Overheads for which no user now benefits and should not 
be apportioned to services.  Costs generally included under this heading are those 
arising from early retirement payments to the pension fund. 
 
Non-Operational Assets - Assets held by the council but not directly occupied, used 
or consumed in the delivery of services, e.g. assets leased to third parties and surplus 
assets. 
 
Operational Assets  - Assets held, occupied, used or consumed by the council in the 
direct delivery of those services for which it has either a statutory or discretionary 
responsibility e.g. car parks and public conveniences. 
 
Past Service Cost  – The increase in the present value of the pension scheme 
liabilities, related to employee service in prior periods arising in the current period as a 
result of the introduction of, or improvement to, retirement benefits.  
 
Precept - The demand on the collection fund by one authority (e.g. Kent County 
Council) which is collected from the council tax payer by another (e.g. Shepway).   
Precepts on Shepway are also made by town and parish councils in the district, which 
are charged to the General Fund. 
 
Prior Period Adjustments  – Those material adjustments applicable to prior years 
arising from changes in accounting policies or from the correction of fundamental 
errors. 
 
Provisions - Amounts set aside for liabilities of uncertain timing or amount that have 
been incurred. 
 
Public Works Loans Board - A government agency which provides longer term loans 
to the public sector at interest rates only slightly higher than those at which the 
government itself can borrow. 
  
Remuneration  – all sums paid to or receivable by an employee and sums due by way 
of expenses allowances and the money value of any other benefits received other 
than in cash (excludes employer pension contributions). 
 
Reserves - The general capital and revenue balances of the council.  There are two 
types of reserves which might be described as either available or not available to 
finance expenditure.  Revenue reserves which result from monies being set aside or 
surpluses or delayed expenditure can be spent or earmarked at the discretion of the 
council (e.g. General Fund and Housing Revenue Account General Reserves).  The 
capital receipts reserve is also available to the extent allowed for by statute.  However, 
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other capital reserves are not available to meet expenditure, e.g. the capital 
adjustment account. 
 
Revenue Expenditure - The day-to-day running costs of services including salaries, 
running expenses and capital charges 
 
Revenue Support Grant - A general grant paid by the Government to help finance 
the cost of local government services. 
 
Tangible Fixed Assets  – Assets that yield benefits to the council and the services it 
provides for a period of more than one year. 


