Appendix 1 - Worcestershire County Council Accounting Policies.

This document contains the WCC Accounting Policies, as they are stated in the 2022/23 Audited
Statement of Accounts, with proposed amendments for 2023/24 highlighted.

Note 1 — General Accounting Policies

The Statement of Accounts summarises the County Council’s transactions for the 2023/24 financial
year and its position at the year-end of 31 March 2024. The County Council is required by the
Accounts and Audit Regulations 2015 (as amended) to prepare an annual Statement of Accounts in
accordance the Code of Practice on Local Authority Accounting in the United Kingdom 2023/24and
International Financial Reporting Standards (IFRS). The Accounts have been prepared on a going
concern basis, under the assumption that the Council will continue in existence for the foreseeable
future. There is no material uncertainty in respect of this assessment of going concern.

Local authority school assets, liabilities, reserves and cash flows are recognised in the County
Council's financial statements. Maintained schools comprise: Community, Voluntary Aided,
Voluntary Controlled and Trust schools. Academies and Free schools are not maintained by the
County Council and are not included in the consolidation.

The County Council has determined, in accordance with accounting standards and the Code of
Practice on group accounts and consolidation, all maintained schools in the Worcestershire area are
now considered to be separate entities controlled by the County Council. Rather than produce
group accounts the revenue costs and associated balances of all maintained schools, such as
accruals, provisions and cash balances, are included in the County Council's financial statements.

Consolidation of other accounts held by schools such as school funds and devolved capital accounts
were reviewed and judged to be immaterial and are not recognised on the County Council's Balance
Sheet. The Statement of Accounts contains estimated figures based on assumptions made by the
County Council. Estimates are made considering historical experience, current trends and other
relevant factors. Actual results may potentially be different from the assumptions and estimates
used by the County Council and relevant notes include an assessment of the potential material
impact of any changes in estimates which lead to significant risk of material adjustment in 2023/24.

Note 5 — Expenditure and Income Analysed by Nature

Activity is accounted for in the year that it takes place, not simply when cash payments are made or
received. Revenue from the 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 authority.

Revenue from contracts with service recipients, whether for services or the provision of goods, is
recognised at the point that the service is provided or is charged for. It is not considered that this
would be materially different from recognising revenue from contracts with service recipients
when, or as, the goods or services are transferred to the service recipient in accordance with the
performance obligations in the contract.

Where revenue and expenditure have been recognised but cash has not been received or paid, a
debtor or creditor for the relevant amount is recorded in the Balance Sheet, subject to a de minimis
of £5,000.

Value Added Tax (VAT) payable is included as an expense only to the extent that it is not recoverable
from Her Majesty's Revenue and Customs. VAT receivable is excluded from income.

Note 6 — Grant and Contribution Income




Government grants, third-party contributions, and donations are recognised as due to the County
Council when there is reasonable assurance that:

e the County Council is acting as principal (as opposed to agent)
e the County Council will comply with the conditions attached to the payments, and
e the grants or contributions will be received.

Amounts are credited to the Comprehensive Income and Expenditure Statement once the conditions
attached to the grant or contribution have been satisfied. Where the conditions have not been
satisfied they are carried in the Balance Sheet as creditors or receipts in advance and credited to the
relevant service line once the conditions are met.

Note 14 — Property, Plant and Equipment

Physical assets that support the delivery of our services and have a life of more than one financial
year, are classified as Property, Plant and Equipment (PPE).

Recognition

Expenditure on PPE is capitalised on an accrual basis in the accounts, provided that it is probable
that the future economic benefits (including service potential) associated with the item will flow to
the Authority, that the cost of the item can be measured reliably, and that it exceeds the
Authority’s de minimis threshold. This may include 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
the Authority. The Council does not capitalise borrowing costs.

Expenditure which is maintenance only in which case it is charged to the Comprehensive Income
and Expenditure Statement when it is incurred. The County Council applies a de minimis level of
£5,000 for the capitalisation of expenditure on Property, Plant and Equipment. Iltems of expenditure
below this de minimis level are charged to the relevant service within the Comprehensive Income
and Expenditure Statement in the reporting period it is incurred. There is no de minimis level for
capitalisation for Schools.

Purchased assets are initially measured at cost. Non-purchased assets (including donated assets)
are measured at fair value, or at the carrying amount where there is no commercial substance (e.g.
via exchange). The detailed bases for measuring assets are given below:

e Land and buildings — Current value based on existing use for operational assets where there
is an active market or depreciated replacement cost for assets of a more specialist nature

e Vehicles, plant and equipment - Current value based on existing use for operational assets
where there is an active market or depreciated replacement cost for assets of a more
specialist nature

e Infrastructure — Depreciated historical cost

e Community assets — Depreciated historical cost
e Assets under construction — Historical cost

e Surplus assets — Fair value

Capital expenditure that does not result in the creation of a long-term asset (Revenue Expenditure
Funded from Capital under Statute, known as REFCUS) is charged as expenditure to the relevant
service in the Comprehensive Income and Expenditure Statement. Where the cost of this
expenditure is met from existing capital resources or by borrowing, a transfer in the Movement in
Reserves Statement from the General Fund Balance to the Capital Adjustment Account so that
there is no impact on the level of council tax.




Depreciation is provided for on PPE assets over their useful lives, with major components
depreciated separately. Assets without a determinable finite useful life (e.g. freehold land and
certain Community Assets) or that are not yet available for use (e.g. assets under construction) are
not depreciated. The calculation is on a straight-line basis over the remaining useful life of the
assets as estimated by the valuer, unless WCC Property team have an alternative view. Newly
acquired assets are not subject to a depreciation charge in the year of acquisition depreciated-from

the-mid-peintef-theyear: Vehicles are depreciated over the life of the asset. Equipment is generally
depreciated over a 5-year life, with IT equipment depreciated over 3 years.

Infrastructure Assets

Accounts are prepared to reflect the December 2022 amendment to Local Authorities (Capital
Finance and Accounting) (England) regulations 2003. The gross historical cost and accumulated
depreciation for Infrastructure Assets has not been separately reported; instead, the net book value
and movement in the year has been disclosed with total Property, Plant & Equipment balances
reconciled to the Balance Sheet total. Further explanation of the Council’s accounting policy in
respect of Highways Network Infrastructure Assets is noted below.

Highways Network Infrastructure Assets

Highways network infrastructure assets include carriageways, footways and cycle tracks, structures
(e.g. bridges), street lighting, street furniture (e.g. illuminated traffic signals, bollards), traffic
management systems and land which together form a single integrated network.

Infrastructure Assets - Recognition

Expenditure on the acquisition or replacement of components of the network is capitalised on an
accrual basis, provided that it is probable that the future economic benefits associated with the
item will flow to the Authority and the cost of the item can be measured reliably.

Infrastructure Assets - Measurement

Highways network infrastructure assets are generally measured at depreciated historical cost.
However, this is a modified form of historical cost — opening balances for highways infrastructure
assets were originally recorded in balance sheets at amounts of capital undischarged for sums
borrowed as at 1 April 1994 which was deemed at that time to be historical cost. Where
impairment losses are identified, they are accounted for by the carrying amount of the asset being
written down to the recoverable amount.

Infrastructure Assets - Depreciation

Depreciation is provided for on the parts of the highways network infrastructure assets that are
subject to deterioration or depletion and by the systematic allocation of their depreciable amounts
over their useful lives. Annual depreciation is the depreciation amount allocated each year. Useful
lives of the various parts of the highways network are assessed using industry standards where
applicable.

Infrastructure Assets - Disposals and derecognition

When a component of the network is disposed of or decommissioned, the carrying amount of the
component 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 (i.e. netted off against the carrying value of the asset at
the time of disposal).

The written-off amounts of disposals are not a charge against council tax, as the cost of non-current
assets is fully provided for under separate arrangements for capital financing. Amounts are



transferred to the Capital Adjustment Account from the General Fund Balance in the Movement in
Reserves Statement.

Where a part of the network is replaced, an adaptation provided in a separate update to the Code
assumes that, from the introduction of the IFRS based Code, when parts of an asset are replaced or
restored, the carrying amount of the derecognised part will be zero because parts of infrastructure
assets are rarely replaced before the part has been fully consumed.

Note 14.2 — Revaluations

Asset categories are revalued at least every five years on a rolling basis in accordance with the Royal
Institution of Chartered Surveyors (RICS) Valuation - Global Standards 2021 and UK National
Supplement. This also ensures compliance with the CIPFA Local Authority Code of Practice, which
states that valuations shall be carried out at intervals of no more than five years. Further
revaluations are carried out where there have been material changes. Assets are revalued where
completed capital expenditure represents more than 15% of the asset's opening net book value or is
greater than £100,000. Non-property assets with short useful lives and/or low values are valued at
depreciated historical cost and where there is no market-based evidence of current value because of
the specialist nature of the asset, depreciated replacement cost (DRC) is used. The County Council’s
valuations as at 31 March 2024 have been completed by:

Mark Aldis (Hons) MRICS RICS Registered Valuer IRRV
Wilks Head & Eve LLP

3 Floor 55 New Oxford Street

London

WC1A 1BS

Where increases in value are identified, the carrying amount of the asset is increased with a
corresponding entry for the gain in the Revaluation Reserve.

Where decreases in value are identified, they are accounted for by:

e the carrying amount of the asset writing down the balance of revaluation gains for the asset
in the Revaluation Reserve; or

e the carrying amount of the asset is written down against the relevant service line(s) in the
Comprehensive Income and Expenditure Statement where there is no, or insufficient,
balance in the Revaluation Reserve.

Upon revaluation (upwards or downwards) previously accumulated depreciation is eliminated and
the asset shown at the newly revalued figure.

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.

Where impairment losses are identified, they are accounted for by:

e 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).

e where there is no balance in the Revaluation Reserve or an insufficient balance, the carrying
amount of the asset is written down against the relevant service line(s) in the
Comprehensive Income and Expenditure Statement.




Where an impairment loss is subsequently reversed, the reversal is credited to the relevant service
line(s) 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.

Note 14.4 — Downward Revaluations and Disposal Losses

Disposal proceeds are categorised as capital receipts and used for new capital investment or set

aside to
Require

reduce the County Council's underlying need to borrow (the Capital Financing
ment). Gains or losses arising from the derecognition of an asset recognises the difference

between the disposal proceeds and carrying value of the asset and is included in the Surplus or
Deficit on the Provision of Services. There is then a credit to the Capital Receipts Reserve equal to
the disposal proceeds and a debit to the Capital Adjustment Account for the carrying amount of the
fixed asset disposal.

Schools

converting to academy status are transferred for nil consideration.

14.7 — School Assets

The land and buildings utilised in the provision of education services across the County are
recognised in accordance with the asset recognition tests as they are judged to apply to the
different type of arrangements. The accounting treatment of the schools' land and buildings is as

follows:

Community schools — land and buildings are legally held by the County Council and are
shown in full on the Balance Sheet. Valuation of these assets is at depreciated replacement
cost to reflect the specialist nature of the assets;

Voluntary Controlled schools and Voluntary Aided schools - land and buildings comprising
the main body of the school are legally held by the other entities. In Worcestershire this is
either the Church of England or Catholic Diocese who retain the control of the asset. The
review determined that, for these assets, legal ownership in conjunction with the
substantive rights to the asset and future economic benefits sit with the relevant church
body. Accordingly, the County Council has not shown these assets on the Balance Sheet;

Foundation schools/ Trust schools — land and buildings comprising the body of the school
are legally held by other entities. The review determined that, for these assets, legal
ownership in conjunction with the substantive rights to the asset and future economic
benefits sit with the relevant church body. The County Council has use of the assets but is
not able to exert substantive control over them or to receive any future economic benefits.
Accordingly, the County Council has not shown these assets on the Balance Sheet;

Assets provided by the County Council as part of its responsibility for running the schools
are shown on the Balance Sheet (for example the funding of mobile classrooms);

Academy schools (previously community schools) — are not maintained by the County
Council. The land and buildings comprising the body of the schools are leased to the
academy on a 125-year lease and are therefore not shown on the Balance Sheet. Where
the County Council has retained the freehold of the land, the land is held on the County
Council balance sheet at a nominal value to reflect its restricted use.

Local authority schools which are due to convert to academy status post balance sheet date are

treated

as non-adjusting post balance sheet date events. Where a school transfers after 31 March

2024, details are given in the Events after the Balance Sheet date note at the end of the accounts.




Note 14.8 — Non-operational Assets

Assets held for sale are actively marketed and, as such, are not depreciated.

Note 14.9 — Capital Expenditure and Capital Financing

Minimum Revenue Provision (MRP) is a charge to the General Fund and is shown in the Financing
and Investment Income and Expenditure on the Comprehensive Income and Expenditure
Statement, with a matching entry in the Capital Adjustment Account. It represents an annual
contribution from revenue towards the provision for the reduction in our overall borrowing
requirement. MRP is charged over a period that is broadly commensurate with the period over
which the County Council receives benefit from the asset. The charge is calculated using the asset
life method on an annuity basis for either:

e The average life of all assets at 31 March 2008 for pre-2008 debts, and

e The average asset class life for post-2008 debts, using schools, highways and other assets as
our key categories.

e For PFl assets, the MRP charge is based on the useful economic life relevant to each asset.

Note 15 — Private Finance Initiatives (PFl)

Private Finance Initiative (PFI) contracts are agreements to receive services where the responsibility
for making available the property, plant and equipment needed to provide the services passes to
the PFl contractor. As the County Council is deemed to control the services that are provided under
its PFI schemes and as ownership of the property, plant and equipment will pass to the County
Council at the end of the contracts at no additional charge, the County Council carries the property,
plant and equipment used under the contracts on its Balance Sheet. The original recognition of
these property, plant and equipment at their fair value is balanced by the recognition of a liability
for amounts due to the PFl provider. Property, plant and equipment recognised on the Balance
Sheet are revalued and depreciated in the same way as property, plant and equipment owned by
the County Council.

The amounts payable to the PFl contractors each year are analysed into five elements:

a) Fair value of the services received during the year — debited to the relevant service in the
Comprehensive Income and Expenditure Statement.

b) Finance cost — a percentage interest charge on the outstanding Balance Sheet liability, debited to
interest payable and similar charges in the Comprehensive Income and Expenditure Statement
under Financing, investment income &expenditure.

c) Contingent rent — differences in the amount to be paid for the property arising during the
contract, debited or credited to interest payable and similar charges in the Comprehensive Income
and Expenditure Statement.

d) Payment towards liability — applied to write down the Balance Sheet liability, current and long
term, towards the PFl operator.

e) Lifecycle replacement costs — the annual payment implicit in the contract is funded and treated
as a prepayment on the Balance Sheet and recognised as property, plant and equipment when the
contractor incurs the expenditure.

The County Council has 3 PFl contracts providing waste services (including energy from waste),
schools and library services. These contracts have been assessed as meeting the requirements of
IFRIC 12 and the non-current assets relating to the service provision have been brought on to the
County Council's Balance Sheet with a corresponding finance liability.




The original recognition of these assets at fair value (based on the cost to purchase the property,
plant and equipment) is balanced by the recognition of a liability for amounts due to the scheme
operator to pay for the capital investment. Non-current assets recognised on the Balance Sheet are
revalued and depreciated in the same way as property, plant and equipment owned by the County
Council.

Note 16 — Financial Instruments

Financial instruments are contracts that give rise to a financial asset for one party and a financial
liability to another party. Non-exchange transactions such as those relating to taxes and
government grants do not give rise to financial instruments. The term includes financial assets such
as bank deposits, investments and loans and accounts receivable and financial liabilities including
borrowings and amounts payable. They are recognised on the Balance Sheet when the County
Council becomes party to the contractual provisions of the Financial Instrument and are carried in-
line with the requirements of IFRS 9.

The fair value calculations have been provided by the County Council's Treasury Management
advisors for PWLB loans, LOBO loans, PFI Liabilities and shares in unlisted companies.

Debtors and Creditors are recognised on the Balance Sheet when the County Council becomes a
party to the contractual provisions of a financial instrument and are initially measured at fair value
and subsequently measured at their amortised cost.

Note 16.2 — Financial Assets

Financial assets are classified as either:

e Amortised Cost — where the County Council holds the asset to collect payments of principal
and interest and the cashflows arising not subject to variations in capital value. These are
recognised on the Balance Sheet when we become party to the contractual provisions of the
instrument and are initially valued at fair value, with subsequent measurement at amortised
cost.

e Fair Value through profit and loss —in all other cases. These are recognised on the Balance
Sheet when we become party to the contractual provisions of the instrument and are
initially valued at fair value, with subsequent measurement at market price for instruments
with quoted prices or discounted cash flow for instruments with fixed and determinable
payments.

Note 16.3 — Financial Liabilities

Financial liabilities are recognised on the Balance Sheet once there is a contractual obligation and
are initially measured at fair value and carried at amortised cost. Fair value is the amount for which
an asset could be exchanged or a liability settled between knowledgeable, willing parties in an arm's
length transaction. The fair value of loans has been assessed at current market conditions by
calculating the present value of the cash flows that take place over the remaining life of the loans.

Note 16.4 — Fair Value of Financial Assets and Liabilities

Financial instruments, except those classified at amortised cost, are carried in the Balance Sheet at
fair value. Fair value is the price that would be received to sell an asset, or paid to transfer a
liability, between market participants in an orderly transaction at the measurement date under
current market conditions.

Financial liabilities and financial assets classified as loans and receivables are carried in the Balance
Sheet at amortised cost. Their fair values have been estimated by calculating the net present value




of remaining cash flows at 31 March 2024 using fair value techniques appropriate to the
characteristics of each instrument, using the following methods and assumptions:

e Loans taken out by the Council have been valued by discounting contractual cash flows over
the life of the instrument at the appropriate market rate for local authority loans.

e The carrying value of long-term instruments, represented by long-term debtors, is deemed
to be a reasonable proxy for fair value as this debtor will be repaid by 31 March 2026 and
therefore the discounting of future cashflows over this two year period is not a material
difference.

e The fair values of finance lease and PFl scheme liabilities have been calculated by
discounting the contractual cashflows (excluding service charge elements) at the appropriate
AA-rated corporate bond yield.

e The fair value of short-term instruments, including trade payables and receivables, is
deemed to be not materially different to the carrying amount.

Fair values are shown in the table below, split by their level in the fair value hierarchy.

Level 1 Fair value is derived from quoted prices in active markets for identical assets
or liabilities
Level 2 Fair value is calculated from inputs other than quoted prices that are

observable for the asset or liability

Level 3 Fair value is determined using unobservable inputs

Note 18 — Debtors

Debtors are recognised on the Balance Sheet when the County Council becomes party to the
contractual provisions of a financial instrument and are initially measured at fair value and
subsequently at amortised cost.

Note 20 - Creditors

Creditors are recognised on the Balance Sheet when the County Council becomes party to the
contractual provisions of a financial instrument and are initially measured at fair value and
subsequently at amortised cost.

Note 24 — Officers Remuneration

Short-term employee benefits, including wages and salaries, paid annual and sick leave for current
employees, are recognised as an expense in the year in which the service is provided to the County
Council.

Note 27.1 - The County Council as lessee — operating leases

Rentals paid under operating leases are charged to the Comprehensive Income and Expenditure
Statement as an expense. Charges are made on a straight-line basis over the life of the lease.

Note 27.2 — The County Council as lessor — operating leases

Where an asset is leased by the County Council to a third party as an operating lease the asset is
retained in the Balance Sheet. Rental income is credited to the Comprehensive Income and
Expenditure Statement on a straight-line basis over the life of the lease.
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