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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 enables the constituent Councils to benefit from the economies of scale
and retention of specialist services which the organisation offers. In addition, year on year
Tayside Contracts has demonstrated what can be achieved through Councils sharing
resources. Tayside Contracts clearly meets the stated aims of the Scottish Executive and
UK Government’s reform agenda of shared services within the public sector being the
preferred way forward for the future.

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 of some £55 million.

Returns surpluses to the three constituent Councils for reinvestment in services.
Since 1996 it has returned £11 million to the Councils in the form of surpluses.
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MANAGING DIRECTOR’S REPORT

Introduction

2006/07 has been a challenging year for Tayside Contracts with the ending of our contract
with BEAR Scotland for work on the North East trunk road units, the uncertainty surrounding
the schools’ PPP contracts and the continuing resistance to healthy eating initiatives by
school pupils.

Allied to this we have continued to have to concentrate resources in working towards the
resolution of a Single Status Job Evaluation agreement and the settlement of equal pay
claims raised against us.

Despite all of this, through the commitment and hard work of all our employees we have had
a successful year reporting strong financial results.

Results

The important financial figures for 2006/07 are that as an organisation we achieved an
overall surplus of £492k, in line with the agreed surplus of £500k for distribution to the
constituent Councils. In addition our two trading operations, namely the Construction and
Facilities Services Divisions, have more than complied with the requirements of the Local
Government in Scotland Act 2003 legislation, that they achieve at least a break even
position over a three year period. The actual surpluses achieved over the three year rolling
period in question are £1.269 million for the Construction Division and £783k for the
Facilities Services Division.

While the Income & Expenditure Account would suggest a large increase in surplus for the
year, it is significantly influenced by the effect of applying the Financial Reporting Standard
17 (Retirement benefits) regulations. When the FRS 17 impact is excluded from the
operational performance, the results in 2006/07 and 2005/06 are broadly similar at £613k
and £615k respectively. This was from a reduced income of £54.7 million in 2006/07 which
was 1.6% down on the 2005/06 figure of £55.6 million.

The continued delivery of a sound surplus was achieved by good management of costs at a
time when the construction industry has been facing annual inflation costs in excess of 10%.
In addition to this we have been experiencing large increases in our fuel costs and landfill
disposal costs.

Surplus Distribution

The requirement of our major stakeholders, Angus, Dundee City and Perth and Kinross
Councils, as detailed in our agreed business plan, is that we return a surplus for 2006/07 of
£500k. This is distributed based on the agreed ownership percentage of Tayside Contracts
of 29% to Angus Council, 33% to Dundee City and 38% to Perth and Kinross Council.

As per the agreement with the constituent Councils, the shortfall of £8k on the 2006/07
surplus will be met from the general reserve fund.
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The Market

The majority of Tayside Contracts income, in the case of 2006/07 82%, comes from our
constituent Councils, either on an awarded basis or a competitive basis dependant on the
way in which work is let in accordance with their individual Best Value criteria.  In addition
to this, a further 10% was generated through work for other Councils and the trunk roads
operating companies, BEAR Scotland and Scotland Transerve, with the remaining 8% from
other sources.

From the information we currently have available to us it is unlikely that the Councils roads
budgets will be able to grow at a sufficient rate to meet the cost of construction inflation and
rising fuel costs. This means that we need to supplement our income from other sources if
we are going to be able to support the manning levels required to provide the constituent
Councils with their required levels of winter maintenance service.

Work has already been obtained from Scotland Transerve, the new operating company
which won the North West unit trunk roads contract, and which commenced managing this
unit in April 2006. We are working to further develop the partnering relationship we have in
place with them. Plans are also in place for obtaining additional work from both existing and
new customers.

As | reported last year we had priced three PPP tenders for school cleaning work in the
constituent Councils areas. We now know that we were unsuccessful for the work in Perth
and Kinross but have secured the contract for the Dundee area. We still await news on our
sub-contract bid for the Angus area. One of our growth areas in cleaning has been the
service we offer for cleaning of communal stairwells and landings in tenement buildings.
We see that there is scope to develop this work further over the coming year.

Our catering unit has been suffering a substantial decline in meal humbers since the Scottish
Executive introduced its Healthy Eating initiative. However, there is now some indication
that this decline may have bottomed out, particularly in the Primary sector, offering some
optimism that this market may increase during the coming year.

Strateqy

March 2006 saw the approval by the Joint Committee of the new five year business plan,
following a strategic review which had been in progress for nearly a year. Unlike previous
reviews, this new plan was developed in conjunction with representatives of our major
stakeholders, the constituent Councils.

This business plan sets out the key strategic objectives for Tayside Contracts over the five
year period 2006 to 2011 and provides a framework for how these will be delivered. It
represents the commitment of Tayside Contracts to:

Modernise and continuously improve the services it provides to all our stakeholders and
Achieve best practice in managing our people and resources

This all aligns to the mission statement which Tayside Contracts has had in place since 1996
which is still very relevant to what we aim to achieve.
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Our mission statement is “Community benefit through the pursuit of excellence” clearly
demonstrating our commitment to providing quality services to the Tayside public.

To ensure that all of our employees have clarity of purpose as to what this means we have a
vision statement of: To excel and grow as a commercial local authority trading organisation.

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

1. To provide 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 our 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 innovations which add value to our products and services.

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

Outlook

Tayside Contracts will continue to build on the successes to date by focusing on four key
themes. These are Excel, Grow, Partnering and our Customers. Through these we aim to
year on year:

look to grow our income in the main from our key stakeholders, the constituent Councils
and the skills of our employees who will deliver the services.

increase the amount of work obtained through partnering to the targets identified in our
business plan as the most efficient and cost effective way of delivering services.

focus more on the needs of all our customers.

As identified in my statement last year, Tayside Contracts needs to modernise to continue to
be successful in the future. | believe that the first stage of this exercise is now complete
with the modernisation framework in place and with the embedment within the organisation
of the new business plan. The intention is to continue to move forward with this process
during the coming year.

Over the coming year the most significant challenge for Tayside Contracts, along with other
public sector employers, is bringing to a conclusion the resolution of the Single Status Job
Evaluation (SSJE) exercises and the settlement of outstanding equal pay claims. The
resolution of the issue of SSJE will have a major impact on Tayside Contracts cost base and
how successful the organisation will be able to be in the future.  The revised pay and
grading proposals along with changes to employees’ terms and conditions, all free of gender
bias, have now been put together with the consultation process with the trade unions starting
in early 2007/08. My aim is to have the finally agreed pay and grading structure along with
the new terms and conditions implemented by the start of 2008/09.
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| would like to thank all the employees of Tayside Contracts for their excellent contribution to
the progress we have made to date and for the progress we will make in the coming year.

In conclusion, we have a clear strategy in place, a strong corporate management team and
operational management teams and year on year we are delivering an improvement in
performance.

lain C Waddell
Managing Director
21 September 2007
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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

Richard Cranney

The year was a particularly challenging one from a workload Depute Director (Ops)

perspective. Not only was the Division faced with the loss of trunk road

work from BEAR Scotland Limited but the effect of high construction inflation on static
maintenance budgets meant that less work was the inevitable consequence. Road
maintenance budgets continued to be unrepresentative of the required work and the road
infrastructure is suffering as a result. It is clear that the lack of investment is now beginning
to show through with reactive work such as pot hole filling and patching being the order of
the day. Almost all of the road maintenance budgets are now being used to mend and make
do rather than improve the infrastructure.

The trunk road maintenance contracts were re-tendered during the year and we were
hopeful that the loss of the trunk road work might only be temporary. Unfortunately BEAR
Scotland Limited were successful with their bid for the North East trunk road unit contract,
which meant that there will be no routine or cyclic trunk road work for the Division for at least
another five years.

The winter also proved to be unhelpful when we experienced one of the mildest winters on
record. The lack of winter work placed even more pressure on other budgets as we looked to
them to sustain the workforce through the winter period.

Despite these significant challenges the Division managed to secure enough work to meet
the targeted surplus, although targeted turnover was not quite achieved. In the search for
work the Division ranged far and wide with work being undertaken in the Western Isles, West
Lothian and Stirling. The work in West Lothian has been a godsend and has provided
substantial and much needed work for over three years. Once this significant programme of
work is completed the Division will face an even greater workload challenge.

The securing of two lane rental contracts in
the year provided much of the additional
work that the Division required and served
to emphasise the importance of this type of
work. The contracts are very demanding of
the staff who carry out the work with long
hours and constant days being the order of
the day. Without the dedication and
professionalism of the personnel involved
the Division would find it impossible to
undertake this work.

Project Manager Sandy Morrice oversees work at the
Inveralmond Roundabout Lane Rental project
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Flooding emergencies in the Perth and Kinross area were attended and much needed help
was provided to local residents. The work of the Division in the aftermath of the flooding
elicited much praise.
One emergency crew were called out to deal
with a ‘pothole’ that had appeared following
the flooding only to find a tractor submerged in
the ‘pothole’.

The work that was secured through Scotland
TranServe on the North West trunk road Unit
has not yet proven to be as substantial as was
hoped. It is, however, relatively early days in
the life of the new company and we expect an
improvement in the overall workload position
in the years ahead.

Core services continued to be provided to clients with essential routine works going on
almost unnoticed. Much of the work of the Division is carried out with no fuss by people who
simply get on with the job.

Recycling continued to be a major issue and construction waste recycling centres have been
established strategically throughout the region. The aim of the Division is to minimise any
landfill and to produce quality recycled materials for re-use in schemes. We are well on our
way to achieving that goal. A major recycling initiative that has been underway for a number
of years, involving the production of a cold mix material, is now coming to fruition. Along
with NYNAS, our bitumen supplier and the University of Dundee we have developed a cold
mix bituminous material that has significant environmental benefits. Large scale trial areas
have been laid and are being monitored for performance with initial results being very
encouraging. Recycling is an area that the Division will continue to pursue with vigour.

A major development that began in the year was the construction of a new depot facility on
the Inveralmond Industrial Estate in Perth. This
new facility replaces the Craigiehaugh Depot,
the site of which is required for a new school.
Work is well underway with completion expected
in the Summer of 2007. Once the new
development is complete it will allow us to
centralise our resources and rationalise some of
our smaller depots. Along with the new depot at
Blairgowrie, Inveralmond is a significant
investment in the future of the Division.

Development of the new Inveralmond Depot

Our Partnering philosophy continues to bear fruit as the Street Lighting Partnership grows
from strength to strength and we search out other areas in which to apply the philosophy.

All'in all this has been a challenging year but one in which those challenges were met by the
people who are in the Construction Division.
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Future

The challenge of the ‘excel and grow’ vision statement contained within the Tayside
Contracts business plan is going to be severely tested in the coming years as we anticipate
a widening ‘income gap’. The work in West Lothian that has provided much needed work will
be coming to an end and there is no evidence that constituent councils road maintenance
budgets will change significantly. The emphasis for the Division will be on finding work from
other areas and much effort will need to be focused on that goal.

Another challenge to be faced is that of succession planning for construction supervision
posts. The recruitment of construction supervisors is becoming increasingly difficult and
thought will have to be given to how that challenge will be addressed if we are to secure the
Division’s future.

The Division remains convinced of the benefits of Partnering as a procurement process and
will continue to promote these benefits to client departments. We are hopeful that partnering
will extend into other work areas in the coming year with all the attendant benefits that result
from a close working relationship with clients.

The future, as ever, is uncertain but the attributes that enable organisations to deal with
uncertainty are to be found in abundance in the people who make up the Construction
Division. Those attributes will serve us well as we face the challenges of future years.
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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 will likely only increase the challenge in the future. However, significant progress
was made during the year in improving the position, particularly due to the continuation of
the innovative approach to advertising cleaning and catering vacancies and the repackaging
of work. In addition, the attrition rate relating to job turnover has remained at the improved
levels achieved during the previous year, but it is still too high and consequently efforts will
continue to be made to seek innovative ways of overcoming these challenges.

Big strides were made in tackling and reducing 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. Tayside
Contracts has been successful in securing a contract
for the Dundee City Council work but has been
unsuccessful in relation to the Perth & Kinross
Council work.

lain Waddell signing the Dundee PPP contract , watched by
lan Shepherd, Angus Milne and Dawn Killean

The MV bid for the Angus Council work had
been unsuccessful but it is expected that a
contract can be secured from the Facilities Management supplier concerned. The success or
otherwise of this bid should be known early in the next year.

10
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Catering

The year was particularly difficult in terms of workload for the Catering Unit. The unit has
been faced with falling school rolls and reduced free meal registration in Dundee. Both of
these issues had a big impact on the level of sales.

It is also apparent that another factor which has contributed is reaction to the Hungry for
Success menus in some locations. There is no doubt that all of these issues have
detrimentally affected the overall financial performance of the catering service for the year.

It is pleasing to note that the dip in the public perception of school meals following extensive
media coverage during 2005 appears to have been overcome. There is no doubt that this is
due to the continued holistic approach to the provision of a well balanced school meal
service adopted by Tayside Contracts.

The year continued with the Unit 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 second full year of the new menus
developed to meet the recommendations for healthier eating in all primary schools during the
first year has been more than overcome with sales ahead of expectations in all areas.

The ‘Hungry for Success’ criteria were
gradually introduced in secondary schools
throughout the year and were completed by the
December 2006 deadline. This has had a
significant impact on the level of sales
Nevertheless, it was encouraging to note that
the numbers of pupils making healthier choices
increased markedly. It is clear from this
evidence that, although it will take some time to
fully achieve, the recommendations of the
healthy agenda should ultimately be successful
in improving the eating patterns of school
children.

“Hunarv for Success” service at Craiaie Hiah

The schools’ cashless systems continue to be upgraded and there was more significant
investment in dining rooms refurbishment by the Councils, 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
fourth 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.

Preparing meals at Tay Cuisine

11



FACILITIES SERVICES OPERATIONAL REPORT

The unit has implemented a ‘full blown” HACCP
system which achieved external accreditation early
in the year and is now 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.

Loading food into the blast chiller at Tay Cuisine

Cleaning

This has been a good year for the Cleaning Unit as overall workload increased with the
highlight being the success in securing the Dundee PPP schools cleaning contract and the
likely securing of the Angus PPP schools cleaning contract.

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.

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
necessary to ensure that Tayside Contracts is
in the vanguard of the industry.

Usina new scrubber-drver at Arbroath Hiah

The new and innovative machinery is vital to
maintain Tayside Contracts competitive edge
in cleaning and will assist in keeping the
cleaning unit at the forefront of industry
developments.

There have been some difficult challenges

Operatina a ride-on scrubber-drver at Webster's Hiah associated with the C_lean"ness _Of a “mited
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.

12
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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, a sample customer survey indicated that in
excess of 95% of customers were satisfied with the service provided. Efforts will continue to
improve on this level of satisfaction.

As part of this commitment to improve the service to clients a new web based help desk
system was installed during the year which gives immediate access to information regarding
issues raised by customers. In addition a new computerised quality monitoring system
utilising hand held devices was installed. This will greatly improve the information relating to
quality provided to clients.

Future

The future holds many challenges for Facilities Services within Tayside Contracts, not the
least of which is the workload concerns relating to the loss of a sizeable chunk of cleaning
work associated with the PPP schools project in Perth & Kinross, although the effects of that
will not be felt until financial year 2008/09. Even with the success in other contracts the
process will bring significant challenges in the future.

Nevertheless, there are opportunities to increase workload in other areas, particularly
associated with the cleaning of communal areas in tenements and offices 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.

13



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 2006/07.

Accounting Policies (see pages 17 to 20)

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.

Statement of Responsibilities (see page 21)

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

The Accounting Statements (see pages 22 to 25)

Income and Expenditure Account:
sets out the actual net operating surpluses/(deficits) generated by the Divisional operations
of Tayside Contracts.

Statement of Movement on the General Fund Balance:
shows the movement in the General Fund Balance after adjustments to meet statutory and
non-statutory proper accounting practice.

Statement of Total Recognised Gains and Losses:

brings together all gains and losses experienced in the year and comprises surplus or deficit
on the Income & Expenditure Account, surplus or deficit arising on revaluation of fixed
assets and actuarial gains and losses on pension fund assets and liabilities.

Balance Sheet:
represents the overall financial position of Tayside Contracts at 31 March 2007, all inter-
divisional balances having been eliminated on consolidation.

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

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).

Changes in accounting policy have been introduced in the 2006 SORP, whereby
Notional interest on the value of capital assets is no longer levied as a Capital
Charge. This means that the Asset Management Revenue Account is no longer
required.
The Consolidated Revenue and Appropriation Account has been replaced by an
Income and Expenditure Account supported by a Statement of Movement in the
General Fund Balance.

14
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A Statement of Total Recognised Gains and Losses has also been introduced, the
major elements being the surplus earned on the Income and Expenditure Account,
adjustments for notional charges included therein and gains on pension fund assets
and liabilities.

Prior Year figures have been restated to meet the requirements of the 2006 SORP. In
addition, a number of prior year adjustments have been made to comparative figures to bring
them into line with the relevant accounting standards and required accounting practice, in
particular in respect of the accounting treatment of operating and finance leases.

Trading Performance

The Statement of Movement in the General Fund Balance shows a surplus of £492k (£513k
in 2005/06), and the agreed amount of £500k will be distributed to the constituent Councils
after transferring £8k from the General Fund. This has been achieved against a background
of difficult trading conditions for the Construction Division, with a significant reduction in trunk
road work and high materials’ inflation, while the Cleaning Unit has performed consistently
above budget throughout the year and the Catering Unit, although still recording a loss for
the year, has shown a marked improvement over recent years and performed ahead of
budget.

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

Construction Division achieved a trading account surplus of £526k (£342k in 2005/06).
Facilities Services achieved a surplus of £590k (£143k in 2005/06). It should be noted that
these results have been achieved with the benefit of an overall favourable impact to Tayside
Contracts of £440k as a result of the application of Financial Reporting Standard (FRS)17
(Retirement Benefits), of which £402k 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. For the
three year period covering 2004/05, 2005/06 and 2006/07 the Construction Division
Statutory Trading Account shows a cumulative surplus of £1.269m, having reported
surpluses of £401k, £342k and £526k for each year respectively. Facilities Services
Statutory Trading Account for the same period reports a cumulative surplus of £783k, having
reported surpluses of £50k, £143k and £590k for each of those years. Both Divisions have
therefore achieved their statutory financial objective.

Balance Sheet

The major movement in the Balance Sheet from March 2006 is a reduction in the Pensions
Liability and Pensions Reserve Accounts. 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. The liability at 31 March 2007 is mitigated by a
reduction in past service costs reflecting changes in the pension scheme which allow
scheme members to opt for higher retirement lump sums. The effect of this change is to
reduce the past service cost liability by £1.380m. The increased liability is also partly offset
by a movement in the corporate bond rate applied as the discount rate to determine the
present cost of future liabilities, moving from 4.9% in 2005/06 to 5.4% in 2006/07. The
overall impact of these movements is a net reduction in Pension Liabilities of £5.144m.

15
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Overall, at 31 March 2007, FRS 17 has an impact on the Balance Sheet whereby a net asset
value of £1.639m is offset by the notional pension liability of £10.413m to create a net liability
position of £8.774m. The equivalent figure for 2005/06 is a net liability of £14.188m.

The other significant movements in the Balance Sheet are an increase in fixed assets,
reflecting the decision to fund most capital purchases during 2006/07 by borrowing from
Dundee City Council loans fund, which has become a more cost effective and flexible
funding option than continuing to use operating or finance leases. Fixed assets have also
increased as a result of the reclassification of a number of operating leases with low residual
values as finance leases in accordance with the requirements of accounting standards. The
debtors and provisions figures also show a significant movement. Both of these are due to a
reduction in the provision for settlement of equal pay costs, and the subsequent
reimbursement of these costs by the constituent Councils. A provision of £6.430m was
made in March 2006, and this has reduced to £1.372m at 31 March 2007, after allowing for
the cost of liabilities settled during 2006/07 and an allowance for potential further liabilities
having built up over the course of the year.

Net current assets are lower than the value at March 2006. Debtors (excluding equal pay
reimbursement) and Creditors balances at 31 March 2007 both show an increase over the
previous year, reflecting the high workload towards the financial year end. Stock and Work In
Progress balances show an increase against 2005/06, due to the increased value of winter
maintenance stocks at the end of a relatively mild winter. Provisions for potential remedial
work and future losses and liabilities also show an increase, due to provisions against high
value works in progress but not completed at the year end.

Cash Flow Statement

The Cash Flow Statement shows a net inflow of cash during 2006/07 of £67k. The major
influences behind this movement are an inflow of £2.575m generated by revenue activities,
offset by cash outflows to meet financing charges, capital expenditure and equal pay
settlements not yet fully reimbursed. This has resulted in a bank overdraft position of
£3.737m at 31 March 2007, a reduction of £67k from the overdraft of £3.804m at 31 March
2006.
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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 2006, 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, which is that 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 SORP. 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 cost or net realisable value.

Capital Expenditure

All expenditure on the acquisition of buildings, vehicles, plant 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.
Depreciation is 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.

Depreciation — Finance Leases

Depreciation is calculated on a straight line basis over the period of the lease, taking into
account any residual values at the end of the lease period. Depreciation is charged in the
first year of the lease, from the date at which the asset is brought into use.
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STATEMENT OF ACCOUNTING POLICIES

Operating Leases

Operating lease costs are charged to the Income and Expenditure Account over the period
of the lease.

Finance Leases

Finance lease costs are charged to the Income and Expenditure 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 SORP, 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 2007
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 cost of work unbilled at 31 March 2007.
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

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

18



STATEMENT OF ACCOUNTING POLICIES

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.

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.

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 Income and Expenditure Account for bad debts. Provisions
other than bad debts are explained in the notes to the Core Financial Statements. 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 the balance of the settlement payments offered but not
yet accepted, with additional sums provided against the possibility of those claims being
progressed through Employment Tribunal being settled at a higher cost. The provision also
includes an allowance for further claims accruing since the settlement date of 14 August
2006. 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. A transfer of £5k has been made to this fund in 2006/07, being
notional interest earned during the year.

VAT

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

Reserves
Tayside Contracts maintains a number of reserve funds for purposes in line with statute.

Full details are provided in the note relating to movements on reserves (Note 30 on pages
39 and 40).
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STATEMENT OF ACCOUNTING POLICIES

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. Any
shortfall in surplus against the agreed distribution to the constituent Councils is met from
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 Income and Expenditure Account and supporting statements, Balance Sheet, and Cash
Flow Statement reflect all the functions and activities of Tayside Contracts. All

interdivisional transactions have been eliminated on consolidation.

Prior Period Adjustments

Prior period adjustments are material adjustments applicable to prior years, arising from
changes in accounting policies and standards, or the correction of mis-statements. In
accordance with Financial Reporting Standard 3 (Reporting Financial Performance) prior
period adjustments are accounted for by restating the comparative figures for the preceding
period in the Core Financial Statements and supporting notes, and adjusting the opening
balance of reserves for the cumulative effect.

Going Concern

The Joint Committee’s Balance Sheet as at 31 March 2007 shows a Net Liability of £8.774m
(2005/06 £14.188m). The significant factor in this is the FRS 17 Pension Liability of
£10.413m (2005/06 £15.557m), which is based on a “snap-shot” at 31 March 2007 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 General Fund or budget
requirements, and does not affect the Joint Committee’s ability to continue trading as a
going concern.
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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 2007.

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

Tayside Contracts Tayside Contracts

21 September 2007 21 September 2007
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INCOME AND EXPENDITURE ACCOUNT FOR THE YEAR

ENDED 31 MARCH 2007

RESTATED
2005/06 2006/07
NET INCOME / GROSS GROSS NET INCOME /
(EXPENDITURE) EXPENDITURE INCOME (EXPENDITURE)
£'000 £'000 £000 £'000
INCOME & EXPENDITURE ACCOUNT
Service Expenditure Analysis
571 Construction Division 36,000 36,799 799
222 Facilities Services 17,278 17,949 671
Exceptional Cost — Equal Pay
(6,430) Settlement 715 - (715)
Reimbursement of Equal Pay
6,430 Settlement Costs (715) ) 715
793 53,278 54,748 1,470
(49)  Corporate and Democratic Core 41 - (41)
(109) Non Distributed Costs 104 - (104)
(158) 145 - (145)
635 Net Income from Services 53,423 54,748 1,325
42 Gain on Sale of Fixed Assets 85
(288) Interest Payable (329)
(164) Pensions Interest Cost and Expected Return on Pensions Assets 195
(410) (49)
225 Income & Expenditure Surplus for the year 1,276
STATEMENT OF MOVEMENT ON THE GENERAL FUND BALANCE
225 Surplus for the year on Income & Expenditure Account 1,276
288 Net additional amount required by statute and non-statutory proper (784)
practice to be credited to the General Fund Balance for the year
Surplus for the year after statutory and proper practice
513 . ; 492
accounting adjustments
(589)  Contributions to Constituent Councils (500)
Increase / (Decrease) in General Fund Balance for the
(16 peacese! ) ®)
294 General Fund Balance brought forward 148
148  General Fund Balance carried forward 140
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STATEMENT OF TOTAL RECOGNISED GAINS AND
LOSSES FOR THE YEAR TO 31 MARCH 2007

RESTATED
2005/06
£'000

225
154

(589)
5,382
(20)

24

5,179

19,367

14,188

5,179

Surplus for the year on the Income and Expenditure Account

Difference between notional and actual rental charges for depots

Difference between actual employers superannuation contributions
and FRS 17 assumed figures

Contribution to constituent Councils
Actuarial gains on pension fund assets and liabilities
Notional interest on reserve balances

Other

Total Recognised Gains

Represented by:
Net Liabilities at beginning of year
Net Liabilities at end of year

Total Recognised Gains
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2006/07
£'000

1,276
157

3)
(500)
4,509
(25)

5,414

14,188

8,774

5414



BALANCE SHEET AS AT 31 MARCH 2007

RESTATED
2005/06
£©00

83
3,933
4,016

1,585
18,651
3
20,239

(3,804)
(840)
(8,126)
(361)
(7,214)
(20,345)

(106)
3,910

(15,557)

Tangible Fixed Assets
Land & Buildings
Vehicles, Plant & Equipment

Current Assets

Stock & Work In Progress
Sundry Debtors

Advances for Petty Outlays

Current Liabilities

Bank Overdraft

General Funds— constituent Councils
Creditors

Loans — due within 1 year

Finance Leases — due within 1 year

Provisions

Net Current Assets/(Liabilities)

Long Term Liabilities

Pension Liabilities

Loans — due in excess of 1 year

£©00

(3,737)
(1,380)
(9,160)
(125)
(387)

(2,292)

(2,541) Deferred Liability — Finance Leases due in excess of 1 year

(18,098)
(14,188)

105
3,609
(2,493)
(15,557)
148

(14,188)

Total Net Assets/(Liabilities)
REPRESENTED BY:

Renewal and Repair Fund

Fixed Asset Restatement Account
Capital Financing Account
Pensions Reserve

General Fund

lain C Waddell BSc, C Eng, MICE
Managing Director

Tayside Contracts

21 September 2007
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2006/07
£©00 £©00

165

5,262

5,427
1,753
14,991
3
16,747
(17,081)

334

5,093
(10,413)
(1,257)
(2,197)

(13,867)

(8,774)

110

3,609

(2,220)

(10,413)

140
___(8774)

David K Dorward CPFA
Proper Officer

Tayside Contracts

21 September 2007
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31

MARCH 2007
RESTATED
2005/06 2006/07 NOTES:
£'000 £'000 £'000
REVENUE ACTIVITIES
27,723 Cash paid to and on behalf of employees 25,824
28,082 Other Operating Cash Payments 26,510 52,334
55,805
(57,079) Cash received for goods and services (54,909)
(1,274) Net Cash (Inflow) from Revenue Activities (2,575) 35
RETURNS ON INVESTMENTS & SERVICING OF FINANCE
62 Interest paid 155
129 Interest element of finance lease rental payments 139
191 Net Cash Outflow from investments and Servicing 294
of Finance
CAPITAL ACTIVITIES
570 Payments to acquire tangible fixed assets 631
- Capital Expenditure funded by bank borrowing 73
- Capital Debtor 729
(59) Capital Grants Received (35)
(45) Receipts from the sale of tangible fixed assets (108)
466 Net Cash Outflow from Capital Activities 1,290
FINANCING
381 Capital element of finance lease rental payments 369
- Equal Pay settlement payments 5,699
- Equal Pay reimbursement from constituent Councils (5,144)

2,513 Repayment of surpluses to constituent Councils -
2,894 Net Cash Outflow from Financing 924

(INCREASE) / DECREASE IN CASH & CASH
2,277 EQUIVALENTS (67) 35
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NOTES TO THE CORE FINANCIAL STATEMENTS

1 Construction Division Statutory Trading Account

RESTATED RESTATED 3 Year
2004/05 2005/06 2006/07 Total
£©00 £©00 £©00 £©00
Income
27,653 26,527 Charges to Constituent Councils 27,578 81,758
8,198 11,824 Other Income 9,221 29,243
35,851 38,351 36,799 111,001
Expenditure
9,940 10,360 Direct Labour 9,783 30,083
9,528 10,369 Direct Purchases 9,962 29,859
4,881 5,617 Sub-contractors 4,329 14,727
1,650 1,630 Transport and Plant Hire 1,675 4,955
8,255 8,943 Overheads 9,225 26,423
612 581 Depreciation 670 1,863
377 380 Depot Rental Charges 356 1,113
207 229 Interest Payable 273 709
35,450 38,009 36,273 109,732
401 342 Net Surplus 526 1,269

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.

Construction Division earned a surplus of £526k in 2006/07, and has achieved a cumulative
surplus of £1.269m over the three years 2004/05, 2005/06 and 2006/07 thereby achieving
the financial objective.

2004/05 and 2005/06 figures have been restated in line with the 2006 SORP to remove
notional interest charges which were previously included in capital charges, and also to
reflect a reclassification in the accounting treatment of a number of operating leases as
finance leases. The net effect of these changes is an increase in trading account surplus of
£81k in 2005/06 and £4k in 2004/05.

The surpluses have been achieved after applying adjusted charges resulting from the
application of Financial Reporting Standard 17 (Retirement Benefits), which has the effect of
increasing the trading surplus by £235k in 2006/07.

The cumulative impact of FRS 17 over the three year period is an additional notional charge
of £128k, thus reducing the surplus earned from £1.397m to £1.269m reported in the
Statutory Trading Account.

Note 5 provides a reconciliation of the Statutory Trading Account to the Income &
Expenditure Account.
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NOTES TO THE CORE FINANCIAL STATEMENTS

2 Facilities Services Statutory Trading Account
RESTATED RESTATED 3 Year
2004/05 2005/06 2006/07 Total
£©00 £©00 £©00 £©00
Income
16,307 16,800 Charges to Constituent Councils 17,434 50,541
105 114 Charges to Internal Users 117 336
461 481 Other Income 515 1,457
16,873 17,395 18,066 52,334
Expenditure
10,651 11,050 Direct Labour 11,054 32,755
2,992 2,960 Direct Purchases 2,981 8,933
3,091 3,140 Overheads 3,336 9,567
23 23 Depreciation 24 70
66 79 Interest Payable 81 226
16,823 17,252 17,476 51,551
50 143 Net Surplus from Normal Trading 590 783
Exceptional ltems
- 6,430 Settlement Cost of Equal Pay Claims 715 7,145
Reimbursement of Equal Pay Costs
- (6,430) by Constituent Councils (715) (7,145)
50 143 Net Surplus 590 783

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.

Facilities Services earned a surplus of £590k in 2006/07, and has achieved a cumulative
surplus of £783k over the three years 2004/05, 2005/06 and 2006/07 thereby achieving the
financial objective.

2004/05 and 2005/06 figures have been restated in line with the 2006 SORP to remove
notional interest charges which were previously included in capital charges, and also to
reflect a reclassification in the accounting treatment of a number of operating leases as
finance leases. The net effect of these changes is an increase in trading account surplus of
£1k in 2005/06 and a reduction of £5k in 2004/05.

The surpluses have been achieved after applying adjusted charges resulting from the
application of Financial Reporting Standard 17 (Retirement Benefits), which has the effect of
increasing the trading surplus by £167k in 2006/07. The cumulative impact of FRS 17 over
the three year period is an additional notional charge of £67k, thus reducing the surplus
earned from £850k to £783k reported in the Statutory Trading Account.

Note 5 provides a reconciliation of the Statutory Trading Account to the Income &
Expenditure Account.
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NOTES TO THE CORE FINANCIAL STATEMENTS

3 Prior Year Adjustments

In 2006/07 a number of prior year adjustments have been made to the comparative
figures in the core financial statements. The adjustments are required as a result of
revised requirements contained in the 2006 SORP, and also to revise certain aspects
of the accounting treatment of operating and finance leases in line with SORP
requirements and the relevant accounting standards. The key changes are as
follows:

The 2006 SORP removes the requirement to include a notional interest
charge for the use of assets, but requires depreciation to be charged.
Previously capital charges comprised both depreciation and notional interest.
The SORP also requires the specific disclosure of gains and losses on the
disposal of fixed assets in the Income & Expenditure Account.

SSAP 21 (Accounting for Leases and Hire Purchase Contracts) requires that
the concept of “substance over form” be applied when determining the
appropriate accounting treatment of a lease. Essentially this requires that all
leases, where the residual value of the asset at the end of the lease term is
less than 10% of its cost, be treated as if they were finance leases.
Consequently a number of operating leases have now been reclassified as
finance leases for accounting purposes, and those assets are now included in
the balance sheet.

While the SORP requires depreciation to be charged to Trading Accounts and
the Income & Expenditure Account, those depreciation charges are
subsequently reversed out and replaced with the funding cost of the assets.
In the 2004/05 and 2005/06 financial statements, the principal element of
finance lease repayments was omitted from the Income & Expenditure
Account (previously the Consolidated Revenue Account). These mis-
statements have been corrected as prior year adjustments.

Minor adjustments have been made to reclassify certain costs previously
reported as corporate/non-distributed so that they are now allocated to the
relevant Trading Account.

The restated Income & Expenditure Account shows a net reduction for 2005/06, with
gains from the removal of notional interest charges being offset by removal of the
income from the Asset Management Revenue Account, through which those charges
were previously reversed. The net reduction from £352k to £225k therefore largely
reflects the impact of lease adjustments offset by the gain on disposal of fixed assets.

The major impact on the General Fund balance movement is the revised accounting
treatment of previous years’ finance lease principal repayments, which had been
accounted for through the Capital Financing Account, and are now restated as
charges against the General Fund. The impact is to reduce the General Fund
balance at 31 March 2006 by £290k from £438k to £148k.

The major impacts on the Balance Sheet are an increase in fixed assets of £1.578m,
reflecting the inclusion of assets acquired under operating lease, now reclassified as
finance leases. Current and deferred liabilities are also increased, reflecting the
amounts owing on those leases. The General Fund balance is reduced for the
revision to principal repayments on finance leases amounting to £290k, while the
Capital Financing Account balance is increased by the same amount.
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NOTES TO THE CORE FINANCIAL STATEMENTS

As all of the prior year adjustments are accounting restatements, they have no effect
on the cash flow position. The changes made to the 2005/06 comparative figures in
the Cash Flow Statement and supporting notes are merely reclassification of
expenditure out of Revenue Activities into the separate disclosures for interest and

capital payments on finance leases.

Income & Expenditure Account

Net Income - Construction
Net Income — Facilities

Corporate & Democratic Core
Non Distributed Costs

Gain on Sale of Fixed Assets
Net Income on AMRA

Interest Payable

Pension Interest Cost & Return

Income & Expenditure Surplus

Prior Year Adjustments

Statement of Movement in the General Fund Balance

Income & Expenditure Surplus
Statutory & Accounting Practice
Adjustments

Contributions to constituent
Councils

Increase/(Decrease) in General
Fund

General Fund Balance b/fwd
General Fund Balance c/fwd

Balance Sheet

Tangible Fixed Assets

Current Assets

Current Liabilities

Pension Liabilities

Finance Leases due in > 1 year
Total Net Liabilities

Renewal & Repair Fund

Fixed Asset Restatement Account
Capital Financing Account
Pension Reserve

General Fund

Total Reserves

2005/06 2006 Reclassify  Finance Other 2005/06
Audited SORP Leases Lease Restated
Accounts Principal
£000 £000 £000 £000 £'000 £000

411 121 51 - (12) 571

210 5 7 - - 222

621 126 58 - (12) 793

(59) - - - 10 (49)

(109) - - - - (109)

453 126 58 - (2) 635

- 42 - - - 42

281 (281) - - - -

(218) 20 (90) - - (288)

(164) - - - - (164)

352 (93) (32) - (2) 225

352 (93) (32) - 2 225

342 93 32 (180) 1 288

694 - - (180) Q) 513
(589) - - - - (589)
105 - - (180) Q) (76)

333 - - (110) 1 224

438 - - (290) - 148
2,438 - 1,578 - - 4,016
20,256 - a7 - - 20,239
(20,119) - (226) - - (20,345)
(15,557) - - - - (15,557)
(1,168) - (1,373) - - (2,541)
(14,150) - (38) - - (14,188)
105 - - - - 105
3,609 - - - - 3,609
(2,745) - (38) 290 - (2,493)
(15,557) - - - - (15,557)
438 - - (290) - 148
(14,150) - (38) - - (14,188)
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NOTES TO THE CORE FINANCIAL STATEMENTS

4 Trading Operations

The Statement on the Movement in the General Fund Balance shows a surplus of
£500k for distribution to the constituent Councils after FRS 17 requirements have
been met and a transfer from the General Fund of £8k has been made. Financial
Objectives are now 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. Both Construction Division and Facilities Services Statutory Trading
Accounts have achieved the statutory financial objective, reporting cumulative
surpluses of £1.269m and £783k respectively for the three years 2004/05, 2005/06
and 2006/07.

5 Reconciliation of Statutory Trading Accounts to Income & Expenditure
Account

The accounting treatment of certain items of income and expenditure differs between
the Statutory Trading Accounts and the Income & Expenditure Account. In
particular, internal trading requires to be eliminated and interest charges are
identified separately in the Income & Expenditure account. A reconciliation between
the two accounting statements is provided in the table below.

Expenditure Income Net
Income
£'000 £'000 £'000

Construction Division

Total per Statutory Trading Account (Note 1) 36,273 36,799 526
Less Interest Charges (273) - 273
Income & Expenditure Account 36,000 36,799 799
Facilities Services

Total per Statutory Trading Account (Note 2) 17,476 18,066 590
Less Internal Trading (117) (117) -
Less Interest Charges (81) - 81
Income & Expenditure Account 17,278 17,949 671

Note that the total interest charge included in the Trading Accounts (£354k) includes
a notional charge of £25k in respect of interest on reserve balances. The interest
payable figure shown on the Income & Expenditure account is the net charge of
£329k.

6 Net Liability

The Joint Committee’s Balance Sheet as at 31 March 2007 shows a Net Liability of
£8.774m (2005/06 £14.188m). The significant factor in this is the FRS 17 Pension
Liability of £10.413m (2005/06 £15.557m), which is based on a “snap-shot” at 31
March 2007 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 General Fund or budget requirements, and does not affect
the Joint Committee’s ability to continue trading as a going concern.
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NOTES TO THE CORE FINANCIAL STATEMENTS

7 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.

8 Contributions to the Constituent Councils

For the financial year ending 31 March 2007, the constituent Councils agreed that the
total amount to be distributed was £500k (2005/06 £589k) 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.

9 Extraordinary Iltems
There were no extraordinary items.
10 Exceptional ltems

The estimated settlement cost associated with equal pay claims has been treated as
an exceptional cost in the 2006/07 accounts. The best estimate of this cost is
£1.372m, 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. In 2005/06 a provision of £6.430m was made for the
estimated liability at that time, of which costs amounting to £5.773m were paid during
2006/07.

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

separate account of expenditure on publicity. During 2006/07 the following
expenditure was incurred on publicity.

2006/07 2005/06

£'000 £'000

Recruitment Advertising 81 84
Other Advertising 5 4
86 88

12 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 2006/07.

2006/07 2005/06
£'000 £'000
Dundee City Council:
Legal and Committee Services, Finance,
Personnel and IT Work 200 194
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NOTES TO THE CORE FINANCIAL STATEMENTS

13 Officers’ Remuneration

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

Number of Number of
Employees Salary Banding Employees
2005/06 2006/07
3 £50,000 - £59,999 1
1 £60,000 - £69,999 3
- £70,000 - £79,999 -

1 £80,000 - £89,999 1

14 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.

2006/07 2005/06

£000 £'000
Angus Council 14,274 13,309
Dundee City Council 13,904 13,830
Perth and Kinross Council 16,834 16,188
45,012 43,327

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 £1.372m has been made in the 2006/07 accounts
(2005/06 £6.430m, of which £5.773m was paid during 2006/07).

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:
2006/07 2005/06
£'000 £'000
Debtors:
Operational Activities 9,291 8,085
Equal Pay Reimbursement 2,001 6,430
11,292 14,515
Creditors:
Trade Creditors (71) (163)
Surpluses due to constituent Councils (1,380) (840)

(1.451) (1.003)

15 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 2006/07 financial year, for external audit services
undertaken in accordance with the Code of Practice, is £30k (2005/06 £32k).
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During 2006/07 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.
16 Supporting Analysis to the Statement of Movement on the General Fund
Balance
2005/06 2006/07
£'000 £'000
Amounts included in the Income and Expenditure Account
but required by statute to be excluded when determining
the Movement on the General Fund Balance for the year:
601 Depreciation and impairment of fixed assets 703
(42) Net gain on sale of fixed assets (85)
380 Notional rental charges for depots 356
Amount by which pension costs calculated in accordance with
FRS 17 are different from the contributions due under the
390 pension scheme regulations (663)
Amounts not included in the Income and Expenditure
Account but required to be included by statute when
determining the Movement on the General Fund Balance
for the year:
(381) Statutory provision for repayment of debt (368)
(430) Capital expenditure charged to the General Fund Balance (523)
(225) Actual rental charges for depots (199)
Transfers(to)/from the General Fund Balance that are
required to be taken into account when determining the
Movement on the General Fund Balance for the year:
(5) Transfer (to) Renewal and Repair Fund (5)
288 784

17 Pension Costs

In 2006/07 Tayside Contracts paid an employer’s contribution of £2.495m (2005/06
£2.451m) into the Tayside Superannuation Fund (which is a defined benefits or final
salary scheme) representing 15.3% (2005/06 15.7%) 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 £2.519m (2005/06 £2.465m) with a balancing adjustment made in the
Statement of Movement on the General Fund Balance as a contribution from Pension
Reserve.
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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 2006/07 the Actuarial valuation of Past Cost of Service used in the
Accounts amounted to £77k, 0.5% of pensionable pay (2005/06 £90k, 0.6%).

18 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.

2006/07 Restated

2005/06
Corporate and Democratic Core £'000 £'000
Clerk & Proper Officer 10 17
Councillors’ Costs 1 -
External Audit 30 32
41 49

Non Distributed Costs
Strain on Pension Costs 75 100
Legal Costs 3 4
Redundancy costs 26 5
104 109

19 Interest Payable

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. Interest payable on loan
borrowing from Dundee City Council and interest on finance leases are also included
in the total interest payable charge of £329k.
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20 Fixed Asset Transactions
Land & Vehicles, Leased Totals
Buildings Plant & Assets
Equipment
£000 £'000 £000 £000
Gross Book Value at 31 March 2006 (Restated) 89 7,590 3,957 11,636
Accumulated Depreciation at 31 March 2006 (6) (6,609) (1,005) (7,620)
(Restated)

Net Book Value at 31 March 2006 (Restated) 83 981 2,952 4,016
Additions 88 1,998 51 2,137
Disposals - (23) - (23)
Depreciation (6) (280) (417) (703)
Net Book Value at 31 March 2007 165 2,676 2,586 5,427
Gross Book Value at 31 March 2007 177 9,588 4,008 13,773
Accumulated Depreciation at 31 March 2007 (12) (6,912) (1,422) (8,346)
Net Book Value at 31 March 2007 165 2,676 2,586 5,427

The opening balances shown above (Gross book value, accumulated depreciation and net
book value) have been restated to reflect the reclassification of a number of operating leases
to finance leases, which therefore requires the underlying assets to be included in the
balance sheet.

21 Sources of Finance for Fixed Asset Additions

2006/07 Restated

2005/06
£'000 £'000
Capital Receipts 108 45
Capital Grants - 97
Revenue 523 334
Bank Borrowing 73 -
Loans 1,382 -
Finance Lease 51 866
Total Fixed Asset Additions 2,137 1,342
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22 Information on Assets held

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

2006/07 2005/06
Restated
Owned
Plant and Vehicles 233 206
Land & Buildings 4 2
Finance Lease
Plant and Vehicles 144 143

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

In accordance with the stated accounting policy, owned assets are depreciated over
their estimated useful life. The useful life assigned to the various types of plant,
vehicles and equipment ranges from 5 to 10 years. Quarry buildings are depreciated
over a longer period, up to a maximum of the estimated remaining economic life of
the quarry. Consequently these assets are depreciated over a 16 year period.
Computer equipment (large value servers) is depreciated over 5 years. Assets
acquired under finance leases are depreciated over the life of the lease, taking into
account any residual value at the end of the lease period.

During 2006/07, an area of land adjacent to Collace quarry was acquired on behalf
of Tayside Contracts by Perth & Kinross Council at a cost of £69k including legal
fees. This cost was charged to Tayside Contracts. However, as Tayside Contracts
do not have title to this land, it will not be subject to revaluation in future years and
the cost will be amortised over the estimated remaining economic life of the quarry,
in line with the quarry buildings noted above.

The number of assets held under finance leases in 2005/06 has been restated to
reflect the reclassification of assets funded by operating lease as assets funded by
finance lease and therefore included in the balance sheet.

23 Valuation of Assets

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

24 Operating and Finance Leases

During 2006/07, charges were made for operating lease rental payments of £706k
(2005/06 £752k). The undischarged liability at 31 March 2007 is:

£'000
Due in 1 year 586
Due in 2-5 years 1,015
Due in more than 5 years 107
1,708
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During 2006/07, a Finance Lease charge of £124k (2005/06 £90k) and Capital
Repayments of £369k (2005/06 £362k) were made. The net future obligation under
Finance Leases as at 31 March 2007 is:-

£'000
Due in 1 year 387
Due in 2 - 5 years 1,579
Due in more than 5 years 618
2,584

Comparative figures for 2005/06 have been restated to reflect the reclassification of a
number of operating leases as finance leases.

In addition Contract Car Hire payments of £36k were made in 2006/07 (2005/06
£31k) which were reduced by employee contributions of £20k (2005/06 £17k)
towards their agreed share. An undischarged liability of £44k remained at 31 March
2007 (2006 £79k).

25 Loans
During 2006/07, loans amounting to £1,382k were arranged with Dundee City

Council to finance capital expenditure. The net future obligation in respect of these
loans as at 31 March 2007 is:-

£'000
Due in 1 year 125
Due in 2 - 5 years 576
Due in more than 5 years 681
1,382
26 Debtors Restated
2006/07 2005/06
£000 £'000
Constituent Councils 9,291 8,085
Constituent Councils — Equal Pay Reimbursement 2,001 6,430
Sundry Debtors 3,767 4,224
15,059 18,739
Less provision for bad debts 68 88
14,991 18,651
27 Creditors
2006/07 2005/06
£'000 £'000
Payroll related Creditors (i.e. PAYE, NI etc) 2,614 2,325
Trade Creditors 4,124 3,421
Constituent Council Creditors 71 163
Sundry Creditors 2,351 2,217
9,160 8,126
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28 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 2007 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:
2006/07 2005/06

£'000 £'000
Balance of o/s claims at 1 April 153 182
Claims settled during the year (105) (9)
48 173
Accrual / (Write back) of claims not settled 95 (20)
Creditor at 31 March 143 153

No material unfunded risks are anticipated.
29 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: 2006/07 2005/06
£'000 £'000

Provision for equal pay settlement costs
Staff Liability 1,190 4,912
Tax & NI Liability 182 1,473
Legal Costs - 45
1,372 6,430
Provision for remedial works 556 431
Provision for Quarry reinstatement costs 273 263
Other Provisions 91 90
Total Provisions 2,292 7,214
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30 Statement of Movement in Reserves

Capital Reserves Restated
Fixed Asset Capital Useable
Restatement Financing Capital
Account Account Receipts
Reserve
£'000 £'000 £'000
Balance at 1 April 2006 3,609 (2,493) -
Fixed Asset Disposals/Adjustments - (23) 108
Capital Funded from Current Revenue - 523 -
Capital Receipts Applied - 108 (108)
Excess of Depreciation over Principal
Repayments - (335) -
Balance at 31 March 2007 3,609 2,220 -

The opening balance on the Capital Financing Account has been restated to reflect
the effect of reclassification of leases (- £38k) and the overstatement in previous
years of the excess of depreciation over principal repayments (+ £290Kk) in respect of
assets funded by finance leases.

Pensions
Reserve
£'000
Balance at 1 April 2006 (15,557)
Actuarial Gains 4,509
Transfer to Statement of Movements on the General Fund Balance 635
Balance at 31 March 2007 (10413)
Revenue Reserves Restated
Renewal and General
Repair Fund Fund
£000 £000
Balance at 1 April 2006 105 148
Transfer from/(to) Income and Expenditure Account 5 (8)
Balance at 31 March 2007 110 140

The opening balance on the General Fund has been restated to correct the overstatement
in previous years of the excess of depreciation over principal repayments (- £290k) in
respect of assets funded by finance leases.
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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. Further transfers of £5k have been made
in each of 2005/06 and 2006/07, being notional interest earned on the fund.

General Fund

This fund 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 Income and Expenditure Account
representing the difference between the notional net revenue account charge to the
Income & Expenditure Account and the actual pensions contributions made.

31 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 sufficiently advanced to
accurately estimate the potential extent of any liability.

As disclosed in notes 10 and 29 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. While an
estimate has been made of the potential cost, it is possible that further claims may
arise which cannot presently be quantified with any accuracy.
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32 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: 2006/07 2005/06
£'000 £'000

Balance at 1 April 840 2,721
Add Interest accrued to 31 March 40 43
880 2,764

Less Payments made in year - 2,513
880 251

Surplus for year 500 589
Balance at 31 March 1,380 840

33 Euro Costs

European Economic and Monetary Union came into effect on 1 January 1999,
leading to the creation of a single currency (the “euro”). Although the UK
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.

34 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 2006/07 can be analysed as follows:

2005/06 2006/07

£'000 £'000
(20,549) Surplus/(Deficit) at beginning of the Year (15,557)
(2,741) Current Service Costs (3,486)
2,452 Employer Contributions 2,522
82 Contribution in respect of Unfunded Benefits 66
(16) Past Service Costs 1,350
(6) Settlements/Curtailments (9)
(164) Other Financial Income 195

Difference between actuarial employer’s contribution and actual

3 employer’s contribution figure 3)
(390) Contribution from Pensions Reserve 635
5,382 Actuarial gains/(losses) 4,509
(15,557) Deficit at the end of the Year (10,413)
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The history of experienced gains and losses over the last five years is as follows:

2002/03
£'000

Difference between expected and actual
return on assets (9,288)
Value of assets 32,475
Percentage of assets (28.6)%
Experienced gains/(losses) on assets (3,585)
Present value of liabilities 43,266
Percentage of present value of liabilities (8.3)%
Actuarial gains (13,044)
Present value of liabilities 43,266
Percentage of present value of liabilities (30.1)%

Effect of change in accounting methodology -
Present value of liabilities -
Percentage of present value of liabilities -

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

£'000

4,795
41,117
11.7%

662
47,557
1.4%

4,831
47,557
10.1%

£'000

2,346
48,283
5.0%

68,832

(465)
68,832
(0.7)%

(12,127)
68,832
(17.6)%

£'000 £'000

10,379 1,311
61,992 69,172
16.7% 1.9%

4,950 -
77,549 79,585
6.4% -

5,382 4,509
77,549 79,585
6.9% 5.7%

The notional Income and Expenditure Account charge for 2006/07 is calculated as follows:

2005/06
£000 Operating Costs
- Curtailments
2,741 Current Service Costs
22 Past Service Costs
2,763 Total Operating Charge (A)

Expected Returns
3,247 Expected Return on Employer Assets
(3.411) Interest on Pension Scheme Liabilities
(164) Net Return (B)

2,927 Net Income & Expenditure Account (A)-(B)

Tayside Contracts assets and liabilities at 31 March amount to:

2006
£'000
61,992 Share of assets in Tayside Superannuation Fund
(76,768) Estimated liabilities in Tayside Superannuation Fund
(14,776) Net liabilities in Tayside Superannuation Fund
(781) Estimated liabilities for discretionary pensions
(15,557) Net pension liability
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9
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Assets are valued at fair value, principally market value for investments consisting of:

2006 2007
£'000 £000
44,925 Equity investments 49,818

7,400 Gilts 7,403
2,965 Bonds 2,848
5,336 Property 7,533
1,367 Cash 1,570
61,993 69,172

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

2006 2007
7.0% Equities 7.2%
4.2% Gilts 4.4%
4.9% Bonds 5.4%
6.5% Property 6.7%
4.0% Cash 5.0%
6.5% Total 6.7%

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 2006/07 by
the independent actuaries to the Fund. The main assumptions used in the
calculations are:

2005/06 2006/07
3.0% Rate of inflation 3.3%
4.5% Rate of increase in salaries 4.8%
3.0% Rate of increase in pensions 3.3%
4.9% Rate of discounting scheme liabilities 5.4%
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35 Notes to the Cash Flow Statement

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

2005/06 2006/07
Restated

£000 £000

(589) Distributable Surplus for Year (500)

(525) Capital funded from Current Revenue (592)

59 Capital Grants Received 35

(400) Capital payments on Finance Leases (368)

70 Non Cash Reserve Transfers 3

(198) Interest payable on Revenue Balances (190)

(129) Interest element of Finance Lease Rental Payments (139)

(1,320) Increasel/(Decrease) in Debtors (30)

1,819 (Increase)/Decrease in Creditors (826)

(73) (Decrease)/Increase in Stock & Work In Progress 168

12 (Increase)/Decrease in Non-Equal Pay Provisions (136)

"~ (1,274) Net Cash (Inflow) from Revenue Activities - (2,575)

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

2005/06 2006/07
£'000 £'000
2,277 (Increase)/Decrease in Cash in the period (67)

- Increase/(Decrease) in Borrowing 1,382
ﬁ Change in Net Debt W

1,524 Opening Debt at 1 April 2006 3,801
W Closing Debt at 31 March 2007 ﬁ

Analysis of Movement in Net Debt 1 April Cash 31 March

2006 Flow 2007

£'000 £000 £000

Loans Outstanding - 1,382 1,382

Advances for Petty Outlays 3) - 3)

Bank Overdraft 3,804 (67) 3,737

Net Debt as at 1 April 2006 & 31 March 2007 3,801 1,315 5,116
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36 Events after the Balance Sheet Date

There were no events that occurred between 1 April 2007 and 21 September 2007
that would have an impact on the 2006/07 financial statements (2005/06 also none).
The latter date is the date on which the accounts were authorised for issue by the
Proper Officer.

37 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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STATEMENT ON THE SYSTEM OF INTERNAL FINANCIAL

CONTROL

This statement is given in respect of the 2006/2007 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 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.
An annual report is prepared to provide an overview of Internal Audit work carried out during the year,
and was presented to, and approved by, the Joint Committee on 11 June 2007. 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

21 September 2007 21 September 2007
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Independent auditor’s report to the members of Tayside Contracts Joint Committee and the
Accounts Commission for Scotland

| certify that | have audited the financial statements of Tayside Contracts Joint Committee for the
year ended 31 March 2007 under Part VIl of the Local Government (Scotland) Act 1973. These
comprise the Income and Expenditure Account, Statement of Movement on the General Fund
Balance, Statement of Total Recognised Gains and Losses, Balance Sheet and Cash Flow
Statement and the related notes. These financial statements have been prepared under the
accounting policies set out within them.

This report is made solely to the parties to whom it is addressed in accordance with the Local
Government (Scotland) Act 1973 and for no other purpose. In accordance with paragraph 123 of the
Code of Audit Practice approved by the Accounts Commission for Scotland, | do not undertake to
have responsibilities to members or officers, in their individual capacities, or to third parties.

Respective responsibilities of the Proper Officer and auditor

The Proper Officer’s responsibilities for preparing the financial statements in accordance with
applicable laws and regulations and the Code of Practice on Local Authority Accounting in the United
Kingdom 2006 - A Statement of Recommended Practice (the 2006 SORP) are set out in the
Statement of Responsibilities.

My responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) as required by the Code of
Audit Practice approved by the Accounts Commission.

| report my opinion as to whether the financial statements present fairly the financial position of the
Joint Committee in accordance with applicable laws and regulations and the 2006 SORP, and have
been properly prepared in accordance with the Local Government (Scotland) Act 1973. | also report
if, in my opinion, the Foreword to the Accounts is not consistent with the financial statements, if the
Joint Committee has not kept proper accounting records, or if | have not received all the information
and explanations | require for my audit.

| review whether the Statement on the System of Internal Financial Control reflects the Joint
Committee’s compliance with the SORP. | report if, in my opinion, it does not comply with the SORP
or if it is misleading or inconsistent with other information | am aware of from my audit of the financial
statements. | am not required to consider, nor have | considered, whether the statement covers all
risk and controls. Neither am | required to form an opinion on the effectiveness of the Joint
Committee’s corporate governance procedures or its risk and control procedures.

| read the other information published with the financial statements, and consider whether it is
consistent with the audited financial statements. This other information comprises only the
Background, Managing Director’s Report, the Construction Division Operational Report, the Facilities
Services Operational Report and the Foreword to the Accounts. | consider the implications for my
report if | become aware of any apparent misstatements or material inconsistencies with the financial
statements. My responsibilities do not extend to any other information.

Basis of audit opinion

| conducted my audit in accordance with Part VIl of the Local Government (Scotland) Act 1973 and
International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board as
required by the Code of Audit Practice approved by the Accounts Commission. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial
statements. It also includes an assessment of the significant estimates and judgements made by the
Proper Officer in the preparation of the financial statements, and of whether the accounting policies
are appropriate to the Joint Committee’s circumstances, consistently applied and adequately
disclosed.

| planned and performed my audit so as to obtain all the information and explanations which |
considered necessary in order to provide me with sufficient evidence to give reasonable assurance
that the financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming my opinion | also evaluated the overall adequacy of the presentation of
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information in the financial statements.
Opinion
In my opinion

the financial statements present fairly, in accordance with applicable laws and regulations and the
2006 SORP, the financial position of the Joint Committee as at 31 March 2007 and its income and
expenditure for the year then ended; and

the financial statements have been properly prepared in accordance with the Local Government
(Scotland) Act 1973.

Pearl Tate

Senior Audit Manager
Audit Scotland
Osborne House

1/5 Osborne Terrace
Edinburgh

EH12 5HG

27 September 2007
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