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BACKGROUND

Tayside Contracts is an excellent example of local authorities working together to the benefit
of the public. It was set up in its present form at local government re-organisation in 1996 by
Angus, Dundee City and Perth and Kinross Councils.

Tayside Contracts:

Is unique within Scotland as a joint local authority trading organisation.
Operates under a Joint Committee, comprising of 18 elected members:

- 5 elected members from Angus Council

- 6 elected members from Dundee City Council

- 7 elected members from Perth and Kinross Council
Employs in excess of 2,300 people.

Has an annual turnover in excess of £50 million.

Returns surpluses to the three constituent Councils for reinvestment in services. Since
1996 it has returned in excess of £10 million to the Councils in the form of surpluses.
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MANAGING DIRECTOR’S REPORT

2005/06 was a successful year for Tayside
Contracts as can be seen from the financial
accounts contained within this annual report. Not
only has the organisation met the financial targets
set for it by the constituent Councils but through
the newly developed 5 year business plan, which
takes effect from the start of the new 2006/07
financial year, it has clear strategies and plans in
place to deliver the cost effective services
required by the Councils in the future. There are
more details regarding this new business plan
later in my report.

Returning to 2005/06, Tayside Contracts achieved a surplus of £679,000 of which £589,000
will be distributed to our main stakeholders, Angus, Dundee City and Perth and Kinross
Councils with £90,000 being put into a reserve account for future investment purposes.

| am pleased to also report that Tayside Contracts has met the new requirements of the Local
Government in Scotland Act 2003 legislation for statutory trading accounts, that our two
significant trading operations which are i) Construction Division and ii) Facilities Services have
achieved at least a financial break even position over a three year rolling period.

They have actually achieved, for the first of the three year rolling period required since the
introduction of the new legislation, surpluses of:

£1,033,000 for Construction Division, and
£334,000 for Facilities Services

The details of how these figures are arrived at are shown in the financial accounts contained
within this report.

Once again, | have focussed on the achievements and progress against the key aims and
objectives of the current business plan, which was approved by the Joint Committee at its
meeting on 10 November 2003.

The business plan was developed in accordance with the broad principles identified in the
Accounts Commission’s publication entitled “Understanding Our Business” published in
December 1999 and covers the period 2004 to 2006. It is founded on the Partnership
Concept which has been the corner stone of all our business strategies and plans since 1996
and introduces the concept of a People Centred approach which has been developed within
the organisation over the last few years.

Allied to the business plan are comprehensive service plans for each of the units within
Tayside Contracts.  These service plans contain the details of how the key aims and
objectives in the business plan will be achieved.

VISION
Since 1996 Tayside Contracts has had a mission statement which is “Community benefit

through the pursuit of excellence”. This clearly demonstrates our commitment to providing the
Tayside public with quality services.
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To ensure clarity of purpose we developed a vision statement in 2004 of:

Vision

To excel and grow as a commercial local authority trading organisation.

This vision clarifies to our employees and stakeholders what it is that we want to achieve.

BUSINESS OBJECTIVES

The five key business objectives contained within the business plan are:

1. To produce a cost effective and quality product/service which meets the requirements of
the three constituent Councils and other clients.

2. To develop partnerships with all stakeholders including the constituent Councils, other
clients, the people and businesses within the community.

3. To create a responsive organisation which develops, monitors and evaluates standards of
performance.

4. To encourage innovation, which adds value to our products and services.

5. To seek to expand our customer base within current legislation for the benefit of the
community.

Also contained within the business plan are the details on how it is proposed that the key
business objectives will be delivered. The following sections detail progress against these
objectives during 2005/06 and areas where improvements are required.

A COST EFFECTIVE AND QUALITY PRODUCT/SERVICE

The constituent Councils and the Tayside communities served by Tayside Contracts are
entitled to expect a high quality service at a reasonable cost thereby making the best use of
funds. To deliver this it is essential we have i) a robust financial budgetary and monitoring
process ii) cost effective support services iii) effective management of sickness absence iv)
an independent assessment of the quality of services provided and v) a well-trained and
motivated workforce.

i) Financial budgetary and monitoring process

2005/06 saw further refinements in the budgetary process which was introduced within
Tayside Contracts in 2004/05, involving all the senior managers within the
organisation. Allied to this has been an improved monthly monitoring process which
has involved all the operational managers of the units. These revised processes have
worked well during the year and have improved the time taken to prepare the annual
accounts.

It is essential for Tayside Contracts to invest in new equipment and technology if it is to
continue to provide cost effective quality services. To enable this to be properly planned and
prioritised we have had a five year investment strategy in place since 2003.
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The main areas of investment in 2005/06 were:

£797k - Winter maintenance vehicles and equipment
£593k - Operational vehicles and equipment

£125k - Small plant and equipment

£257k - Collace quarry recycling plant

£ 65k - IT equipment

£130k - Cleaning unit equipment

ii) Cost effective support services

As in any business it is important to control costs and one way that Tayside Contracts
does this is to provide the majority of its support services in-house. The main ones
being finance, administration, personnel, payroll, training, IT and Quality. However,
there are a number of areas which are more effectively delivered by buying them in, as
and when required, these being legal, banking, insurance and payroll processing.
These services are bought in from Dundee City Council.

In conjunction with the constituent Councils and in line with the Scottish Executives
initiatives we are continuing to look for further cost savings and efficiency gains from
shared services.

iii) Tayside Contracts recognises sickness absence as a major cost area which must be
managed effectively. As part of this process 72 managers / supervisors attended
specific sickness absence management training events during 2005/06 which were
designed to equip them with the necessary skills to take more ownership of the more
routine sickness absence management cases.

iv) Independent assessment of the quality of services provided

The quality of all the products / services
delivered by Tayside Contracts is at the
very heart of the vision for the
organisation.  This year has seen a
continuation of the development of our
management systems which will assist
in the improvement of the products /
services we deliver to our customers.
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Tayside Contracts has achieved the international quality management standard 1SO
9001:2000 for a selected number of activities within our Construction division. In
addition, most of these are also accredited to the more stringent national sector
schemes as approved by the Highways Agency and / or the Scottish Executive.

The areas of operation which are accredited are:

Vehicle restraint systems to sector scheme 2B

Road marking to sector scheme 7

Static temporary traffic management to sector schemes 12A and 12B
Mobile temporary traffic management to sector scheme 12C

Sign manufacturing

Road surfacing

Winter maintenance (for trunk roads operations only)

The plan as mentioned in last year’'s report is to develop an integrated management
system which will combine quality management, environmental management and
health and safety management systems by extending accreditation for ISO 9001 and
ISO 14001 and introducing OHSAS 18001 to cover all Tayside Contracts operations,
and we are well on the way to achieving this.

V) Well trained and motivated workforce

The success of Tayside Contracts is due entirely to the
people who work for us. Our training strategy therefore
understandably focuses on our commitment to develop a
more highly skilled and flexible workforce. In the main
training is delivered by our own training centre.

Tayside Contracts is proud to have the Investors in People
(liP) award. This award is generally viewed as a robust
indicator of sound staff management.

It is a national accreditation scheme covering a wide range
of personnel practices such as employee appraisal and
development, and communication.

A training session in progress

While all the units within Tayside Contracts were previously accredited by Investors in
People, 2005/06 saw us achieve corporate accreditation.

Corporate accreditation demonstrates that Tayside Contracts has continued to improve
upon the ways in which we support and deliver our business objectives.

In 2005/06 Tayside Contracts invested £289,300 in training as detailed in the following
chart:
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£34,500 £32,500

£222,300

O Facilities Services  m Construction Division B Support Services

PARTNERSHIPS

During the year we continued to build on the concept of partnering whereby we utilise the
skills, specialist equipment and materials of all concerned to provide a better service for our
customers.

The partnering we are involved in comes in many guises for example public / public, public /
private, public / public / private etc. Indeed, Tayside Contracts is one of the best examples of
local authorities working together for the benefit of the public.

This year has seen a humber of significant developments in our partnering relationships, the
main ones being:

Dundee Street Lighting — this commenced at the start of 2004 as a one year pilot with all
the staff being located in one office in Fairmuir depot. This has been so successful that
Dundee City Council has decided, under best value, to enter into a new three year
agreement.

Perth Street Lighting — following a best value review a similar scheme has been adopted in
Perth with all the staff located in our Craigiehaugh depot.

Due to the success of the aforementioned partnering arrangements Dundee City Council
and Perth and Kinross Councils have agreed to extend their partnership with Tayside
Contracts by combining the two existing partnerships into a single partnership initially for a
period of three years.

West Lothian — while this contract was won competitively for three years, nevertheless the
work is being carried out on a partnership basis. Not only are we undertaking the road
maintenance works but we are, for the first time, providing a full design and build service.
The success of this partnership has been such that it has now been extended for a further
year.
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Tayside Contracts’ management team working in West Lothian

School Catering and Cleaning — due to the falling school rolls, rationalisation of school
properties and healthy eating initiatives it has been agreed with Perth and Kinross that we
investigate the benefits which can be achieved by entering into a partnering agreement to
deliver these services. Initial partnering workshops took place in February and March
2006 to commence this process.

RESPONSIVE ORGANISATION

Our aim is to create a responsive organisation which has the flexibility to quickly and
effectively respond to the needs of our customers. In addition to this we aim to take
responsibility for our decisions and our operations.

To achieve this we require a flexible and committed workforce which is well trained to meet our
service requirements. Elsewhere in my report you will see that we spent £289,300 on training
employees during 2005/06 and how this was split up. However, it is appropriate to expand on
how our training strategy fits into being a responsive organisation.

Our training strategy is underpinned by our drive to develop a competence culture within the
organisation. There are many ways in which we are developing a competence culture,
including supporting employees to achieve recognised qualifications including SVQs, ILM
leadership, Construction Skills Certification.

The quality of the training centre is demonstrated by it being accredited to deliver courses by:

British Sign Graphics Association

Scottish Qualifications Authority

Royal Environmental Health Institute of Scotland

Highways and Construction Training Association

Institute of Leadership and Management

Road Surface Dressing Association (achieved during 2005/06)

Some of the ways in which we contribute to being a responsive organisation and support this
are:
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Equality and Diversity

During 2005/06 we satisfied the criteria required to retain our ‘Positive About Disabled People’
status and further developed our Race Equality Scheme, the final phase of which was
implemented in January 2006. We were particularly encouraged by the positive response to
surveys of ethnic action groups and our own employees which were carried out in 2004 and
confirmed Tayside Contracts as a ‘race—positive’ employer.

Work / Life Balance

Tayside Contracts is committed to developing and implementing innovative solutions to
work/life balance issues. A range of ‘family friendly’ policies have been developed to ensure
compliance with the requirements of the Employment Act 2002. A joint working group has
been established which devised a revised system and cost effective allowances for winter
maintenance standby which complied with Working Time and Drivers Hours Regulations and
adhered to the spirit of the work/life balance agenda. Other similar type working groups are in
the process of being established.

Environmental

Our aim is to minimise the environmental impact of our operations wherever possible through
making the maximum use of recycled materials and minimising the amount of material we
dispose of in landfill sites.

A good example of what we are attempting to achieve is the hot mix recycling plant at Collace
Quarry which was installed in 2003/04 and came on line fully in 2004/05 the full benefits of this
were achieved in 2005/06. This enables road planings, some of which would previously have
been disposed of in landfill sites, to be added into the mix of new asphalt material. Up to 20%
in weight of recycled materials is put into the mix replacing 20% of virgin aggregate.
Additional benefits are savings in aggregate tax and environmental impact associated with the
blasting of virgin rock.

We are currently working with the University of Dundee through a Knowledge Transfer
Partnership to develop new materials based on cold mix technology. The benefit of this type
of material will be that it is composed of entirely recycled aggregates, which is mixed cold
thereby saving energy costs and giving a reduction in CO, emissions. The Laboratory work
was completed during 2005/06 with full scale trials due to commence in 2006/07.

Our commitment to the environment can be further exampled by Collace Quarry having
achieved the international environmental accreditation of ISO 14001:1996.

Information Technology

Keeping up to date with the developments in information technology is critical to the continuing
success of the organisation.

The introduction of a computer aided design system has benefited the street lighting
partnership in the more efficient transfer of drawings between parties. The use of this system
has also benefited our partnership with West Lothian Council by providing them with a design
and build option thereby offering the client a more cost effective service.
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Health and Safety

Tayside Contracts’ management continue to actively address our responsibilities as an
employer to provide a healthy and safe environment for all our employees. We are also
committed to the promotion of proactive health and safety management by creating a culture
which secures involvement and participation of employees at all levels.

An example of this positive approach is that, following the success of our inaugural Safety and
Health Awareness Day (SHAD) in October 2003, we once again held another successful
SHAD in October 2005, again fully supported by the Health and Safety Executive.

The 7 key areas focussed on were (1) Slips, Trips and Falls, (2) Mechanical Handling, (3) Site
Transport, (4) Traffic Management, (5) Dangers of Electricity, (6) Vibration and Noise and (7)
The Human Cost of Accidents. The objective of this day was to raise everyone’s awareness
of the risks and to think safety at all times.

INNOVATIONS

Innovation is the lifeblood of any organisation if it wants to continue to be successful in the
future.

With this in mind | have been developing a culture within the organisation which encourages
innovation from employees at all levels. This has been supported by management and
leadership development programs.

In my annual report last year | mentioned the success of the hot mix recycling plant at Collace
Quarry which made use of recycled asphalt planings in new asphalt material as a replacement
for virgin aggregate. We have during 2005/06 been taking the next step forward, at the same
time reducing the impact our operations have on the environment by developing a cold mix
material. To ensure that this is properly researched and developed we have entered into the
Department for Trade and Industry’'s Knowledge Transfer Partnership Initiative. The partner
we have chosen to work with under this initiative is the University of Dundee with our bitumen
supplier NYNAS being a sub partner.

In common with other local government organisations we have to meet the targets for e-
government and e-procurement which have been set.

There are many examples within Tayside Contracts of how this is being achieved. Three
examples are worthy of some more detail, namely:

1) On line job applications — Not only can a prospective employee download job application
forms off the internet but they can also complete them and submit them to us on line.

2) Virtual Procurement Cards — The Catering Unit previously had to deal with over 30,000
invoices a year. We have commenced a pilot virtual procurement card in the Perth and
Dundee areas, initially with one of our major suppliers which will substantially reduce the
number of invoices.

3) Single personnel data — Previously we had a number of databases which were not linked
for storing all our personnel information including employees’ records, training, health and
safety. A new system has been established which links and stores all the information and
which can be accessed by appropriate staff through our intranet.

10
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EXPANDING WORKBASE

Many new opportunities exist for Tayside Contracts through the Local Government in Scotland
Act 2003 and the continuing move towards Public Private Partnership (PPP), particularly in
Education.

This has already borne some fruit with us winning work in West Lothian which during 2004/05
has developed into a three year strategic partnership to assist them in delivering a large
programme of roads and footways reconstruction work.

We have now priced the three PPP tenders for school cleaning work in the three constituent
Council areas and are waiting to hear the outcome of this process.

FUTURE OPPORTUNITIES AND RISKS

Due to the changing environment in which Tayside Contracts operates | considered it
necessary for the organisation to modernise. This modernisation process will take a number
of years to complete but it is essential that the framework for achieving this is clearly
established.

The first stage in this process is to establish a new business plan embedding the framework
for modernisation within it.

To ensure the robustness of both the process and the final business plan | deemed it
important that senior officers from each of the constituent Councils were involved in the
process.

The new business plan was developed throughout 2005/06 and the Convener, Vice Convener
and Vice Convener (Elect) of the Joint Committee were involved in the consultation process as
were the Chief Executives of the constituent Councils.

The new five year business plan running from 2006 to 2011 was approved by the Joint
Committee at its meeting on 20 March 2006. There are a number of issues identified within
the business plan which will have a significant impact on Tayside Contracts and ultimately the
constituent Councils. The main ones which | need to outline in this report are:

The resolution of the equal pay issue

The completion of the Single Status / Job Evaluation exercise coupled with the introduction
of a new pay and grading structure

Where the income will come from to fill the income gap

Equal Pay

The issue of equal pay is one of the most significant challenges facing public sector
employees at present both in ensuring that Tayside Contracts’ revised pay and grading
structure is free of gender bias and compensating employees for previous inequalities.

Tayside Contracts, in conjunction with the constituent Councils has been working closely with
the trade unions to reach a settlement on back dated equal pay claims. An offer of settlement
will be made to the trade unions early in 2006/07 with the aim being to have settled with all the
employees involved by the end of September 2006. The work associated with this offer of
settlement has caused a slight delay in the introduction of the new pay and grading structure
associated with Single Status / Job Evaluation.

11
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Single Status / Job Evaluation

To ensure that Tayside Contracts has no ongoing liability in relation to future equal pay claims
it is essential that a new pay and grading structure free of gender bias is established at the
earliest opportunity possible.

The job evaluation exercise associated with this whole process using the nationally agreed
scheme has been a mammoth task for Tayside Contracts. It is anticipated that by the end of
September 2006 we will be in a position to put our new pay and grading structure proposals to
the trade unions with a view to achieving an early implementation date thereafter.

Closing the Income Gap

Based on the information currently available from the constituent Councils there is a growing
income gap which has been identified over the 5 year life of the business plan. The challenge
for the management of Tayside Contracts will be to both close this gap and also reduce
expenditure through both efficiency savings and productivity improvements. The new
business plan lays down a framework for the achievement of this.

lain C Waddell
Managing Director
16 June 2006

12



FACILITIES SERVICES OPERATIONAL REPORT

Objectives

Facilities Services aims to provide a quality catering and cleaning service to
the three constituent Councils and other customers which is cost effective
and maintains the high standards expected by our clients and consumers. It
strives, through the pursuit of partnership working, to provide best value for
the long term benefit of the Councils and the communities they serve.

lan Shepherd
Head of DSO

General

The year has again been full of challenges with a high degree of success but nevertheless in
some areas the challenges still remain. The challenge which has been the most problematic to
overcome for both cleaning and catering is the recruitment and retention of sufficient
employees to be able to meet the service requirements of our customers. There is an ever
decreasing pool of labour willing to undertake the work at the relatively low rates of pay which
is likely only to increase the challenge in the future. In addition the requirement to have all
employees working in an educational establishment Disclosure (Scotland) checked
exacerbated these difficulties. However significant progress was made during the second part
of the year in improving the position particularly due to an innovative approach to advertising
cleaning and catering vacancies and the repackaging of work. In addition the attrition rate
relating to job turnover has almost halved over the year. Efforts will continue to be made to
seek innovative ways of overcoming these challenges.

Efforts were made, with some success, to tackle and reduce absence levels particularly in the
areas where the levels were highest. In addition there was heavy investment in training for the
employees at all levels to increase the skills level and assist in productivity improvements.

New partnership agreements have been forged with some clients and suppliers with a view to
improving the overall catering and cleaning service to the customers.

The major challenge of the PPP for schools programme continued during the year with all
three constituent Councils continuing with major school replacement and refurbishment plans.
Catering is being excluded (‘carved out’) from these contracts but cleaning is being included in
the PPP contracts. All three Councils required the contractors to seek a cleaning sub contract
price from Tayside Contracts by way of a Mandatory Variant (MV) bid, but there has been
mixed success. Final confirmation of the outcomes of the tender processes will be known
later in the year.

Catering

The year was particularly difficult in terms of workload for the catering unit. The unit has been
faced with falling school rolls in Dundee and reduced free meal registration in the Dundee and
Perth & Kinross areas.

Both of these issues had a big impact on the level of sales. However, it is apparent that two
other factors which have contributed are reaction to the Hungry for Success menus in some
locations and the public perception of school meals following the screening of the Jamie Oliver
programmes twice during 2005. It is impossible to be precise about the exact impact each of
these factors is having on the uptake of meals but it is disappointing to note their effect and in
particular the reaction to the television programmes.

13
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Tayside Contracts has always prided itself in adopting an holistic approach to the provision of
a well balanced relatively healthy school meal service. There is no doubt that these issues
have detrimentally affected the overall financial performance of the catering service for the
year.

However the year continued with the division and the three Councils working in partnership to
develop a value for money service which meets the requirements of the ‘Hungry for Success’
criteria laid down by the Scottish Executive. This was the first full year of the new menus
developed to meet the recommendations for healthier eating in all primary schools. Initially
there was a negative reaction in some areas but as the year progressed the sales recovered in
which case the initial reduction can be laid at the door of the bad publicity generated by the
television programmes.

In anticipation of the introduction of the ‘Hungry for Success’ criteria in secondary schools by
December 2006 work continued throughout the year to revise menus and remove less healthy
items. This has had a significant impact on the level of sales, which suggests that the full
implementation of the recommendations will have to be flexible in order to minimise the
negative impact on sales. Nevertheless, it was encouraging to note that the numbers of pupils
making healthier choices increased markedly. It is clear from this initial evidence that although
it will take some time to fully achieve the recommendations, the healthy agenda should
ultimately be successful in improving the dietary standard of school children.

More schools’ cashless systems were augmented by the introduction of ‘smart cards’ which
gives added value to the swipe card by permitting multiple applications for the cards.
Unfortunately this is having a negative impact with some children in relation to the cost of
‘replacement cards’ with a consequential impact on the level of sales. However there was
more investment in dining rooms refurbishment which, in improving the ‘dining room
ambiance’, assists with sales.

‘Tay Cuisine’ our state of the art cook-chill production unit in Dundee completed its third full
year of operation and although not operating at anything like full capacity the meal sales
increased significantly. It produces meals of the highest quality for the welfare sector and
operates to very high standards. The unit has implemented a ‘full blown’ HACCP system which
will be externally accredited early in the next year and will be at the forefront of the industry in
this regard. The unit gives us considerable scope to develop and shape the future of the
welfare meals service throughout the wider Tayside area.

The catering division continues to push forward the boundaries of
excellence in public sector catering with Lynne Howe winning the
national final of LACA’s School Chef of the Year competition. This
was a magnificent achievement by Lynne who was also presented
with the Chair of ASSIST Award in recognition of her achievement.
In addition Margaret Morris was placed third in the Quality Meat
Scotland School Cook of the Year competition.

Lynne Howe

14
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Cleaning

This has been a good year for the Cleaning unit as overall workload increased.

The cleaning of communal areas in
tenements in Dundee has proved very
successful and continues to expand. It is
proving to be a worthwhile service for the
customers and is well received.
Accordingly it has considerable potential.
In addition the division has introduced a
computer cleaning service which is
proving to be very popular with our clients.
Again this is a service which has
considerable potential.

Communal Area Cleaning Squads

As in previous years planned productivity improvements were implemented in some of the
400+ premises for which a cleaning service is provided. These improvements are carried out
in accordance with the agreement of the Trade Unions. The productivity improvements were
enhanced by the continued investment in new cleaning machines and products which is vital
to ensure that Tayside Contracts is in the vanguard of the industry.

There have been some difficult challenges associated with the cleanliness of a limited number
of schools, particularly during the winter period. This has been primarily associated with the
chronic recruitment and retention difficulties in the particular localities and the difficult environs
in and around the schools. Steps were taken which are still ongoing to raise the level of
cleanliness of the premises to an acceptable level. It should be noted that the vast majority of
premises are cleaned to that acceptable level at all times.

An example of this is that during the year some of our
employees won BICS'’s (British Institute of Cleaning Science)
awards for the whole of Scotland. These awards are
competed for by the whole industry and are not limited to the
public sector. In particular the employees at St Thomas
Primary School, Arbroath who were runners up in the small
unit category.

Robina Heard and Lorraine MacLeod
St Thomas PS, Arbroath

The introduction of the BICS colour coding system during the year brings us into line with the
National Standards and will assist in the drive to avoid cross contamination. In addition there
was significant investment in new and innovative machinery which will assist in keeping the
cleaning unit at the forefront of industry developments.

Future

The future holds many challenges for Facilities Services within Tayside Contracts not least of
which is the workload concerns relating to the PPP schools projects.

15



FACILITIES SERVICES OPERATIONAL REPORT

Nevertheless, there are opportunities, with the relaxing of the trading rules, to increase
workload in other areas particularly associated with the cleaning of communal areas in
tenements and the provision of additional welfare meals. However the catering service will be
faced with further reductions in school rolls.

Major focus will be put on continuing to resolve the challenge in recruiting and retaining
sufficient employees from the decreasing labour pool in order to continue to provide the
required level of service. This will involve the further repackaging of work and more flexibility in
employment contracts and will need to be carried out in conjunction with the trade unions. As
part of the strategy to meet this challenge significant emphasis will remain on employee
training at all levels. It is vital, in order to improve recruitment and retention, that Tayside
Contracts is regarded as a good employer who is prepared to invest in its employees.

Tayside Contracts will continue to seek improvements in all spheres of its Facilities Services

operations to continue to provide a quality service and best value for all of its customers
particularly the three Councils.

16
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3 Year
2003/04 2004/05 2005/06 Total
£'000 £'000 £'000 £'000
Income
15,205 16,307 Charges to Constituent Councils 16,800 48,312
109 105 Charges to Internal Users 114 328
722 461 Other Income 481 1,664
16,036 16,873 17,395 50,304
Expenditure
10,103 10,651 Direct Labour 11,050 31,804
2,869 2,992 Direct Purchases 2,960 8,821
2,881 3,118 Overheads 3,167 9,166
- 3 Capital Charges 8 11
46 54 Interest on Revenue Balances 68 168
15,899 16,818 17,253 49,970
137 55 Net Surplus / (Deficit) from Normal Trading 142 334
Exceptional Items
- - Settlement Cost of Equal Pay Claims 6,430 6,430
Reimbursement of Equal Pay Costs
- - by Constituent Councils (6,430) (6,430)
137 55 Net Surplus / (Deficit) 142 334

The financial objective set by the Local Government in Scotland Act (2003) determines that
each Statutory Trading Account must break even over a rolling three year period. The year to
31 March 2006 is the third year in which the financial objective may be measured.

Facilities Services earned a surplus of £142k in 2005/06, and has achieved a cumulative
surplus of £334k over the three years 2003/04, 2004/05 and 2005/06, thereby achieving the
financial objective.

The surpluses have been achieved after applying increased charges resulting from the
application of Financial Reporting Standard 17 (Retirement Benefits), which has the effect of
reducing the trading surplus by £74k in 2005/06.

The cumulative impact of FRS 17 over the three year period is an additional notional charge of

£251k, thus reducing the surplus earned from £585k to £334k reported in the Statutory
Trading Account.
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CONSTRUCTION DIVISION OPERATIONAL REPORT

Objectives

The Construction Division aims to provide products and services that meet all the
requirements of our customers. We aim to achieve this first time, on time and to provide all our
customers with Best Value.

General

2005/2006 proved to be a year of highs and lows with the highs outweighing the lows —
thankfully! The low point came quite late in the year with BEAR (Scotland) Limited, our client
for trunk road works, terminating our partnering arrangement for the North East Unit. The
decision to terminate came after BEAR had lost the North West Unit contract to Scotland
Transerv, a new provider. The decision to terminate came out of the blue and was
disappointing to say the least. Another low was the amount of surfacing failures that occurred
during the winter period. Extensive research and analysis identified a combination of factors
that contributed to the failures and remedial measures where put in place.

The highs, of which there were quite a nhumber, came in the form of a brand new depot at
Blairgowrie, the largest lane rental contract yet undertaken, continuing work in West Lothian
and the beginning of a new partnering project with Dundee City Council for the provision of a
road maintenance service.

The building of a new supermarket store in Blairgowrie produced welcome benefits for the
Division. The new store was built on the site of the old depot and a new purpose-built depot
was created at a new location. A significant additional benefit was the work that was picked up
at the new store site and also at the new depot. Despite initial teething problems with the new
depot it is a vast improvement on the old depot.
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CONSTRUCTION DIVISION OPERATIONAL REPORT

The largest lane rental contract yet undertaken was
secured and undertaken on the M90 Perth Southern
Bypass. The contract involved 24 hour shift working
and saw the largest tonnage of surfacing material laid in
a single shift to date. Successful lane rental contracts
are achieved through teamwork and this was an
attribute tested and delivered in abundance.

24 Hour Working on M90

West Lothian Council continues to support the Division with substantial maintenance
contracts. This is the second year that works have been undertaken and despite a marked
change to the character of the work it is still of benefit to the Division to be there.

It is pleasing to note the extension of partnering arrangements with Dundee City Council. After
a very successful street lighting partnership a new arrangement for the delivery of road
maintenance began with a view to longer term partnering for this service.

Between the highs and the lows came the work that the Division delivers day in and day out,
the cyclic, routine and winter maintenance operations that the public take so much for granted.
The Division continues to be one of the best road maintenance providers in the country and
that is due to the excellence of those who deliver the service for the benefit of the community
they serve.

Future
Future years will present the Division with a widening income gap as construction inflation
bites into static budgets. If we are to ‘excel and grow’ in accordance with our business plan

then the focus will be on securing more work from other sources. The challenge is one to
which the Division will rise and meet with its usual enthusiasm and commitment.

19



CONSTRUCTION DIVISION TRADING ACCOUNT

3 Year
2003/04 2004/05 2005/06 Total
£'000 £'000 £'000 £'000
Income
28,896 27,653  Charges to Constituent Councils 26,527 83,076
5,477 8,198  Other Income 11,824 25,499
34,373 35,851 38,351 108,575
Expenditure
9,661 9,940  Direct Labour 10,360 29,961
9,983 9,528 Direct Purchases 10,369 29,880
4,570 4,881  Sub-contractors 5,517 14,968
1,580 1,650 Transport and Plant Hire 1,630 4,860
7,370 8,515  Overheads 9,197 25,082
729 819  Capital Charges 867 2,415
105 121 Interest on Revenue Balances 150 376
33,998 35,454 38,090 107,542
375 397  Net Surplus / (Deficit) 261 1,033

The financial objective set by the Local Government in Scotland Act (2003) determines that
each Statutory Trading Account must break even over a rolling three year period. The year
to 31 March 2006 is the third year in which the financial objective may be measured.

Construction Division earned a surplus of £261k in 2005/06, and has achieved a cumulative
surplus of £1,033k over the three years 2003/04, 2004/05 and 2005/06, thereby achieving
the financial objective.

The surpluses have been achieved after applying increased charges resulting from the
application of Financial Reporting Standard 17 (Retirement Benefits), which has the effect of
reducing the trading surplus by £111k in 2005/06.

The cumulative impact of FRS 17 over the three year period is an additional notional charge

of £405k, thus reducing the surplus earned from £1,438k to £1,033k reported in the Statutory
Trading Account.
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FOREWORD TO THE ACCOUNTS

This foreword is intended as a comment on the financial position of Tayside Contracts, as
presented within the Statement of Accounts for the financial year 2005/06.

Accounting Policies (see pages 24 to 27)

The Statement of Accounting Policies sets out the basis upon which the Financial
Statements have been prepared, and explains the accounting treatment of both general and
specific items.

The Accounting Statements (see pages 28 to 46)

Consolidated Revenue and Appropriation Account:

sets out the actual net operating surpluses/(deficits) generated by the Divisional operations
of Tayside Contracts, the appropriations from reserves and the surplus payable to the
constituent Councils.

Consolidated Balance Sheet:
represents the overall financial position of Tayside Contracts at 31 March 2006, all inter-
divisional balances having been eliminated on consolidation.

Statement of Total Movements in Reserves:
brings together all recognised gains and losses during the period, separating the movement
between revenue and capital reserves.

Cash Flow Statement:
details the inflows and outflows of cash arising from revenue and capital transactions.

Statement of Responsibilities (see page 48)

This statement sets out the main financial responsibilities of the Joint Committee of Tayside
Contracts and the Proper Officer.

Major Changes in Accounting Policy

Tayside Contracts continues to adopt the accounting policies recommended by the
Chartered Institute of Public Finance and Accountancy (CIPFA) and the Local Authorities
(Scotland) Accounts Advisory Committee (LASAAC).

A change in accounting policy has been introduced in 2005/06, whereby depreciation is now

charged from the date at which an asset is brought into use. Previously no depreciation was
charged in the year of acquisition of an asset.
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FOREWORD TO THE ACCOUNTS

Trading Performance

The Consolidated Revenue and Appropriation Account shows a surplus of £589k (£765k in
2004/05) for distribution to the constituent Councils, after transferring £90k to the General
Reserve. This has been achieved against a background of difficult trading conditions for
Catering, while Cleaning and Construction have performed consistently above budget
throughout the year, the latter benefiting in particular from a high level of activity in the final
guarter of the year.

Surpluses are payable to the constituent Councils in accordance with the revised profit
sharing percentages approved by the Joint Committee on 8 May 2006.

Construction Division achieved a trading account surplus, after Capital Charges and Interest
on Revenue Balances, of £261k (£397k in 2004/05). Facilities Services achieved a surplus
of £142k (£55k in 2004/05). It should be noted that these results have been achieved
despite an overall adverse impact to Tayside Contracts of £208k as a result of the
application of Financial Reporting Standard (FRS)17 (Retirement Benefits), of which £185k
directly impacts on Construction and Facilities Services Statutory Trading Accounts.

The financial objective set by the Local Government in Scotland Act (2003) requires that
each Statutory Trading Account must break even over a rolling three year period. 2005/06 is
the third year of reporting Statutory Trading Accounts, and is therefore the first year in which
the financial objective applies. For the three year period covering 2003/04, 2004/05 and
2005/06 the Construction Division Statutory Trading Account shows a cumulative surplus of
£1,033k, having reported surpluses of £375k, £397k and £261k for each year respectively.
Facilities Services Statutory Trading Account for the same period reports a cumulative
surplus of £334k, having reported surpluses of £137k, £55k and £142k for each of those
years. Both Divisions have therefore achieved their statutory financial objective.

Provision has been made within the Facilities Services Statutory Trading Account, and in the
Consolidated Revenue Account for the estimated settlement cost of equal pay claims. The
cost provided for amounts to £6,430Kk, including all tax and National Insurance costs and
legal expenses. This cost has been offset by an allowance for reimbursement of the full
amount by the constituent Councils, therefore leading to a neutral effect in the accounts of
Tayside Contracts.

Balance Sheet

The major movement in the Balance Sheet from March 2005 is a reduction in the Pensions
Liability and Pensions Reserve Accounts, following a significant increase in 2004/05. This
reduction reflects a significant increase in the Pension Fund asset value as a result of
increased contributions and in particular a strong investment performance. The increase in
asset value is partly offset by an increase in the value of the Pension Fund liabilities, largely
resulting from a movement in the corporate bond rate applied as the discount rate to
determine the present cost of future liabilities, moving from 5.4% in 2004/05 to 4.9% in
2005/06. The impact of these movements is a net reduction in Pension Liabilities of £4,992k.
Overall, at 31 March 2006, FRS 17 has an impact on the Balance Sheet whereby a net asset
value of £2,575k is offset by the notional pension liability of £15,557k and deferred charges
on finance leases of £1,168k to create a net liability position of £14,150k. The equivalent
figure for 2004/05 is a net liability of £19,361k.
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FOREWORD TO THE ACCOUNTS

The value of fixed assets has increased by £816k, predominantly reflecting the funding of
certain items of plant and fleet through finance leases, which require to be treated as assets
on the Balance Sheet.

Net current assets are marginally lower than the value at March 2005. Debtors (excluding
equal pay reimbursement) and Creditors balances at 31 March 2006 both show a reduction
over the previous year, despite the high workload towards the financial year end. Stock and
Work In Progress balances show a small reduction against 2004/05, while provisions for
potential remedial work and future losses and liabilities also show a small reduction. The
estimated cost of equal pay settlements (£6,430Kk) is included as a provision on the Balance
Sheet, and is compensated by inclusion of the same amount as a debtor reflecting full
reimbursement from the constituent Councils.

Cash Flow Statement

The Cash Flow Statement shows a net outflow of cash during 2005/06 of £2,277k. The
major influences behind this movement are an inflow of £964k generated by revenue
activities, offset by cash outflows to meet financing charges, capital expenditure and in
particular the repayment to the constituent Councils of £2,513k for surpluses earned in
previous years. This has resulted in a bank overdraft position of £3,804k at 31 March 2006,
an increase of £2,277k from the overdraft of £1,527k at 31 March 2005.
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STATEMENT OF ACCOUNTING POLICIES

General

The Statement of Accounts has been prepared in accordance with the Code of Practice on
Local Authority Accounting in the United Kingdom 2004 (ACOP), a Statement of
Recommended Practice (SORP) issued jointly by the Chartered Institute of Public Finance
and Accountancy (CIPFA) and the Local Authority (Scotland) Accounts Advisory Committee
(LASAAC). The Statement of Accounts are intended to present fairly the financial position
and transactions of Tayside Contracts and have been prepared in accordance with the
fundamental accounting principles of relevance, reliability, comparability, understandability,
materiality, accruals, going concern and primacy of legislative requirements.

Income and Expenditure

The accounts have been prepared on an accruals basis, that is income and expenditure are
recognised as they are earned or incurred, not as money is received or paid. All specific and
material sums payable to and due by Tayside Contracts as at the end of the financial year
are brought into account, and accruals are made in respect of further material items.

Fixed Assets

Tayside Contracts has fully implemented the capital accounting requirements of ACOP. The
purpose of these requirements is to improve asset management and give better information
about the value of capital assets. Fixed assets have been included in the Balance Sheet at
the lower of net current replacement cost or net realisable value.

Capital Charges to Trading Accounts

The capital charges made to the Trading Accounts, equate to the sum of depreciation
(where applicable) plus a notional interest charge based on the net amount at which the
fixed asset is included in the Balance Sheet. The notional rate of interest used is 3.5%.

The capital charges and loan charges are netted within the Consolidated Revenue and
Appropriation Account.

Capital Expenditure

All expenditure on the acquisition of buildings, vehicles, plant, furniture and equipment is
capitalised in the Balance Sheet, initially at cost.

Capital Receipts

Capital receipts arising from the sale of assets are credited initially to the Usable Capital
Receipts Reserve. Thereafter, the proportion applied to fund new capital expenditure is
transferred to the Capital Financing Account.

Depreciation — Owned Assets

Depreciation is calculated on a straight line basis over the useful life of the assets. The
accounting policy has been changed in 2005/06 such that depreciation is now charged in the
year of acquisition from the date at which the asset is brought into use. This approach is
consistent with the treatment of assets acquired under finance leases.
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STATEMENT OF ACCOUNTING POLICIES

Depreciation — Finance Leases

Depreciation is calculated on a straight line basis over the period of the lease. Depreciation
is charged in the first year of the lease, from the date at which the lease becomes effective.

Operating Leases

Operating lease costs are charged to revenue over the period of the lease on a straight line
basis.

Finance Leases

Finance lease costs are charged to the Trading Accounts over the period of the lease.

Overhead Costs

Costs of support services are recharged to relevant divisions on an agreed percentage
based on the most appropriate assessment of usage for each support service throughout
the financial year.

In accordance with ACOP, costs relating to the Corporate and Democratic Core and Non
Distributed Costs are shown separately and not allocated to any particular service.

Revenue and Capital Debtors and Creditors

All specific and material sums payable to and due by Tayside Contracts as at 31 March 2006
have been brought to account. Where actual costs are not known estimates are included,
although none of these are deemed to be significant.

Stock and Work In Progress

Catering stock has been included at replacement value from supplier’s list prices, (this value
is not materially different from original cost).

Construction and vehicle maintenance stocks have been stated in the accounts at the lower
of average cost or net realisable value.

Work In Progress is measured at the value of work unbilled at 31 March 2006.

Pensions

Dundee City Council administers the Tayside Superannuation Fund on behalf of various
scheduled and admitted bodies. Tayside Contracts is recognised as a scheduled body within

the superannuation regulations and therefore its employees can be admitted to the fund.

Tayside Contracts is required to comply fully with Financial Reporting Standard 17
(Retirement Benefits). The main objectives of FRS 17 are to ensure that:

financial statements reflect a fair value of pension assets and liabilities

the operating costs of providing retirement benefits to employees are recognised in
the period in which they are earned, and related finance costs and changes in value
of the assets and liabilities are reflected in the period in which they arise, and
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STATEMENT OF ACCOUNTING POLICIES

the financial statements contain adequate disclosure of the cost of providing
retirement benefits and the related gains, losses, assets and liabilities.

This means that, instead of charging the actual pension contributions paid in the year to the
Trading Accounts, as was the convention prior to the application of FRS 17, an actuarial
valuation of the current cost of service is charged. Past cost of service is charged to the
Consolidated Revenue and Appropriation Account as Non Distributed Costs.

This current and past cost of service is adjusted by the expected return on the Pension
Fund’'s assets and interest on the pension scheme liability. A Pensions Reserve and a
Pensions Liability have been set up in the Balance Sheet, the value determined by the
independent actuary. To negate the effect of charging notional pension costs against the
Consolidated Revenue and Appropriation Account, an appropriation is made from the
Pensions Reserve to equalise the charges, the impact on Consolidated Revenue and
Appropriation Account therefore being neutral.

As Tayside Contracts currently has a small fixed asset base, the creation of a largely
notional Pensions Liability leads to an overall net liability in the Balance Sheet. The liability
is notional in as much as all future liabilities in the Pension Fund will be met by Tayside
Contracts based on the actuarial valuation of contributions due.

Insurance

Expenditure included in the Statement of Accounts relates primarily to premiums paid, policy
excesses and settlement of claims where Tayside Contracts has self-insured its liability.

Provisions

Provision has been made in the respective income accounts for bad debts. Provisions other
than bad debts are explained in the notes to the Consolidated Balance Sheet. A provision
has also been made for the estimated reinstatement costs associated with the lease
terminations on both Boysack and Collace Quarries.

Provision has also been made for the estimated settlement cost of equal pay claims. The
cost of equal pay settlements has been estimated by calculating the potential liability for
each affected employee based on length of service up to a maximum of 5 years, contracted
hours of work and pay grade, from which a settlement offer was then made to those
employees. The provision allows for a full uptake of the settlement payments offered. This
provision has been entirely offset by an allowance for full reimbursement by the constituent
Councils.

Renewal and Repair Fund

A Renewal and Repair Fund was established in 2004/05 with an initial transfer of £100k as a
means of contributing towards future potential expenditure on property repairs, IT and other
equipment renewals. No further transfers have been made to this fund in 2005/06, other
than the addition of notional interest earned during the year.

VAT

All Income and Expenditure included in the accounts is exclusive of VAT, except where VAT
is irrecoverable.
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STATEMENT OF ACCOUNTING POLICIES

Reserves

Tayside Contracts maintains a number of reserve funds for purposes outwith those classified
as provisions. Full details are given in the Statement of Total Movements in Reserves.

Treatment of Surpluses/Deficits

An element of profit is included in each tender where possible and any profit made at the
end of the year is used to fund capital expenditure (CFCR), transferred to the constituent
Councils at an agreed amount, and any remaining surplus transferred into reserves. In the
event of a deficit arising, it would be met first from any available reserves and secondly by a
contribution from each constituent Council.

Consolidation

The Consolidated Revenue & Appropriation Account, Consolidated Balance Sheet, Cash
Flow Statement and Statement of Total Movements in Reserves reflect all the functions and
activities of Tayside Contracts. All interdivisional transactions have been eliminated on
consolidation.
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CONSOLIDATED REVENUE AND APPROPRIATION

ACCOUNT

REVENUE & APPROPRIATION ACCOUNT FOR THE YEAR ENDED 31 MARCH 2006

2004/05 2005/06
£'000 £000 £'000 £'000
NET (INCOME)/ GROSS NET (INCOME)/
EXPENDITURE EXPENDITURE INCOME EXPENDITURE
TRADING ACCOUNTS
(518) Construction 37,940 (38,351) (411)
(109) Facilities Services 17,071 (17,281) (210)
) Exceptional Cost — Equal Pay 6,430 ) 6,430
Settlement
Reimbursement of Equal Pay
) Settlement Costs (6,430) ) (6,430)
(627) 55,011 (55,632) (621)
UNAPPORTIONABLE COSTS
48 Corporate and Democratic Core 59 - 59
91 Non Distributed Costs 109 - 109
139 168 - 168
(488) NET OPERATING INCOME 55,179 (55,632) (453)
Net Income on Asset Management
(174) Revenue Account (281)
240 Pensions Intere§t Cost and Expected 164
Return on Pensions Assets
175 Interest on Revenue Balances 218
Payable
47) TOTAL NET INCOME (352)
APPROPRIATIONS
100 Contribution to/(from) Renewal and Repair Fund -
196 Contribution to/(from) General Reserve 90
(97) Contribution to/(from) Capital Financing Account 63
(917) Contribution to/(from) Pensions Reserve (390)
(765) SURPLUS FOR THE YEAR (589)
765 CONTRIBUTION TO CONSTITUENT COUNCILS 589




NOTES TO THE CONSOLIDATED REVENUE AND
APPROPRIATION ACCOUNT

1 Trading Operations

The Consolidated Revenue Account shows a surplus after Capital Charges have
been met, FRS 17 requirements applied and transfer into reserves of £90,000 has
been made. Financial Objectives are nhow measured over a three-year period under
the Local Government in Scotland Act (2003), with each Statutory Trading Account
required to break even over that period. 2005/06 is the third year of reporting
Statutory Trading Accounts, and therefore the first year to which the financial
objective applies. Both Construction Division and Facilities Services Statutory
Trading Accounts have achieved the statutory financial objective, reporting
cumulative surpluses of £1,033k and £334k respectively for the three years 2003/04,
2004/05 and 2005/06.

2 Estimating

All Tayside Contracts’ work was undertaken on the basis of a prior written statement
indicating either the charge for carrying out the work or how the charge would be
calculated.

3 Contributions to the Constituent Councils

For the financial year ending 31 March 2006, the constituent Councils agreed that the
total amount to be distributed was £589,000, and this amount has been apportioned
to the three constituent Councils in accordance with the agreed percentage split per
The Minute of Agreement as amended by resolution of the Joint Committee on 8 May
2006.

4 Extraordinary Items
There were no extraordinary items.

5 Exceptional ltems
The estimated settlement cost associated with equal pay claims has been treated as
an exceptional cost in the 2005/06 accounts. The best estimate of this cost is
£6,430k, including legal costs and all tax and National Insurance contributions. The
cost has been entirely offset by a credit to reflect full reimbursement of these costs by
the constituent Councils.

6 Operating and Finance Leases

During 2005/06, charges were made for operating lease rental payments of
£1,048,946 (2004/05 £1,071,186). The undischarged liability at 31 March 2006 is:

Due in 1 year £1,008,125
Due in 2-5 years £2,605,538
Due in more than 5 years £ 622,403

£4,236,066
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NOTES TO THE CONSOLIDATED REVENUE AND

APPROPRIATION ACCOUNT

8

During 2005/06, a Finance Lease credit of £74 (2004/05 charge £9,104) and Capital
Repayments of £161,473 (2004/05 £64,904) were made. The net future obligation
under Finance Leases as at 31 March 2006 is:-

Due in 1 year £135,072
Due in 2-5 years £610,828
Due more than 5 years £556,989

£1,302,889

In addition Contract Car Hire payments of £30,742 were made in 2005/06 (2004/05
£26,639) which were reduced by employee contributions of £17,266 (2004/05
£14,354) towards their agreed share. An undischarged liability of £79,440 remained
at 31 March 2006 (2005 £24,374).

Publicity Expenditure
Section 5 of the Local Government Act 1986 requires local authorities to keep a

separate account of expenditure on publicity. During 2005/06 the following
expenditure was incurred on publicity.

2005/06 2004/05

£000 £000

Recruitment Advertising 84 82
Other Advertising 4 5
88 87

Local Authority (Goods and Services) Act 1970

The accounts contain the following charges from the constituent Councils arising
from work that has been carried out under the above act during 2005/06.

2005/06 2004/05
£'000 £'000

Legal and Committee Services, Finance,
Personnel and IT Work 194 207
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NOTES TO THE CONSOLIDATED REVENUE AND
APPROPRIATION ACCOUNT

9

10

11

Asset Management Revenue Account

This account reconciles the charges for the use of fixed assets in the Trading
Accounts with the financing costs as a whole.

2005/06 2004/05

£000 £000

Capital Charges 875 822
Less

Depreciation — Owned Assets 257 314

Depreciation — Leased Assets 111 89

Consolidated Loans Fund Repayments 226 245

Balance to Consolidated Revenue Account 281 174

Pension Costs

In 2005/06 Tayside Contracts paid an employer's contribution of £2,451,000
(2004/05 £2,285,000) into the Tayside Superannuation Fund (which is a defined
benefits or final salary scheme) representing 15.7% (2004/05 15.5%) of total
pensionable pay. The contribution rate is determined by the Fund’'s Actuary based
on triennial actuarial valuations, the last applicable review being at 31 March 2005.
Under Superannuation regulations contribution rates are set to meet 100% of the
overall liabilities of the Fund. For the purposes of complying with FRS17 the actual
payments made were replaced by the Actuarial valuation of the Cost of Service
which was £2,465,000 (2004/05 £2,762,000) with a balancing adjustment made in
the Consolidated Revenue and Appropriation Account as a Contribution from
Pension Reserve.

In addition Tayside Contracts is responsible for all pension payments relating to
added year’s benefits it has awarded, together with the related increases. Tayside
Contracts is also required to disclose the cost of these payments since they are
treated as Non Distributed Costs in line with the Best Value Accounting Code of
Practice. In 2005/06 the Actuarial valuation of Past Cost of Service used in the
Accounts amounted to £90,000, 0.6% of pensionable pay (2004/05 £89,000, 0.6%).

Best Value Accounting Code of Practice
In line with the above code the following Corporate and Democratic Core activities

and Non Distributed Costs are required to be disclosed, but these are not allocated to
any particular service. The make up of the figures is shown below.
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NOTES TO THE CONSOLIDATED REVENUE AND
APPROPRIATION ACCOUNT

12

13

14

2005/06 2004/05
Corporate and Democratic Core £000 £000
Clerk & Proper Officer 17 19
Councillors’ Costs 0 1
External Audit 32 25
Bank Charges 10 3
59 48

Non Distributed Costs
Strain on Pension Costs 100 89
Legal Costs 4 -
Redundancy costs 5 2
109 91

External Audit Fees

The external auditors of Tayside Contracts Joint Committee are appointed by the
Accounts Commission for Scotland, for a period of 5 years. The total fee payable to
Audit Scotland in respect of the 2005/06 financial year, for external audit services
undertaken in accordance with the Code of Practice, is £31,750 (2004/05 £30,580).
During 2005/06 the external auditor did not provide any other services to the Joint
Committee other than the duties undertaken in accordance with the Code of Audit
Practice.

Interest on Revenue Balances
Charges from Dundee City Council for Interest on Revenue Balances have been
included in the accounts. These charges are made on the basis of bank balances
held at the end of each month. Tayside Contracts’ bank account is a subsidiary
account of Dundee City Council.

Interest charges relating to balances of surpluses distributable to the three councils
but not yet paid have also been included in the accounts.

Officers’ Emoluments

The following table shows the number of employees whose whole taxable
remuneration fell within the specified bandings:-

Number of Employees Number of Employees
2004/05 Salary Banding 2005/06
3 £40,000 - £49,999 3
3 £50,000 - £59,999 3
1 £60,000 - £69,999 1
- £70,000 - £79,999 -
1 £80,000 - £89,999 1

32



NOTES TO THE CONSOLIDATED REVENUE AND

APPROPRIATION ACCOUNT

15 Related Party Transactions

Tayside Contracts is required to disclose material transactions with related parties —
bodies that have the potential to control or influence Tayside Contracts. By the very
nature of operations, the three constituent Councils would be considered related
parties. Work carried out for the constituent Councils during the financial year was
valued as follows.

2005/06 2004/05

£000 £000

Angus Councll 13,309 13,217
Dundee City Council 13,830 14,748
Perth and Kinross Council 16,188 15,995
43,327 43,960

In addition to the operational transactions above, the constituent Councils have
agreed to reimburse Tayside Contracts for the full cost of Equal Pay settlements, for
which a provision amounting to £6,430k has been made in the 2005/06 accounts.

16 Pension Assets and Liabilities

In accordance with FRS 17 (Retirement Benefits) Tayside Contracts is required to
disclose certain information concerning assets, liabilities, income and expenditure
related to the pension scheme for its employees. As explained in the Accounting
Policies, Tayside Contracts participates in the Local Government Superannuation
Scheme which is administered by Dundee City Council. In addition, Tayside
Contracts has liabilities for discretionary payments outside the main scheme.

The movement of the pension liability during 2005/06 can be analysed as follows:

2004/05 2005/06

£000 £000
(6,970) Surplus/(Deficit) at beginning of the Year (20,549)
(12,126) Effect of Change in Accounting Methodology 0
(71) Adjustment to estimated discretionary pensions liabilities 0
(19,167) (20,549)
(2,673) Current Service Costs (2,741)
2,224 Employer Contributions 2,452
73 Contribution in respect of Unfunded Benefits 82
(89) Past Service Costs (16)
- Settlements/Curtailments (6)
(440) Other Financial Income (164)
(12) Difference between actuarial employer’s contribution and actual 3

employer’s contribution figure

(917) Contribution from Pensions Reserve (390)
(465) Actuarial gains/(losses) 5,382
(20,549) Deficit at the end of the Year (15,557)
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NOTES TO THE CONSOLIDATED REVENUE AND

APPROPRIATION ACCOUNT

The notional net revenue account charge for 2005/06 is calculated as follows:

2004/05 2005/06
£000 £000
Operating Costs
2,673 Current Service Costs 2,741
89 Past Service Costs 22
2,762 Total Operating Charge (A) 2,763
Expected Returns
2,940 Expected Return on Employer Assets 3,247
(3,380) Interest on Pension Scheme Liabilities (3.411)
440) Net Return (B) 164
3,202 Net Revenue Account (A)-(B) 2,927

Further information on Pensions Assets and Liabilities, and Pensions Reserve can be
found in note 13 to the Balance Sheet and in the Notes to the Statement of Total
Movements in Reserves.

17

Further Financial Detail

More detailed information can be obtained from:

Managing Director, Tayside Contracts, Contracts House, 1 Soutar Street, Dundee.
DD3 8SS.
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CONSOLIDATED BALANCE SHEET

BALANCE SHEET AS AT 31 MARCH 2006

2004/05
£'000

56

1,566
1,622

1,658
13,528
3

15,189

(1,527)
(2,721)
(9,790)

(65)

Tangible Fixed Assets
Land & Building

Vehicles, Plant, Furniture & Equipment

Current Assets

Stock & Work In Progress
Sundry Debtors

Advances for Petty Outlays

Current Liabilities

Bank Overdraft

General Funds— constituent Councils
Creditors

Finance Leases — due within 1 year

(796) Provisions

(14,899)

290
1,912

(20,549)

Net Current Assets

Long Term Liabilities

Pension Liabilities

(724) Deferred Liability — Finance Leases due > 1 year

(19,361)

100
3,607
(2,852)
(20,549)
333

(19,361)

Total Net Assets/(Liabilities)

REPRESENTED BY:

Renewal and Repair Fund

Fixed Asset Restatement Account
Capital Financing Account
Pensions Reserve

General Reserve

lain C Waddell BSc, C Eng, MICE

2005/06
£000  £000 £'000
83
2,355
2,438
1,585
18,668
3
20,256
(3,804)
(840)
(8,126)
(135)
(7,214)
(20,119)
137
2,575
(15,557)
(1,168)  (16,725)
(14,150)
105
3,609
(2,745)
(15,557)
438
(14,150)

David K Dorward CPFA

Managing Director
Tayside Contracts
16 June 2006
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NOTES TO THE CONSOLIDATED BALANCE SHEET

1. Net Liability

The Joint Committee’s Balance Sheet as at 31 March 2006 shows a Net Liability of
£14,150k. The significant factor in this is the FRS 17 Pension Liability of £15,557k,
which is based on a “snap-shot” at 31 March 2006, and is particularly sensitive to the
vagaries of the stock market and the discount rate applied to determine the present
value of future liabilities. The FRS 17 Pension Liability is a notional figure and does not
require to be funded. Any projected liability on the Tayside Superannuation Fund is
currently recouped by increased employer’s contributions. The FRS 17 Pension Liability
does not impact on the Joint Committee’s reserves or budget requirements, and does
not affect the Joint Committee’s ability to continue trading as a going concern.

2 Fixed Asset Transactions

Gross Book Value at 31 March 2005

Accumulated Depreciation

Net Book Value at 31 March 2005

Additions
Adjustments
Disposals

Depreciation

Net Book Value at 31 March 2006

Gross Book Value at 31 March 2006

Accumulated Depreciation

Net Book Value at 31 March 2006
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Land &
Buildings

£000

56

56

46

(13)

(6)

00
(g8}

Vehicles,
Plant,
Furniture &
Equipment
£000

7,158

(6,358)

800

430

Leased Totals
Assets
£'000 £'000
854 8,068
(88) (6,446)
766 1,622
719 1,195
- (11)
(111) (368)
1,374 2,438
1,573 9,252
(199) (6,814)
1,374 2,438




NOTES TO THE CONSOLIDATED BALANCE SHEET

3 Sources of Finance for Fixed Asset Additions
2005/06 2004/05
£000 £'000

Capital Receipts 45 46
Capital Grants 97 -
Revenue 334 306
Bank Borrowing - 13
Finance Lease 719 854
Total Fixed Asset Additions 1,195 1,219

4 Information on Assets held

The number of Fixed Assets owned or held under Finance Lease by Tayside
Contracts is summarised as follows:

2005/06 2004/05
Owned
Plant and Vehicles 226 228
Quarries 1 1
Finance Lease
Plant and Vehicles 50 28

In addition to the above Tayside Contracts also owns a number of Radio
Communications sets.

In accordance with the stated accounting policy, assets are depreciated over their
estimated useful life. The useful life assigned to plant and vehicles is in the range of
5 to 10 years. Quarry buildings and environmental works are depreciated over a
longer period, up to a maximum of the estimated remaining economic life of the
guarry. Consequently these assets are depreciated over a 16 year period.

5 Valuation of Assets

Vehicles, plant and equipment have been included in the balance sheet at the lower
of net current replacement cost or net realisable value.

6 Debtors
2005/06 2004/05
£000 £000
Constituent Councils 8,085 9,846
Constituent Councils — Equal Pay Reimbursement 6,430 -
Sundry Debtors 4,241 3,723
18,756 13,569
Less provision for bad debts 88 41
18.668 13,528
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NOTES TO THE CONSOLIDATED BALANCE SHEET

7 Creditors
2005/06 2004/05
£'000 £'000
Payroll related creditors (i.e. PAYE, NI etc) 2,325 2,054
Trade Creditors 3,421 4,819
Constituent Council Creditors 163 525
Sundry Creditors 2,217 2,392
8,126 9,790
8 Self Insured Insurance Claims

Included in the Creditors figure in the balance sheet is an allowance for the value of
outstanding claims at 31 March 2006 where the value of each claim is at or below the
agreed excess on the individual Insurance Policy.
An analysis of the position can be seen as follows:

2005/06 2004/05

£000 £000

Balance of o/s claims at 1 April 182 138
Claims settled during the year (9) (6)
173 132

Accrual / (Write back) of claims not settled (20) 50
Creditor at 31 March 153 182

No material unfunded risks are anticipated.

9 Provisions

In accordance with FRS 12, provision has been made for the estimated cost of equal
pay settlements, comprising liability to employees, Income Tax and National
Insurance liabilities, and estimated legal costs.

A provision has also been created in respect of completed contracts for which costs
associated with remedial works are expected to arise in future years. The provisional
sum represents the estimated value of irrecoverable costs which include outstanding
claims, remedial and maintenance expenses. Provision is also made for the future
reinstatement of the two quarries operated by Tayside Contracts.

An analysis of the provisions is as follows:

2005/06 2004/05
£000 £000

Provision for equal pay settlement costs
Staff Liability 4,912 -
Tax & NI Liability 1,473 -
Legal Costs 45 -
6,430 -
Provision for remedial works 431 389
Provision for Quarry reinstatement costs 263 251
Other Provisions 90 _156
Total Provisions 7,214 _796
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NOTES TO THE CONSOLIDATED BALANCE SHEET

10 Contingent Gains or Liabilities

Tayside Contracts, in common with all Scottish local authorities, is progressing the
Single Status Job Evaluation exercise, which aims to address any grading and
equality issues that may exist in the current pay structure. While financial liabilities
may arise from this exercise, the process is not yet at a sufficiently advanced stage
to evaluate the potential extent of any liability.

As disclosed in note 9 above, provision has been made for the estimated cost of
settling equal pay claims. However, a number of equal pay claims have been lodged
with the Employment Tribunal from which further liability may arise. It is not possible
at this time to quantify the number of claims likely to progress through this route, the
likelihood of success nor the potential liability.

11 Current Liabilities

Included in the Balance Sheet are the balances due to the three constituent Councils
for any surpluses still outstanding to be paid to the three Councils on the agreed
basis (per The Minute of Agreement as amended by resolution of the Joint
Committee). Interest has been accrued on these balances and is included as part
of the figure in the balance sheet.

A summary of these amounts can be seen as follows:
2005/06 2004/05

£000 £000

Balance at 1 April 2,721 3,366
Add Interest accrued to 31 March 43 108
2,764 3,474

Less Payments made in year 2,513 1,518
251 1,956

Surplus for year 589 765
Balance at 31 March 840 2,721

12 Euro Costs

European Economic and Monetary Union came into effect on 1 January 1999 when
the currencies of the eleven participating countries were irrevocably fixed, leading to
the creation of a single currency (the “euro”). The United Kingdom has yet to make a
decision about joining.

Although the Government has stated its agreement in principle to membership of a
successful European Monetary Union, the final decision of entering is dependant on
the UK meeting five economic tests set by the government followed by a referendum.

Estimates of potential costs to Tayside Contracts have yet to be determined.
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NOTES TO THE CONSOLIDATED BALANCE SHEET

13 Pension Assets and Liabilities

In accordance with FRS 17 (Retirement Benefits) Tayside Contracts is required to
disclose certain information concerning assets, liabilities, income and expenditure
related to the pension scheme for its employees. As explained in the Accounting
Policies, Tayside Contracts participates in the Local Government Superannuation
Scheme which is administered by Dundee City Council. In addition, Tayside
Contracts has liabilities for discretionary payments outside the main scheme.

Tayside Contracts assets and liabilities at 31 March amount to:

2005 2006
£000 £000
48,283 Share of assets in Tayside Superannuation Fund 61,992
(68,171) Estimated liabilities in Tayside Superannuation Fund (76,768)
(19,888) Net assets/(liabilities) in Tayside Superannuation Fund (14,776)
(661) Estimated liabilities for discretionary pensions (781)
(20,549) Net pension asset/(liability) (15,557)

Assets are valued at fair value, principally market value for investments consisting of:

2005 2006
£000 £000
33,354 Equity investments 44,925

5,753 Gilts 7,400
2,986 Bonds 2,965
4,390 Property 5,336
1,800 Cash 1,367
48,283 61,993

The expected rates of return on assets for the year to 31 March are:

2005 2006
7.5% Equities 7.0%
4.5% Gilts 4.2%
5.3% Bonds 4.9%
7.0% Property 6.5%
4.3% Cash 4.0%

Liabilities are valued on an actuarial basis using the projected unit method which
assesses the future liabilities of the fund discounted to their present value. The
valuations are based on a valuation as at 31 March 2005 and updated for 2005/06 by
the independent actuaries to the Fund. The main assumptions used in the
calculations are:

2004/05 2005/06
2.9% Rate of inflation 3.0%
4.4% Rate of increase in salaries 4.5%
2.9% Rate of increase in pensions 3.0%
5.4% Rate of discounting scheme liabilities 4.9%
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NOTES TO THE CONSOLIDATED BALANCE SHEET

14 Related Party Balances

Included in the Consolidated Balance Sheet are a number of balances relating to
amounts due from and to the constituent Councils. These are summarised as

follows:

2005/06  2004/05
£000 £000

Debtors
Operational Activities 8,085 9,846
Equal Pay Reimbursement 6,430 -
14,515 9,846
Trade Creditors (163) (525)
Surpluses due to constituent Councils (840) (2,721)
(1,003) (3,246)

15 Events after the Balance Sheet Date

There were no events that occurred between 1 April 2006 and 16 June 2006 that
would have an impact on the 2005/06 financial statements (2004/05 also none). The
latter date is the date on which the accounts were authorised for issue by the Proper
Officer.
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STATEMENT OF TOTAL MOVEMENTS IN RESERVES

Capital Reserves

Fixed Asset Capital Useable
Restatement Financing Capital
Account Account Receipts
Reserve
£000 £000 £000
Balance at 1 April 2005 3,607 (2,852) -
Fixed Asset Disposals/Adjustments 2 - 45
CFCR - 430 -
Capital Receipts Applied - 45 (45)
Excess of Depreciation etc over Principal
Repayments - (368) -
Balance at 31 March 2006 3,609 2,745 -
Pensions
Reserve
£000
Balance at 1 April 2005 (20,549)
Actuarial Gains / (Losses) 5,382
Transfer to Consolidated Revenue and
Appropriation Account (390)
Balance at 31 March 2006 (15,557)
Revenue Reserves
Renewal and General
Repair Fund Reserve
£000 £000
Balance at 1 April 2005 100 333
Interest accrued for Year 5 15
Transfer from/(to) Consolidated Revenue and
Appropriation Account - 90
Balance at 31 March 2006 105 438
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NOTES TO THE STATEMENT OF TOTAL MOVEMENTS IN

RESERVES

Fixed Asset Restatement Account

This reserve reflects the difference between the book value of the assets prior to the
implementation of the current system for capital accounting (introduced 1 April 1996) and the
revalued amount. Subsequent adjustments to valuations are recorded here.

Capital Financing Account

Appropriations to and from this reserve are required for the difference between loans fund
principal charges and the amount of depreciation provided in the accounts. Credits relate to
Capital Finance from Current Revenue and capital receipts.

Useable Capital Receipts Reserve

This reserve holds capital receipts from the disposal of assets which are utilised to finance
capital expenditure or principal repayments.

Renewal and Repair Fund

A Renewal and Repair Fund was established in 2004/05 with an initial transfer of £100k as a
means of contributing towards future potential expenditure on property repairs, IT and other
equipment renewals. No further transfers have been made to this fund in 2005/06, other
than the addition of notional interest earned during the year.

General Reserve

This reserve is primarily required to meet any losses in future years, but may also be applied
to meet future costs of restructuring and other expenditure of an exceptional nature.

Pensions Reserve
This reserve is required to balance the notional pension liability. Actuarial gains or losses are
recorded here as is the transfer to the Consolidated Revenue Account representing the

difference between the notional net revenue account charge to the Consolidated Revenue
Account and the actual pensions contributions made.
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NOTES TO THE STATEMENT OF TOTAL MOVEMENTS IN
RESERVES

Pensions Reserve (continued)

The history of experienced gains and losses is as follows:

2004/05
£000

2,346 Difference between the expected and actual return on assets
48,283 Value of assets
5.0% Percentage of assets

0 Experience gains/(losses) on liabilities
68,832 Present value of liabilities
0.0% Percentage of the present value of liabilities

(465) Actuarial gains/(losses)
68,832 Present value of liabilities
(0.7)% Percentage of present value of liabilities

(12,127) Effect of change in accounting methodology

68,832 Present value of liabilities
(17.6)% Percentage of present value of liabilities
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2005/06
£000

10,379
61,992
16.7%

4,950
77,549
6.4%

5,382
77,549
6.9%

n/a
n/a
n/a



CONSOLIDATED ACCOUNTS - CASH FLOW STATEMENT

CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 2006

2004/05 2005/06
£000 £000 £000
REVENUE ACTIVITIES
25,371 Cash paid to and on behalf of employees 27,723
24,596 Other Operating Cash Payments 28,392 56,115
49,967
(49,996) Cash received for goods and services (57,079)
(29) Net Cash (Inflow) / Outflow from Revenue Activities (964)

RETURNS ON INVESTMENTS & SERVICING OF FINANCE

56 Interest paid on revenue balances 62
- Interest element of finance lease rental payments 39
56 Net Cash (Inflow) / Outflow from investments and 101

Servicing of Finance

CAPITAL ACTIVITIES

365 Payments to acquire tangible fixed assets 570
- Capital Grants Received (59)
(46) Receipts from the sale of tangible fixed assets (45)
319 Net Cash (Inflow) / Outflow from Capital Activities 466
FINANCING
109 Capital element of finance lease rental payments 161
1,518 Repayment of surpluses to constituent Councils 2,513
"~ 1,627 Net Cash (Inflow) / Outflow from Financing - 2674

(INCREASE) / DECREASE IN CASH & CASH
1,973 EQUIVALENTS 2,277

45



NOTES TO THE CASH FLOW STATEMENT

1. RECONCILIATION OF CONSOLIDATED REVENUE ACCOUNT SURPLUS TO NET CASH
(INFLOW)/OUTFLOW FROM REVENUE ACTIVITIES

2004/05 2005/06
£000 £000
(765) Surplus for Year (589)
(306) Capital funded from Current Revenue (466)
(296) Non Cash Reserve Transfers (90)
(175) Interest payable on Revenue Balances (218)

(44) Interest element of Finance Lease Rental Payments (39)
2,738 Increase/(Decrease) in Debtors (1,320)
(1,279) (Increase)/Decrease in Creditors 1,819
269 (Decrease)/Increase in Stock & Work In Progress (73)

(171) (Increase)/Decrease in Provisions 12
~(29) Net Cash (Inflow)/Outflow from Revenue Activities (964)

2. RECONCILIATION OF THE MOVEMENT IN CASH TO THE MOVEMENT OF NET DEBT

2004/05 2005/06
£000 £000
1,973 (Increase)/Decrease in cash in the period 2,277

~ 1,973 Change in Net Debt 2277
(449) Opening (Net Cash)/Debt at 1 April 2005 1,524
~ 1,524 Closing (Net Cash)/Debt at 31 March 2006 - 3801
Analysis of Movement in Net Debt 1 April Cash 31 March
2005 Flow 2006
£000 £000 £000
Advances for Petty Outlays 3) - 3)
Temporary Advances 1,527 2,277 3,804
(Net Cash)/Debt as at 1 April 2005 & 31 March 2006 1,524 2,277 3,801
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STATEMENT ON THE SYSTEM OF INTERNAL FINANCIAL

CONTROL

This statement is given in respect of the 2005/2006 Statement of Accounts for the Tayside Contracts
Joint Committee. We acknowledge our responsibility for ensuring that an effective system of internal
financial control is maintained and operated in connection with the resources concerned.

The system of internal financial control can provide only reasonable and not absolute assurance that
assets are safeguarded, that transactions are authorised and properly recorded, and that material
errors or irregularities are either prevented or would be detected within a timely period.

The system of internal financial control is based on a framework of regular management information,
financial regulations, administrative procedures (including segregation of duties), management
supervision, and a system of delegation and accountability. Development and maintenance of the
system is undertaken by senior officials and staff of the Joint Committee. In particular, the system
includes:

Comprehensive revenue and capital budgeting systems

Rigorous business planning and service planning processes

Setting targets to measure financial and other performance

Preparation of regular financial monitoring reports which indicate actual and projected
expenditure against budget

Annual financial reports which indicate actual financial performance against budget

Clearly defined Financial Regulations, Tender Procedures and Standing Orders

Formal project appraisal techniques and project management disciplines

An anti-fraud and corruption strategy which was approved by the Joint Committee in May
2006, supported by a range of policies and guidelines.

The Joint Committee operates a range of corporate financial systems, which are subject to review by
Tayside Contracts’ internal audit function and by the external auditor, Audit Scotland. The internal
audit service is provided in-house and is independent of the activities it audits. This is essential to
enable auditors to perform their duties in a manner that facilitates impartial and effective professional
judgements and recommendations to management. In undertaking its duties Internal Audit has
unrestricted access to all data and records and is responsible for providing an independent opinion to
the Joint Committee on the effectiveness of the internal control environment. The key thrust of
Internal Audit's work is therefore to objectively examine, evaluate and report on the adequacy of
internal control and its contribution to the proper, economic, efficient and effective use of resources.
The existence of Internal Audit does not diminish the responsibility of management to ensure the
effectiveness of internal control in the Joint Committee’s systems and dependence should not be
placed on Internal Audit as a substitute for effective controls.

Our review of the effectiveness of the system of internal financial control is therefore informed by:
The work of senior officials and staff of Tayside Contracts
The work of Tayside Contracts’ internal audit function

Tayside Contracts’ external auditor in her annual report and other interim reports.

In conclusion we are not aware of any significant weaknesses or failures in Tayside Contracts’ system
of internal financial control that could have a material effect on the operations of the Joint Committee.

lain C Waddell BSc, C Eng, MICE David K Dorward CPFA
Managing Director Proper Officer

Tayside Contracts Tayside Contracts

16 June 2006 16 June 2006
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STATEMENT OF RESPONSIBILITIES

Statement of Responsibilities for the Statement of Accounts

The Responsibilities of the Joint Committee
The Joint Committee is required:
to ensure that arrangements for the proper administration of its financial affairs are made
and to secure that an appointed officer has the responsibility for the administration of
those affairs.
The Joint Committee has appointed the Deputy Chief Executive (Finance), Dundee City
Council as Proper Officer for this purpose while the daily management of the financial
affairs is conducted by the Managing Director of Tayside Contracts.
to manage its affairs to secure economic, efficient and effective use of resources and
safeguard its assets.
The Responsibilities of the Proper Officer
The Proper Officer is responsible for the preparation of Tayside Contracts’ statement of
accounts in terms of the CIPFA/ LASAAC Code of Practice on Local Authority Accounting in
the United Kingdom (‘the Code of Practice’).
In preparing this statement of accounts, the Proper Officer has:
selected suitable accounting policies and then applied them consistently
made judgements and estimates that were reasonable and prudent
complied with the Code of Practice.
The Proper Officer has also:
kept proper accounting records which were up to date

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

The Statement of Accounts presents fairly the financial position of Tayside Contracts at the
accounting date and its income and expenditure for the year ended 31 March 2006.

lain C Waddell BSc, C Eng, MICE David K Dorward CPFA
Managing Director Proper Officer

Tayside Contracts Tayside Contracts

16 June 2006 16 June 2006
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