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1.

1.1.

2.2

INTRODUCTION

The purpose of this Annual Financial Report is to present the Council’s
financial performance for the year 2011/12 and the overall financial
position of the Council as at 31° March 2012. This foreword provides a
general guide to the main aspects of the Statement of Accounts and
summarises key aspects of the financial performance of the Council.

THE STATEMENTS

This is the second year that Local Authorities have been required to
prepare their Accounts on the basis of full adoption of International
Financial Reporting Standards (IFRS).

In accordance with the Code of Practice on Local Authority Accounting,
the following financial statements are included in the Statement of
Accounts (the Council’s financial statements are set out in Section 3) :-

e Comprehensive Income and Expenditure Statement. This
shows the accounting cost in the year of providing services in
accordance with generally accepted accounting practices, rather
than the amount to be funded from taxation. Councils raise
taxation to cover expenditure in accordance with statutory
regulations and this may be different from the accounting cost.
The taxation position is shown in the Movement in Reserves
Statement.

e Movement in Reserves Statement. This identifies the
movement in the year on the different reserves held by the
Council, analysed into “usable reserves” (i.e. cash backed
reserves which can be used to fund expenditure or reduce local
taxation) and other “unusable” reserves (i.e. not cash backed).
The Surplus or (Deficit) on the Provision of Services line shows
the true economic cost of providing the Council’s services, more
details of which are shown in the Comprehensive Income and
Expenditure Statement. These are different from the statutory
amounts required to be charged to the General Fund for council
tax setting purposes.

e Balance Sheet. This shows the value as at the Balance Sheet
date of the assets and liabilities recognised by the Council. The
net assets of the Council (assets less liabilities) are matched by
the reserves held by the Council.

e Cash Flow Statement. This shows the changes in cash and
cash equivalents of the Council during the reporting period. The
statement shows how the Council generates and uses cash and
cash equivalents by classifying cash flows as operating,
investing and financing activities.




CUMBRIA COUNTY COUNCIL
SECTION 1 — EXPLANATORY FOREWORD

2.3

3.1

3.2

3.3

3.4

In addition, the Statement of Accounts include the Accounting Policies
of the Council set out in Section 4, specific notes and other explanatory
information are set out in Section 5. The Group Accounts which set out
the accounts of the Council and its subsidiary companies are contained
in Section 6. Accounts in respect of the Cumbria Local Government
Pension Scheme and the Fire Fighters’ Pension Scheme which the
Council administers are contained in Section 7. A glossary of terms is
provided to assist the reader to understand key words and financial
terminology in Section 9. The Annual Governance Statement which
describes the arrangements by which the Council conducts its business
was approved by the Audit and Assurance Committee at its meeting on
26™ September 2012 and it accompanies the Statement of Accounts.

REVIEW OF 2011/12

This section provides background to the Council’s financial strategy
and budget for 2011/12 and provides comparison of actual expenditure
for the year with that budgeted. This provides an indication of financial
stewardship, in terms of how well the Council has managed the
resources allocated to services.

Revenue Budget 2011/12

The Council’s budget for 2011/12 was set in the context of the very
significant cuts in Government expenditure announced by the
Government in its Comprehensive Spending Review in October 2010.
Local Government faced the biggest reduction in funding of all
government departments, with savings front loaded for the first two
years.

In addition, the Council faced other pressures such as inflation,
demographic growth and the cost of implementing a new “Single
Status” pay structure which was necessary to comply with equal pay
and national pay agreement requirements. As a result the revenue
budget for 2011/12 was required to make total savings of £44.0m to
meet a reduction in non-school government grants of £26.2m, service
pressures and developments of £11.5m and inflation and corporate
items of £6.3m. This magnitude of savings and the scale of service
and structural change required to achieve it were unprecedented.
Given the scale of reductions the Council carried out a comprehensive
public and stakeholder consultation on all savings proposals, focusing
on the Council Plan, priorities and options on changes to services.

The Budget proposal agreed by Council in February 2011 contained
efficiencies and savings of £29m, including the re-engineering of the
Council to deliver services in a different, more cost effective manner
through the Council’s Better Programmes, and reductions in services
where Government ended specific grants of £15m. The budget
included £7.2m for the transfer of responsibility for Concessionary
Fares to the Council from 1st April 2011, reflecting the funding provided
by Government.
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The Council agreed the Budget for 2011/12 at the Council meeting in
February 2011. The net revenue budget requirement for 2011/12 was
agreed at £364.546m. The level of Council Tax was unchanged from
the previous year.

Revenue Outturn 2011/12

The Council actively monitored and managed delivery of the 2011/12
Budget throughout the year. The Original Budget allocations to
Directorates were revised for transfers of budget within the overall
originally approved total for Directorate and central spending and also
for a net transfer of resources to earmarked reserves of £19.203m,
which is reflected in a reduction of the final budget for Total Net
Expenditure.

Transfers affecting Directorate budgets with no overall impact on Net
Expenditure included: to reflect the transfer of responsibility for school
transport from Children’s Services to Environment (£16.617m); transfer
of Dedicated Schools Grant from Children’s Services to Resources
(£2.700m); accounting adjustments for depreciation of IT assets in
Organisational Development (£4.900m); and transfer of budget for past
service pension costs previously charged as a supplement on
employers pension contributions within Directorate budgets to become
a centrally made charge (£7.373m). In addition, allocations were made
to Directorates from the Contingency, mainly to cover inflation.

Adjustments made to the Original Budget for transfers to and from
earmarked reserves reflected the active management of resources and
transfer of budget between financial years. This resulted in a net
increase in budgeted transfers to earmarked reserves of £19.203m,
which among other adjustments included for underspending on
schools/DSG (net £12.700m), grants to be applied in future years (net
£10.670m), less net allocations for equal pay and modernisation
(£6.016m). The movements in earmarked reserves are detailed further
in paragraph 4 below and in Note 45.

The year end outturn Net Expenditure was £344.454m, which was an
underspend of £2.388m against the approved revised budget. Table 1
shows the net revenue position at the year end confirmed at the
Council meeting on 21 June 2012. The “Amounts Reported for
Resource Allocation Decisions” at Note 4 of the Accounting Statements
provides a more comprehensive analysis of income and expenditure by
category.
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Table 1 — Revenue Outturn 2011/12

OUTTURN

VARIATION VARIATION

ORIGINAL FINAL FROM FROM
BUDGET BUDGET BUDGET BUDGET
£000 £000 £000 £000 %
Directorate
94,643 Children's Services 67,189 67,372 183 0.3%
154,861 Adults and Local Services 148,913 148,665 (248)  (0.2%)
62,927 Environment 91,733 95,424 3,691 4.0%
24,924 Safer Stronger Communities 24,676 24,580 (96) (0.4%)
15,760 Local Committees 15,064 15,064 0 0.0%
4,277 Chief Executive 3,901 3,795 (106)  (2.7%)
13,526 Organisational Development 20,275 20,827 552 2.7%
15,030 Resources 13,811 13,974 163 1.2%
(140) Other Iltems Charged Corporately 1,286 1,170 (116) (9.0%)
385,808 Total Service Expenditure 386,848 390,871 4,023 1.0%
(21,518) Other items (40,006)  (46,417) (6,411)  16.0%
~ 364,290 Total Net Expenditure 346,842 344,454  (2,388)  (0.7%)
(48) Transfer to/ (from) general reserves (1,499) 889 2,388
304 Transfer to/(from) earmarked reserves 19,203 19,203 0
~ 364,546 Net Budget Requirement 364,546 364,546 0
Sources of Finance
158,530 Formula Grant 158,530 158,530
206,016 Income from Council Tax 206,016 206,016
364,546 364,546 364,546

3.10 The overall net underspend of £2.388m reflects favourable variances
on centrally managed “Other Items” of £6.411m, which more than offset
Directorate service pressures of £4.023m. The £6.411m underspend
on centrally managed items includes a reduced requirement for Single
Status in year transition costs (£2.616m), treasury management
savings (£3.068m), contingency not required as a result of careful
management of expenditure (£0.556m) and other items including
precept required by other bodies and grant adjustments (£0.171m).

3.11  The main pressures on service spending were an underachievement of
planned savings on Waste Management from review of the household
waste recycling centres network and kerbside recycling by District
Councils (£2.294m) and Concessionary Fares (£1.065m), which were
transferred to the Council from April 2011 with costs in excess of the
grant allocation. Other pressures within Directorates, including the
phasing of Directorate restructurings, above budget costs of Looked
After Children and delivery of the Carbon Shift Plan have been
mitigated through careful management of budgets to minimise
expenditure where possible, and in particular, the strict management of
vacancies which commenced in 2010/11.

3.12 The net underspend of £2.388m has been transferred to the General

Fund and with the approved transfer of £1.499m to earmarked reserves
this has resulted in a net increase in the General Fund balance of
£0.889m.
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4. RESERVES

4.1  The General Fund balance at 31st March 2012 is £15.756m, with the
increase of £0.889m over the year, strengthening the Council’'s
financial position against the major financial challenges that lie ahead
with the prospect of further expenditure reductions. This General Fund
balance is in line with the Reserves and Balances Strategy of the
Council in the Medium Term Financial Plan and endorsed by Council
during budget setting.

Table 2 — Movement on Revenue Reserves

MARCH TRANSFERS Net MARCH
2011 ouT IN INTER Movement 2012
£000 £000 £000 £000 £000 £000
General Fund 14,867 889 889 15,756
Earmarked Reserves
Schools & DSG Reserves 354 | (4,765) 17,465 12,700 13,054
Non-school Reserves
Revenue Grants 17,003 | (2,836) 10,896 2,610 10,670 27,673
Equal Pay & Modernisation 31,542 (6,327) 311 -6,016 25,526
Insurance 4,402 (946) 1,063 117 4,519
Other Directorate Reserves 10,426 (5,085) 9,437  (2,610) 1,742 12,168
63,373 | (15,194) 21,707 0 6,513 69,886
Total Revenue Reserves 63,727 | (19,959) 39,172 0 19,213 82,940
Reserves for Capital Purposes 5,331 (10) (10) 5,321
Total Earmarked Reserves 69,058 | (19,969) 39,172 0 19,203 88,261

4.2  Total revenue earmarked reserves at 31% March 2012 were £88.261m,
a net increase of £19.203m over the year. This reflects contributions in
year of £39.172m and drawdowns of £19.969m.

4.3 The most significant movements in reserves contributing to the net
increase of £19.203m compared with the Original Budget included:

e A net increase in Schools and DSG Reserves of £12.700m,
comprising a net increase in balances held by individual schools
of £3.789m and in balances related to on centrally managed
budgets of £8.911m. The net increase on balances held by
individual schools was after withdrawals of £4.421m, with the
overall increase attributable to an improvement in the financial
position of schools in deficit (£3.192m). The net increase in
balances for centrally managed budgets of £8.911m related to
underspending on central budgets for special needs and targeted
services and revised allocations for schools that transferred to
academy status. These balances are fully ring-fenced for future
spending on schools.
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e A net increase in the Revenue Grants reserve, reflecting grants
that have been received in 2011/12 but which will not be applied
until future years (£10.670m). These include £7.820m for the
Carlisle North Development Route PFI. These receipts and their
carry forward were anticipated in the Council’s overall resource
planning for the year, but were not reflected in full IFRS
accounting detail for the Original Budget.

e  The drawdown from the Equal pay and Modernisation Reserve of
£6.327m of which £1.792m was to fund pay protection foIIowin%
implementation of the Single Status pay agreement on 30'
September 2011, £1.500m for implementation team costs and
£3.035m in respect of redundancies as part of the Council’s
budget strategy.

e A net increase in the Insurance Reserve of £0.117m advised by
professional assessment of future claims risk.

e The carry forward and drawdown from Directorate operational
reserves as detailed in Note 45, a net increase of £1.742m. These
include the carry forward of budget across financial years for
various property commitments and underspending on Local
Committee budgets.

COMPREHENSIVE INCOME AND EXPENDITURE STATEMENT

The Council’s approach to budget management reporting, reflected in
the summary in Table 1 is based on the requirements for Council Tax
calculation. This differs from the Comprehensive Income and
Expenditure Statement (Page 17) that is required to comply with
International Financial Reporting Standards in reporting costs and
income, before taking account of adjustments to arrive at the amount to
be funded from taxation. A reconciliation between the Total Net
Expenditure in Table 1 and the Amounts Reported for Resource
Allocation in Note 4 (which both reflect how information is normally
reported for management purposes) and the Cost of Services in the
Comprehensive Income and Expenditure Statement is provided on
page 55.

The net revenue position on the Comprehensive Income and
Expenditure Statement is a net deficit of £17.111m, which compares
with a surplus of £164.918m in 2010/11. The significant surplus in
2010/11 was mainly attributable to actuarial gains on pension
assets/liabilities. The net deficit of £17.111m includes two exceptional
items relating to pension costs as a result of staff transferring to
academy schools and the closure of the former Capita contract.
Without these items the net deficit would have been £24.099m.
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6.2

6.3

The Comprehensive Income and Expenditure Statement includes a
Surplus on Provision of Services of £21.412m. This is reflected in the
Movement in Reserves Statement (Page 18) as the first item
contributing to the General Fund Balance in 2011/12. This statement
and the further detail provided in Note 10 show adjustments for
statutory accounting items which do not impact upon Council Tax and
for transfers to/from earmarked reserves, which reconcile the
Comprehensive Income and Expenditure Statement with the reported
underspend and net increase in the General Fund for the year of
£0.889m.

A number of factors contributed to variations in gross expenditure and
gross income for individual services for 2011/12 compared with the
previous year, including budget reductions and a shift in government
grants from specific to non specific grant support. A particular change
to highlight is the transfer of 16 schools to academy status during the
year, which resulted in a reduction in gross expenditure of £46.210m
and gross income of £47.155m. This transfer of responsibility also
resulted in a reduction of £53.010m in the net book value of land,
buildings and equipment recorded on the Balance Sheet.

CAPITAL EXPENDITURE 2011/12

Capital expenditure relates to the cost of provision or enhancement of
assets or other expenditure where the benefit extends beyond the
financial year in which it occurs. It includes expenditure on buildings,
adaptations, roads, equipment and intangible assets such as software
and licences. Capital expenditure is defined by the Capital Financing
Regulations and capital and revenue transactions must be accounted
for separately.

In 2011/12, the Council’s capital investment (including revenue
expenditure funded from capital under statute) totalled £196.324m
(£133.982m in 2010/11) (Note 22). This included PFI/PPP schemes
reported in the accounts for the first time. Two PFI financed Fire
Stations opened at Patterdale and Carlisle West, a new Waste
recycling plant at Hespin Wood opened in this financial year and the
Carlisle Northern Development Route scheme opened ahead of
schedule in February 2012.

In 2011/12 significant investment into key developments in schools
continued benefiting children in Cumbria. This included completion of
an academy in Carlisle (Richard Rose Morton) and significant progress
on academy developments in West Cumbria and Barrow in Furness.
The Primary Capital Programme, which involves upgrading schools in
the Barrow area, resulted in two school projects being completed and
significant progress on the remaining school. Strategic projects which
support Special Educational Needs were progressed throughout the
year resulting in improvements to primary, secondary and sixth form
educational provision.
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Work started on the new Elderly Persons Home in Barrow and
investment was made into fire service vehicles and equipment. Flood
restoration works continued at the Port of Workington and flood
recovery works on roads continued following the devastating floods
Cumbria experienced in 2009/10. Five of the bridges damaged during
the floods have reopened in 2011/12 including Iron Bridge in
Sockbridge. Planned maintenance and improvements to the
infrastructure network continued.

A summary of the capital expenditure and how it was financed is shown
in Note 22. The Council considers carefully capital financing to ensure
it is prudent, affordable and sustainable in the medium and long term.
Capital receipts generated in 2011/12 totalled £5.232m (£2.478m in
2010/11) which was in excess of the target. Capital receipts are
earmarked for specific schemes where appropriate.

The capital investment of £196.324m was financed by capital receipts
of £0.223m, grants of £91.994m, expenditure charged to the General
Fund of £8.977m and Prudential Borrowing of £8.093m. The balance
relates to PFI/PPP lease arrangements, which enable the Council to
finance the capital cost of the schemes over the life of the asset.

Borrowing

The Prudential Code for Capital Finance in Local Authorities regulates
Local Authority borrowing and gives freedom to Councils to borrow,
providing they are capable of meeting the revenue costs of borrowing
and the borrowing strategy is in keeping with Prudential Indicators and
guidelines. The Council’s borrowing strategy and limit is agreed
annually, at February Council meeting when the budget is set, and the
strategy is part of the Treasury Management Strategy. The Council’s
authorised limit for external debt for 2011/12 was £508m (£540m in
2010/11) and the operational limit was £428m (£525m in 2010/11). In
2011/12 the Council operated within the agreed authorised limits.

The long term borrowing shown in the Balance Sheet (page 19) relates
to the part financing of capital expenditure incurred in 2011/12, earlier
years and for future years. The balance at 31 March 2012 is
£315.974m, which has changed little (-£0.047m) from the balance at
31 March 2011 (£316.021m). It may be noted that the need to borrow
for new capital expenditure has been reduced by the change in
Government policy in 2011 to support capital expenditure by grant
rather than revenue support for borrowing.

CHANGES IN ACCOUNTING STANDARDS AND POLICIES

Major changes were made to the Council’s accounting policies in
2010/11 to comply with International Financial Reporting Standards
(IFRS). The changes required by the Code of Practice on Local
Authority Accounting for 2011/12 are much less onerous by
comparison.
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Componentisation

One aspect of these changes was the introduction of componentisation
for non current assets as required by International Accounting Standard
(IAS) 16 Property, Plant and Equipment (PPE). The policy was applied
from 1st April 2010 to assets that were acquired, enhanced and/or
revalued during that financial year based on a de-minimis level of £5m
net book value. This policy has been reviewed during 2011/12. The
Council has chosen to reduce the de-minimis level for the cost of
assets to be considered for componentisation to a £2.5m Net Book
Value and a component to be regarded as significant for
componentisation where its costs are greater than 20% of the cost of
the asset.

This policy revision has been applied for assets acquired, enhanced
and revalued in 2011/12. A review of the impact the revised policy
would have had, if applied to the 2010/11 financial statements, has
shown that the impact would have been immaterial to the accounts. A
prior period adjustment has not been required.

Heritage Assets

The Code of Practice for 2011/12 introduces a new requirement to
disclose information on heritage assets as a new category of assets on
the Balance Sheet. Heritage assets are assets that are held by the
Council because of their cultural, environmental or historical value.
Heritage assets held by the Council include various collections within
the overall archive collection, monuments, artefacts, paintings,
sculptures and civic regalia. These have been recognised and
measured in accordance with the authority’s general accounting
policies on property, plant and equipment, except where the Code
allows relaxation of measurement rules for heritage assets where
obtaining valuations of these would incur unjustifiable cost. Insurance
values or historic cost have been used where available, but a few
residual assets have not been recognised on the balance sheet, as
permitted by the 2011/12 Code.

As a result the Council has recognised an additional £0.385m for
heritage assets that were not previously shown in the Balance Sheet.
In applying the new accounting policy two assets that were previously
held as Community Assets within Property, Plant and Equipment at a
nominal value of £1 each are now re-classified as heritage assets.
Alfred Wainwright archives and Alston memorial documents were
acquired for £0.136m during 2011/12 bringing the total valuation of
heritage assets to £0.521m. The 1% April 2010 and 31st March 2011
Balance Sheets and 2010/11 Comparative figures have been re-stated
to reflect the new policy (detailed in note 29 and 55).
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PENSION COSTS

The Council is legally obliged to offer guaranteed pension benefits to its
employees. The Accounting Policies (policy (vii)) explain the
accounting treatment of retirement benefits and costs applicable to the
Council solely are reflected in the Comprehensive Income and
Expenditure Statement and the Balance Sheet. Under the International
Accounting Standard (IAS) 19, the Council is required to recognise the
cost of retirement benefits in the cost of services when earned by
employees (shown in the Comprehensive Income and Expenditure
Statement) rather than when the benefits are eventually paid as
pensions. However, adjustments through the Movement in Reserves
Statement ensure that the amount charged to taxpayers and the
Council Tax relate to cash payable in the year i.e. the employer’s
contributions payable to the scheme.

In the Council’'s Balance Sheet (page 19), the Council’s long-term net
pension liability has increased by £56.194m from £457.340m at 31st
March 2011 to £513.534m at 31st March 2012. The increase in the
Pension Fund net deficit in 2011/12 is due to a change in the financial
assumptions used in the actuarial valuations.

From 1st April 2011 the Council has changed the method by which it
makes payments to the Pension Fund to cover past service liabilities, in
line with the strategy to cover these liabilities over a period of 19 years.
Previously, amounts have been set aside for this purpose through a
supplement to the employer's pension contribution rate, within
Directorate budgets. From 1st April 2011 the total amount
recommended by the actuary each year is met by an annual lump sum
corporate contribution to the Pension Fund. This is a more prudent
approach during a period or workforce reduction. The contribution for
2011/12 was £7.587m (including a small addition over the £7.373m
referred to in paragraph 7.3 as taken from Directorates budgets).

PENSION FUND

The Council is the administering body for the Cumbria Local
Government Pension Scheme (LGPS), and the Firefighters’ Pension
Schemes, hence the Council's Statement of Accounts include
supplementary financial statements for these pension funds. Section 7
sets out these financial statements and relevant notes.

During 2011/12, the Cumbria LGPS net assets increased by £66.491m
to £1,466.418m. (This compares to an increase of £121.507m during
the year 2010/11).

Cumbria LGPS ranked in the top quartile for scheme investment return
in 2011/12 at 13th out of 100, with the Cumbria LGPS return of 5.3%
for 2011/12 being significantly above the LGPS average scheme
investment return of 2.6% (measured by the WM Company). This out
performance is set in the context of volatility across world financial
markets during the period.

10
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This return, in the main, is attributed to the scheme’s primary asset
allocation between bonds (33%) and growth assets (equities, property,
alternatives etc) (66%). The Cumbria LGPS has an asset allocation to
bonds which is higher than the average for LGPS (Cumbria’s 33%; the
average LGPS 18%). This strategy has been a major contributing
factor to the Scheme’s increase in value during 2011/12.

Whilst the Cumbria LGPS return for 2011/12 was significantly above
average, the Scheme’s three-year return underperformed the fund
benchmark by 0.3% (per year). Over the longer term of ten years the
Scheme return was behind the benchmark showing a marginal
underperformance of 0.1% per year. While disappointing in absolute
terms, recent returns must be seen in the context of the prevailing
market volatility throughout the period viewed in comparison to the
Scheme’s peers. Cumbria LGPS performance over the mid (5 years)
to longer term (10 years) ranks within the top 50% of Local
Government Schemes in the country. Furthermore, pension schemes
are by their nature, long term investment vehicles and when
considering fund performance the focus is on the longer term.

IMPACT OF CURRENT ECONOMIC CLIMATE ON AUTHORITY

The Council continues to be affected by the reductions in Government
funding for local government as part of the national economic strategy
to reduce the national deficit. Earlier paragraphs have outlined the
impact of funding reductions in 2011/12 and the Council’s success in
managing within budget. The Chancellor's Autumn Statement in
November 2011 confirmed a reduction in economic growth forecasts
and that the Government’s primary target of deficit reduction by
2014/15 would no longer be achievable. As a consequence austerity
measures are expected for a further two years to 2016/17.

The Council’s budget for 2012/13 includes savings of £20.204m and
current plans envisage a minimum requirement for further savings of
£10.525m and £13.960m in 2013/14 and 2014/15 respectively. In
addition to these saving targets, there is uncertainty in future planning
as Government is making fundamental changes to the system of local
government finance from 2013/14. These include the withdrawal of
Formula Grant and its replacement by retention of Business Rates; the
review of national funding distribution formulae; the localisation of
Council Tax support accompanied by a minimum 10% reduction in
grant funding to support council tax benefits; and the potential for
referenda to be required for approval of Council Tax if Government
reduce the threshold of increases permitted, using powers under the
Localism Act. The Council is monitoring these developments so that it
can respond appropriately.

11
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The economic downturn continues to affect investment returns
achieved on Pension Fund investments, even though the Pension
Fund’s performance is relatively strong compared to other authorities,
and on the Council’s cash reserves. With low short term rates available
the Council has utilised available cash balances to reduce longer term
external borrowing, within prudential limits. This has reduced both short
term costs and exposure to counter party risk.

The Council's Medium Term Financial Plan considers future
Government funding risk and the uncertainties associated with
projections of future pay, prices, interest rates, levels and timing of
income, delivery of efficiency and change programmes and potential
liabilities. These risks are provided for through the level of central
contingency set in the annual budget and uncommitted revenue
General Reserves. The 2011/12 outturn balance on the General
Reserve of £15.756m is in line with target set in the 2012/13 budget.

The Accounting Statements show provisions of £7.815m (short and
long term) which mainly relate to insurance and Single Status
Commitments as set out in Note 42. This is a reduction from the
provisions of £14.180m at 31 March 2011, which is mainly due to the
2010/11 provisions for redundancy payments of £6.665m being
applied. A new scheme inviting voluntary redundancy was launched in
May 2012 to support the efficiencies and savings required under the
Better Places for Work Programme.

OTHER ITEMS
Assumptions made about the future in preparing the Statement of
Accounts are set out in Note 3.

Prior period adjustments have been made in respect of Heritage assets
as discussed in Paragraphs 7.4 and 7.5 above and to re-categorise
from short term debtors to long term debtors £4.969m of debt as at 31°
March 2011 which relates to residential care charges and is either
secured by a charge on property or on a deferred payment agreement.

During 2011/12 Dowdales Secondary School in Dalton in Furness
suffered a fire. Repairs totalling £0.190m have been carried out and
were completed in April 2012. This asset has been valued this year as
part of the valuation cycle. The value of £12.810m reflects the cost of
the damage and has been treated as an impairment subsequently
written out on valuation. The value of this asset will be reviewed again
in 2012/13 upon completion of the repairs.

The Group Accounts set out in Section 6 show a reduction of £19.337m
in the total value of the Group net assets (from £282.169m at 31%
March 2011 to £262.832m at 31°' March 2012). The reduction relates
mainly to the Council.

12
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11.5 The entities to be included within the group accounts have been

12.
12.1

considered during 2011/12 with a careful regard to their materiality. It
has been determined not to include the following entities that were
previously included as their impact is immaterial: Invest In Cumbria Ltd
(net assets of £0.113m at 31° March 2012), Traveline Cumbria Ltd (net
assets of £0.093m at 31%' March 2012) and Cumbria Capital Fund,
dissolved on 17" January 2012. Cumbria Waste Management Ltd
(CWM Ltd) and its subsidiaries remain as group account entities and
during 2011/12 CWM Ltd acquired two companies, Trotters Dry Waste
Ltd and South Lakeland Trade Waste, which are also included.

POST BALANCE SHEET EVENTS

On the 12" April, 2012 the new West Lakes Academy building was
handed over to the governors. The financial statements and disclosure
notes have not been adjusted for this but it is noted as relevant to an
understanding of the Authority’s financial position. The West Lakes
Academy building had a balance sheet value of £37.1m at 31 March
2012.
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CUMBRIA COUNTY COUNCIL
SECTION 2 — STATEMENT OF RESPONSIBILITES

The Council’s Responsibilities
The Council is required to:

e Make arrangements for the proper administration of its financial affairs and
to secure that one of its officers has the responsibility for the administration
of those affairs. In this Council, that officer is the Chief Finance Officer
(Acting Assistant Director — Finance).

e Manage its affairs to secure economic, efficient and effective use of
resources and safeguard its assets.

e Approve the Statement of Accounts.

Corporate Directors’ Responsibilities

e The Chief Executive and other Corporate Directors are each accountable
to the Council for the financial management and administration of those
services and activities allocated to them in accordance with Council policy,
including effective ongoing budgetary control, with appropriate support and
advice from the Acting Assistant Director - Finance.

e Each Corporate Director is responsible for ensuring that adequate and
effective systems of internal control are operated to ensure the accuracy,
legitimacy and proper processing of transactions and the management of
activities.

The Chief Finance Officer’s Responsibilities

The Acting Assistant Director — Finance is responsible for the preparation of
the Council’s Statement of Accounts in accordance with proper practices as
set out in the CIPFA/LASAAC Code of Practice on Local Authority Accounting
in the United Kingdom (the Code).

In preparing this Statement of Accounts, the Acting Assistant Director —
Finance has:

e selected suitable accounting policies and then applied them consistently.

e made judgements and estimates that were reasonable and prudent.

e complied with the local Council Code.

The Acting Assistant Director — Finance has also:

e kept proper accounting records which were up to date.

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

| certify that this Statement of Accounts gives a true and fair view of the
financial position of the Council at the 31%' March 2012 and its expenditure
and income for the year ended the 31 March 2012.

Signed :

Julie Crellin, Acting Assistant Director — Finance
26" September 2012
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CUMBRIA COUNTY COUNCIL
SECTION 2 — STATEMENT OF RESPONSIBILITES

Certificate of Approval of the Council’s Statement of Accounts

| certify that the accounts set out in this document have been considered by
the Council’s Audit and Assurance Committee at its meeting held on 26th
September 2012 and have been approved by a resolution of this Committee.

Signed on behalf of Cumbria County Council

Mrs. H. Carrick
Chairman of Audit and Assurance Committee

Date — 26th September 2012
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CUMBRIA COUNTY COUNCIL
SECTION 3 — ACCOUNTING STATEMENTS

Section 3 sets out four accounting statements in respect of the Council’s
activities in 2011/12, showing the previous year’s comparators.

Comprehensive Income and Expenditure Statement shows the accounting
cost in the year of providing services in accordance with generally accepted
accounting practices, rather than the amount to be funded from taxation.
Councils raise taxation to cover expenditure in accordance with statutory
regulations and this may be different from the accounting cost. The taxation
position is shown in the Movement in Reserves Statement.

Movement in Reserves Statement which identifies the movement in the year
on the different reserves held by the Council, analysed into “usable reserves”
(i.e. cash backed reserves which can be used to fund expenditure or reduce
local taxation) and other “unusable” reserves (i.e. not cash backed). The
Surplus or (Deficit) on the Provision of Services line shows the true economic
cost of providing the Council’s services, more details of which are shown in
the Comprehensive Income and Expenditure Statement. These are different
from the statutory amounts required to be charged to the General Fund
Balance for Council Tax setting purposes. The Net Increase/Decrease before
Transfers to Earmarked Reserves line shows the statutory General Fund
Balance before any discretionary transfers to or from earmarked reserves
undertaken by the Council.

Balance Sheet shows the value as at the Balance Sheet date of the assets
and liabilities recognised by the Council. The net assets of the Council (assets
less liabilities) are matched by the reserves held by the Council. Reserves are
reported in two categories. The first category of reserves are usable reserves,
i.e. those reserves that the Council may use to provide services, subject to the
need to maintain a prudent level of reserves and any statutory limitations on
their use (for example the Capital Receipts Reserve that may only be used to
fund capital expenditure or repay debt). The second category of reserves is
those that the Council is not able to use to provide services. This category of
reserves includes reserves that hold unrealised gains and losses (for example
the Revaluation Reserve), where amounts would only become available to
provide services if the assets are sold; and reserves that hold timing
differences shown in the Movement in Reserves Statement line ‘Adjustments
between accounting basis and funding basis under regulations’.

Cash Flow Statement shows the changes in cash and cash equivalents of
the Council during the reporting period. The statement shows how the Council
generates and uses cash and cash equivalents by classifying cash flows as
operating, investing and financing activities. The amount of net cash flows
arising from operating activities is a key indicator of the extent to which the
operations of the Council are funded by way of taxation and grant income or
from the recipients of services provided by the Council. Investing activities
represent the extent to which cash outflows have been made for resources
which are intended to contribute to the Council’s future service delivery. Cash
flows arising from financing activities are useful in predicting claims on future
cash flows by providers of capital (i.e. borrowing) to the Council.
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CUMBRIA COUNTY COUNCIL
SECTION 3 — ACCOUNTING STATEMENTS

COMPREHENSIVE INCOME AND EXPENDITURE STATEMENT FOR THE YEAR ENDED 31 MARCH 2012

2010/11 2011/12
Restated
Gross Restated Restated Net Note to the Gross Gross Net
Expenditure Gross Income Expenditure Service Accounts Expenditure Income Expenditure|
£000 £000 £000 £000 £000 £000
Services:

2,918 (1,147) 1,771 |Central Services to the Public 3,115 (1,347) 1,768
12,541 (972) 11,569 (Cultural and Related Services 55 10,439 (952) 9,487
33,244 (2,729) 30,515(Environmental and Regulatory Services 55 33,650 (2,213) 31,437
20,616 (4,863) 15,753|Planning Services 55 16,180 (3,003) 13,177
49,359 (12,573) 36,786 |Highways and Transport Services 52,438 (14,684) 37,754

0 0 0|Highways and Transport Services - Acquired Operations 55 8,319 (54) 8,265
566,175 (419,861) 146,314 |Education and Childrens' Services 437,873 (836,016) 101,857
195,321 (46,482) 148,839|Adult Social Care 199,507 (46,294) 153,213

27,337 (737) 26,600(Fire & Rescue Services 22,271 (815) 21,456
6,652 (1,300) 5,352|Corporate and Democratic Core 10,226 (4,544) 5,682
1,138 0 1,138|Non Distributed Costs 5,698 0 5,698
(75,831) 0 (75,831)|Exceptional Items 6 0 0 0

0 0 0|Exceptional Iltems - IAS19 Settlements 6 5,871 (16,666) (10,795)

0 0 0|Exceptional Items - IAS19 Business Combinations 6 68,348 (64,541) 3,807
839,470 (490,664) 348,806|Cost of Services 4 873,935 (491,129) 382,806

32,364 0 32,364 |Other Operating Expenditure 7 56,909 0 56,909
50,285 (5,326) 44 959 (Financing and Investment Income and Expenditure 8 41,887 (6,582) 35,305
0 (471,840) (471,840) | Taxation and Non Specific Grant Income 9 0 (496,432) (496,432)
(45,711) :(Surplus)/Deficit on Provision of Services (21,412)

7,875|(Surplus) or Deficit on Revaluation of Property, Plant and Equipment Assets 46.1 (10,655)

0|(Surplus) or Deficit on Revaluation of Available for Sale Financial Assets 46.5 (43)

(127,082)|Actuarial (Gains)/Losses on Pension Assets/Liabilities 48.1 49,221

(119,207) :Other Comprehensive Income and Expenditure 38,523

(164,918) ITotal Comprehensive Income and Expenditure 17,111

The 2010/11 Comprehensive Income and Expenditure Statement has been restated to reflect the change in the Service Reporting Code of Practice which requires Cultural,
Environmental and Planning Services to be reported separately and the re-classification of trading operations from Other Operating Expenditure to Financing and Investment
Income and Expenditure. Further details are set out in note 55.
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CUMBRIA COUNTY COUNCIL

SECTION 3 — ACCOUNTING STATEMENTS

MOVEMENT IN RESERVES STATEMENT FOR THE YEAR ENDED 31°*MARCH 2012

Capital Financial Collection
Earmarked Capital Grants Long term| Total| Capital  Deferred Instruments Fund Total|
General Earmarked Capital  Receip Unapplied i Usable| Revaluation Adjustment Capital Pension Adj Adj it Ab Unusable| Total|

Fund Reserves Reserves Reserve Account reserve| Reserves Reserve Account Receipt Reserve Account Account Account reserves| Reserves|

£000 £000 £000 £000 £000 £000| £000 £000 £000 £000 £000 £000 £000 £000| £000| £000|
Balance at 31st March 2010 10,050 57,185 2,851 193 0 2,813 73,092 171,428 501,402 544  (631,973) (588) 159 (9,128) 31,844 104,936
Movement in Reserves during 2010/11
Surplus or (deficit) on the provision of services 45,711 0 0 0 0 0 45,711 0 0 0 0 0 0 0 0 45,711
Other Comprehensive Income and Expenditure 0 0 0 0 0 0 0 (7,875) 0 0 127,082 0 0 o[ 119,207 119,207
Total Comprehensive Income and Expenditure 45,711 0 0 0 0 0 45,711 (7,875) 0 0 127,082 0 0 0 119,207 164,918
Adjustments between accounting basis and funding basis under
regulations (Note 10) (31,872) 0 0 635 388 0| (30,849) (6,466) (7,227) (410) 47,551 0 857 (3,866) 30,439 (410)
Net Increase/(Decrease) before Transfers to Earmarked
Reserves 13,839 0 0 635 388 0 14,862 (14,341) (7,227) (410) 174,633 0 857 (3,866)| 149,646 164,508
Transfers (to) Earmarked Reserves (Note 45) (28,576) 28,576 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Transfers from Earmarked Reserves (Note 45) 22,034 (22,034) 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Transfers (to)/from Earmarked Capital Reserves (Note 45) (2,480) 0 2,480 0 0 0 0 0 0 0 0 0 0 0 0 0
Increase/(Decrease) in 2010/11 4,817 6,542 2,480 635 388 0 14,862 (14,341) (7,227) (410) 174,633 0 857 (3,866)] 149,646 164,508
Balance at 31st March 2011 14,867 63,727 5,331 828 388 2,813 87,954 157,087 494,175 134 (457,340) (588) 1,016 (12,994)( 181,490 269,444
Movement in Reserves during 2011/12
Surplus or (deficit) on the provision of services 21,412 0 0 0 0 0 21,412 0 0 0 0 0 0 0 0 21,412
Other Comprehensive Income and Expenditure 0 0 0 0 0 0 0 10,655 0 0 (49,221) 43 0 0| (38,523) (38,523)
Total Comprehensive Income and Expenditure 21,412 0 0 0 0 0 21,412 10,655 0 0 (49,221) 43 0 0| (38,523) (17,111)
Adjustments between accounting basis and funding basis under
regulations (Note 10) (137) 0 0 4,953 (388) 0 4,428 (20,919) 19,990 0 (6,973) 0 519 2,695 (4,688) (260)
Net Increase/(Decrease) before Transfers to Earmarked
Reserves 21,275 0 0 4,953 (388) 0 25,840 (10,264) 19,990 0 (56,194) 43 519 2,695| (43,211) (17,371)
Transfers (to) Earmarked Reserves (Note 45) (39,172) 39,172 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Transfers from Earmarked Reserves (Note 45) 19,959  (19,959) 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Transfers (to)/from Earmarked Capital Reserves (Note 45) 10 0 (10) 0 0 0 0 0 0 0 0 0 0 0 0 0
Transfers (to)/from Capital Grants and Contributions Unapplied
Reserves (Note 44.2) (1,183) 0 0 0 1,183 0 0 0 0 0 0 0 0 0 0 0
Increase/(Decrease) in 2011/12 889 19,213 (10) 4,953 795 0 25,840 (10,264) 19,990 0 (56,194) 43 519 2,695| (43,211) (17,371)
Balance at 31st March 2012 15,756 82,940 5,321 5,781 1,183 2,813 113,794 146,823 514,165 134 (513,534) (545) 1,535 (10,299)( 138,279 252,073
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CUMBRIA COUNTY COUNCIL
SECTION 3 — ACCOUNTING STATEMENTS

BALANCE SHEET AS AT 31° MARCH 2012

1st April 2010 31st March 2011 31st March
Restated Restated Notes to 2012
the
£000 £000 Accounts £000
Long Term Assets:
Property, Plant and Equipment
720,444 675,629|0Other Land and Buildings 667,657
21,116 21,831 Vehicles, Plant, Furniture and Equipment 17,620
255,930 292,495|Infrastructure 380,109
52 46|Community Assets 46
29,782 29,007 [Assets Under Construction 35,244
10,266 10,313|Surplus Properties Not Held For Sale 10,921
1,037,590 1,029,321 |Total Property, Plant and Equipment 27 1,111,597
385 385|Heritage Assets 29 521
1,232 1,232|Investment Properties 30 185
16,583 13,104 |Intangible Assets 31 9,749
2,813 2,813|Long Term Investments 32 2,813
5,310 6,948(Long Term Debtors 33 8,011
1,063,913 1,053,803| Total Long Term Assets 1,132,876
Current Assets:
494 626|Current Assets Held for Sale 34 203
438 1,156|Inventories 35 1,461
76,362 65,789(Short Term Debtors and Prepayments 36 43,888
36,494 43,595(Short Term Investments 37 66,277
40,369 75,318[Cash and Cash Equivalents 39 61,291
154,157 186,484 |Total Current Assets 173,120
Current Liabilities:
(4,780) (14,867)|Short Term Borrowings 37 (4,691)
(83,713) (89,809)|Short Term Creditors 40 (75,234)
(5,884) (5,627)|Short Term Finance Lease Liability 37 0
(22,221) (20,838)|Revenue Grants Receipts in Advance 41 (10,549)
(2,552) (8,123)[Short Term Provisions 42 (1,424)
(10,548) (7,583)|Bank Overdraft 39 (6,110)
(129,698) (146,847)| Total Current Liabilities (98,008)
Long Term Liabilities:
(296,064) (316,021)[Long Term Borrowings 37 (315,974)
0 0|Long Term Creditors 37 (2,536)
(5,627) 0[Long Term Finance Lease Liability 37 0
0 0[Long Term PFI Liability 25 (81,309)
(44,247) (44,578)|Capital Grants Receipts in Advance 43 (36,171)
(5,525) (6,057)|Long Term Provisions 42 (6,391)
(631,973) (457,340)[Pensions Liability 48 (513,534)
(983,436) (823,996)|Total Long Term Liabilities (955,915)
104,936 269,444 |Net Assets 252,073
Usable Reserves
10,050 14,867|General Fund Balance 44 15,756
57,185 63,727 |Earmarked Reserves 45 82,940
2,851 5,331|Earmarked Capital Reserve 45 5,321
193 828|Usable Capital Receipts Reserve 44 1 5,781
0 388|Capital Grants and Contributions Unapplied Reserve 442 1,183
2,813 2,813|Long Term Investment Reserve 44.3 2,813
73,092 87,954 113,794
Unusable Reserves
171,428 157,087 |Revaluation Reserve 46.1 146,823
501,402 494,175 Capital Adjustment Account 46.2 514,165
544 134|Deferred Capital Receipts 46.3 134
(631,973) (457,340)|Pensions Reserve 46.4 (513,534)
(588) (588)[Financial Instruments Adjustment Account 46.5 (545)
159 1,016|Collection Fund Adjustment Account 46.6 1,535
(9,128) (12,994)|Accumulated Absences Account 46.7 (10,299)
31,844 181,490 138,279
104,936 269,444 |Total Reserves 252,073

The Balance Sheets for 1 April 2010 and 31 March 2011 have been restated to bring
Heritage Assets on to the Balance Sheet and to reflect the reclassification of residential care
debtors, which are either secured on property or are the subject of a deferred payment

agreement, from short to long term debtors. There is further detail set out in note 55.
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CUMBRIA COUNTY COUNCIL
SECTION 3 — ACCOUNTING STATEMENTS

CASH FLOW STATEMENT AS AT 31 MARCH 2012

2010/11
Restated
£000

45,711

73,479

(73,591)

Net Surplus/(Deficit) on the Provision of Services

Adjustments to net surplus or (deficit) on the provision of services for non cash
movements

Adjustments for items included in the net surplus or deficit on the provision of
services that are investing and financing activities

45,599
(30,944)

23,259

Net Cashflows from Operating Activities
Net Cashflows from Investing Activities

Net cashflows from Financing Activities

37,914

29,821

Net Increase or (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents at the Beginning of the Reporting Period

67,735

Cash and Cash Equivalents at the End of the Reporting Period

Notes

49.1

49.1

49.1

49.3

49.4

49.5

2011112

£000

21,412

110,012

(84,227)

47,197
(37,878)

(21,873)

(12,554)

67,735

55,181
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CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

Section 4 provides details of the significant accounting policies and estimation
technigues used in the preparation of the Council’'s accounts.

i. General Principles

The Statement of Accounts summarises the Council’s transactions for the
2011/12 financial year and its overall financial position as at 31st March 2012.
The Council is required to prepare an annual Statement of Accounts by the
Accounts and Audit (England) Regulations 2011 which require them 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 2011/12 and the Service Reporting Code of Practice for Local
Authorities 2011/12, supported by International Financial Reporting Standards
(IFRS).

The accounting convention adopted in the Statement of Accounts is principally
historical cost i.e. expenditure is included on the basis of price actually paid
rather than the additional allowance being made for changes in purchasing
power of money, modified by the revaluation of certain categories of non-
current assets and financial instruments.

ii. Accounting Concepts

Accruals of Income and Expenditure

Activity is accounted for in the year that it takes place, not simply when cash
payments are made or received. In particular:

o 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 Council.

J Revenue from the 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.

o 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.

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

o Interest payable on borrowings and receivable on investments is
accounted for on the basis of the effective interest rate for the
relevant financial instrument rather than the cash flows fixed or
determined by the contract.

o 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.
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CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

ii. Accounting Concepts continued
Accruals of Income and Expenditure continued
o Where there is evidence that debts are unlikely to be settled, the
balance of debtors is written down and a charge made to
revenue for the income that might not be collected.

Relevant
The information in the accounts is useful in assessing the Council’s
stewardship of public funds and for making economic decisions.

Reliable

The information in the accounts is complete, prudently prepared, reflects the
substance of transactions and is free of deliberate or systematic bias or
material errors

Comparable
A consistent approach to accounting policies is used in preparing the

accounts to ensure that they may be compared to previous years. Where
there is a change in accounting policy that has a material effect on the
information, this has been disclosed.

Understandable
The Council endeavours to ensure that an interested reader can understand
the accounts.

Materiality
In using its professional judgment, the Council considers the size and nature

of any transaction, or set of transactions. An item is considered material
where its omission could, individually or collectively, influence the decisions or
assessments of users made on the basis of the financial statements.
Materiality depends on the nature or size of the omission or misstatement
judged in the surrounding circumstances. The nature or size of the item, or a
combination of both, could be the determining factor.

Going Concern

The accounts are prepared on a going concern basis which assumes that the
Council will continue in existence for the foreseeable future and that there is
no intention to significantly reduce operations.

Primacy of Legislative Requirements

The Council operates through the power of statute. Where specific legislative
requirements conflict with accounting principles, legislative requirements are
applied.
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CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

iii. Changes in Accounting Policies and Estimates and Errors

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 by adjusting opening balances and
comparative amounts for the prior period as if the new policy had always been
applied.

Where the basis for measurement of an amount is uncertain, the Council will
use a suitable estimation technique determined by the Assistant Director -
Finance. Where a reasonable estimate has been made, but is subsequently
identified as being insufficiently accurate, the Assistant Director - Finance will
amend the Accounts accordingly. Changes in accounting estimates are
accounted for prospectively, i.e., in the current and future years affected by
the change.

Material errors discovered in prior period figures are corrected retrospectively
by amending opening balances and comparative amounts for the prior period.

iv. Charges to Revenue for Non-Current Assets
Services, support services and trading accounts are debited with the following
amounts to record the cost of holding non current assets during the year:

e depreciation attributable to the assets used by the relevant service;

e 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; and

e amortisation of intangible non current assets attributable to the
service.

The Council is not required to raise council tax to cover depreciation,
impairment and revaluation losses or amortisations. However, it is required to
make an annual contribution from fund balances towards the reduction in its
overall borrowing requirement. This amount is known as the Minimum
Revenue Provision (MRP) and is calculated by the Council on a prudent basis
determined by the Council in accordance with statutory guidance.
Depreciation, impairment and revaluation losses and amortisations are
therefore reversed and replaced by the MRP, by way of an adjusting
transaction with the Capital Adjustment Account in the Movement in Reserves
Statement.

For assets financed by supported borrowing the Council still uses the 4%
reducing balance previously required under statute.
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CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

v. Overheads and Support Services

The costs of overheads and support services are charged to those that benefit
from the supply or service in accordance with the costing principles of the
CIPFA Service Reporting Code of Practice 2011/12 (SeRCOP). Costs are
apportioned on the basis of time spent, space occupied or facilities used.

The following two cost categories are defined in SeRCOP and accounted for
as separate headings in the Comprehensive Income and Expenditure
Statement, as part of Net Expenditure on Continuing Services:

Corporate and Democratic Core - Costs relating to the Council’s status as a
multi-functional, democratic organisation e.g. the direct cost and cost of
supporting Council Members and Corporate Management.

Non Distributed Costs - The cost of discretionary benefits awarded to
employees retiring early and any depreciation and impairment losses
chargeable on non operational properties.

vi. Principal and Agent Transactions
The Council’s financial statements have regard to the general principle of
whether the Council is acting as the Principal or Agent.

Where the Council acts as a Principal, i.e. it is acting on its own behalf,
transactions are included in the Council’s financial statements.

Where the Council acts as an Agent i.e. it is acting as an intermediary,
transactions are not reflected in the Council financial statements, with the
exception in respect of cash collected or expenditure incurred by the agent on
behalf of the principal, in which case there is a debtor or creditor position and
the net cash position being included in financing activities in the cash flow
statement.

vii. Employee Benefits

Benefits Payable During Employment

Short-term employee benefits are those falling due wholly within 12 months
after the end of the period in which the employees render the related service.
These include items such as wages and salaries, paid annual leave and paid
sick leave, bonuses and non-monetary benefits for current employees, and
are recognised as an expense in services in the year. An accrual is made for
the cost of holiday entitlements not taken before the year-end and which
employees can carry forward into the next financial year.

The accrual is charged to services in the Comprehensive Income and
Expenditure Statement. It is then reversed out through the Movement in
Reserves Statement. This ensures that holiday benefits are charged to
revenue in the financial year in which the absence occurs.

24



CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

vii. Employee Benefits continued

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the
Council to terminate an officer's employment before the normal retirement
date or an officer's decision to accept voluntary redundancy. These benefits
are charged on an accruals basis to the relevant service(s) line within the
Surplus or Deficit on Provision of Services in the Comprehensive Income and
Expenditure Statement when the Council is demonstrably committed to either
terminating the employment of an officer or group of officers, or making an
offer to encourage voluntary redundancy.

Where termination benefits involve the enhancement of pensions, statutory
provisions require the General Fund balance to be charged with the amount
payable by the Council to the pension fund or pensioner in the year, not the
amount calculated according to the relevant accounting standards.

In the Movement in Reserves Statement, appropriations are required to and
from the Pensions Reserve to remove the notional debits and credits for
pension enhancement termination benefits and replace them with debits for
the cash paid to the pension fund and pensioners and any such amounts
payable but unpaid at the year-end.

Post Employment Benefits

The majority of employees of the Council are members of one of four separate
pension schemes designed to meet the needs of employees in particular
services (further details are provided in the Notes to the Accounts). All four
schemes (there are two firefighters’ schemes) provide final salary defined
benefits to members (retirement lump sums and pensions), earned as
employees of the Council.

a) Teachers’ Pensions

This scheme is administered by Teachers’ Pensions. Although the scheme is
unfunded, the Government has established a notional fund as the basis for
calculating the employers’ contributions. The Council contributes at rates
determined by the Department for Education. The arrangements for the
teachers’ scheme mean that liabilities for these benefits cannot be identified to
the Council. The scheme is, therefore, accounted for as if it were a defined
contributions scheme — no liability for future payments of benefits is
recognised in the Balance Sheet and the education service revenue account
is charged with the employer’s contributions payable to teachers’ pensions in
the year.

b)  Firefighters’ Pensions
There are currently two pension schemes for uniformed firefighters.

e The 1992 Scheme which has now been closed to new entrants.
e The 2006 Scheme available to both full time and part time uniformed
personnel.
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CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

vii. Employee Benefits continued

Post Employment Benefits continued

b) Firefighters’ Pensions continued

Both Firefighters’ schemes are accounted for as defined benefits schemes.
Although contributions are made into the schemes and they are both based
on final salary, they are unfunded to the extent that assets are not specifically
held to meet pension liabilities. The Department for Communities and Local
Government provide funds to top-up contributions collected from employers
and employees to ensure that normal pension liabilities can be paid. The
Council is responsible for meeting the cost of additional injury and ill health
awards and pensions. The liabilities of the schemes are included in the
Council’s Balance Sheet.

c)  The Local Government Pension Scheme

All other full-time and most part-time employees of the Council are eligible to
join the Local Government Pension Scheme administered by Cumbria County
Council on behalf of the local authorities of Cumbria and other admitted
bodies. With effect from 1% April 2009 local authorities have been required to
implement International Accounting Standard 19 (IAS19) in full. The accounts
have, therefore, been prepared in accordance with Chartered Institute of
Public Finance and Accountancy (CIPFA) guidance on Accounting for
Retirement Benefits.

The Local Government Scheme is accounted for as a defined benefits
scheme The assets and liabilities are included net in the Balance Sheet:

1. The liabilities of the 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, employee
turnover rates, etc and projections of projected earnings for current
employees. Liabilities are discounted to their value at current prices,
using a discount rate of 4.9% (based on the indicative rate of return
on high quality corporate bonds).

2. The assets of the pension fund attributable to the Council are
included in the Balance Sheet at their fair value:

o Equities

o Government and Other Bonds
J Property

o Cash and Other

Discretionary Benefits

The Council also has restricted powers to make discretionary awards of
retirement benefits in the event of early retirements. Any liabilities estimated
to arise as a result of an award to any member of staff (including teachers) are
accrued in the year of the decision to make the award and accounted for
using the same policies as are applied to the Local Government Pension
Scheme, for example the liability for future pensions is recognised on the
Balance Sheet.

26



CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

viii. Exceptional ltems

When items of income and expenditure 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, depending on how
significant the items are to an understanding of the Council’s financial
performance.

ix. Government Grants and Contributions

Capital Grants

Whether paid on account, by instalments or in arrears, government grants and
third party contributions and donations are recognised as due to the Council
when there is reasonable assurance that:

o the Council will comply with the conditions attached to the
payments; and
J 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 as specified or returned to the transferor.

Monies advanced as grants and contributions for which conditions have not
been satisfied are carried in the Balance Sheet as creditors. If there is
reasonable assurance that the condition will be met, but this has not yet
occurred, any grant / contributions received will be held on the Balance Sheet
as Grant Receipts in Advance (in Liabilities).

When conditions are satisfied, the grant or contribution is credited to the
relevant service line (attributable revenue grants/contributions) or Taxation
and Non-Specific Grant Income (non-ring-fenced revenue grants and all
capital grants) in the Comprehensive Income and Expenditure Statement.

Where capital grants are credited to the Comprehensive Income and
Expenditure Statement, they are reversed out of the General Fund Balance in
the Movement in Reserves Statement. Where the grant has yet to be used to
finance capital expenditure, it is posted to the Capital Grants Unapplied
Account. Where it has been applied, it is posted to the Capital Adjustment
Account. Amounts in the Capital Grants Unapplied Account are transferred to
the Capital Adjustment Account once they have been applied to fund capital
expenditure.

A grant or contribution that becomes repayable shall be accounted for as a
revision to an accounting estimate. Repayment shall first be applied to any
receipt in advance set up in respect of the grant or contribution. To the extent
that the repayment exceeds any such receipt in advance, or where no receipt
in advance exists, the repayment shall be recognised within the
Comprehensive Income and Expenditure Statement as an expense.
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ix. Government Grants and Contributions continued

Revenue Grants

Whether paid on account, by instalments or in arrears, government grants and
third party contributions and donations are recognised as due to the Council
when there is reasonable assurance that:

o the Council will comply with the conditions attached to the
payments; and
J 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 as specified or returned to the transferor.

Monies advanced as grants and contributions for which conditions have not
been satisfied are carried in the Balance Sheet as creditors. If there is
reasonable assurance that the condition will be met, but this has not yet
occurred, any grant / contributions received will be held on the Balance Sheet
as Revenue Grant Receipts in Advance (in Liabilities).

When conditions are satisfied, the grant or contribution is credited to the
relevant service line (attributable revenue grants/contributions) or Taxation
and Non-Specific Grant Income (non-ring-fenced revenue grants) in the
Comprehensive Income and Expenditure Statement.

Where revenue grants are credited to the Comprehensive Income and
Expenditure Statement and the grant has yet to be used to finance revenue
expenditure, and there are restrictions as to how the monies are to be applied,
an earmarked reserve will be established and the monies transferred into the
earmarked reserve through the Movement in Reserves Statement. When the
grant is applied, an amount equal to the expenditure may then be transferred
back from the earmarked reserve to the General Fund.

A grant or contribution that becomes repayable shall be accounted for as a
revision to an accounting estimate. Repayment shall first be applied to any
receipt in advance set up in respect of the grant or contribution. To the extent
that the repayment exceeds any such receipt in advance, or where no receipt
in advance exists, the repayment shall be recognised within the
Comprehensive Income and Expenditure Statement as an expense.
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x. Leases

The Council’s general approach is to optimise the balance between the use of
operating leases, finance leases, and prudential borrowing for the acquisition
of property, vehicles and equipment to ensure the most economic approach
for the Council. The Council will assess whether it is appropriate to borrow
money to purchase an asset, or alternatively enter into a lease agreement.

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
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.

Arrangements that do not have the legal status of a lease but convey a right to
use an asset in return for payment are accounted for under this policy where
fulfilment of the arrangement is dependent on the use of specific assets.

The Council as Lessee

Buildings

Where a lease agreement is for greater than 750 years the asset will be
automatically treated as freehold and accounted for as a Council asset.

Where a lease agreement is for between 100 years and 749 years the lease
will automatically be treated as finance lease and accounted for appropriately.

Where a lease agreement is between 26 years and 99 years it will be
assessed against the IFRS criteria that establishes if a lease is finance or
operating and accounted for accordingly.

Where a lease agreement is for 25 years or less the lease will automatically
be treated as an operating lease and accounted for appropriately.

Land
Where a lease agreement is for greater than 750 years the asset will be
automatically treated as freehold and accounted for as a Council asset.

All other leases will be assessed against the IFRS criteria that establishes if a
lease is finance or operating and accounted for accordingly.
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x. Leases continued

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 (or the present value of the minimum lease payments,
if lower). 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. Premiums paid on entry into a lease are applied to
writing down the lease liability. Contingent rents are charged as expenses in
the period in which they are incurred.

Lease payments are apportioned between:

o a charge for the acquisition of the interest in the property —
applied to write down the lease liability; and
J a finance charge (debited to the Financing and Investment

Income and Expenditure line in the Comprehensive Income and
Expenditure Statement).

Property, Plant and Equipment recognised under finance leases are
accounted for using the policies applied generally to such assets, subject to
depreciation being charged over the lease term if this is shorter than the
asset’s estimated useful life.

The Council is not required to raise council tax to cover depreciation or
revaluation and impairment losses arising on leased assets. Instead, a
prudent annual contribution is made from revenue funds towards the deemed
capital investment in accordance with statutory requirements. Depreciation
and revaluation and impairment losses are therefore substituted by a revenue
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.

Operating Leases

Rentals paid in the year under operating leases are charged to the
Comprehensive Income and Expenditure Statement as an expense of the
services benefitting from use of the leased property, plant or equipment.

The Council as Lessor

Buildings

Where a lease agreement is for greater than 750 years the asset will be
automatically treated as freehold and not included as a Council asset.

Where a lease agreement is for between 100 years and 749 years the lease
will automatically be treated as finance lease and accounted for appropriately.

Where a lease agreement is between 26 years and 99 years it will be
assessed against the IFRS criteria that establishes if a lease is finance or
operating and accounted for accordingly.
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x. Leases continued

The Council as Lessor continued

Where a lease agreement is for 25 years or less the lease will automatically
be treated as an operating lease and accounted for appropriately.

Land
Where a lease agreement is for greater than 750 years the asset will be
automatically treated as freehold and not included as a Council asset.

All other leases will be assessed against the IFRS criteria that establishes if a
lease is finance or operating and accounted for accordingly.

Finance Leases

Where the Council grants a finance lease over a property or an item of 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 (whether Property, Plant and Equipment or Assets Held
for Sale) 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 (i.e. netted off against
the carrying value of the asset at the time of disposal), matched by a long
term debtor in the Balance Sheet.

Lease rentals receivable are apportioned between:

o a capital receipt for the disposal of the asset — applied to write
down the Debtor (together with any premiums received); and
o 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 will be required to be treated as a capital receipt. Where a premium has
been received, this is posted out of the General Fund Balance to the Capital
Receipts Reserve in the Movement in Reserves Statement. Where the
amount due in relation to the lease asset is to be settled by the payment of
rentals in future financial years, this is posted out of the General Fund
Balance to the Deferred Capital Receipts Reserve in the Movement in
Reserves Statement. When the future rentals are received, the element for
the capital receipt for the disposal of the asset is used to write down the lease
debtor. At this point, the deferred capital receipts are transferred to the
Capital Receipts Reserve.

The written-off value of disposals is 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 appropriated to the Capital Adjustment
Account from the General Fund Balance in the Movement in Reserves
Statement.
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x. Leases continued

The Council as Lessor continued

Operating Leases

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 Financing and Investment Income and Expenditure line in
the Comprehensive Income and Expenditure Statement. Initial direct costs
incurred in negotiating and arranging the lease are charged as an expense as
they occur.

xI. Private Finance Initiative (PFl) and Similar Contracts

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 PFI contractor. As the Council is deemed to control
the services that are provided under its PFl schemes and as ownership of the
property, plant and equipment will pass to the Council at the end of the
contracts for no additional charge, the Council carries the assets used under
the contracts on its Balance Sheet as part of Property, Plant and Equipment.

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 Council.

The amounts payable to the PFI operators each year are analysed into five
elements:

o fair value of the services received during the year — debited to
the relevant service in the Comprehensive Income and
Expenditure Statement;

o finance cost — an interest charge on the outstanding Balance
Sheet liability, debited to the Financing and Investment Income
and Expenditure line in the Comprehensive Income and
Expenditure Statement;

o contingent rent — increases in the amount to be paid for the
property arising during the contract, debited to the Financing and
Investment Income and Expenditure line in the Comprehensive
Income and Expenditure Statement;

o payment towards liability — applied to write down the Balance
Sheet liability towards the PFI operator; and
J lifecycle replacement costs — are either recognised immediately

as additions to Property, Plant and Equipment on the Balance
Sheet when the relevant works are carried out or if required a
prepayment is posted to the Balance Sheet for the lifecycle
costs payable in that year and then recognised as additions to
PPE when the relevant works are carried out. Where it is not
possible to evidence that lifecycle replacements costs meet the
capital expenditure definition then it is treated as revenue.
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xii. 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.

Recognition
Expenditure on the acquisition, creation or enhancement of Property, Plant

and Equipment is capitalised on an accruals basis, provided that it is probable
that the future economic benefits or service potential associated with the item
will flow to the Council and the cost of the item can be measured reliably.
Expenditure that maintains but does not add to an asset’s potential to deliver
future economic benefits or service potential (i.e. repairs and maintenance) is
charged as an expense when it is incurred.

Expenditure that adds to an asset’s potential to deliver future economic
benefits or service potential but costs less than £12,000 in total (deemed to be
de minimis) can be charged direct to service revenue accounts as it is
incurred. The exception to this is schools expenditure on items of equipment
which are above £2,000 in value but less than £12,000 — which nevertheless
meets the Department for Education condition for funding from capital grants
to schools. These items are accordingly classed as capital expenditure but
rather than being treated as PPE they are treated as Revenue Expenditure
Funded from Capital Under Statute (REFCUS) which is detailed on page 38.

Componentisation

IAS 16 — Property, Plant and Equipment (PPE) states that each part of an
item of PPE with a cost that is significant in relation to the total cost of the item
shall be depreciated separately. This is applicable to both enhancements and
acquisition expenditure incurred and revaluations carried out from 1% April
2010. It is not retrospective. This includes specific infrastructure assets.

Where there is more than one significant part of the same asset which has the
same useful life and depreciation method, such parts may be grouped in
determining the depreciation charge. Significant components will be
separately accounted for where there are different useful lives and / or
depreciation methods.

Individual PPE assets with a Net Book Value of less than and including £2.5m
will be classed as de minimis and be excluded from the requirement to be
componentised.

Where a component of an asset is replaced or restored, the carrying amount
of the old component shall be derecognised to avoid double counting and the
new component reflected in the carrying amount.
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xii. Property, Plant and Equipment continued
Measurement
Assets are initially measured at cost, comprising:

o the purchase price; and

o 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.

The Council does not capitalise borrowing costs incurred whilst assets are
under construction.

Donated assets are measured initially at fair value. The difference between
fair value and any consideration paid is credited to the Taxation and Non-
Specific Grant Income line of the Comprehensive Income and Expenditure
Statement, unless the donation has been made conditionally. Until conditions
are satisfied, the gain is held in the Donated Assets Account. Where gains are
credited to the Comprehensive Income and Expenditure Statement, they are
reversed out of the General Fund Balance to the Capital Adjustment Account
in the Movement in Reserves Statement.

Assets are then carried in the Balance Sheet using the following
measurement bases:

o infrastructure, community assets and assets under construction
— depreciated historical cost; and

o all other assets — fair value, determined as the amount that
would be paid for the asset in its existing use (existing use value
— EUV).

Where there is no market-based evidence of fair value because of the
specialist nature of an asset, depreciated replacement cost is used as an
estimate of fair value.

Where non-property assets have short useful lives or low values (or both),
depreciated historical cost basis is used as a proxy for fair value.

Assets included in the Balance Sheet at fair value are revalued at intervals of
not greater than five years via a rolling programme of asset revaluations to
ensure that their carrying amount is not materially different from their fair value
at the year-end. Increases in valuations are matched by credits to the
Revaluation Reserve to recognise unrealised gains. Exceptionally, gains
might be credited to the Comprehensive Income and Expenditure Statement
where they arise from the reversal of an impairment loss previously charged
to a service.
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xii. Property, Plant and Equipment continued

The Revaluation Reserve contains revaluation gains recognised since 1st
April 2007 only, the date of its formal implementation. Gains arising before
that date have been consolidated into the Capital Adjustment Account.

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.

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

J 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); or

o where there is no balance in the Revaluation Reserve, 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 reversed subsequently, 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.

Revaluation losses

Where the carrying amount of an item of property, plant and equipment is
decreased as a result of a revaluation, i.e. a significant decline in an asset’s
carrying amount during the period that is not specific to the asset (as opposed
to an impairment as detailed above), the decrease shall be recognised in the
Revaluation Reserve up to the credit balance existing in respect of the asset
and thereafter in the Surplus or Deficit on the Provision of Services.

Disposals and non-current assets held for sale

When it becomes probable that the carrying amount of an asset will be
recovered principally through a sale transaction rather than through its
continuing use, it is reclassified as an Asset Held for Sale. Within the County
Council accounts these assets will only be reclassified at 31st March of the
financial year. The following criteria have to be met before an asset can be
classified as held for sale:

o The asset must be available for immediate sale in its present
condition subject to terms that are usual and customary for sales
of such assets.

o The sale must be highly probable; the appropriate level of
management must be committed to a plan to sell the asset and
an active programme to locate a buyer and complete the plan
must have been initiated.

o The asset must be actively marketed for a sale at a price that is
reasonable in relation to its current fair value.
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xii. Property, Plant and Equipment continued
Disposals and non-current assets held for sale continued
o The sale should be expected to qualify for recognition as a
completed sale within one year of the date of classification.

The asset is revalued immediately before reclassification and then carried at
the lower of this amount and fair value less costs to sell. Where there is a
subsequent decrease to fair value less costs to sell, the loss is posted to the
Other Operating Expenditure line in the Comprehensive Income and
Expenditure Statement. Gains in fair value are recognised only up to the
amount of any losses previously recognised in the Surplus or Deficit on
Provision of Services. Depreciation is not charged on Assets Held for Sale.

Assets that are to be abandoned or scrapped are not reclassified as Assets
Held for Sale.

When an asset is disposed of or decommissioned, the carrying amount of the
asset in the Balance Sheet (whether Property, Plant and Equipment or Assets
Held for Sale) 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 (i.e. netted off against the carrying value of the asset
at the time of disposal). Any revaluation gains accumulated for the asset in
the Revaluation Reserve are transferred to the Capital Adjustment Account.

Amounts received for a disposal in excess of £10,000 are categorised as
capital receipts. The receipts are required to be credited to the Capital
Receipts Reserve, and can then only be used for new capital investment or
set aside to reduce the Council’s underlying need to borrow (the capital
financing requirement). Receipts are appropriated to the Reserve from the
General Fund Balance in the Movement in Reserves Statement.

The written-off value of disposals is 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 appropriated to the Capital Adjustment
Account from the General Fund Balance in the Movement in Reserves
Statement.

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 (i.e.
freehold land, Heritage and Community Assets) and assets that are not yet
available for use (i.e. assets under construction).
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xii. Property, Plant and Equipment continued

Depreciation continued

Depreciation is charged on a straight line basis based upon asset values at
the beginning of the year of account. The Council uses the following
assumptions in assessing the useful life of assets:

Operational Buildings 30 - 60 years

Waste Disposal Sites 30 years

Infrastructure assets 40 years”

Vehicles, Plant, Furniture & Equipment 5—-15 years

Assets Under Construction Not charged until brought into use
Community Assets / Investment properties No depreciation charged

Land Infinite life

*Because of the diverse nature of infrastructure assets individual asset lives
have been assigned as appropriate.

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.

Non Current Assets not owned by the Council

Some community schools are not owned by the Council. These schools are,
however, included within non current assets as the Council receives the
benefit from the use of these properties and substantially bears the risks and
responsibilities of ownership for them.

Voluntary Aided schools and Foundation schools are not included within non
current assets as no substantial risks and responsibilities apply.

Where the Council undertakes the re-building of a school on behalf of an
Academy as part of the former Building Schools for the Future Programme the
assets are included on the Council's Balance Sheet during the construction
phase as assets under construction. They are treated as a disposal when the
school is complete and transferred to the Academy. The assets are not
reclassified as assets held for sale.
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xiii. Revenue Expenditure Funded from Capital under Statute (REFCUS)
Revenue expenditure incurred during the year that may be capitalised under
statutory provisions but does not result in the creation of a non-current asset
has been charged as expenditure to the relevant service in the
Comprehensive Income and Expenditure Statement in the year. Where the
Council has determined to meet the cost of this expenditure 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
then reverses out the amounts charged so that there is no impact on the level
of council tax. REFCUS includes, for example, capital expenditure on assets
not owned by the Council, such as voluntary aided and foundation schools.

xiv. Heritage Assets

Heritage assets are assets that are held by the Council because of their
cultural, environmental or historical value. Tangible heritage assets include
historical buildings, paintings, sculptures, archives and other works of art.
Intangible heritage assets include sound and film recordings. The heritage
assets held by the Council include various collections within the Council’s
archive collection, monuments, artefacts, paintings, sculptures and civic
regalia.

Heritage assets are recognised and measured (including the treatment of
revaluation gains and losses) in accordance with the authority’s accounting
policies on Property, Plant and Equipment. However, some of the
measurement rules are relaxed in relation to heritage assets, in particular,
where authorities are unable to obtain valuations of heritage assets.

The carrying amounts of heritage assets are reviewed where there is
evidence of impairment e.g. physical deterioration or breakage or where
doubts arise as to its authenticity. Any impairment is recognised and
measured in accordance with the Authority’s general policies on impairment.
Where any heritage assets are disposed of the proceeds will be accounted for
in accordance with the Council’s general provisions relating to the disposal of
property, plant and equipment. The Council deems heritage assets to have
an indeterminate life and therefore depreciation is not charged.

xv. Investment Properties

Investment properties are those that are used solely to earn rentals and/or for
capital appreciation. The definition is not met if the property is used in any
way to facilitate the delivery of services or production of goods or is held for
sale.

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
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.
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xv. Investment Properties continued

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 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 sale proceeds greater than £10,000) the Capital
Receipts Reserve.

xvi. Intangible Assets

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)
is capitalised when it is expected that future economic benefits or service
potential will flow from the intangible asset to the Council.

Internally generated assets are capitalised where it is demonstrable that the
project is technically feasible and is intended to be completed (with adequate
resources being available) and the Council will be able to generate future
economic benefits or deliver service potential by being able to sell or use the
asset. Expenditure is capitalised where it can be measured reliably as
attributable to the asset and restricted to that incurred during the development
phase (research expenditure is not capitalised).

Expenditure on the development of websites is not capitalised if the website is
solely or primarily intended to promote or advertise the Council’s goods or
services.

Intangible assets are measured initially at cost. Amounts are not revalued, as
the fair value of the assets held by the Council cannot be determined by
reference to an active market. The depreciable amount of an intangible asset
is amortised over its useful life to the relevant service line(s) 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 losses recognised are posted to the relevant service line(s) in the
Comprehensive Income and Expenditure Statement. 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.

Where expenditure on intangible assets qualifies as capital expenditure for
statutory purposes, amortisation, impairment losses and disposal gains and
losses are not permitted 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 sale proceeds greater than £10,000) the Capital
Receipts Reserve.
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Xxvii. Inventories

Inventories are included in the Balance Sheet at the lower of cost and net
realisable value. The cost of inventories is assigned using the weighted
average cost formula.

Work in progress is included at cost including an allocation in respect of the
overheads reasonably attributable to the works.

Financial Instruments

xviil. Financial Liabilities

Financial liabilities are recognised on the Balance Sheet when the Council
becomes a party to the contractual provisions of a financial instrument and
initially measured at fair value and carried at their amortised cost. Annual
charges to the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement for interest payable are
based on the carrying amount of the liability, multiplied by the effective rate of
interest for the instrument. The effective interest rate is the rate that exactly
discounts estimated future cash payments over the life of the instrument to the
amount at which it was originally recognised.

Borrowing
The Council’s borrowing is presented in the Balance Sheet as the outstanding

principal repayable (plus accrued interest) and interest charged to the
Comprehensive Income and Expenditure Statement is the amount payable for
the year according to the loan agreement. Borrowing is classed as either a
long term liability, repayable after 12 months or longer, or a current liability if it
is repayable within 12 months.

Gains and losses on the repurchase or early settlement of borrowing are
credited and debited to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement in
the period in which the repurchase or settlement is made. Through the
Movement in Reserves Statement this will then be adjusted to neutralise the
effect on the amounts to be raised through council tax in the year, by charging
or crediting the Financial Instruments Adjustment Account. This reserve will in
turn be written off over the remaining life of the new loan through the
Movement in Reserves Statement as permitted by statute.

Creditors

Creditors are recognised when a supplier has provided goods and services to
the Council for an agreed price. The value of the creditors recognised in the
Balance Sheet represents the current value of the outstanding liabilities of the
Council as at 31st March as a proxy for amortised cost.

Financial assets are classified into two types:

o loans and receivables — assets that have fixed or determinable
payments but are not quoted in an active market; and
o available-for-sale assets — assets that have a quoted market

price and/or do not have fixed or determinable payments.
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Financial Instruments continued

xix. Financial Assets

Loans and Receivables

Loans and receivables are recognised on the Balance Sheet when the
Council 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 for interest receivable are based on the carrying amount of the
asset multiplied by the effective rate of interest for the instrument. The
amount presented in the Balance Sheet is the outstanding principal receivable
(plus accrued interest) and interest credited to the Comprehensive Income
and Expenditure Statement is the amount receivable for the year in the loan
agreement.

Where the Council has made a loan to a third party at less than market rates
(a soft loan), a loss is recorded in the Comprehensive Income and
Expenditure Statement (debited to the appropriate service) for the present
value of the interest that will be foregone over the life of the instrument,
resulting in a lower amortised cost than the outstanding principal. Interest is
credited to the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement at a marginally higher
effective rate of interest than the rate receivable from the voluntary
organisations, with the difference serving to increase the amortised cost of the
loan in the Balance Sheet. Statutory provisions require that the impact of soft
loans on the General Fund Balance is the interest receivable for the financial
year. The reconciliation of amounts debited and credited to the
Comprehensive Income and Expenditure Statement to the net gain required
against the General Fund Balance is managed by a transfer to or from the
Financial Instruments Adjustment Account in the Movement in Reserves
Statement.

Where assets are identified as impaired because of a likelihood arising from a
past event that payments due under the contract will not be made, the asset is
written down and a charge made to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement.
The impairment loss is measured as the difference between the carrying
amount and the present value of the revised future cash flows discounted at
the asset’s original effective interest rate.

Any gains and losses that arise on the derecognition of an asset are
credited/debited to the Financing and Investment Income and Expenditure line
in the Comprehensive Income and Expenditure Statement.
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Financial Instruments continued

xix. Financial Assets continued

Available-for-sale Assets

Available-for-sale assets are initially measured and carried at fair value.
Where the asset has fixed or determinable payments, annual credits to the
Comprehensive Income and Expenditure Statement for interest receivable are
based on the amortised cost of the asset multiplied by the effective rate of
interest for the instrument. Where there are no fixed or determinable
payments, income (e.g. dividends) is credited to the Comprehensive Income
and Expenditure Statement when it becomes receivable by the Council.

Assets are maintained in the Balance Sheet at fair value. Values are based on
the following principles:

o instruments with quoted market prices - the market price
o other instruments with fixed and - discounted cash-
determinable payments flow analysis

Changes in fair value are balanced by an entry in the Available-for-sale
Reserve and the gain/loss is recognised in the ‘surplus or deficit on
revaluation of available for sale financial assets’ within the Other
Comprehensive Income and Expenditure part of the Comprehensive Income
and Expenditure Statement. Impairment losses are debited to the Financing
and Investment Income and Expenditure line of the Comprehensive Income
and Expenditure Statement, along with any net gain/loss for the asset
accumulated in the Reserve.

Where assets are identified as impaired because of a likelihood arising from a
past event that payments due under the contract will not be made, the asset is
written down and a charge made to the Comprehensive Income and
Expenditure Statement.

Any gains and losses that arise on the de-recognition of the asset are
credited/debited to the Comprehensive Income and Expenditure Statement,
along with any accumulated gains/losses previously recognised in the
Statement of Recognised Gains and Losses under UK GAAP accounting. In
future such gains / losses will be recognised in the other comprehensive
income and expenditure part of the Comprehensive Income and Expenditure
Statement.

Where fair value cannot be measured reliably (such as the investment in
Cumbria Waste Management Ltd) the instrument is carried at cost (less any
impairment losses).
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Financial Instruments continued

xix. Financial Assets continued

Gains and Losses on Debt Restructuring

The Council does not currently hold any balances in relation to gains and
losses arising from debt restructuring. Should any gains and losses
associated with discounts and premiums on the repurchase or early
settlement of borrowing arise then they will normally be recognised in Cost of
Services within the Comprehensive Income and Expenditure Statement in the
period in which the repurchase or settlement is made. Through the Movement
in Reserves Statement this will then be adjusted to neutralise the effect on the
amounts to be raised through council tax in the year, by charging or crediting
the Financial Instruments Adjustment Account. This reserve will in turn be
written off over the remaining life of the new loan through the Movement in
Reserves Statement as permitted by statute.

xx. 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. Cash equivalents will only be money
market fund deposits, as fixed maturity deposits have penalties built in for
early redemption.

xxi. 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. For instance, the Council may be involved in
a court case that could eventually result in the making of a settlement or the
payment of compensation.

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. They 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, and are
classified as current or non-current liabilities on the Balance Sheet.

When payments are eventually made, they are charged to the provision set up
in the Balance Sheet. Estimated settlements are reviewed at the end of each
financial year and where it becomes likely that a payment will not be made or
the estimated liability is reduced, 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 relevant service if it is virtually certain that
reimbursement will be received.
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xxi. Provisions continued

The Council opened a voluntary redundancy scheme in December 2010. A
provision was made in 2010/11 for the redundancy costs for those staff where
a decision was taken prior to the year end to allow them to leave under the
voluntary redundancy scheme.

The Council has made a provision for the costs of settling potential
compensation claims incurred under the Equal Pay Act (Amendment)
Regulations 2003 in relation to equal pay for work of equal value.

xxii. Reserves

In addition to its General Balances the Council sets aside specific amounts as
reserves for future policy purposes, to cover contingencies or for specific
areas of future risk. This allows the Council to manage the impact of its
spending in a planned and prudent way. The Council continually reviews
these reserves to ensure that they remain appropriate and aligned to the
Council’s priorities.

The Council’s main reserves are as follows:

o The General Fund is set aside to meet general future revenue
expenditure and to protect the Council against exposure to
unexpected events.

o Under the Government’s Fair Funding arrangements individual
schools manage their own budgets and are allowed to carry
forward accumulated surpluses and deficits as reserves.

o Earmarked reserves are set aside to meet specific items of future
expenditure.

Reserves are created by appropriating amounts from the General Fund
Balance to specific reserves. When expenditure to be financed from a
reserve is incurred, it is charged to the appropriate revenue service in that
year to score against the Cost of Services in the Comprehensive Income and
Expenditure Statement. The reserve is then appropriated back into General
Fund Balance so that there is no net charge against Council Tax for the
expenditure.

Certain reserves are maintained to manage the accounting processes for non
current assets and retirement benefits and do not represent usable resources
for the council — these reserves are explained within the relevant accounting
policies in this statement.

Further detail in respect of the Council’s reserves is set out in the Notes to the
Accounts.
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xxiii. Interests in Companies and Other Entities

The Council has material interests in companies and other entities that have
the nature of subsidiaries, associates and jointly controlled entities and require
it to prepare group accounts.

The Council has majority and minority interests in a number of companies. Of
the Council’s investments in related companies, only the initial investment in
Cumbria Waste Management Ltd is material and shown in the Council’s
Balance Sheet at cost. Contributions to other companies have been charged
as expenditure in the year in which they were made. Any profit or loss on
realisation is only taken into account at the time of realisation.

Within the Group Accounts, separate accounting policies have been applied in
accordance with CIPFA recommendations and are shown in this section of the
Statement of Accounts.

xxiv. Jointly Controlled Operations and Jointly Controlled Assets

Jointly controlled operations are activities undertaken by the Council in
conjunction with other venturers that involve the use of the assets and
resources of the venturers rather than the establishment of a separate entity.
The Council recognises on its Balance Sheet the assets that it controls and
the liabilities that it incurs and debits and credits the Comprehensive Income
and Expenditure Statement with the expenditure it incurs and the share of
income it earns from the activity of the operation.

Jointly controlled assets are items of property, plant or equipment that are
jointly controlled by the Council and other venturers, with the assets being
used to obtain benefits for the venturers. The joint venture does not involve
the establishment of a separate entity. The Council accounts for its share of
the jointly controlled assets, the liabilities and expenses that it incurs on its
own behalf or jointly with others in respect of its interest in the joint venture
and income that it earns from the venture.

xxv. Contingent Liabilities

A contingent liability arises where an event has taken place that gives the
Council a possible obligation whose existence will only be confirmed by the
occurrence or otherwise of uncertain future events not wholly within the
control of the Council. Contingent liabilities also arise in circumstances where
a provision would otherwise be made but either it is not probable that an
outflow of resources will be required or the amount of the obligation cannot be
measured reliably.

Contingent liabilities are not recognised in the Balance Sheet but disclosed in
a note to the accounts.

45



CUMBRIA COUNTY COUNCIL
SECTION 4 — ACCOUNTING POLICIES

xxvi. Contingent Assets

A contingent asset arises where an event has taken place that gives the
Council a possible asset whose existence will only be confirmed by the
occurrence or otherwise of uncertain future events not wholly within the
control of the Council.

Contingent assets are not recognised in the Balance Sheet but disclosed in a
note to the accounts where it is probable that there will be an inflow of
economic benefits or service potential.

xvii. Events After the Reporting Period

Events after the reporting period are those events, both favourable and
unfavourable, that occur between the end of the reporting period and the date
when the Statement of Accounts is authorised for issue. Two types of events
can be identified:

o those that provide evidence of conditions that existed at the end
of the reporting period — the Statement of Accounts is adjusted
to reflect such events; and

o those that are indicative of conditions that arose after the
reporting period — the Statement of Accounts is not adjusted to
reflect such events, but where a category of events would have
a material effect, disclosure is made in the notes of the nature of
the events and their estimated financial effect.

Events taking place after the date of authorisation for issue are not reflected in
the Statement of Accounts.

xxviii. Taxation

The Council is exempt from income and corporation taxes under Section 519
of the Income and Corporation Taxes Act (1988) and from capital gains tax
under Section 217 of the Taxation of Capital Gains Act (1992).

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.

The Council incurs landfill tax, which is charged on a tonnage basis to the
Council by its waste disposal contractors. Reduction in the exposure to this
tax is dependent on public take-up of the waste reduction and recycling
initiatives promoted in conjunction with the District Councils, the bodies that
are responsible for waste collection.

In addition, the Council incurs stamp duty land tax on the acquisition of
property freeholds and leaseholds, climate change levy on its energy bills and
insurance premium tax on its insurance costs. Also, the Council incurs
employer’s national insurance contributions based on a percentage of staff
salaries.
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xxviii. Taxation continued

There are a number of initiatives that enable the Council to reduce its
exposure to tax, and it takes advantage of these as and when these arise.
Where the Council incurs tax, this cost is charged to services in the
Comprehensive Income and Expenditure Account using SeRCOP rules.

xxix. Landfill Allowance Trading Scheme

The Landfill Allowance Trading Scheme began on 1st April 2005. The
scheme allocates landfill allowance to each waste disposal Council in
England. The Council can either, buy, sell or carry forward landfill allowance
depending on usage requirements above or below the annual capped
allowance limit from or to another waste disposal Council. Allowances
allocated by the Department for Environment, Food and Rural Affairs
(DEFRA) or purchased from another Council are classified as current assets.

xxx. Pooled Funds

Both Adult Social Care and Children’s Services work with authorities outside
the Council to ensure that a co-ordinated approach to service delivery is
achieved. Operating surpluses or deficits are shared in accordance with the
agreements between the parties.

o Where the Council acts as host to the Pooled Fund, it
consolidates the results of the fund in accordance with IAS 28
Investments in Associates or IAS 31 Interests in Joint Ventures.
The share of any operating surplus or deficit relating to other
authorities is then eliminated.

o Where the Council does not act as host to the Pooled Fund the
financial statements include the Council’s share of any operating
surplus or deficit accordingly.

xxxi. Carbon Reduction Commitment Energy Efficiency Scheme

The Council is required to participate in the Carbon Reduction Commitment
(CRC) Energy Efficiency Scheme. This scheme is currently in its introductory
phase which will last until 31st March 2014. The Council is required to
purchase and surrender allowances, currently retrospectively, on the basis of
emissions ie carbon dioxide produced as energy is used. As carbon dioxide is
emitted (ie as energy is used), a liability and an expense are recognised. The
liability will be discharged by surrendering allowances. The liability is
measured at the best estimate of the expenditure required to meet the
obligation, normally at the current market price of the number of allowances
required to meet the liability at the reporting date. The cost to the Council is
recognised and reported in the costs of the Council’s services and is
apportioned to services on the basis of energy consumption.
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1. Accounting Standards that have been issued but have not yet been
Adopted

The Code of Practice on Local Authority Accounting in the UK 2012/13 has

adopted an amendment to IFRS7 — Financial Instruments: Disclosures

(transfers of financial assets), which will need to be adopted fully by the

Council in the 2012/13 financial statements.

The Council is required to disclose information relating to the impact of the
accounting change on the financial statements as a result of the adoption by
the Code of a new standard that had been issued, but not yet required to be
adopted by the Council, in this case, financial instruments disclosure.

The adoption of amendments to IFRS 7 Financial Instruments: Disclosures
(issued October) 2010 by the code will result in a change in accounting policy
that requires disclosure. The amendments are intended to allow users of
financial statements to improve their understanding of transfer transactions of
financial assets, including the possible effects of any risks that may remain
with the entity that transferred the assets. It also includes additional disclosure
requirements where there is a disproportionate amount of transfer
transactions around the end of the reporting period. The effective date of the
standard was 1st July 2011 but we are not required by the Code to implement
this amended disclosure requirement until 1st April 2012. Following a review
of the Authority’s financial assets and liabilities at 31st March 2012, it is
considered unlikely that the IFRS 7 accounting standard will have a material
impact on the financial statements of the Council.

2. Critical Judgements in Applying Accounting Policies

In applying the accounting policies set out above, the Council has had to
make certain judgements about complex transactions or those involving
uncertainty about future events. Where a critical judgement is required for the
accounts, in many cases the approach has been to document the accounting
guidance and focus the judgements made by the relevant officers.

Private Finance Initiatives (PFl) and Public Private Partnership (PPP)
Arrangements

The Council is deemed to control the services provided under the three
PFI/PPP type agreements in relation to the Carlisle Northern Development
Route (CNDR), the replacement of five fire stations and the Waste PPP
arrangement. The accounting policies for PFI schemes and similar contracts
have been applied to the arrangements and the assets are recognised as
Property, Plant and Equipment on the balance sheet when they are brought
into use.
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2. Critical Judgements in Applying Accounting Policies continued
Leases

The Council has to decide whether the leases it enters into should be treated
as operating or finance leases, and whether contractual arrangements it
enters into have the substance of a lease. These judgements are made on the
professional opinion of the Council’'s valuers, accountants and procuring
officers using flowchart assessments in the Contract Procedure Rules based
on criteria set out in IAS 17 Leases and IFRIC 4 Determining whether an
arrangement contains a lease. The relevant accounting policy is applied
based on the outcome of the assessment.

Land and Buildings

The Council has to decide whether land and buildings owned by the Council
are investment properties. The Council’s valuers and accountants make
judgements in accordance with IAS 40 Investment Property. It has been
determined that the Council has one investment property from which £0.021m
income was generated in 2011/12 (four properties £0.025m 2010/11).

The Strategic Investment & Property Unit are required to exercise judgement
in determining the carrying value of land, and buildings on the Council’s
Balance Sheet.

The Council owns a large and diverse range of property assets. During
2009/10 the Council impaired its general property base due to the national
property market slump. Throughout 2011/12 the valuers have assessed that
although the local market is stagnant there has been no further general
impairment.

Judgement is required in determining the significant components of property,
plant and equipment assets and their related useful lives for accurate
depreciation purposes. The Council quantity surveyors, valuers and
accountants worked together to determine this. It has been judged that the
useful lives of the Council’s properties as they currently stand provide a
depreciation charge that is an accurate proxy for component accounting
purposes.

Group Accounts

The Council has to decide whether there is a group relationship between the
Council and other entities. Finance staff assess each relationship that exists
between the Council and other entities that may result in a group accounts
relationship using a flowchart of decisions based on CIPFA group accounting
guidance. It has been determined that there is one material group relationship
that requires the production of group accounts.

Provisions and Contingent Liabilities

The Council has to decide whether the Council’'s exposure to possible losses
is to be accounted for as a provision or a contingent liability. These decisions
are taken by a combination of the Council’s finance staff, solicitors and
departmental officers based on their detailed knowledge of the circumstances.
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2. Critical Judgements in Applying Accounting Policies continued
Investments

The Council has an investment valued at £2.813m, representing a 100%
shareholding in Cumbria Waste Management Limited, a private limited
company. It has been determined that the Council does have control of the
company and it is accounted for as a subsidiary of the Council. As the fair
value of the shares cannot be determined and it does not have a quoted
market price in an active market, the investment is carried at cost as a proxy
for fair value. There are also no established companies with similar aims in
the Council's area whose shares are traded and which might provide
comparable market data.

Grants Receivable

Judgement is required to determine whether the Council can be reasonably
assured that the conditions of grant and contribution monies received have
been met before recognising them as income in the Comprehensive Income
and Expenditure Statement. Where conditions require specified expenditure to
have taken place, the grant monies will not be recognised until this happens.
Equally, where conditions specify that a grant or contribution must be repaid in
the event of non-expenditure, the income is not recognised until the
expenditure is incurred.

Schools

The Council has, for a number of years, excluded the non current assets for
Voluntary Aided (VA), Foundation, and Foundation Special schools from the
Council’s Balance Sheet. Community and Voluntary Controlled (VC) schools
have been included within the Council’s Balance sheet at appropriate values.

There has been an on going debate about the correct accounting treatment
for the various types of schools in Local Authority Balance Sheets. CIPFA, as
part of its 2011/12 Update to the Code of Practice on Local Authority
Accounting in the UK, consulted on proposals for the accounting treatment in
relation to non-current schools’ assets.

CIPFA initially suggested in its consultation document that only Community
schools’ and Community Special schools’ land and buildings in England and
Wales should be recognised as non-current assets on Councils’ Balance
Sheets. They suggested that VC, VA and Foundation schools and Foundation
Special schools land and buildings should not be recognised as non current
assets of the Local Authority.

CIPFA, having considered the consultation responses, subsequently agreed
to set up a review group to develop guidance in the future that will enable
Local Authorities to account for schools consistently and in accordance with
accounting standards.
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2. Critical Judgements in Applying Accounting Policies continued
Schools continued

For 2011/12 this leaves a gap in the available guidance. The Council has
reviewed its approach and concluded that it is still correct accounting
treatment to exclude the non current assets for VA, Foundation, and/or
Foundation Special schools from the Council’s Balance Sheet on the basis
that the Council bears no substantial risks or responsibilities.

For VC schools it is acknowledged that some are not owned by the Council,
but the Council does receive the benefit from the use of the schools and has a
substantial obligation to rebuild or replace the school in the event of a
disaster. The Council therefore bears the majority of the risks and
responsibilities of ownership.

The definition of an asset is “a resource controlled by the authority as a result
of past events and from which future economic benefits or service potential
are expected to flow to the authority”. For Community and VC schools the
Council is able to control the admissions policy and direct the occupation and
the use of premises as the Council sees fit. As such the Council has degree of
control over the flow of service potential.

3. Assumptions Made About the Future and Other Major Sources of
Estimation Uncertainty

The Statement of Accounts contains estimated figures that are based on
assumptions made by the Council about the future, or that are otherwise
uncertain. Estimates are made taking into account historical experience,
current trends and other relevant factors. However, because balances cannot
be determined with certainty, actual results could be materially different from
the assumptions and estimates.

The items in the Council’s Balance Sheet at 31st March 2012 for which there
is a significant risk of material adjustment in the forthcoming financial year are
as follows:

Item

Uncertainties

Effect if Actual Results Differ from
Assumptions

Property, Plant
and Equipment

Assets are depreciated over useful
lives that are dependent on
assumptions about the level of repairs
and maintenance that will be incurred
in relation to individual assets. The
current economic climate makes it
uncertain that the Council will be able
to sustain its current spending on
repairs and maintenance, bringing into
doubt the useful lives assigned to
assets.

If the useful life of assets is
reduced, depreciation
increases and the carrying
amount of the assets falls.

It is estimated that the annual
depreciation charge for
operational buildings would
increase by £0.2m for every
year that useful lives had to be
reduced.
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3. Assumptions Made About the Future and Other Major Sources of
Estimation Uncertainty continued

Item

Uncertainties

Effect if Actual Results Differ from
Assumptions

Provisions

The Council made a provision of
£4.677m in 2009/10 for the settlement
of claims for back pay arising from the
Equal Pay initiative, based on the
number of claims received and an
average settlement amount. It is not
certain that all valid claims have yet
been received by the Council or that
precedents set by other authorities in
the settlement of claims will be
applicable.

The insurance provision represents
the sum estimated to meet claims
identified and also claims incurred.
The estimate is based on the advice of
consulting actuaries — Marsh Risk
Consulting. The provision is estimated
at £4.571m at 31st March 2012.

An increase over the
forthcoming year of 10% in
either the total number of
claims or the estimated
average settlement would
each have the effect of adding
£3m to the provision needed.

If the estimate of the
insurance  provision  was
underestimated by 10% then
the charge to the accounts
would increase by £0.457m.

Pensions
Liability

Estimation of the net liability to pay
pensions depends on a number of
complex judgements relating to the
discount rate used, the rate at which
salaries are projected to increase,
changes in retirement ages, mortality
rates and expected returns on pension
fund assets. Mercers, a firm of
consulting actuaries is engaged to
provide the Council with expert advice
about the assumptions to be applied.

The effects on the net
pensions liability of changes in
individual assumptions can be
measured. For instance, for
the LGPS a 0.1% increase in
the discount rate assumption
would result in a decrease in
the pension liability  of
£19.449m and a 1 year
increase in life expectancy
would increase liabilities by
£22.630m. For the Fire
Pension Schemes a 0.1%
increase in the discount rate
assumption would result in a
decrease in the pensions
liability of £2.783m and a 1
year increase in life
expectancy would result in an
increase of £2.805m in the
liabilities.

Arrears

At 31st March 2012, the Council had a
balance of sundry debtors for
£10.986m. The Council has a policy
of making an allowance for doubtful
debts or linked to the age of the debt
and also the type of debt. The current
allowance totals £1.380m. However, in
the current economic climate it is not
certain that such an allowance is
sufficient.

If collection rates were to
deteriorate, a doubling of the
amount of doubtful debts
would require an additional
£1.380m to set aside as an
allowance.
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4. Amounts Reported for Resource Allocation Decisions

The analysis of income and expenditure by service on the face of the
Comprehensive Income and Expenditure Statement is that specified by the
Service Reporting Code of Practice. However, decisions about resource
allocation are taken by the Council’s Cabinet on the basis of budget reports
analysed across Directorates, which are prepared on a different basis from
the accounting policies used in the financial statements.

The net revenue position at 31% March 2012 is summarised in the Explanatory
Foreword (Table 1) and this shows net expenditure of £344.454m (£388.194m
in 2010/11). This is expanded in the segmental analysis over the page
showing the subjective analysis (the main categories of income and
expenditure) by Directorate.

The main changes between the years in the directorate subjective analysis
are:

e The transfer of responsibility for school transport from Childrens
Services to Environment (£16.617m).

e Accounting adjustments for depreciation on IT assets in Organisational
Development (£4.900m).

e Transfer of grant from Children’s Services to Resources (£2.700m)

e Provision for past service pension costs being made centrally rather
than charged as part of the employers pensions contribution rate
across Directorates (£7.587m).

e Previous service specific grants becoming general grants in 2011/12.

e Adjustments were made for the transfer of 16 schools to Academy
status during the year resulting in a reduction in gross expenditure of
£46.210m and gross income of £47.155m.

e Local Committees were allocated the £6.230m grant received in
respect of highways winter damages.
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4, Amounts Reported for Resource Allocation Decisions continued
The income and expenditure of the Council’s principal Directorates recorded in the budget monitoring reports for the year is as follows:

2011/12 Segmental Reporting

Children| Adults and| Envir Safer and Local Chieff, Organisational] Resources| Other Corporate
Services| Local Services (Incl Acc Stronger] Committees| Executives| Devel and|
Directorate income and expenditure 2011/12 Bodv)| C itie Miscellaneous| Total
£000 £000 £000 £000) £000 £000 £000 £000 £000 £000)
Fees and charges (19,593) (47,417) (9,275) (235) (67) (581) (1,283) (2,549) (1,031)| (82,029)
Other income (5,252) (12,048) (3,001) (2,371) (85) (163) (18) (452) (285)| (23,675)
Internal income (7,469) (361) (75) 0 0 (898) ) (10,052) (284)]  (19,158)
Interest & Investment Income (72) 0 (42) 0 0 0 0 (66) (4,330) (4,510)
Service Specific Grant income (297,129) (1,293) (2, 806) (560) (6,230) (130) (546) (2,960) (651)] (312,305)
General Grants 0 0 0 0 0 0 0 (53,555)]  (53,555)
Total Income (329,515) (61,119) (1 5,200) (3,167) (6,381) (1,772) (1,865) (16,078) (60,136)| (495,233)
Employee costs 263,549 63,079 11,756 19,675 58 3,816 4,229 16,477 9,825 392,464
Running expenses 133,337 146,704 98,867 8,072 21,387 1,751 18,463 13,575 5,066 447,223
Total Expenditure 396,886 209,784 110,623 27,747 21,445 5,567 22,693 30,052 14,890( 839,687
Net Expenditure 67,372 148,665 95,423 24,580 15,064 3,795 20,827 13,974 (45,246)| 344,454
Reconciliation of directorate income to costs of services in CI&ES
2011/12
£000 £000|
Net expenditure in directorate analysis 344,454
Amounts in CI&E not reported to management
Service and Support Services not in analysis
Trading accounts Premises-included in resources reversed out 738
Trading accounts POW -included in Environment reversed out (3,554)
(2,816)
Amounts not reported to management for decision making
IAS19 Adjustment (13,040)
Employee benefit accrual (2,695)
(15,735)
Capital charges 31,268
Revaluation losses 22,746
54,014
Investment property income and expenditure from CoS to Financing & Investment Income 21
Other (7)
14
REFCUS Expenditure 13,794
REFCUS grants (13,794)
Other Operating Expenditure included above (754)
General Grants included above 53,555
MRP included above moved to MIRS (15,916)
Embedded lease principal (MRP) (5,627)
PFI Principal (MRP) (5,726)
Interest paid included in CoS transferred to Financing & Investment Income (14,328)
Embedded lease interest moved from CoS to Financing & Investment Income (796)
PFI Interest paid included in CoS to Financing & Investment Income (1,863)
Interest received included in CoS transferred to Financing & Investment Income 4,490
RCCO included above moved to MIRS (10,160)
2,875
Cost of Services in Comprehensive I&E Statement 382,806
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4, Amounts Reported for Resource Allocation Decisions continued
2010/11 Segmental Reporting
Children| Adults and| Envir Safer and| Local Chief| Organisational] Resources| Other Corporate]
Services| Local Services (Incl Acc| Stronger] Committees| Executives Devel and
Directorate income and expenditure 2010/11 Body)| C itie Miscellaneous Total
£000 £000] £000| £000| £000] £000 £000 £000 £000 £000
Fees and charges (28,066) (47,300) (10,730) (388) (55) (764) (2,079) (2,446) (1,162)|  (92,990)
Other income (4,811) (27,251) (2,170) (2,137) (83) (225) (659) (482) (276)] (38,074)
Internal income (9,842) (788) (369) 0 0 (1,251) (8,096) (10,454) 0| (30,800)
Interest & Investment Income (98) 0 (180) 0 0 0 0 (45) (1,726) (2,049)
Service Specific Grant income (367,998) (2,749) (15,779) (226) 0 (244) (909) (371) (16)| (388,292)
Total Income (410,815) (78,088) (29,228) (2,751) (118) (2,484) (11,743) (13,798) (3,180)| (552,205)
Employee costs 322,171 73,919 10,930 21,578 59 5,025 4,810 15,642 3,215 457,349
Running expenses 177,050 148,176 76,217 7,179 23,696 2,285 20,987 12,082 15,378 483,050
Total Expenditure 499,221 222,095 87,147 28,757 23,755 7,310 25,797 27,724 18,593 940,399
Net Expenditure 88,406 144,007 57,919 26,006 23,637 4,826 14,054 13,926 15,413 388,194
Reconciliation of directorate income to costs of services in CI&ES
2010/11
£000 £000
Net expenditure in directorate analysis 388,194
Amounts in CI&E not reported to management
Service and Support Services not in analysis
Trading accounts Premises-included in resources reversed out 537
Trading accounts POW -included in Environment reversed out (852)
(315)
Amounts not reported to management for decision making
IAS19 Adjustment (4,660)
NDC |IAS19 adjustment included in I&E not directorate analysis (74,693)
Employee benefit accrual 3,865
(75,488)
Capital charges 76,957
Revaluation losses corrections (134
76,823
Additional Income - Childrens Services (1,012)
Investment property income and expenditure from CoS to Financing & Investment Income 25
Other 3
(984)
REFCUS Expenditure 27,388
REFCUS grants (22,999)
Other Operating Expenditure included above (816)
Financing & Investment Income and Expenditure included above (12,171)
MRP included above moved to MIRS (15,133)
Embedded lease principal moved from CoS to Balance Sheet (5,883)
Embedded lease interest moved from CoS to Financing & Investment Income (540)
Interest paid included in CoS transferred to Financing & Investment Income (156)
RCCO included above moved to MIRS (9.114)
39.424)
Cost of Services in Comprehensive I&E Statement

348,806
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4. Amounts Reported for Resource Allocation Decisions continued
Reconciliation of Directorate Income and Expenditure to Cost of Services in
the Comprehensive Income and Expenditure Statement

This reconciliation shows how the figures in the analysis of Directorate income
and expenditure relate to the amounts included in the Comprehensive Income
and Expenditure Statement.

The budget reports and Directorate analysis are prepared on a different basis
from the accounting policies used in the financial statements. In particular:

e no charges are made in relation to capital expenditure (whereas
depreciation, revaluation and impairment losses in excess of the
balance on the Revaluation Reserve and amortisations are charged to
services in the Comprehensive Income and Expenditure Statement).

e the cost of retirement benefits is based on cash flows (payment of
employer’s pensions contributions) rather than current service cost of
benefits accrued in the year.

e expenditure on some support services is budgeted for centrally and not
charged to Directorates.

2010/11 | Reconciliation of Directorate Income and Expenditure to Cost 2011/12
£000 | of Services in the Comprehensive Income and Expenditure £000
Statement

388,194 | Net expenditure in the Directorate analysis 344,454
Net expenditure of services and support services not included

(315) | in the analysis (2,816)
Amounts in the Comprehensive Income and Expenditure

(39,073) | Statement not reported to management in the Analysis 41,168
Amounts included in the Analysis not included in the

0 | Comprehensive Income and Expenditure Statement 0
Cost of Services in Comprehensive Income and

348,806 | Expenditure Statement 382,806

There has been a significant change (£80.241m) between years in the
“Amounts in the Comprehensive Income and Expenditure Statement not
reported to management in the Analysis” shown in the table above. This
arises from the following:

e In 2010/11 there was an exceptional item of £75.831m relating to
pension IAS 19 adjustments, in 2011/12 this was £6.988m. Further
details are in note 6.

e A reduction of £13.594m in capital expenditure classified as Revenue
Expenditure Funded from Capital Under Statute (REFCUS).

e A £24.105m reduction in revaluation losses from £46.851m in 2010/11
to £22.746m in 2011/12.

58



CUMBRIA COUNTY COUNCIL

SECTION 5 — NOTES TO THE ACCOUNTING STATEMENTS

4, Amounts Reported for Resource Allocation Decisions continued

Reconciliation to subjective analysis

This reconciliation shows how the figures in the analysis of Directorate Income and expenditure relate to a subjective analysis of the

Surplus or Deficit on the Provision of Services included in the Comprehensive Income and Expenditure Statement.

2011/12 Subjective Analysis

Amounts not
Service and reported to
supportl management
Directorate| services notin| for decision| Amounts not Allocation of Cost of Corporate
Subjective Analysis 2011/12 analysis analysis making| included in I&E recharges| services amounts TOTAL
£000 £000| £000| £000 £000| £000 £000 £000
Reconciliation to subjective analysis
Fees, charges and other service income (129,372) 0 14 0 0 (129,358) 0 (129,358)
Interest and investment income 0 0 0 0 0 0 (4,511) (4,511)
Income from council tax 0 0 0 0 0 0 (206,535) (206,535)
Government grants and contributions (365,860) 0 0 0 0 (365,860) (289,897) (655,757)
Total Income (495,233) 0 14 0 0 (495,219) (500,943) (996,162)
Employee expenses 392,464 (2,816) (15,735) 0 0 373,913 2,816 376,729
Other service expenses 447,223 0 2,875 0 0 450,098 0 450,098
Support service recharges 0 0 0 0 0 0 0 0
Depreciation, amortisation and impairment 0 0 54,014 0 0 54,014 0 54,014
Interest payments 0 0 0 0 0 0 37,000 37,000
Precepts and levies 0 0 0 0 0 0 754 754
Gain or loss on disposal of fixed assets 0 0 0 0 0 0 56,155 56,155
Total Expenditure 839,687 (2,816) 41,154 0 0 878,025 96,725 974,749
(Surplus) or deficit on the provision of services 344,454 (2,816) 41,168 0 0 382,806 (404,218) (21,412)
(Surplus) or deficit on the provision of services
from CI&ES 382,806 (404,218) (21,412)
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4, Amounts Reported for Resource Allocation Decisions continued

2010/11 Subjective Analysis

Amounts nof

Service and reported to
supportl management
Directorate| services not in| for decision| Amounts not Allocation of Cost of Corporate|

Subjective Analysis 2010/11 analysis analysis| making| included in I&E recharges services amounts TOTAL

£000 £000 £000 £000 £000 £000 £000 £000
Reconciliation to subjective analysis
Fees, charges and other service income (161,864) 0 (984) 0 0 (162,848) 0 (162,848)
Interest and investment income (2,049) 0 0 0 0 (2,049) (1,891) (3,940)
Income from council tax 0 0 0 0 0 0 (205,816) (205,816)
Government grants and contributions (388,292) 0 0 0 0 (388,292) (266,051) (654,343)
Total Income (552,205) 0 (984) 0 0 (553,189) (473,758) (1,026,947)
Employee expenses 457,349 (315) (75,488) 0 0 381,546 315 381,861
Other service expenses 483,050 0 (39,424) 0 0 443,626 2 443,628
Support service recharges 0 0 0 0 0 0 0 0
Depreciation, amortisation and impairment 0 0 76,823 0 0 76,823 0 76,823
Interest payments 0 0 0 0 0 0 46,560 46,560
Precepts and levies 0 0 0 0 0 0 816 816
Gain or loss on disposal of fixed assets 0 0 0 0 0 0 31,548 31,548
Total Expenditure 940,399 (315) (38,089) 0 0 901,995 79,241 981,236
(Surplus) or deficit on the provision of services 388,194 (315) (39,073) 0 0 348,806 (394,517) (45,711)
(Surplus) or deficit on the provision of services
from CI&ES 348,806 (394,517) (45,711)
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5. Material ltems of Income and Expense

The Council has considered items within the Comprehensive Income and
Expenditure Statement and the following payments to contractors are included
but have not been disclosed separately.

e Shanks Waste Management Ltd of £22.15m which comprises
£11.927m unitary charge and £10.224m for services (2010/11 total
£19.087m, unitary charge £9.426m and services £9.661m) in respect of
the Public Private Partnership for Waste Management.

e Connect CNDR Ltd of £5.6m (2010/11 £2.9m) in respect of the Carlisle
Northern Development Route PFI scheme.

e (Capita Symonds Ltd of £3.8m (2010/11 £9.2m) in respect of the supply
of professional services for design, building services, land and property
management.

e Agilysis Ltd of £18.1m (2010/11 £16.5m) in respect of the provision of
Information Communication and Technology services.

e Amey Ltd of £46.5m (2010/11 £46.1m) in respect of the provision of
highways related services.

The Council received grant income for the funding of 16-18 year olds in
Further Education colleges of £13.419m (2010/11 £12.2m) which was paid out
in the year to those colleges.

The Council received income from Cumbria Primary Care Trusts in respect of
the Joint Commissioning Pooled Budget. Note 15 sets out pooled budget
arrangements.

6. Exceptional Iltem

In 2011/12 as part of the Council's IAS19 calculations for the Local
Government Pension Scheme the Actuary has made an allowance for the
transfer of staff to Academies during the year. The initial effect at the date of
transfer is shown as “Settlements” in the LGPS assets and liabilities in note
48. In addition an allowance was also made for the closure of the contract with
Capita and the transferring of the pension assets and liabilities to the Council.
The initial effect of this transfer is shown in the two “Business Combination”
figures in the LGPS assets and liabilities in note 48. These are disclosed as
an Exceptional Item in the Comprehensive Income and Expenditure
Statement.

£000
Transfer of staff from the Council to Academies
Settlement — assets 5,871
Settlement — liabilities (16,666)
(10,795)
Transfer of staff from Capita to the Council
Business Combinations — assets (64,541)
Business Combinations - liabilities 68,348
3,807

In 2010/11 as part of the pension fund valuation, the past service gain as a
