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AUDIT COMMITTEE 
 
DATE OF MEETING: TUESDAY 23RD MARCH 2021 
  
TITLE OF REPORT: APPROVAL OF ACCOUNTING POLICIES 2020/21 
  
Report of:  Head of Corporate Services  
  
Cabinet member:  Councillor James Radley 
  

 
 
1 PURPOSE OF REPORT 
  
1.1 The purpose of the report is to provide the Accounting Policies to the Audit 

Committee to consider and approve so that they can be followed and complied with 
during the production of the 2020/21 Statement of Accounts. 

  
2 OFFICER RECOMMENDATION 
  
2.1 That the committee approves the Accounting Policies as shown in Appendix 1 to 

this report. 
  
3 BACKGROUND 
  
3.1 It is the responsibility of the charged with governance (the Audit Committee) to 

consider and agree the accounting polices to be applied to the Statement of 
Accounts for the year ended 31st March 2021. 

  
3.2 The Audited Statement of Accounts is a statutory requirement of the Council. It 

reports the Council’s income and expenditure for the year ended 31 March 2021 
and its financial position as at the 31st March 2021. 

  
4 CONSIDERATIONS 
  
4.1 The accounting policies have not changed from the previous accounting policies 

used for the preparation of the 2019/20 Statement of Accounts. There are no key 
changes in policies required to comply with the 2020/21 CIPFA Code of Practice. 

  
5 FINANCIAL AND RESOURCE IMPLICATIONS 
  
5.1 The Statement of Accounts is a key corporate deliverable and fully utilises all 

finance staff as well as using the resource of some non-finance staff in its 
preparation.  
 

 

 
 
Contact Details: Emma Foy, Extension 4740 
   Email: emma.foy@hart.gov.uk 
  

mailto:emma.foy@hart.gov.uk
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Appendix 1 – Accounting Policies 
 
The Accounting Policies in Hart District Council’s accounts are not presented in one section 
at the front of the accounts but are detailed in the relevant sections within the document.  
This document presents all of the accounting policies in one place for consideration and  
review by the Audit Committee. 
 
General Accounting Policy regarding Code of Practice and Going Concern 
 
The Statement of Accounts summarises the Council’s transactions for the 2020/21 financial 
year and its position at the year-end on 31 March 2021. The Council is required to prepare 
an annual Statement of Accounts by the Accounts and Audit Regulations 2015, which those 
Regulations require to be prepared in accordance with proper accounting practices. These 
practices primarily comprise the Code of Practice on Local Authority Accounting in the 
United Kingdom 2020/21 (‘the Code’), supported by International Financial Reporting 
Standards (IFRS). 
These accounts have been prepared on a going concern basis which means that the functions 
of the Council will continue in operational existence for the foreseeable future. 
 
Accruals 
Income and Expenditure – Activity is accounted for in the year it takes place, not simply when 
cash payments are made or received. In particular: 
 

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

• Revenue from provision of services is recognised when the Council can measure reliably 
the percentage of completion of the transaction and it is probable that economic 
benefits or service potential associated with the transaction will flow to the Council, in 
accordance with any performance obligations within contracts. 

• Supplies are recorded as expenditure when they are consumed – where there is a gap 
between the date supplies are received and their consumption they are carried as 
inventories on the balance sheet. 

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

 

Disposal of Assets 

Where an asset is disposed of or decommissioned, the carrying amount of the asset in the 
Balance Sheet is written off to the Other Operating Expenditure line in the Comprehensive 
Income and Expenditure Statement as part of the gain or loss on disposal. Receipts from 
disposals (if any) are credited to the same line in the Comprehensive Income and 
Expenditure Statement also as part of the gain or loss on disposal. 

 

Exceptional Items 

When items of income and expense are material, their nature and amount is disclosed 
separately, either on the face of the Comprehensive Income and Expenditure Statement or in 
the Notes to the Accounts. 
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Investments 
The Council accounts for investments in accordance with the Treasury Management Strategy, 
which is set annually. The Council’s investment priorities are: 
 

• the security of capital and  
• the liquidity of its investments 
• the yield on maturity of the investment  

 
Minimum revenue provision (MRP) 
Regulations 27 and 28 in the Local Authorities (Capital Finance and Accounting) (England) 
Regulations 2003 requires the Council to make an annual charge to revenue to contribute 
towards the reduction in its overall borrowing requirement - known as a Minimum Revenue 
Provision.  
 
The Council has adopted the asset life method of calculating MRP where the charge is spread 
in equal annual instalments over the life of each asset that creates a borrowing requirement. 
MRP commences in the financial year following either the year in which the expenditure was 
incurred or the year when the asset becomes operational.  This excludes all investment 
properties as these properties will be financed once the property is sold and if the value of 
the property reduces a reserve will be created. 
 
Any interest costs to the Comprehensive Income and Expenditure Statement in relation to 
finance leases will also be mitigated by a corresponding MRP adjustment. 
 
Overheads  
The costs of overheads and support services are charged to service segments in accordance 
with the authority’s arrangements for accountability and financial performance. 
 
Prior Period Adjustments, changes in Accounting Policies and Estimates and 
Errors 
Prior period adjustments may arise because of a change in accounting policies or to correct a 
material error. Changes in accounting estimates area accounted for prospectively, i.e. in the 
current and future years affected by the change and do not give rise to a prior period 
adjustment. 
 
Changes in accounting policies are only made when required by proper accounting practices 
or the change provides more reliable or relevant information about the effect of transactions, 
other events and conditions on the Council’s financial position or financial performance. 
Where a change is made, it is applied retrospectively (unless stated otherwise) by adjusting 
opening balances and comparative amounts for the prior period as if the new policy had always 
applied. 

 
Material errors discovered in prior period figures and corrected retrospectively by amending 
opening balances and comparative amounts for the prior period. 
 
Revenue recognition 
Revenue is the gross inflow of economic benefits or service potential during the reporting 
period when those inflows result in an increase in net worth. Revenue is recognised when it 
is probable that future economic benefits will flow to the Council and these benefits can be 
measured reliably.  
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IFRS 15 (Revenue from Contracts with Customers) is applied in accounting for revenue arising 
from the following transactions and events:  
 

• the sale of goods 
• the rendering of services  
• interest, royalties and dividends. 
• non-exchange transactions (i.e. Council tax) 
• where previously a liability had been recognised (i.e. creditor) on satisfying the 

revenue recognition criteria 
 

The amount of revenue arising on a transaction is usually determined by agreement between 
the Council and the buyer or user of the asset. It is measured at the fair value of the 
consideration received or receivable considering the amount of any trade discounts and 
volume rebates allowed by the Council. 
 
VAT 

Value Added Tax is excluded from both revenue and capital in terms of both income and 
expenditure except where the Council is not able to recover VAT on expenditure. HM 
Revenue and Customs allow Local Councils to recover the majority of VAT incurred. 
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Collection Fund 
The Collection Fund Statement is a record of revenue expenditure and income relating to 
the Council’s role as a billing authority for Council tax and national non-domestic rates 
(NNDR) in accordance with the requirements of section 89 of the Local Government 
Finance Act 1988. Its primary purpose is to show the transactions of the billing authority in 
relation to the collection from taxpayers of tax due and its distribution to other local 
authorities, Major Preceptors and the Government. Collection Fund Statement items are 
only included within the Comprehensive Income and Expenditure Account and Balance 
Sheet when they relate to the Council’s own entitlements or commitments as distinct from 
those of Local Government or Central Government partners. Amounts owed to or owing 
by taxpayers at the Balance Sheet Date are therefore not shown in the Council’s Balance 
Sheet with the exception of the proportion of Council tax to which the Council itself is 
entitled 
 
It also shows how the income is distributed between Hart District Council, Hampshire County 
Council, Hampshire Police and Crime Commissioner and Hampshire Fire and Rescue 
Authority. 
 
Billing authorities in England are required by statute to maintain a separate fund for the 
collection and distribution of amounts due in respect of Council tax and non-domestic rates 
(NDR). The fund key features relevant to accounting for Council tax in the core financial 
statements are: 
 

• While the Council tax income for the year credited to the Collection Fund is the 
accrued income for the year regulations determine when it should be released from 
the Collection Fund and transferred to the General Fund of the billing authority or 
paid out of the Collection Fund to major preceptors. 

 
• Council tax income included in the Comprehensive Income and Expenditure Account 

for the year shall be the accrued income for the year. The difference between the 
income included in the Comprehensive Income and Expenditure Account and the 
amount required by regulation to be credited to the Collection Fund shall be taken to 
the Collection Fund Adjustment Account and included as a reconciling item in the 
Movement in Reserves Statement. 

 
Since the collection of Council tax and NDR Income is in substance an agency arrangement: 
 

• Cash collected by the billing authority from Council tax debtors belongs 
proportionately to the billing authority and the major preceptors. There will be 
therefore a debtor/creditor position between the billing authority and each major 
preceptor to be recognised since the net cash paid to each major preceptor in the year 
will not be its share of the cash collected from Council taxpayers. 

 
• Cash collected from NDR taxpayers by billing authorities (net of the cost of collection 

allowance) belongs to the government and preceptors and the amount not yet paid to 
them at the Balance Sheet date shall be included in the Balance Sheet as a creditor; 
similarly, if cash paid to the government and preceptors exceeds the cash collected 
from NDR taxpayers (net of the billing authority’s cost of collection allowance), the 
excess shall be included in the Balance Sheet as a debtor. 
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MATERIAL ITEMS OF INCOME AND EXPENDITURE 
 
The Council incurs significant expenditure through its delivery of services, and it receives 
significant income from a number of sources to fund this. For example, the Council incurs a 
significant proportion of it’s spend on benefit payments, which is funded predominantly by 
government grant.  
 
This income and expenditure is reported in the Consolidated Income and Expenditure 
Account in these statements and is supported by notes within the same section. 
 
The Council does not consider that there were any other material items of income and/or 
expense that were incurred and/or received in the normal day to day provision of the 
services. 
 
GRANT INCOME 
 
Grants, third party contributions and donations are recognised as due to the Council when 
there is reasonable assurance that: 

 
• The Council will comply with the conditions attached to the payments, and 
• The grants or contributions will be received. 
 

Amounts recognised as due to the Council are not credited to the Comprehensive Income 
and Expenditure Statement until conditions attached to the grant or contribution have been 
satisfied. Conditions are stipulations that specify that the future economic benefits or service 
potential embodied in the asset acquired using the grant or contribution are required to be 
consumed by the recipient as specified, or future economic benefits or service potential must 
be returned to the transferor. 
 
 
OPERATING LEASES 
 
Council as Lessee  
 
Leases that do not meet the definition of finance leases are accounted for as operating leases 
and the expenditure is charged to service revenue accounts on a straight-line basis over the 
term of the lease. The land and buildings elements of a lease require separate identification for 
both lease classifications and subsequent valuation. In most cases, the land element of a lease 
will be an operating lease.  
 
The Council has no material operating lease agreements. 
 
Council as Lessor  
 
Where the Council grants an operating lease over a property or an item of plant or equipment, 
the asset is retained in the Balance Sheet. Rental income is credited to the Other Operating 
Expenditure line in the Comprehensive Income and Expenditure Statement. Credits are made 
on a straight-line basis over the life of the lease, even if this does not match the pattern of 
payments. 
 
The Council owns a number of property, plant and equipment assets that are leased to other 
bodies for one or a combination of the following purposes: 
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• To gain rental income from its investment properties 
• For economic development purposes to provide suitable affordable accommodation 

for local businesses. 
• To provide leisure facilities for public use 

 
ADJUSTMENTS BETWEEN ACCOUNTING BASIS AND FUNDING BASIS 
UNDER REGULATIONS 
 

This note details the adjustments that are made to the total comprehensive income and 
expenditure recognised by the authority in the year in accordance with proper accounting 
practice to arrive at the resources that are specified by statutory provisions as being 
available to the authority to meet future capital and revenue expenditure. The following sets 
out a description of the reserves that the adjustments are made against. 

General Fund Balance  
The General Fund is the statutory fund into which all the receipts of an authority are required 
to be paid and out of which all liabilities of the authority are to be met, except to the extent 
that statutory rules might provide otherwise. These rules can also specify the financial year in 
which liabilities and payments should impact on the General Fund Balance, which is not 
necessarily in accordance with proper accounting practice. The General Fund Balance 
therefore summarises the resources that the Council is statutorily empowered to spend on 
its services or on capital investment (or the deficit of resources that the Council is required 
to recover) at the end of the financial year. 
 
Capital Receipts Reserve 
The Capital Receipts Reserve holds the proceeds from the disposal of land or other assets, 
which are restricted by statute from being used other than to fund new capital expenditure 
or to be set aside to finance historical capital expenditure. The balance on the reserve shows 
the resources that have yet to be applied for these purposes at the year-end. 
 
Capital Grants Unapplied 
The Capital Grants Unapplied Account (Reserve) holds the grants and contributions received 
towards capital projects for which the Council has met the conditions that would otherwise 
require repayment of the monies, but which have yet to be applied to meet expenditure. The 
balance is restricted by grant terms as to the capital expenditure against which it can be applied 
and/or the financial year in which this can take place. 
 
 
PROPERTY, PLANT AND EQUIPMENT 
 
Assets that have physical substance and are held for use in the production or supply of goods 
or services, for rental to others, or for administrative purposes and that are expected to be 
used during more than one financial year are classified as Property, Plant and Equipment. 
 
Assets are initially measured at cost, comprising the purchase price plus any costs attributable 
to bringing the asset to the location and condition necessary for it to be capable of operating 
in the manner intended by management 
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Charges to Revenue for Non-current Assets – Services and support services are debited 
with the following amounts to record the cost of holding non-current assets during the year: 

 
• depreciation attributable to the assets used by the relevant service 
• revaluation and impairment losses on assets used by the service where there are no 

accumulated gains in the Revaluation Reserve against which the losses can be written 
off 

• amortisation of intangible assets attributable to the service 
 
The Council is not required to raise Council tax to fund depreciation, revaluation and 
impairment losses or amortisation. However, it is required to make an annual contribution 
from revenue towards the reduction in its overall borrowing requirement (equal to an amount 
calculated on a prudent basis determined by the Council in accordance with statutory 
guidance). Depreciation, revaluation and impairment losses and amortisation are therefore 
replaced by the contribution in the General Fund Balance, by way of an adjusting transaction 
with the Capital Adjustment Account in the Movement in Reserves Statement for the 
difference between the two.       
 
Component Accounting - Where components of an asset are significant in value in relation 
to the value of the asset as a whole, and they have substantially different economic lives, they 
will be recognised separately. Components will be recognised separately as and when they are 
replaced or re-valued. 
 
Capital Expenditure and De minimis - Expenditure on the acquisition, creation or 
enhancement of tangible fixed assets is accounted for on an accruals basis. Capitalisation 
thresholds apply so that for land and buildings a de minimis of £10k applies, and for plant and 
equipment a deminimis of £5k applies, where it meets the criteria of having a life greater than 
a year and/or has increased the value/life of an asset or enhanced the usability of the asset.  
 
REVALUATIONS 
 
The Council carries out a rolling programme that ensures all Property, Plant and Equipment 
required to be measured at fair value is revalued at least every five years and all assets within 
a class are revalued simultaneously. For the 2020/21 financial year, valuations were carried out 
as at 31 March 2021. Increases in valuation are matched by credits to the Revaluation Reserve 
to recognise unrealised gains. Where decreases in value are identified, they are accounted for 
as follows: 

 
• Where there is a balance of revaluation gains for the asset in the Revaluation Reserve, 

the carrying amount of the asset is written down against that balance (up to the amount 
of the accumulated gains). 
 

• Where there is no balance on the Revaluation Reserve or an insufficient balance, the 
carrying amount of the asset is written down against the relevant service line in the 
Comprehensive Income and Expenditure Statement. 

 
All valuations were carried out externally by independent valuers Capita Property and 
Infrastructure Ltd. Valuations of land and buildings were carried out in accordance with 
methodologies and basis for estimation set out in the professional standards of the Royal 
Institution of Chartered Surveyors. Valuations of vehicles, plant and equipment are based on 
current prices where there is an active second-hand market or latest list prices adjusted for 
the condition of the asset. 
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Assets are then carried on the Balance Sheet using the following measurement basis: 
 

• Infrastructure, community assets and assets under construction - depreciated 
historical cost 

• Surplus assets – fair value 
• All other assets – current value 

 
Where there is no market-based evidence of current value because of the specialist nature of 
an asset, depreciated replacement cost (DRC) is used as an estimate of current value. 
 
Where non-property assets that have short useful lives or low values (or both), depreciated 
historical cost basis is used as a proxy for current value. 
 
Fair Value - The Council measures some of its non-financial assets, such as surplus assets 
and investment properties at fair value at each reporting date. Fair value is the price that would 
be received to sell an asset or paid to transfer a liability in an orderly transaction between 
market participants at the measurement date. The fair value measurement assumes that the 
transaction to sell the asset or transfer the liability takes place either:  
 

• In the principal market for the asset or liability, or 
• In the absence of a principal market, in the most advantageous market for the asset or 

liability.  
 
The Council measures the fair value of an asset or liability on the same basis that market 
participants would use when pricing the asset or liability (assuming those market participants 
were acting in their economic best interest).  
 
When measuring the fair value of a non-financial asset, the Council takes into account a market 
participant’s ability to generate economic benefits by using the asset in its highest and best use 
or by selling it to another market participant that would use the asset in its highest and best 
use.  
The Council uses appropriate valuation techniques for each circumstance, maximising the use 
of relevant known data and minimising the use of estimates or unknowns. This takes into 
account the three levels of categories for inputs to valuations for fair value assets:  
 

• Level 1 – quoted prices.  
• Level 2 – inputs other than quoted prices included within Level 1 that are observable 

for the asset or liability, either directly or indirectly.  
• Level 3 – unobservable inputs for the asset or liability 

 
 
IMPAIRMENT 
 
Assets are assessed at each year-end as to whether there is any indication that an asset may 
be impaired. Where indications exist and any possible differences are estimated to be material, 
the recoverable amount of the asset is estimated and, where this is less than the carrying 
amount of the asset, an impairment loss is recognised for the shortfall. 
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Where there is a balance of revaluation gains for the asset in the Revaluation Reserve, the 
carrying amount of the asset is written down against that balance (up to the amount of the 
accumulated gains). 
 

• Where there is no balance in the Revaluation Reserve or an insufficient balance, the 
carrying amount of the asset is written down against relevant service lines in the 
Comprehensive Income and Expenditure Statement.  

 
• Where an impairment loss is reversed subsequently, the reversal is credited to the 

relevant service lines in the Comprehensive Income and Expenditure Statement, up to 
the amount of the original loss, adjusted for depreciation that would have been charged 
if the loss had not been recognised. 
 

DEPRECIATION 
 
Depreciation is provided for on all Property, Plant and Equipment assets by the systematic 
allocation of their depreciable amounts over their useful lives. An exception is made for assets 
without a determinable finite useful life and assets that are not yet available for use such as 
assets under construction. 

 
Depreciation is calculated on a straight-line allocation over the useful life of the assets. Where 
an item of Property, Plant and Equipment has major components whose cost is significant in 
relation to the total cost of the item, the components are depreciated separately. 

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

• Infrastructure - straight line allocation over the life of the asset 
• Buildings – straight line allocation over the life of the property as estimated by the 

valuer 
• Land – is not depreciated 
• Assets under construction – not depreciated 
• Vehicles, plant and equipment – straight line allocation over the life of the asset 
• IT and Intangible Assets – straight line allocation over the life of the asset 

 
The Useful Economic Life of assets in each category can vary depending on the type, make, 
construction and use of the asset. Current lives used for accounting purposes are: 
 

• Infrastructure      3 to 25 years 
• Buildings     10 to 53 years 
• Land      99 years 
• Vehicles, plant and equipment  1 to 5 years 
• IT and Intangible Asset   3 years 
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INVESTMENT PROPERTIES 
 

An investment property is defined as a property which is held exclusively for revenue 
generation or for the capital gains that the asset is expected to generate. In this respect, the 
asset is not used directly to deliver the Council’s services. 
 
Investment properties are measured initially at cost and subsequently at fair value, based on 
the amount at which the asset could be exchanged between knowledgeable parties at arm’s-
length. Properties are not depreciated but are re-valued annually according to market 
conditions at the year-end. Gains and losses on revaluation are posted to the Financing and 
Investment Income and Expenditure line in the Comprehensive Income and Expenditure 
Statement. The same treatment is applied to gains and losses on disposal. There are no 
restrictions on the Council’s ability to realise the value inherent in its investment property or 
on the Council’s right to the remittance of income and the proceeds of disposal. The Council 
has no contractual obligations to purchase, construct or develop investment property. 
 
Rentals received in relation to investment properties are credited to the Financing and 
Investment Income line and result in a gain for the General Fund Balance. However, revaluation 
and disposal gains and losses are not permitted by statutory arrangements to have an impact 
on the General Fund Balance. The gains and losses are therefore reversed out of the General 
Fund Balance in the Movement in Reserves Statement and posted to the Capital Adjustment 
Account and (for any proceeds greater than £10k) the Capital Receipts Reserve. 
 
INTANGIBLE ASSETS 
 
Intangible Assets are created when expenditure on non-monetary assets that do not have 
physical substance but are controlled by the Council as a result of past events (e.g. software 
licences), are capitalised and it is expected that future economic benefits or service potential 
will flow from the intangible asset to the Council. 
 
Intangible assets are measured initially at cost. The depreciable amount of an intangible asset is 
amortised over its useful life to the relevant service area in the Comprehensive Income and 
Expenditure Statement. An asset is tested for impairment whenever there is an indication that 
the asset might be impaired. Any gain or loss arising on the disposal or abandonment of an 
intangible asset is posted to the Other Operating Expenditure line in the Comprehensive 
Income and Expenditure Statement. 
 
The Council accounts for its software as intangible assets, to the extent that the software is 
not an integral part of a particular IT system and accounted for as part of the hardware item 
of Property, Plant and Equipment. The intangible assets include only purchased licenses.  
 
All software is given a finite useful life, based on assessments of the period that the software 
is expected to be of use to the Council. The useful life assigned to the major software suites 
used by the Council is three years.  
 
FINANCIAL INSTRUMENTS 

 
Categories of Financial Instruments 
 
Classification and Measurement of Financial Assets Financial assets are classified 
based on a classification and measurement approach that reflects the business model for 
holding the financial assets and their cashflow characteristics.  
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There are three main classes of financial assets measured at:  
• amortised cost  
• fair value through profit or loss (FVPL), and  
• fair value through other comprehensive income (FVOCI)   

The authority’s business model is to hold investments to collect contractual cash flows.  
Financial assets are therefore classified as amortised cost, except for those whose 
contractual payments are not solely payment of principal and interest (i.e. where the cash 
flows do not take the form of a basic debt instrument).   
 
Financial assets measured at amortised cost are recognised on the Balance Sheet when the 
authority becomes a party to the contractual provisions of a financial instrument and are 
initially measured at fair value. They are subsequently measured at their amortised cost. 
Annual credits to the Financing and Investment Income and Expenditure line in the 
Comprehensive Income and Expenditure Statement (CIES) for interest receivable are based 
on the carrying amount of the asset multiplied by the effective rate of interest for the 
instrument. 
 
Expected Credit Loss Model Expected credit losses for all of financial assets held at 
amortised cost are recognised either on a 12-month or lifetime basis. The expected credit 
loss model also applies to lease receivables, and contract assets and trade receivables with a 
significant financing component. 
 
Impairment losses are calculated to reflect the expectation that the future cash flows might 
not take place because the borrower could default on their obligations. Credit risk plays a 
crucial part in assessing losses.   
 
Where risk has increased significantly since an instrument was initially recognised, losses are 
assessed on a lifetime basis. Where risk has not increased significantly or remains low, losses 
are assessed on the basis of 12-month expected losses.  
 
For trade and contract receivables without a significant financing component the Council has 
applied a simplified approach consistently to calculate expected credit losses, under which 
impairment losses are automatically based on lifetime expected credit losses, removing the 
need to consider changes in credit risk since initial recognition  
 
In accordance with the Code of Accounting Practice, no impairment loss allowance is 
recognised for monies owed by Central and Local Government bodies. 
 
Fair Value of Financial Assets 
 
Fair values are shown split by their level in the fair value hierarchy:  

• Level 1 – fair value is only derived from quoted prices in active markets for identical 
assets or liabilities  

o For the Council’s investments in externally managed pooled funds, fund values 
published by the fund manager have been used as these represent the prices 
in the principal market within which the Council would normally enter into a 
transaction to sell the asset.  

o For the Stable or Low Volatility Net Asset Value money market funds, the 
valuation used assumes that, for each £1 for every of principal invested, the 
fund will return £1 of principal on withdrawal by the Council, plus interest.  
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• Level 2 – fair value is calculated from inputs other than quoted prices that are 

observable for the asset or liability, e.g., interest rates or yields for similar 
instruments.  
 

• Level 3 – fair value is determined using unobservable inputs, e.g., non-market data such 
as cash flow forecasts or estimated creditworthiness  
 

 DEBTORS 
 
Income is recognised in the accounts when it becomes due. Income that is due but has not 
been received at the end of the financial year is carried under the debtors heading in the 
balance sheet. 
 
This debtor balance is reviewed at each year end to assess the recoverability of the sums due 
and where it is doubtful that debts will be settled the balance of debtors is written down and 
an impairment charge made to the relevant account for the income that might not be collected. 
This assessment is carried out using the Council’s past experience and current knowledge of 
collection rates for different groups of debtors. 
 
 CASH AND CASH EQUIVALENTS 

 
Cash is represented by cash in hand and deposits with financial institutions repayable without 
penalty on notice of not more than 24 hours. Cash equivalents are investments that mature 
in three months or less from the date of acquisition and that are readily convertible to known 
amounts of cash with insignificant risk of change in value. 
 
BORROWINGS 
 
For Borrowings the Balance Sheet carries the principal amount repayable (plus accrued 
interest). Interest is charged to the Comprehensive Income and Expenditure statement in 
accordance with the loan agreement. 
 
PROVISIONS 
 
Provisions are made where an event has taken place that gives the Council a legal or 
constructive obligation that probably requires settlement by a transfer of economic benefits 
or service potential, and a reliable estimate can be made of the amount of the obligation.  
 
Provisions are charged as an expense to the appropriate service line in the Comprehensive 
Income and Expenditure Statement in the year that the Council becomes aware of the 
obligation and are measured at the best estimate at the balance sheet date of the expenditure 
required to settle the obligation, taking into account relevant risks and uncertainties. When 
payments are eventually made, they are charged to the provision carried in the Balance Sheet. 
Estimated settlements are reviewed at the end of each financial year. Where it becomes less 
than probable that a transfer of economic benefits will now be required (or a lower settlement 
than anticipated is made), the provision is reversed and credited back to the relevant service. 
 
Where some or all of the payment required to settle a provision is expected to be recovered 
from another party (e.g., from an insurance claim) this is only recognised as income for the 
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relevant service if it is virtually certain that reimbursement will be received if the Council 
settles the obligation.  
 
USABLE RESERVES 
 
The Council sets aside specific amounts as reserves for future policy purposes or to cover 
contingencies. Reserves are created by appropriating amounts out of the General Fund Balance 
in the Movement in Reserves Statement. When expenditure to be financed from a reserve is 
incurred, it is charged to the appropriate service in that year to score against the Surplus or 
Deficit on the Provision of Services in the Comprehensive Income and Expenditure Statement. 
The reserve is then appropriated back into the General Fund Balance in the Movement in 
Reserves Statement so that there is no net charge against Council tax for the expenditure.  

 
Certain reserves are kept to manage the accounting processes for non-current assets, financial 
instruments, retirement and employee benefits, these do not represent usable resources for 
the Council – these are capital reserves.  
 
Earmarked Reserves 
 
Earmarked reserves are created for specific purposes (legal/contractual requirement) that 
span financial years for which there is a definitive time frame.  
 
UNUSABLE RESERVES 
 
Revaluation Reserve 
 
The Revaluation Reserve contains the gains made by the Council arising from increases in the 
value of its Property, Plant and Equipment. The balance is reduced when assets with 
accumulated gains are: 
 

• revalued downwards or impaired and the gains are lost 
• used in the provision of services and the gains are consumed through depreciation, or 
• disposed of and the gains are realised. 

 
The reserve contains only revaluation gains accumulated since 1 April 2007, the date that the 
reserve was created. Accumulated gains arising before that date are consolidated into the 
balance on the Capital Adjustment Account.  
 
Available for Sale/Financial Instruments Revaluation Reserve 
 
The Available for Sale Financial Instruments Reserve contains the gains made by the Council 
arising from increases in the value of its investments that have quoted market prices or 
otherwise do not have fixed or determinable payments. The balance is reduced when 
investments with accumulated gains are revalued downwards or impaired and the gains are 
lost or disposed of and the gains are realised.  Following the introduction of IFRS9 this reserve 
is has moved to Financial Instrument Revaluation Reserve.  
 
Capital Adjustment Account 
 
The Capital Adjustment Account absorbs the timing differences arising from the different 
arrangements in accounting for the consumption of non-current assets and for financing the 
acquisition, construction or enhancement of those assets under statutory provisions. The 
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account is debited with the cost of acquisition, construction or enhancement as depreciation, 
impairment losses and amortisations are charged to the Comprehensive Income and 
Expenditure Statement (with reconciling postings from the Revaluation Reserve to convert 
fair value figures to a historical cost basis). The account is credited with the amounts set aside 
by the Council as finance for the costs of acquisition, construction and enhancement. 
 
The account contains accumulated gains and losses on Investment Properties and gains 
recognised on donated assets that have yet to be consumed by the Council. The account also 
contains revaluation gains accumulated on Property, Plant and Equipment before 1 April 2007, 
the date that the Revaluation Reserve was created to hold such gains. 
 
Deferred Capital Receipts Reserve  
 
The Deferred Capital Receipts Reserve holds the gains recognised on the disposal of non-
current assets but for which cash settlement has yet to take place. Under statutory 
arrangements, the Council does not treat these gains as usable for financing new capital 
expenditure until they are backed by cash receipts. When the deferred cash settlement 
eventually takes place, amounts are transferred to the Capital Receipts Reserve.  
 
 GRANT INCOME RECEIVED IN ADVANCE 
 
Monies advanced as grants and contributions for which conditions have not been satisfied are 
carried in the Balance Sheet as creditors. When conditions are satisfied, the grant or 
contribution is credited to the relevant service line (attributable revenue grants and 
contributions) or Taxation and Non-Specific Grant Income (non-ring-fenced revenue grants 
and all capital grants) in the Comprehensive Income and Expenditure Statement. 

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

 
Where a lease covers both land and buildings, the land and buildings elements are considered 
separately for classification. 
 
Embedded leases within contracts - There is a requirement for the Council to identify any 
instances where there are contracts in place to provide a service to the Council and consider 
whether there are any embedded leases within these contracts. 
 
Council as Lessee 
 
Finance Leases 
Property, plant and equipment held under finance leases is recognised on the Balance Sheet at 
the commencement of the lease at its fair value measured at the lease’s inception. The asset 
recognised is matched by a liability for the obligation to pay the lessor. Initial direct costs of 
the Council are added to the carrying amount of the asset.  
 
Lease payments are apportioned between: 

• A charge for the acquisition of the interest in the property, plant or equipment – 
applied to write down the lease liability, and 
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• A finance charge debited to the Financing and Investment Income and Expenditure line 
in the Comprehensive Income and Expenditure Statement. 
 

Council as Lessor 
 
Finance leases – Where the Council grants a finance lease over property, plant or equipment, 
the relevant asset is written out of the Balance Sheet as a disposal. At the commencement of 
the lease, the carrying amount of the asset in the Balance Sheet is written off to the Other 
Operating Expenditure line in the Comprehensive Income and Expenditure Statement as part 
of the gain or loss on disposal. A gain, representing the Council’s net investment in the lease, 
is credited to the same line in the Comprehensive Income and Expenditure Statement, also as 
part of the gain or loss on disposal, matched by a lease asset in the Balance Sheet. 

 
Lease rentals receivable are apportioned between: 

 
• A charge for the acquisition of the interest in the property, plant or equipment – 

applied to write down the lease debtor, and 
• Finance income credited to the Financing and Investment Income and Expenditure line 

in the Comprehensive Income and Expenditure Statement. 
 

The gain credited to the Comprehensive Income and Expenditure Statement on disposal is 
not permitted by statute to increase the General Fund Balance and is required to be treated 
as a capital receipt. 
 
CAPITAL EXPENDITURE AND CAPITAL FINANCING 
 
Revenue Expenditure Funded by Capital Under Statute (REFCUS) - These amounts 
represent expenditure on capital grants and other payments which do not result in an asset 
belonging to the Council. Under the government’s capital controls this expenditure would be 
treated as revenue expenditure. These amounts should be written off over a period consistent 
with the consumption of the economic benefits controlled by the Council.  
 
As the Council does not control the economic benefit arising from this particular expenditure, 
100% of the expenditure is written off to revenue in the year it is incurred, leaving no balance 
at the end of the year. The expenditure (net of grants received) is written off to the Capital 
Adjustment Account via the Movement in Reserves Statement. 
 
DEFINED BENEFIT PENSION SCHEMES 
 
The Council participates in one post-employment scheme: 

The Local Government Pension Scheme is accounted for as a defined benefits scheme: 

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

• Liabilities are discounted to their value at current prices, using a discount rate based 
on the indicative rate of return on high quality corporate bond (gross redemption yield 
on the iboxx Sterling Corporates Index, AA over 15 years). 
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• A significant proportion of the assets of the Scheme are invested in equities. The assets 
of the HCC pension fund attributable to the Council are included in the balance sheet 
at their fair value: 

o Quoted securities-current bid price 

o Unquoted securities-professional estimate 

o Unitised securities-current bid price  

o Property-market value 

• The change in the net pension’s liability is analysed into seven components: 

o Service cost comprising: 

• current service cost - the increase in liabilities as a result of years of 
service earned for the year - allocated in the Comprehensive Income 
and Expenditure Statement to the revenue accounts of services for 
which the employees worked. 

• past service cost - the increase in liabilities arising from current year 
decisions whose effect relates to years of service earned in earlier years 
- debited to the Surplus or Deficit on the Provision of Services in the 
Comprehensive Income and Expenditure Statement as part of Non-
Distributed Costs. 

o Net interest on the net defined benefit liability/asset i.e. net interest expense 
for the Council – the change during the period in the net defined benefit 
liability/asset that arises from the passage of time charged to the Financing and 
Investment Income and Expenditure line of the Comprehensive Income and 
Expenditure Statement - this is calculated by applying the discount rate used to 
measure the defined benefit obligation at the beginning of the period to the net 
defined benefit liability/asset at the beginning of the period, taking into account 
any changes in the net defined benefit liability/asset during the period as a result 
of contribution and benefit payments. 

o Re-measurements comprising: 

• the return on plan assets – excluding amounts included in net interest 
on the net defined benefit liability - charged to the Pension Reserve as 
Other Comprehensive Income and Expenditure. 

• actuarial gains and losses - changes in the net pension’s liability that arise 
because events have not coincided with assumptions made at the last 
actuarial valuation or because the actuaries have updated their 
assumptions - charged to the Pension Reserve as Other Comprehensive 
Income and Expenditure. 

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

 
Transactions Relating to Post-employment Benefits 

 
We recognise the cost of retirement benefits in the reported cost of services when they are 
earned by employees, rather than when the benefits are eventually paid as pensions. However, 
the charge we are required to make against Council tax is based on the cash payable in the 
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year, so the real cost of post-employment/retirement benefits is reversed out of the General 
Fund via the Movement in Reserves Statement.  
 
ACCOUNTING STANDARDS THAT HAVE BEEN ISSUED BUT HAVE NOT 
YET BEEN ADOPTED 
 
The CIPFA Code of Practice on Local Authority Accounting in the United Kingdom 2018/19 
(the Code) requires changes in accounting policy to be applied retrospectively unless 
alternative transitional arrangements are specified in the Code. The Code requires an 
authority to disclose information relating to the impact of an accounting change that will be 
required by a new standard that has been issued but not yet adopted by the Code for the 
relevant financial year.  
 

IFRS 16 Leases; will require local authorities that are lessees to recognise most 
leases on their balance sheets as right-of–use assets with corresponding lease 
liabilities (there is recognition for low-value and short-term leases). CIPFA/LASAAC 
have deferred implementation of IFRS 16 to 1st April 2022 (Financial Year 2022/23). 
 

• IAS 40 Investment Property: Transfers of Investment Property; provides further 
explanation of the instances in which a property can be reclassified as investment 
property. This will have no impact on the Council as it already complies.    

• IFRIC 22 Foreign Currency Transactions and Advance Consideration; 
clarifies the treatment of payments in a foreign currency made in advance of 
obtaining or delivering services or goods. The Council does not have any material 
transactions within the scope of the amendment.  

•  Amendments to IFRS 9 Financial Instruments: Prepayment Features with 
Negative Compensation; amends IFRS 9 to make clear that amortised cost should be 
used where prepayments are substantially lower than unpaid principal and interest. 
The Council has no loans to which this will apply.   
 

 It is anticipated that the above amendments will not have a material impact on the 
information provided in the statement of accounts.   

 
RELATED PARTY TRANSACTIONS 
 
The Council is required to disclose material transactions with related parties, bodies or 
individuals that have the potential to control or influence the Council or to be controlled or 
influenced by the Council. Disclosure of these transactions allows readers to assess the extent 
to which the Council might have been constrained in its ability to operate independently or 
might have secured the ability to limit another party’s ability to bargain freely with the Council. 
 
CONTINGENT ASSET AND LIABILITIES 
 
Contingent assets and liabilities are not included within the Comprehensive Income and 
Expenditure Statement or Balance Sheet but are disclosed by way of a note to the accounts 
where a receipt or some other economic benefit is probable (contingent asset), or where 
there is a possible obligation that may require payment or other transfer of economic funds 
(contingent liability). 
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NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL 
INSTRUMENTS 
 
Nature and Extent of Risk arising from Financial Instruments 
 
The Council’s activities expose it to a variety of financial risks, the key risks are: 
 

• Credit risk – the possibility that other parties might fail to pay amounts due to the 
Council. 

• Liquidity risk – the possibility that the Council might not have funds available to meet 
its commitments to make payments. 

• Market risk – the possibility that financial loss might arise for the Council as a result of 
changes in such measures as interest rates and stock market movements. 

 
The authority’s overall risk management programme focuses on the unpredictability of 
financial markets and seeks to minimise potential adverse effects on the resources available to 
fund services. Risk management is carried out by a central treasury team, under policies 
approved by the Council in the annual treasury management strategy. The Council provides 
written principles for overall risk management, as well as written policies covering specific 
areas such as interest rate risk, credit risk and the investment of surplus cash. 
 
Credit Risk 
 
Credit risk arises form deposits with banks and financial institutions, as well as credit 
exposures to the Council’s customers.  
 
The risk is minimised through the Annual Investment Strategy, which requires that deposits 
are not made with financial institutions unless they meet identified minimum credit criteria, as 
laid down by Fitch, Moody’s and Standard & Poors Rating Services.  The Annual Investment 
Strategy also imposes a maximum sum and time to be invested with a financial institution 
located within each category 
 
The Council’s Treasury Management Advisors, Link Asset Services, give a credit rating based 
on the latest market information.  
 
This Council applies the creditworthiness service provided by Link Asset Services.  This 
service employs a sophisticated modelling approach utilising credit ratings from the three 
main credit rating agencies - Fitch, Moody’s and Standard and Poors.  The credit ratings of 
counterparties are supplemented with the following overlays:  
 

• credit watches and credit outlooks from credit rating agencies. 

• CDS spreads to give early warning of likely changes in credit ratings. 

• Sovereign ratings to select counterparties from only the most creditworthy countries. 
 
Liquidity Risk 
 
The Council has a comprehensive cash flow management system that seeks to ensure that 
cash is available as needed. If unexpected movements happen, the Council has ready access to 
borrowings from the Money Markets and the Public Works Loans Board. There is no 
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significant risk that it will be unable to raise finance to meet its commitments under financial 
instruments. 
 
Market risk 
 
The Council is exposed to risk in terms of its exposure to interest rate movements on its 
borrowings and investments. Movements in interest rates have a complex impact on the 
Council.  
 
Borrowings are not carried at fair value, so nominal gains and losses on fixed rate borrowings 
would not impact on the Surplus or Deficit on the Provision of Services or Other 
Comprehensive Income and Expenditure. However, changes in interest payable and receivable 
on variable rate borrowings and investments will be posted to the Surplus or Deficit on the 
Provision of Services and affect the General Fund balance. Movements in the fair value of fixed 
rate investments that have a quoted marketplace will be reflected in Other Comprehensive 
Income and Expenditure.  
 
The Council has a number of strategies for managing interest rate risk. The Annual Treasury 
Management Strategy draws together the Council’s prudential and treasury indicators and it’s 
expected treasury operations, including an expectation of interest rate movements. From this 
Strategy a treasury indicator is set which provides maximum limits for fixed and variable 
interest rate exposure. The treasury team will monitor market and forecast interest rates 
within the year to adjust exposures appropriately. For instance, during periods of falling 
interest rates, and where economic circumstances make it favourable, fixed rate investments 
may be taken for longer periods to secure better long-term returns, similarly the drawing of 
longer-term fixed rates borrowing would be postponed. The risk of interest rate loss is 
partially mitigated by Government grant payable on financing costs. 
 


