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Accounting policies for the 2022/23 Statement of accounts

Report by:
Accountancy Services Manager (Section 151 officer)

Officer Contact:
Zuzana Clarke, Principal accountant, Email: zuzana.clarke@chelmsford.gov.uk, Tel: (01245)
606324

Purpose
This report requires Members to consider the accounting policies to be used in the
preparation of the 2022/23 accounts.

Recommendations
1. That the Audit & Risk Committee considers and notes the accounting
policies to be used in the preparation of the accounts.
2. That Audit & Risk Committee note the proposed new national publication

deadlines for the Statement of Accounts and their Audit.
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1. Introduction

e The Council’'s accounting policies represent specific principles that are applied
in the production of the annual Statement of accounts. We are required to
disclose these policies in the notes to the accounts. The policies are required
by regulation to be aligned to the CIPFA Code of Practice on Local Authority
Accounting in the United Kingdom.

e Itis considered best practice that Members consider the accounting policies
upon which the accounts are prepared prior to a meeting at which the
Statement of accounts will be approved.

2. Updates to Accounting Policies

e The accounting policies were reviewed to comply with the Code of Practice on
Local Authority Accounting in the United Kingdom 2022/23 (the Code) and are
set out in Appendix A.

¢ No significant changes have been made to the 2022/23 Code. Last year,
following an emergency consultation, CIPFA made changes to the Code in
order to allow implementation of the changes to accounting for leasing (IFRS
16) to be postponed by local authorities until April 2024 (2024/25), as it was
felt that the sector needed more time to prepare for this significant change. As
a result, additional notes on the estimated impact of the standard will now not
be required until 2023/24 accounts. Preparation work by officers for the
implementation of this standard are underway and next year’s accounting
policies will be updated as necessary.

e Officers, having reviewed the accounting policies, only identified need for
minor clarification changes and updates to some of the Council’s existing
policies.

3. Proposed publication deadlines

The Government (DLUHC) has proposed changes to the audit deadlines. These
deadlines are still subject to consultation, but the proposals suggest:

Auditor Deadlines

e From 2022/23 the deadline reverts back to 30 September for 6 years, until
the end of the next PSAA appointing period for the external audits. (30
November for 2021/22 accounts)

Local Authority Publication Deadlines
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o from 2022/23, the deadline for preparing and publishing draft accounts reverts
to 31 May (31 July for 2021/22 accounts)

DLUHC issued a consultation to give local authorities opportunity to put forward any
concerns about the draft accounts deadline moving back to 315t May from 2022/23.
The consultation concluded on 15t March 2023 and the DLUHC'’s response was not
known at the time of publishing the report. Officers put forward the view that the City
Council would aim to produce accounts by the 315t May but felt the requirement was
going to be practically difficult for many other authorities to meet. Also given the
lateness of audits the change would produce little benefit but would increase pressure
on stretched Council resources. Several authorities failed to meet the extended
deadline last year due to pressures on their resources caused by the delayed audits
and by the financial challenges faced in the current economic climate. There is
therefore a possibility that the deadline may be extended again.

List of appendices:
Appendix A — The Council’s accounting policies

Background papers:
Nil

Corporate Implications

Legal/Constitutional:

The report needs to be presented to comply with the Accounts and Audit Regulations
2015

Financial:

None

Potential impact on climate change and the environment:

None
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Contribution toward achieving a net zero carbon position by 2030:

None

Personnel:

None

Risk Management:

None

Equality and Diversity:

None

Health and Safety:

None

Digital:

None

Other:

None

Consultees:
None

Relevant Policies and Strategies:
None directly relevant.
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APPENDIX A

1.

Accounting policies used in the preparation of the accounts

Accounting policies

The Statement of accounts is a summary of our transactions for the financial year
2022/23 and our position at the year-end, 31 March 2023. The content, layout and
general rules we have used to prepare this Statement of accounts are stated in the
Accounts and Audit (England) Regulations 2015. These regulations are embodied
in the Code of Practice on Local Authority Accounting in the United Kingdom
2022/23 a statement of recommended practice (‘the Code’), supported by
International Financial Reporting Standards.

We use the following accounting policies in preparing the accounts. In order to
streamline the accounts and make them simpler and clearer for the reader, we will
only include in the published statement of accounts policies that relate to material
items in the accounts.

Cash and cash equivalents

Cash is represented by cash in hand and balances with banks where we can
access the money within a day. Cash equivalents are investments that when made,
last no longer than 100 days and where the amount we will receive is not subject
to any material change in value.

Changes to accounting policies and estimates

We only change accounting policies when the accounting standards require us to
do so, or when we think a change in policy will improve the presentation of the
accounts and the way we manage our finances. When we do change a policy and
this results in a material change, we restate the amounts we presented in
previous years so that all of the amounts in these accounts can be compared.

If we have made a material error in an amount we estimated in previous years, we
will correct this by restating the previous year’'s amount.

Charges to revenue for assets

We charge service revenue accounts, central support services and trading
undertakings for all the fixed assets they use to provide their services. There are
depreciation charges that cover the estimated loss in value over time of physical
assets that each service has used which are spread on a straight-line basis over
the asset’s life.

Contingent assets

A contingent asset arises where an event gives rise to a possible asset that will
only be confirmed by a possible future event outside our control.
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Contingent assets are not recorded in the Balance sheet but are instead
recognised in a note to the accounts.

Contingent liabilities

A contingent liability arises where an event gives rise to a possible obligation that
will only be confirmed by a possible future event outside our control. A contingent
liability can also arise where we would need to raise a provision but we cannot
determine the amount of that provision. Contingent liabilities are not recorded in
the Balance sheet but are instead recognised in a note to the accounts.

Council Tax and Non-domestic Rates

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

We recognise in our Comprehensive Income and Expenditure Statement our share
of the NDR and Council Tax transaction on accrual basis, with the timing difference
being adjusted through Council Tax and NDR adjustment account, reported on in
the Movement in Reserves Statement.

Employee benefits

Our employees have the right to join the Local Government Pension Scheme. The
scheme provides defined benefits to its members (retirement lump sums and
pensions) when they retire. Charges and balances included in the Comprehensive
income and expenditure statement and the Balance sheet are based on actuarial
assessments of the current costs of the pension scheme. For a full explanation of
the rules, see the Pensions note in the notes to the main financial statements.
However, statutory rules stop us charging these amounts to council tax. Instead,
we have to charge the actual amounts we pay to the pension fund, which is a
different figure to the actuarial valuations.

Where we decide to terminate an officer's employment before their normal
retirement age, or where the officer decides to accept voluntary redundancy, they
may be entitled to a termination benefit. We charge these to the Comprehensive
income and expenditure statement in the year that we become committed to the
termination.

Exceptional item

Where an exceptional item is material, we will show it separately in the
Comprehensive income and expenditure statement. If it is not material, we will
show it in a note to the accounts.

Fair value

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
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date. The valuation always assumes any asset is in its most profitable use. The
Council measures some of its non-financial assets such as investment properties,
surplus assets and some of its financial instruments such as pooled funds. The
Council’s assets and liabilities for its employee pension scheme are also measured
at fair value.

Financial instruments

We record our investments and borrowings in the following ways:

Most of our investments are deposits with banks, building societies, the
Government or other UK local authorities. These assets generate
payments solely of principal and interest. We must show their value on
the balance sheet, including interest yet to be paid to the Council. Any
interest received or due at the balance sheet date is shown in the
comprehensive income and expenditure statement. These types of
investment are measured at amortised cost in accordance with IFRS9.
We also invest some money in Pooled Investment Funds. Payments
from these funds are not solely principal and interest as they are equity
instruments with the Council earning dividends and redeeming shares
at the prevailing market rate. The Council accounts for these as Fair
Value through Profit and Loss (FVPL) in accordance with IFRS9.

The income from the “FVPL” investments is credited to the
Comprehensive Income and Expenditure Statement when it becomes
receivable.

If the value of an FVPL asset changes from the price that it was
originally invested at then the balance sheet shows the investment at
its valuation at the balance sheet date. The difference between these
values, being an unrealised gain or loss is charged to revenue and
reversed out to the Pooled Funds Adjustment Account before it has
any impact on Council Tax. The cumulative gain or loss held in the
Pooled Funds Adjustment Account is charged to Comprehensive
Income and Expenditure Statement when the investment is sold.

All our borrowing is shown on the balance sheet, including any interest
owed by the Council. Interest payable for the accounting period is
charged to the Comprehensive income and expenditure statement.
On recognition the Council makes a provision (if material) for 12 month
expected credit losses on all of its financial assets held at amortised
cost, excluding investments in the UK Government and other local
authorities. Should the risk of loss increase significantly for a specific
asset or category of assets then the provision will be increased to
represent lifetime credit losses. This provision is charged to the
Comprehensive income and expenditure statement and reduces the
carrying value of the financial assets on the balance sheet.

Going concern

The 'going concern' concept means that we prepare the financial statements
on the assumption that our business is financially sound and not about to be
liquidated.
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The provisions in the Code in respect of going concern reporting requirements
reflect the economic and statutory environment in which local authorities
operate. These provisions confirm that, as authorities cannot be created or
dissolved without statutory prescription, they must prepare their financial
statements on a going concern basis of accounting.

We have based the valuations and financial data on the assumption that the
business will remain in existence for an indefinite period.

An indefinite period means the foreseeable future or long enough for us to meet
our objectives and to fulfil our commitments. It is important to note that the
'going concern' concept assumes that the business will remain in existence long
enough for all its assets to be fully used.

Grants and other contributions

If we receive a grant or contribution that does not have any conditions, or we
have met the conditions, we credit the amount to the Comprehensive income
and expenditure statement on the relevant service line. If we have not met the
conditions, we show the amount as a creditor on the Balance sheet until the
conditions are met.

If the grant is a capital grant that does not affect the balance on the General
fund, we reverse the grant out of the Comprehensive income and expenditure
statement in the Movement of reserves statement to the Capital grants
unapplied account.

Heritage assets

Heritage assets are items the Council owns that have historic importance.
These may be on display in the Council’s museums or in safe storage. The
Council has, since 2011/12, been required to include valuations of its heritage
assets in its accounts.

The Council reviews its Heritage assets every year and adjusts for valuations
based on insurance premium changes resulting from the insurance valuation
process. Details on the methods used are shown below.

The Council records its heritage assets under the following headings:

Archaeology and Numismatics

Pottery, drinking glasses and pewter

Works of art

Natural History taxidermy, botanica and geological specimens
Social, agricultural and industrial history, including costume
Statues

Mayor’s office

Noohkowh =

Valuations have been made using a range of methods; external valuers, in
house experts, indexation and average valuations for groups of items.

The Council adds to its collection regularly. However, these are not expensive
or numerous purchases of heritage assets. We occasionally receive donated
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items, and these will be recorded at valuation on their acceptance by the
Council.

We revalue any heritage assets that suffer damage. We do not normally
dispose of or sell heritage assets.

The collections of the Essex Regiment Museum are owned by separate
Trustees, under a 25-year management agreement with the Council signed in
March 1999. It stipulates that the Council will insure the regimental collections
in the same way as it insures its own Chelmsford Museum collections.
However, we do not include regimental collections in our Balance sheet
valuations.

Heritage Valuers

We have previously used the following external valuers to value our heritage
assets.

David S. Moulson, MBE, BSc (pewter valuations)
Sotheby's the auction house, Seabys (international coin sellers) and
J & S Rogers (silversmiths)

o Robert Dalgety

Investment properties

Investment properties are those we use solely to earn rentals or hold in the
expectation that they will increase in value. The property cannot be used to
deliver Council services.

Investment properties are measured initially at cost and subsequently at fair
value, being the price that would be received to sell such an asset in an orderly
transaction between market participants at the measurement date. As a non-
financial asset, investment properties are measured at highest and best use.
Properties are not depreciated but are revalued 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.

We credit rental income from the properties to the Financing and investment
income line in the accounts. We add any revaluation gains to the Financing and
investment income and expenditure line in the Comprehensive income and
expenditure statement but reverse them out before they affect council tax.

Joint projects

We are holding money as the main authority for a joint project with several other
local authorities to improve houses in Essex. Until the money is used, we show
it as ‘not spent’ in our Balance sheet. As the money is spent this amount gets
smaller. If we spend our share of the money in the Chelmsford area, we show
the amount spent in our Comprehensive income and expenditure statement.
The amounts other authorities spend are not shown in our Comprehensive
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income and expenditure statement because it is not our money.
Leases we get from other organisations

Leases are classified as finance leases where the risks and rewards attached
to the asset are mostly transferred to us. All other leases are operational leases.
Where a lease is for both land and buildings, we separate the two elements into
different leases.

For finance leases we include the depreciated fair value of the asset in the
Balance sheet, which is matched by a liability of the amount we have to pay the
lessor (legal owner). We are not allowed to charge the depreciation on the
asset to council tax, so we reverse this out of the Comprehensive income and
expenditure statement. The Comprehensive income and expenditure account
is charged the cost of a finance lease as if it were a loan, that is the cost of
interest and a minimum revenue provision (repayment of principal).

The rentals paid under operating leases are charged directly to the appropriate
service line in the Comprehensive income and expenditure statement.

Leases we give to other organisations

When we give a finance lease to an organisation or individual, we are handing
over ownership of that asset, so we remove the asset’s value from our Balance
sheet. The value of the lease payments is then split using a calculation into
interest paid to the Council and payment for the sale of the asset. A long-term
debtor is created in our Balance sheet and when we receive a payment for the
lease it reduces the value of the debtor and recognises a capital receipt. Interest
income is then credited to the Comprehensive income and expenditure
statement.

Where we grant an operational lease for land or equipment, we keep ownership
of the asset. The income from the lease is credited to the Comprehensive
income and expenditure statement.

Overheads

To present the information on the same basis as our management reporting we
do not reallocate the cost of support services to other service lines of the
Comprehensive income and expenditure statement.

Property, plant and equipment

Physical assets are used in providing Council services. They must provide
benefit for more than one financial year.

Spending on capital assets is recorded in our accounts when the work has been
done, or when the asset has been delivered to us, rather than when we actually
pay for it.
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Different types of assets are valued as follows:

*Vehicles and equipment such as lorries, computers or lawnmowers are valued
at cost of buying them.

Community assets such as parks are valued at historic cost, unless the
external valuers identify a more appropriate value.

Infrastructure such as bridges are valued at depreciated historical cost
*Other assets such as land and buildings are valued at a price that would be
paid for the asset in its existing use. Where there is no market-based
evidence because the asset is so specialised they are valued at depreciated
replacement cost.

*Assets Held for Sale, when it becomes highly likely that an asset will be sold
then the asset is revalued immediately before reclassification and then carried
at the lower of this amount and its fair value less costs to sell.

*Surplus assets are those not being used to deliver services, but which do not
meet the criteria to be classified as either investment properties or assets held
for sale. The fair value of surplus assets 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.

All Investment, Surplus and large assets with a value in excess of £2m are
revalued every year. All other assets will be revalued at least once every three
years. However, if there is evidence of a big change in an asset’s value in any
year, we will revalue that asset immediately.

Increases in revaluations result in the property, plant and equipment values
rising and a credit being made to the Revaluation reserve to recognise the
unrealised gain. The unrealised gain means the asset is now worth more, but
we have not sold it and realised that gain. Sometimes, if the asset had
previously suffered a loss, the gain on revaluation will be credited to the
Comprehensive income and expenditure statement, but the effect will be
removed before it affects council tax.

We charge decreases in valuations as follows:

«If there is a balance on the Revaluation reserve from previous gains, we charge
decreases against those gains.

*If there is no balance on the Revaluation reserve or if it is insufficient, we
charge the shortfall to the Comprehensive income and expenditure statement.
This is reversed out before it affects council tax.

Sometimes an asset falls in value because part of it has broken or worn out
(impairment), for example if a roof starts to leak and needs to be replaced. The
Council reviews its assets annually for these impairments. When an impairment
occurs, we charge it as follows:

*When there is a balance in the Revaluation reserve, the impairment will be
charged there.

*Where there is no balance on the Revaluation reserve, we make a charge to
the service that uses the asset. This is reversed out before it affects council
tax.

When we are deciding whether to reduce the value of our assets, we use the
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following rules:

We reduce the value of most of our assets steadily throughout their useful lives
from the time they are ready for use (depreciation). The exceptions to this are
community assets, freehold investment properties and other assets held for
sale (but only from the date we have decided to sell them). Land is not
depreciated.

If the Council still owns equipment and intangible assets where they are fully
depreciated, we take a decision to revalue them only if their value is over
£10,000. Otherwise the asset is written out of the Balance sheet on disposal.

The useful lives we have decided on for our assets are estimates and depend
on the type of asset. We have set out below the shortest and longest time we
expect each type of asset to be valuable:

*Buildings 5-50 years
*Vehicles and equipment 2-25 years

We decide each year whether the useful lives figures are still appropriate.

Any gain in the value of the asset recorded in the Revaluation reserve is
reduced every year as the asset depreciates. This reflects the change in value
as an asset wears out or becomes less useful. It is generally the cost to buy
the asset minus any money we expect to gain from selling the asset, divided by
the number of years the asset will be useful. We show the falling value of assets
through a charge to the Capital adjustment account.

Amounts received for a disposal in excess of £10,000 are categorised as capital
receipts. Proceeds from the disposal of capital assets are categorised as
capital receipts.

Provisions

We put a certain amount of money aside to meet specific service payments we
expect to make in the future, if we are not sure how much the payments will be
or when we will have to pay them. The money in the provision is charged to the
service when the provision is set up.

Impairment provisions for financial assets

Impairment provisions for trade receivables, lease receivables and contract
assets follow the simplified method as set out in the CIPFA code, where lifetime
expected credit losses are provided for. For trade receivables Council makes
specific allowances for known assets facing increased credit risk and then
makes further provision for its receivables on a collective basis using historical
patterns experienced by the authority.

The Council also makes impairment provisions against non-trade receivable
financial assets in line with IFRS9 (if material). 12 month expected credit losses
are applied to all assets held at amortised cost, with reviews made for lifetime
losses where credit risk has increased significantly.
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In line with CIPFA guidance, investments with the UK Government and UK
Local Authorities are exempted from loss provisions.

Loss provisions are not required for assets held at Fair Value through Profit and
Loss (FVPL) because current market prices as recorded in the accounts reflects
market expectations of credit risk.

Reserves

We set aside specific amounts as reserves for future purposes, or to cover
contingencies, or to deal with the local authority legal requirements for capital
and pension accounting. Reserves are created by moving amounts from the
General fund in the Movement in reserves statement. When we incur
expenditure that is due to be financed from a reserve, we charge it to the
appropriate service in the Comprehensive income and expenditure statement.
We credit the statement with an equal amount transferred from the reserve so
that there is no charge to council tax.

The following are the main reserves we include in the Balance sheet.

Capital adjustment account Includes amounts we have set aside to pay
for fixed assets. It also includes capital receipts
we have set aside to repay loans and other
capital financing transactions, and revaluation
gains before 1 April 2007. This is an unusable
reserve.

Capital receipts reserve Represents the money we have received, but
not yet spent, from selling assets. This is a
usable reserve.

Earmarked reserves These are usable reserves set aside for a
specific purpose.

Pension reserve Represents the shortfall on assets needed to
cover our future pension costs. This is an
unusable reserve.

Revaluation reserve Shows changes in the value of our fixed assets
caused by revaluing them. It only has
revaluation gains recognised after 1 April 2007.
Any gains before that date are shown in the
Capital adjustment account. This is an unusable
reserve.

Restatements and prior period adjustments
Where our accounting policies change, or the rules we use to prepare these

accounts change, or we have made a material error in a previous year’s set of
accounts, we either show any changes to last year’s figures in the
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Restatements section or clearly explain any changes to the prior year’s figures
in the appropriate notes.

Revenue and capital transactions

Revenue and capital transactions are recorded on an income and expenditure
(accruals) basis. This means we record income and grants, including
government grants, in our accounts when we are owed it, rather than when we
receive it. Likewise, we record spending in our accounts when we owe it, rather
than when we actually make a payment. We do not accrue amounts under
£1,000 where they would have no material impact.

Income from contracts with service recipients for goods and services is
recorded in our income and expenditure statement when the goods or services
are delivered to the service recipient, in accordance with the terms of the
contract, rather than when we receive the payment.

We record revenue grants in the service they relate to. If a revenue grant does
not relate to a specific service, we have shown it in the Comprehensive income
and expenditure statement, below the total spending on services.

Where we are acting as an agent for another organisation (for example when
collecting Council Tax and NDR) we only include income and expenditure and
amounts owing that belong to us in the Comprehensive income and expenditure
statement and Balance sheet. The Collection Fund includes all income and
expenditure.

Where we have paid a full year’s costs in the year, for example four quarterly
electricity bills, we do not accrue amounts paid in advance or amounts owing
at the year-end in the Balance sheet. The same applies for rents payable and
rents received.

Revenue Expenditure Funded from Capital under Statute

Some items of expenditure can be funded by capital resources under
Government Statute even though they do not create an asset owned by the
Council. These items of expenditure are charged to the relevant service in the
Comprehensive Income and Expenditure Statement but funded by a transfer
from the Capital Adjustment Account, so there is no impact on Council tax.
Value added tax

VAT is not shown as spending, unless we cannot claim it back.

2. Critical judgements in applying accounting policies

During 2022/23 we received several grants from the Government to redistribute
to individuals within the Council’s area.

For each grant we considered the grant conditions to decide if we acted as an
agent or principal for the grant, using following judgments:
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e Where the Council had a control over the distribution or amounts of grant
it is deemed to be acting as a principal and we recognised the grant and
expenditure within the Comprehensive Income and Expenditure
statement.

e Where the Council was purely intermediary in distributing the grants we
acted as an agent and the transactions were not recognised in the
Comprehensive Income and Expenditure statement. If we have been
awarded more grant then we need or less then we recognise a creditor
or a debtor.
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