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11 March 2021
In accordance with the powers granted by the Local Authorities and Police and
Crime Panels (Coronavirus) (Flexibility of Local Authority and Police and Crime
Panel Meetings) (England and Wales) Regulations 2020 this will be a virtual
meeting.

Audit Committee

A meeting of the Audit Committee will be held on Friday, 19 March 2021 at 10.00
am as a Virtual - Online Meeting via Microsoft Teams for the transaction of the
business set out on the attached Agenda.

Access to the meeting is as follows:

Members of the Audit Committee and officers of the County Council supporting the
meeting will access the meeting via Microsoft Teams.

Members of the public and the press may access the meeting via the following link:
https://lincolnshire.moderngov.co.uk/ieListDocuments.aspx?Cld=133&MId=6081
&Ver=4 where a live feed will be made available on the day of the meeting.

Yours sincerely

/,
< 5 [;ﬂﬂ7ﬂ/2_ 67/1—)

Debbie Barnes OBE
Chief Executive

Membership of the Audit Committee
(7 Members of the Council and 2 Non-Voting Added Members)

Councillors Mrs S Rawlins (Chairman), A J Spencer (Vice-Chairman), P E Coupland,
A P Maughan, R B Parker, P A Skinner and A N Stokes

Non-Voting Added Members

Mr | Haldenby, Independent Added Member
Mr A Middleton, Independent Added Member


https://lincolnshire.moderngov.co.uk/ieListDocuments.aspx?CId=133&MId=6081&Ver=4
https://lincolnshire.moderngov.co.uk/ieListDocuments.aspx?CId=133&MId=6081&Ver=4




AUDIT COMMITTEE AGENDA
FRIDAY, 19 MARCH 2021

Title

Apologies for Absence
Declaration of Members' Interests
Minutes of the meeting held on 8 February 2021

Update on Accounts 2019/20

(To receive a report by Sue Maycock (Head of Finance
— Corporate) which updates on progress towards the
completion of work outstanding on the statement of
accounts 2019/20)

External Audit Strategy - Lincolnshire County
Council 2020/21

(To receive a report by Sue Maycock (Head of Finance -
Corporate) which invites the Committee to consider
Mazars', the County Council's external auditors, audit
strategy 2020/21 for Lincolnshire County Council.
Representatives of Mazars will be in attendance)

External Audit Quality

(To receive a report by Sue Maycock (Head of Finance
— Corporate) which presents information on two recent
reviews into the external audit of local authority
accounts and reports on their key findings)

Statement of Accounts 2020/21 - Accounting
Policies

(To receive a report by Sue Maycock (Head of Finance
— Corporate) which seeks approval of the Statement of
Accounting Policies to use in preparing the County
Council and the Local Government Pension Scheme
Pension Fund accounts for the financial year ending
31 March 2021)

Internal Audit Progress Report

(To receive a report by Lucy Pledge (Head of Internal
Audit and Risk Management) which details the audit
work completed up to 15 February 2021; advises on
progress of the 2020/21 plan (including planned work to
June 2021); and raises any other matters that may be
relevant to the role of the Audit Committee. James
Drury (Executive Director — Commercial and John
Wickens (Assistant Director IMT and Enterprise
Architecture) will also be in attendance)

Pages

11-14

15-52

53 - 66

67 - 108

109 - 152

Estimated
Time

10.05 am

10.15 am

10.30 am

10.45 am

10.55 am



10

11

12

Risk Management Progress Report - March 2021 153-174
(To receive a report by Debbie Bowring (Principal Risk

Officer) which invites the Committee to consider the

current status of the strategic risks facing the Council)

International Standards on Auditing - Response to 175-192
Management Processes Questions

(To receive a report by Lucy Pledge (Head of Internal

Audit and Risk Management) which provides an
assessment on whether the County Council and

Pension Fund financial statements may be mis-stated

due to fraud or error)

Counter Fraud Plan 2021/22 193 - 206
(To receive a report by Lucy Pledge (Head of Internal

Audit and Risk Management) which provides information

on Counter Fraud and Anti-Corruption activities currently

scheduled in the 2021/22 work plan)

Work Programme 207 - 216
(To receive a report by Lucy Pledge (Head of Internal

Audit and Risk Management), which provides the

Committee with information on the core assurance

activities currently scheduled for the 2021 work plan)

11.25 am

11.45 am

11.55 am

12.05 pm

Democratic Services Officer Contact Details

Name: Cheryl Evans
Direct Dial 07387 133755
E Mail Address cheryl.evans@lincolnshire.gov.uk

Please Note: for more information about any of the following please contact
the Democratic Services Officer responsible for servicing this meeting

e Business of the meeting
e Any special arrangements
e Copies of reports

Contact details set out above.

All papers for council meetings are available on:
https://www.lincolnshire.gov.uk/council-business/search-committee-records
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Working for a better e

AUDIT COMMITTEE
8 FEBRUARY 2021

PRESENT: COUNCILLOR MRS S RAWLINS (CHAIRMAN)

Councillors A J Spencer (Vice-Chairman), P E Coupland, A P Maughan, R B Parker
and P A Skinner.

Also in attendance: Mr | Haldenby (Independent Added Member) and Mr A Middleton
(Independent Added Member).

Officers in attendance:-

Debbie Barnes OBE (Chief Executive), Mark Baxter (Chief Fire Officer),
Andrew Crookham (Executive Director Resources), James Drury (Executive Director
Commercial), Cheryl Evans (Democratic Services Officer), Glen Garrod (Executive
Director - Adult Care and Community Wellbeing), Michelle Grady (Assistant Director
— Finance), Andy Gutherson (Executive Director Place), Lucy Pledge (Head of
Internal Audit and Risk Management), Jonathan Pocock (Senior Auditor),
Heather Sandy (Executive Director of Children's Services), Alastair Simson (Principal
Auditor), Jill Thomas (Principal Auditor) and Matthew Waller (Internal Audit Manager).

29 APOLOGIES FOR ABSENCE

Apologies for absence were received from Councillor A N Stokes.

30 DECLARATION OF MEMBERS' INTERESTS

There were no declarations of interest made at the meeting.

31 MINUTES OF THE MEETING HELD ON 16 NOVEMBER 2020

RESOLVED

That the minutes of the meeting held on 16 November 2020 be signed by the
Chairman as a correct record.

32 COMBINED ASSURANCE REPORT

A report was submitted to the Committee on the Council's combined assurance
status, with the Chief Executive and each executive director assessing: critical
service delivery activities; key risks; key projects; and key partnerships. This
provided the Council with an effective framework to assess risk, which in turn would
provide an overall assurance level for the Council.

Page 5



2
AUDIT COMMITTEE
8 FEBRUARY 2021

The Chief Executive introduced the report by reflecting on the challenges of the
Covid-19 pandemic. Staff had risen to the challenge, both in their response to the
pandemic, and by maintaining business-as-usual activity, as far as possible, including
the Council's transformation programme. In particular the work of Derek Ward, as
the Director of Public Health, and the public health team was acknowledged.

The Chief Executive also highlighted several risks: adult and children safeguarding
arising from the reduced levels of home visiting; staffing resilience during the
pandemic; the impact of Covid-19 on the management of the Council's budgets; the
ability of the market to continue to provide certain adult care and children services;
IMT and challenges of expanding the network and its modernisation; and the levels of
workforce turnover and sickness.

The Committee recorded its thanks to all the staff who had responded to the
challenges of the Covid-19 pandemic.

Responses were made to questions from members of the Committee on the following
topics:

e Child and Adolescent Mental Health — In Lincolnshire there was an emphasis
on prevention through services, such as Healthy Minds, and Kooth (an online
service), as well as the mental health in schools pilot. Training had been
provided to schools-based staff, with both maintained schools and academies
participating.

e Recruitment of Staff — For most council posts there were no challenges in
recruitment. Areas such as social work, legal services and engineers were
cited as areas where recruitment was difficult. Strategies to address this
included training being offered to the Council's existing staff; and the smarter
working programme was also expected to aid recruitment.

e Special School Provision — Special schools had been in regular contact with
the families of pupils of these schools during the pandemic, with offers of
support.

e Strategic Risk Management — During 2020 there had been rapid refinement of
the Council's risk management processes. Internal structures, which had
been in place prior to the pandemic, had placed the Council in a strong
position both to identify new risks and to meet the challenges of all risks during
the last year.

e Recruitment and Retention of Retained Firefighters — Whilst there were new
applicants to become retained firefighters, the challenge was to retain existing
staff. It was anticipated applicants for the role would increase as a result of
the Covid-19 pandemic.

e Market Supply of Residential Adult Social Care — Nationally there had been
reductions in placement into residential care of up to 15% and in Lincolnshire
an assessment was being made of the likely effects on the availability of
residential care, as opposed to residential with nursing care, as there was an
over-supply in Lincolnshire of the latter. The use of alternatives to residential
care, such as supported housing and extra care housing, were likely to
increase in Lincolnshire. The impact of Covid-19 on residential care homes
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AUDIT COMMITTEE
8 FEBRUARY 2021

had been less in Lincolnshire, although the sector had seen a reduced number
of placements, which was attributed to the negative media coverage at a
national level. Government support for local authorities in response to Covid-
19 had in effect created an artificial financial position for 2020-21. Proposals
for the reform of adult social care were expected from the Government during
2021.

Home to School Transport — The Council had been following the
Government's national procurement policy to ensure providers could cover
their fixed costs during the pandemic. There had been additional grants from
the Government to fund additional home to school transport routes during the
pandemic, to remove pupils from busy public transport routes.

Impact on Families — The Council was still continuing its safeguarding
operations, with adequate PPE to maintain home visits. Schools were also
active in providing support for families and during the most recent national
lockdown were continuing to make safeguarding referrals. The Council was
working with all partners to ensure effective safeguarding activity continued.
Pension Fund — The management of risk was inherent in the operation of the
pension fund, and the fund's wide-ranging portfolio of assets had helped to
spread and manage risks. Many parts of the global economy were recovering
well, and this would be reflected in the investment returns in the most recent
quarter.

Future Funding of the County Council — It had previously been announced that
the Government's Fair Funding Review had been deferred by one year. The
County Council Network continued to lobby the Government on behalf of
county councils. During the Covid-19 pandemic funding from the Government
had shifted towards areas of deprivation rather than areas of sparsity. The
Council had previously made decisions which had ensured it was in a strong
financial position; the offsetting budget pressures by making savings was cited
as an example.

Cyber-Security — Cyber-security would remain an identified risk on the
Council's risk register, owing to the nature of ever-changing cyber-threats.
The Council monitored and managed these threats. The Council's direction of
travel was positive, with the Council's software preventing attacks. Staff were
required to complete annual mandatory training on information assurance,
which covered cyber-security.

Impact of Brexit - Brexit continued to form part of the Council's Risk Register.
There were a number of sectors in Lincolnshire dependent on import and
exports, and whilst there had been localised problems, there had been no
significant impact on business closures and employment rates had remained
stable. There was no evidence of any problems being reported by hauliers
and customs agents.

Safeguarding Children — With regard to the statement in the report on the
medium and long-term uncertainty on any impact on staff capacity, future
funding pressures, and placement provision for children in care, reference was
made to the unpredictability of the long-term impact of the pandemic on
families; the time required to reverse challenges to young people; foster carer
recruitment; and the increase in the price of placements for children, with
demand outstripping supply.
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AUDIT COMMITTEE
8 FEBRUARY 2021

Horizon Scanning and Future Expectations — Some of the challenges
highlighted in the report would have longer-term impacts, beyond 2021-22.
For example, there was uncertainty over the Government's plans for the future
funding of adult social care. In future combined assurance reports would
explore the emerging risks in more detail.

High Street Viability — Addressing the issues of the high street retail sector
was a matter for further consideration. An announcement was expected from
the Government on the "Town Deal' programme and funding.

Food Industry Workforce — There had been no significant workforce issues in
Lincolnshire as a result of Covid-19.

Smarter Working — Smarter working was one the projects in the transformation
programme, which would consolidate the positive benefits of working from
home such as staff having more choice and flexibility on how they worked,
with improvements to their emotional wellbeing. Continued investment in IMT
and digitalisation would be required. The Council's human resource team had
been working with Lincolnshire Partnership NHS Foundation Trust to provide
an emotional wellbeing offer to staff.

Transformation Programme — To challenge and advocate the transformation
programme, which included a range of projects, 150 members of staff had
volunteered to become change influencers. A key role of a change influencer
would be to assist in embedding the transformation within the organisation and
to provide support for their colleagues.

Recruitment of Fire and Rescue Station Managers — Many fire and rescue
services were seeking staff with specialist skills, and Lincolnshire Fire and
Rescue was addressing this in part by training its own staff. Across the sector,
there were a large number of managers approaching retirement age, SO most
fire and rescue services were experiencing the same issues. This was being
addressed by plans for the career development of management.

Adult Social Care Collaboration with the NHS — Prior to the pandemic,
collaboration with the local NHS had been excellent and this collaboration had
continued to develop during the pandemic, which had driven forward
collaborative change more quickly.

Recruitment of Social Care Workers — Large retail organisations were still able
to pay higher rates than the County Council could afford to pay social care
workers so sufficient capacity to meet need was a challenge. In Lincolnshire
providers were collaborating on sharing staff, to address particular shortfalls in
some parts of the Council due to Covid-19.

Payroll Services — The development of Business World On! was progressing
well, with an anticipated go-live date of November 2021. All staff would
receive training on the use of Business World On! prior to roll out.

Investment in Workforce — Investment in the workforce would continue. The
aim was to empower staff to be able to perform well, with the necessary IMT
support.

Investment in Strategic Partnerships — It was important for the Council to
invest in strategic partners, such as the NHS, district councils, and the Police.
Corporate Plan — The Transformation Programme would start to have an
impact on the delivery of the corporate plan.
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¢ Medium Term Financial Strategy - The agenda for the Council County meeting
on 19 February 2021 would include the medium-term financial strategy, which
would set out the principles for managing future finances and risks. The
strategy, based on current information and trends, had projected the Council's
financial position for the next three financial years. Based on this, a deficit had
been predicted for the 2022-23 and 2023-24 financial years. Work on
addressing the projected deficits would begin during the 2021-22 financial
year.

¢ Internal Audit Resources - To address the staff shortage and challenges in
recruitment in the Internal Audit Team, a policy of grow-your-own was being
applied. Until these trainee auditors had been fully trained, agency resources
were being bought at a higher cost. Different ways of working were also in
place to manage resources.

¢ Internal Audit Opinion — A report would be submitted to a future meeting of the
Committee on the latest guidance issued by the Charted Institute of Public
Finance and Accountancy on the Head of Internal Audit Opinion.

The Chairman thanked the Corporate Leadership Team for their attendance at the
meeting, and stressed this as a useful meeting for the Committee.

RESOLVED
(1) That the Combined Assurance Report be noted.

(2) That adequate assurance following consideration of the Combined Assurance
Report be recorded by the Audit Committee.

(3) That all members of staff be thanked for their contribution in their response to
the Covid-19 pandemic.

33 WORK PROGRAMME

The Committee considered its forward work programme for its forthcoming meetings.
It was noted that the next meeting of the Committee would now be held on 19 March
2021, and the key items of this agenda were highlighted. It was agreed that an item
on horizon scanning would be included in the work programme for the meeting on 14
June 2021. An item on the integration of health and social care, including the
compatibility of IMT, would be included in the work programme at a later date.

RESOLVED

That the work programme of the Committee be approved, including the above
amendments.

The meeting closed at 12.25 pm.
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Open Report on behalf of Andrew Crookham, Executive Director -

Resources
Report to: Audit Committee
Date: 19 March 2021
Subject: Update on Accounts 2019/20

Summary:

The external audit of the Statement of Accounts 2019/20 is not yet complete.
This report provides an update on progress towards completion of all work
outstanding on these accounts. The report also seeks the approval of the Audit
Committee to delegate its usual responsibilities for the Statement of Accounts to
the Executive Director — Resources, in consultation with the Chairman of the
Audit Committee, so that these responsibilities can be carried out after this
meeting.

Recommendation(s):

That the Audit Committee delegates to the Executive Director — Resources, in
consultation with the Chairman of the Audit Committee, the responsibility for:

1. Considering the Audit Completion reports of the External Auditor
regarding their audit work on the Statement of Accounts 2019/20.

2. Approving and signing the Letters of Representation on behalf of the
Council to enable the Audit Opinion to be issued following the report of
the External Auditor.

3. Approving the audited Statement of Accounts for 2019/20.

1. Background

1.1 The Audit Committee last received a report on the Statement of Accounts
2019/20 at its meeting on 28 September 2020. At that time, draft audit
completion reports had been submitted by the external auditor (Mazars) and
audit work on the accounts was largely complete. We were expecting to
publish the accounts on the Council's website by the statutory deadline of
30 November 2020.

1.2 On 19 November 2020, Mazars notified us of a query relating to the
valuation of our Energy from Waste facility in the accounts. This facility is a
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1.3

1.4

specialised asset and the method of valuation had been determined when
the facility came into use in 2014 and had not previously been queried by
the external auditors. Mazars' technical review team raised the issue.
Following discussions between Mazars and senior officers, it was concluded
that it was unclear as to whether or not our accounting valuation did comply
with the accounting Code of Practice. As the value is a material amount at
£98.8m, we agreed to obtain a new valuation from a specialist valuation
company. We also published a notice on our website alongside the draft
accounts, which excluded the audit opinion, explaining why the publication
of the audited accounts was delayed.

A valuation company was engaged following competitive quotations and
work began in January. We have now received a valuation from them and
have sent the valuation to Mazars for review by an independent specialist
valuation company that they have engaged. The amount of the new
valuation is £92.1m, which is £6.7m less than we had accounted for. As this
is not materially different (our level of materiality for the 2019/20 accounts
was £22.1m), we have agreed with Mazars that we will not amend our
2019/20 accounts. Instead we will reflect this new valuation in the 2020/21
accounts, taking into account our usual reviews of property, plant and
equipment valuations.

At the time of writing this report, work was on-going to review any potential
events since the draft accounts were published, which would need to be
reflected in the accounts, and to conclude the audit work on the new
valuation. Once all work is complete, Mazars will issue their audit opinion,
the letters of representation and their audit completion report. This is likely
to happen after the date of this committee meeting.

2. Conclusion

2.1

2.2

The finance team will implement new processes for the valuation of the
Energy from Waste facility for the 2020/21 closure of accounts process, to
ensure that this query does not arise again in future years.

As external audit outputs are likely to be after this committee meeting,
arrangements will need to be put in place to allow for the necessary
approvals and signing to take place. These are detailed in the
Recommendations section of this report.

3. Consultation

a) Risks and Impact Analysis

N/A
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4. Background Papers
No Background papers within Section 100D of the Local Government Act 1972

were used in the preparation of this report.

This report was written by Michelle Grady, who can be contacted on 01522 553235
or michelle.grady@lincolnshire.gov.uk .
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Open Report on behalf of Andrew Crookham, Executive Director -

Resources
Report to: Audit Committee
Date: 19 March 2021
Subject: E())(;e(:)r/gil Audit Strategy — Lincolnshire County Council
Summary:

Our external auditors, Mazars LLP, present their 2020/21 audit strategy
memorandum for Lincolnshire County Council. This covering report briefly
summarises the content of this strategy.

Recommendation(s):

The Executive Director - Resources recommends that the Audit Committee
considers the external audit strategy and identifies any further information or
actions that may be required.

1. Background

1.10ur external auditors, Mazars LLP, have prepared a strategy setting out their
approach to this year's audit work on Lincolnshire County Council's main
accounts. The purpose of this strategy is to summarise for this Committee the
audit approach, the significant audit risks and areas of key judgements and
details of the audit team, of which some members are new this year.

1.2 The strategy includes the following main themes:
e An overview of the audit and its elements;
The audit engagement team;
The audit scope, approach and timeline;
Significant risks and areas of key judgements for this year,;
Value for money;
Audit fees;
Auditor independence;
Materiality;
Communications with the Audit Committee.

1.3 A new risk area is introduced, which relates to covid grants, and arises from
the significant sums of grant income allocated to councils over the past year.
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The auditors will be testing that our accounting treatment of covid grants is
correct.

1.4 The Value for Money section refers to the new audit code of practice
governing the reporting of value for money findings from 2020/21 onwards.
The strategy outlines how Mazars intend to carry out their work in this area, to
take account of the amended requirements.

1.5 The external auditors welcome the opportunity to interact with Members of the
Audit Committee and will be presenting their report at the meeting.

2. Conclusion
2.1 The Audit Strategy Memorandum provides detail on how the external auditors
plan to conduct this year's audit work. The progress report gives assurance
about the progress and delivery of the external audit plan, and assurance that
risks to the successful production of the accounts and delivery of the audit are
being managed, particularly in the current pandemic environment.

3. Consultation

a) Risks and Impact Analysis

N/A

4. Appendices

These are listed below and attached at the back of the report

Appendix A Lincolnshire County Council (LCC) Audit Strategy Memorandum
2020/21

5. Background Papers
No Background papers within Section 100D of the Local Government Act 1972

were used in the preparation of this report.

This report was written by Michelle Grady, who can be contacted on 01522 553235
or michelle.grady@lincolnshire.gov.uk .
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Contents

01 Engagement and responsibilities summary
Your audit engagement team

Audit scope, approach and timeline

Significant risks and other key judgement areas
Value for Money

Fees for audit and other services

Our commitment to independence

Materiality and misstatements
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Appendix — Key communication points

This document is to be regarded as confidential to Lincolnshire County Council. It has been prepared for the sole use of Audit Committee as the appropriate sub-committee charged with governance. No responsibility is
accepted to any other person in respect of the whole or part of its contents. Our written consent must first be obtained before this document, or any part of it, is disclosed to a third party.
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Audit Committee

Lincolnshire County Council Mani?;ffll_g-oPr
County offices .

Newland Two Chamberlgln $quare
Lincoln Birmingham
LN1 1YL B3 3AX
March 2021

Dear Committee Members

Audit Strategy Memorandum — Year ending 31 March 2021
We are pleased to present our Audit Strategy Memorandum for Lincolnshire County Council for the year ending 31 March 2021. The purpose of this document is to summarise our audit approach, highlight significant audit risks
and areas of key judgements and provide you with the details of our audit team. As it is a fundamental requirement that an auditor is, and is seen to be, independent of its clients, section 8 of this document also summarises our
considerations and conclusions on our independence as auditors. We consider two-way communication with you to be key to a successful audit and important in:
:Ureaching a mutual understanding of the scope of the audit and the responsibilities of each of us;

(Q sharing information to assist each of us to fulfil our respective responsibilities;

Pproviding you with constructive observations arising from the audit process; and

S'oensuring that we, as external auditors, gain an understanding of your attitude and views in respect of the internal and external operational, financial, compliance and other risks facing Lincolnshire County Council which may
affect the audit, including the likelihood of those risks materialising and how they are monitored and managed.

With that in mind, we see this document, which has been prepared following our initial planning discussions with management, as being the basis for a discussion around our audit approach, any questions, concerns or input you
may have on our approach or role as auditor. This document also contains an appendix that outlines our key communications with you during the course of the audit,

Client service is extremely important to us and we strive to provide technical excellence with the highest level of service quality, together with continuous improvement to exceed your expectations so, if you have any concerns or
comments about this document or audit approach, please contact me on mark.surridge@mazars.co.uk

Yours faithfully

Mark Surridge

Mazars LLP

Mazars LLP — First floor, Two Chamberlain Square, Birmingham, B3 3AX

Tel: 0121 232 9500 — www.mazars.co.uk

Mazars LLP is the UK firm of Mazars, an integrated international advisory and accountancy organisation. Mazars LLP is a limited liability partnership registered in England and Wales with registered number OC308299 and with its registered office at Tower Bridge House, St Katharine’s Way,
London E1W 1DD.

We are registered to carry on audit work in the UK by the Institute of Chartered Accountants in England and Wales. Details about our audit registration can be viewed at www.auditregister.org.uk under reference number C001139861. VAT number: 839 8356 73
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1. Engagement and responsibilities summary

Overview of engagement

We are appointed to perform the external audit of Lincolnshire County Council (the Council) for the year to 31 March 2021. The scope of our engagement is set out in the Statement of Responsibilities of Auditors and Audited
Bodies, issued by Public Sector Audit Appointments Ltd (PSAA) available from the PSAA website: https://www.psaa.co.uk/managing-audit-quality/statement-of-responsibilities-of-auditors-and-audited-bodies/. Our responsibilities
are principally derived from the Local Audit and Accountability Act 2014 (the 2014 Act) and the Code of Audit Practice issued by the National Audit Office (NAQO), as outlined below.

Engagement and Your audit Audit scope, i
responsibilities summary engagement team approach and timeline judgement areas VElLE e GRemEy

Audit opinion
We are responsible for forming and expressing an opinion on the financial statements. Our
audit does not relieve management or Audit Committee of their responsibilities.

Going concern

The Council is required to prepare its financial statements on a going concern basis by the
Code of Practice on Local Authority Accounting. The section 151 officer is responsible for
the assessment of whether is it appropriate for the Council to prepare it's accounts on a
going concern. basis As auditors, we are required to obtain sufficient appropriate audit
evidence regarding, and conclude on the appropriateness of the section 151 officer’s use of
the going concern basis of accounting in the preparation of the financial statements and the
adequacy of disclosures made.

Value for money

We are also responsible for forming a commentary on the arrangements that the Council
has in place to secure economy, efficiency and effectiveness in its use of resources. We
discuss our approach to Value for Money work further in section 5 of this report.

Electors’ rights

Fraud

The responsibility for safeguarding assets and for the prevention and detection of fraud,
error and non-compliance with law or regulations rests with both those charged with
governance and management. This includes establishing and maintaining internal controls
over reliability of financial reporting.

As part of our audit procedures in relation to fraud we are required to enquire of those
charged with governance, including key management and Internal audit, as to their
knowledge of instances of fraud, the risk of fraud and their views on internal controls that
mitigate the fraud risks. In accordance with International Standards on Auditing (UK), we
plan and perform our audit so as to obtain reasonable assurance that the financial
statements taken as a whole are free from material misstatement, whether caused by fraud
or error. However, our audit should not be relied upon to identify all such misstatements.

Reporting to the National Audit Office
We report to the NAO on the consistency of the Council’s financial statements with its Whole
of Government Accounts (WGA) submission.

The 2014 Act requires us to give an elector, or any representative of the elector, the opportunity to question us about the accounting records of the Council and consider any objection made to the accounts.
We also have a broad range of reporting responsibilities and powers that are unique to the audit of local authorities in the United Kingdom.

Significant risks and key

Fees for audit and Our commitment to Materiality and

other services independence misstatements Appendices
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2. Your audit engagement team

Your external audit service continues to be led by Mark Surridge. A summary of key team members are
detailed below. An Engagement Quality Control Reviewer has also been appointed:

Mark Surridge
Engagement Lead

Mark is our UK Sector Lead for Local Government and leads our public sector external
audit team in the Midlands. He has over 15 years’ experience in the provision of audit,
assurance and advisory services to organisations across the whole breadth of public and
not-for-profit sectors.

Michael Butler
Audit Manager

Michael replaces Mike Norman as audit manager for 2020/21 to maintain compliance with
independence considerations as Mike had reached the maximum term of appointment as
audit manager to the Council.

Michael has 7 years’ experience in external audit and worked for Grant Thornton prior to
Mazars. Michael has relevant experience working with complex audits, with a current client
portfolio of local authority and NHS foundation trust clients.

Bethan Frudd
Audit Assistant Manager

|| Bethan joined Mazars public services as an external audit graduate and has shown
continual development and progression through professional qualification to lead on a
range of large and complex local authority and NHS foundation trust audits.

Engagement and Your audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and A
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2. Your audit engagement team

Roles and Responsibilities for 2020/21:

Mark Surridge

* Responsible for signing the audit opinion of both the main financial
statements audit and value for money conclusion;

* Main contributor to audit committee;

* Review of audit work produced by audit manager and team.

Michael Butler

=_Responsible for manging the audit;

« YFirst point of call for technical concerns raised by management; and
Q Review of the audit work covering all areas.

D

N

Bethan Frudd

* Responsible for day to day operations of the audit;

* Main contact for the finance team;

« First point of call for audit team queries; and

» Responsible for delivery of substantive testing against audit approach.

Why the change in audit team:

» Rotation of staff to comply with auditor independence;
» Separating the Council and Pension Fund audit teams to improve team focus.

Engagement and Your audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and 7
responsibilities summary engagement team approach and timeline judgement areas Value for money other services independence misstatements aEbsidices
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Section 03:
Audit scope, approach and timeline




3. Audit scope, approach and timeline

Audit scope

Our audit approach is designed to provide an audit that complies with all professional requirements.

Our audit of the financial statements will be conducted in accordance with International Standards on Auditing (UK), relevant ethical and professional standards, our own audit approach and in accordance with the terms of our
engagement. Our work is focused on those aspects of your business which we consider to have a higher risk of material misstatement, such as those impacted by management judgement and estimation, application of new
accounting standards, changes of accounting policy, changes to operations or areas which have been found to contain material errors in the past.

Audit approach

Our audit approach is a risk-based approach primarily driven by the risks we consider to result in a higher risk of material misstatement of the financial statements. Once we have completed our risk assessment, we develop our
audit strategy and design audit procedures in response to this assessment.

e conclude that appropriately designed controls are in place then we may plan to test and rely upon these controls. If we decide controls are not appropriately designed, or we decide it would be more efficient to do so, we may
e a wholly substantive approach to our audit testing. Substantive procedures are audit procedures designed to detect material misstatements at the assertion level and comprise: tests of details (of classes of transactions,
count balances, and disclosures); and substantive analytical procedures. Irrespective of the assessed risks of material misstatement, which take into account our evaluation of the operating effectiveness of controls, we are
muired to design and perform substantive procedures for each material class of transactions, account balance, and disclosure.

P audit will be planned and performed so as to provide reasonable assurance that the financial statements are free from material misstatement and give a true and fair view. The concept of materiality and how we define a
@R statement is explained in more detail in section 8.

The diagram on the next page outlines the procedures we perform at the different stages of the audit.

Engagement and Your audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and 7
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3. Audit scope, approach and timeline

Planning January 2021 - February 2021

/¢ abed

Planning visit and developing our understanding of the Council

Initial opinion and value for money risk assessments

Considering proposed accounting treatments and accounting policies
Developing the audit strategy and planning the audit work to be performed

Agreeing timetable and deadlines
Preliminary analytical review

Completion september 2021

Engagement and Your audit Audit scope,
responsibilities summary engagement team approach and timeline

Final review and disclosure checklist of financial statements
Final partner and EQCR review

Agreeing content of letter of representation

Reporting to the Audit Committee

Reviewing subsequent events

Signing the auditor’s report

Significant risks and key
judgement areas

Value for money

Fees for audit and
other services

Interim march 2021
Documenting systems and controls

Performing walkthroughs

Interim controls testing including tests of IT general controls

Early substantive testing of transactions

Reassessment of audit plan and revision if necessary

Fieldwork July 2021

Receiving and reviewing draft financial statements

Reassessment of audit plan and revision if necessary

Executing the strategy starting with significant risks and high risk areas
Communicating progress and issues

Clearance meeting

Our commitment to Materiality and

independence misstatements Appendices
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3. Audit scope, approach and timeline

Reliance on internal audit

Where possible we will seek to utilise the work performed by internal audit to modify the nature, extent and
timing of our audit procedures. We will meet with internal audit to discuss the progress and findings of their
work prior to the commencement of our controls evaluation procedures.

Management’s and our experts

Management makes use of experts in specific areas when preparing the Council’s financial statements. We
also use experts to assist us to obtain sufficient appropriate audit evidence on specific items of account.

Item of account Management’s expert

Property Plant and Keir Property Services We expect to engage Cluttons LLP
Equipment & to support our testing.
“hvestment The Council’s external valuer for PPE We mav also use third part
Qjy’roperties (where held at valuation) and Investment id Y ided vi tE r\)lIAOt
Q Properties evidence provided via the to
D support our challenge of valuation
N Savills LLP assumptions.
o The Council’s external valuer for
Investment Properties
Pensions Barnett Waddingham PWC

Actuary for Lincolnshire Pension Fund (Consulting actuary appointed by

(LGPS) the NAO).
Hymans
Actuary for Lincolnshire Fire Authority
Pension fund
Financial Instrument Link Asset Management (LAM) None.

disclosures
Treasury management advisors

Audit scope, Significant risks and key
approach and timeline judgement areas

Your audit
engagement team

Engagement and
responsibilities summary

Value for money

Service organisations

International Auditing Standards (UK) (ISAs) define service organisations as third party organisations that
provide services to the Council that are part of its information systems relevant to financial reporting. We are
required to obtain an understanding of the services provided by service organisations as well as evaluating the
design and implementation of controls over those services. The table below summarises the service
organisations used by the Council and our planned audit approach.

fems of account Aut approaCh

Pay and non-pay
expenditure

We will review the controls
operating the Council over these
transactions and carry out
substantive testing (possibly
including substantive analytical
procedures and sample testing of
transactions occurring in the year).

Serco

The Council’s provider of financial
and other support services,
including the processing of payroll,
accounts payable and accounts
receivable.

Other income

Our commitment to
independence

Fees for audit and
other services

Materiality and

misstatements aEbsidices
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4. Significant risks and other key judgement areas

Following the risk assessment approach discussed in section 3 of this document, we have
identified relevant risks to the audit of financial statements. The risks that we identify are
categorised as significant, enhanced or standard. The definitions of the level of risk rating are
given below:

Significant risk

A significant risk is an identified and assessed risk of material misstatement that, in the
auditor’s judgment, requires special audit consideration. For any significant risk, the auditor
shall obtain an understanding of the entity’s controls, including control activities relevant to
that risk.

@'nhanced risk

(& enhanced risk is an area of higher assessed risk of material misstatement (RMM’) at audit
@sertion level other than a significant risk. Enhanced risks require additional consideration
abl does not rise to the level of a significant risk, these include but may not be limited to:

o key areas of management judgement, including accounting estimates which are material
but are not considered to give rise to a significant risk of material misstatement; and

» other audit assertion risks arising from significant events or transactions that occurred
during the period.

Standard risk

This is related to relatively routine, non-complex transactions that tend to be subject to
systematic processing and require little management judgement. Although it is considered
that there is a risk of material misstatement (RMM), there are no elevated or special factors
related to the nature, the likely magnitude of the potential misstatements or the likelihood of
the risk occurring.

Summary risk assessment

The summary risk assessment, ilustrated in the table below, highlights those risks which
we deem to be significant and other enhanced risks in respect of the Council. We have
summarised our audit response to these risks on the next page.

'y
x=
(=1
-
& &
-
=
-
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=
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Risk

Management override of controls

Net defined benefit liability valuation

Valuation of property, plant and equipment

Expenditure Recognition {cut-off)

Covid-19 Grants Recognition

Lowy Likelihood High

Key: . Significant risk

v
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4. Significant risks and other key judgement areas

Specific identified audit risks and planned testing strategy

We have presented below in more detail the reasons for the risk assessment highlighted above, and also our testing approach with respect to significant risks. An audit is a dynamic process, should we change our view of risk or
approach to address the identified risks during the course of our audit, we will report this to the Audit Committee.

Significant risks

Management override of controls We plan to address the management override of controls risk through

performing audit work over accounting estimates, journal entries and
This is a mandatory significant risk on all audits due to the consideration of any significant transactions outside the normal course of
unpredictable way in which such override could occur. business or otherwise unusual.

Management at various levels within an organisation are in a unique
position to perpetrate fraud because of their ability to manipulate
accounting records and prepare fraudulent financial statements by
overriding controls that otherwise appear to be operating effectively.
Due to the unpredictable way in which such override could occur
there is a risk of material misstatement due to fraud on

all audits.

T¢ obed
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4. Significant risks and other key judgement areas

Significant risks (continued)

Net defined benefit liability valuation

The defined benefit liability relating to the Local Government
pension scheme represents a significant balance on the Council’s
balance sheet.

The Council uses an actuary to provide an annual valuation of these
liabilities in line with the requirements of IAS 19 Employee Benefits.

Due to the high degree of estimation uncertainty associated with this
valuation, we have determined there is a significant risk in this area.

Relevant Account Balances (taken from the 2019/20 draft financial
statements):

Z2€ abed

*  £857m — Note 28 (Net pension liability), made up from:
* Local Government Pension Scheme - £617m

» Fire-Fighters Pension Scheme - £240m

Fees for audit and
other services

Your audit
engagement team

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas Value for money

We plan to address the risk by:

« critically assess the competency, objectivity and independence of the
Pension Fund’s Actuary;

» liaise with the auditors of the Lincolnshire Pension Fund to gain
assurance that the controls in place at the Pension Fund are operating
effectively. This will included the processes and controls in place to
ensure data provided to the Actuary by the Pension Fund for the
purposes of the IAS 19 valuation is complete and accurate;

* review the appropriateness of the Pension Asset and Liability valuation
methodologies applied by the Pension Fund Actuary, and the key
assumptions included within the valuation. This will include comparing
them to expected ranges, utilising information by the consulting actuary
engaged by the National Audit Office; and

» agree the data in the IAS 19 valuation report provided by the Fund
Actuary for accounting purposes to the pension accounting entries and
disclosures in the Council’s financial statements.

In line with 2019/20 and the continuing COVID19 pandemic, we will discuss
the whether there are any potential material uncertainty disclosure to be
made. We will monitor this throughout the audit process.

Our commitment to
independence

Materiality and

misstatements aEbsidices
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4. Significant risks and other key judgement areas

Significant risks (continued)

We plan to address this risk by:

Property Valuation

Property related assets are a significant balance on the council’s .
balance sheet. The valuation of these properties is complex and is

subject to a number of management assumptions and judgements.

Due to the high degree of estimation uncertainty associated, we

have determined there is a significant risk in this area.

At the planning stage of the audit, this risk covers (figures have

¢ Land & Buildings (£535m - Note 15)

* Investment Properties (£106m — Note 17)

cc abed

Your audit
engagement team

Engagement and
responsibilities summary

been taken from the draft 2019/20 financial statements):

Audit scope,
approach and timeline

critically assessing the scope of work, qualifications, objectivity and
independence of the Council’s valuer to carry out the required
programme of revaluations;

considering whether the overall revaluation methodologies used by the
Council’s valuers are in line with industry practice, the CIPFA code of
practice and the Council’s accounting policies;

assessing whether valuation movements are in line with market
expectations by considering valuation trends;

critically assessing the approach that the Council adopts to ensure that
assets that are not subject to revaluation in 2020/21 are materially
correct, including considering the robustness of that approach in light of
the valuation information reported by the Councils valuers.

In line with 2019/20 and the continuing COVID19 pandemic, we will discuss
the whether there are any potential material uncertainty disclosure to be
made. We will monitor this throughout the audit process.

Fees for audit and
other services

Significant risks and key
judgement areas Value for money

Our commitment to
independence

Materiality and
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4. Significant risks and other key judgement areas

Significant risks (continued)

€ abed

Engagement and Your audit
responsibilities summary

Expenditure recognition

Under ISA 240 there is a presumed risk that revenue may be misstated due to improper revenue
recognition. In the public sector, this requirement is modified by Practice Note 10 issued by the
Financial Reporting Council (FRC), which states that auditors should also consider the risk that
material misstatements may occur by the manipulation of expenditure recognition.

Having considered the factors for expenditure recognition, we believe the risk is focused on the
year-end balance sheet and in particular whether cut-off (recognition in the correct financial year)
is materially accurate. From our consideration of the Council’s expenditure streams, we believe
the risk is focused on Premises, transport, and supplies & services (being £632m per Note 10 of
the draft 2019/20 financial statements).

Covid-19 Grants recognition Y

Over March and April 2020, the government provided £3.2 billion of emergency grant funding and
over £5 billion of cashflow support to support local authorities through COVID-19. Throughout
2020/21, the Government has continued to provide substantial sums of financial support to local
authorities, including Lincolnshire County Council.

Management have had to exercise a level of judgement in relation to these specific COVID-19
grants, including:

» the extent to which the Council is acting as an agent or principal and therefore whether to
account for the grant income on a gross or net basis; and

* whether conditions associated with the grants have been met at the reporting date.

Overall therefore, we believe there is a significant audit risk relating to the completeness and
accuracy of Covid-19 grant income in the 2020/21 financial statements.

Audit scope, Significant risks and key
approach and timeline judgement areas Value for money

engagement team

We will address this risk by performing work in the following
areas:

* ensuring the accounting policies in relation to
expenditure recognition and recognition of accruals are
appropriate and consistently applied; and

» carrying out cut-off testing, and testing for unrecorded
liabilities, to confirm expenditure has been coded to the
correct accounting year.

We will address this risk by performing work in the following
areas:

» reviewing the Council’s approach to determine whether
grants are or are not ringfenced for specified areas of
expenditure; and

» testing a sample of grant income recorded in the ledger
to grant allocations/ notifications; and

» challenge the Council’s judgements as to whether it is
acting as agent or principal in respect of the
administration of individual grant funding streams, and
the accounting treatment associated with these
judgements; and

* reviewing a sample of grants to ensure conditions to
recognise the income in 2020/21 have been met or not.

Our commitment to
independence

Fees for audit and
other services

Materiality and

misstatements aEbsidices
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Value for Money




5. Value for money

The framework for Value for Money work

We are required to form a view as to whether the Council has made proper arrangements for securing
economy, efficiency and effectiveness in its use of resources. The NAO issues guidance to auditors that
underpins the work we are required to carry out in order to form our view, and sets out the overall criterion
and sub-criteria that we are required to consider.

The new Code of Audit Practice (the Code) has changed the way in which we report our findings in relation
to Value for Money (VFM) arrangements from 2020/21. Whilst we are still required to be satisfied that the
Council has proper arrangements in place, we will now report by exception in our auditor’s report where we
have identified significant weakness in those arrangements. This is a significant change to the requirements
under the previous Code which required us to give a conclusion on the Council’s arrangements as part of
our auditor’s report.

Uﬂerthe new Code, the key output of our work on VFM arrangements will be a commentary on those
arsdngements which will form part of the Auditor's Annual Report.

%ecified reporting criteria

T Code requires us to structure our commentary to report under three specified criteria:

1. Financial sustainability — how the Council plans and manages its resources to ensure it can continue
to deliver its services

2. Governance — how the Council ensures that it makes informed decisions and properly manages its
risks

3. Improving economy, efficiency and effectiveness — how the Council uses information about its costs
and performance to improve the way it manages and delivers its services

Our approach

Our work falls into three primary phases as outlined opposite. We need to gather sufficient evidence to
support our commentary on the Council’s arrangements and to identify and report on any significant
weaknesses in arrangements. Where significant weaknesses are identified we are required to report these
to the Council and make recommendations for improvement. Such recommendations can be made at any
point during the audit cycle and we are not expected to wait until issuing our overall commentary to do so.

Engagement and Your audit Audit scope, Significant risks and key VEE (o Giems
responsibilities summary engagement team approach and timeline judgement areas i

Obtaining an understanding of the Council’s arrangements for each
specified reporting criteria. Relevant information sources will include:

Planning and risk [i& NAO guidance and supporting information

assessment » Information from internal and external sources including regulators
* Knowledge from previous audits and other audit work undertaken in the
year

» Interviews and discussions with staff and members

Additional risk-
based Where our planning work identifies risks of significant weaknesses, we will
procedures and undertake additional procedures to determine whether there is a significant

evaluation weakness.

We will provide a summary of the work we have undertaken and our
judgements against each of the specified reporting criteria as part of our
commentary on arrangements. This will form part of the Auditor's Annual
Report.

Our commentary will also highlight:

+ Significant weaknesses identified and our recommendations for
improvement

» Emerging issues or other matters that do not represent significant
weaknesses but still require attention from the Council.

Reporting

Fees for audit and Our commitment to Materiality and

other services independence misstatements Appendices
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5. Value for money

Under the 2020 Code, we are required to structure our commentary on the Council’s ‘proper arrangements’ under three specified reporting criteria, which are expanded in the
supporting guidance notes produced by the National Audit Office:

Financial sustainability: how the body plans and manages its
resources to ensure it can continue to deliver its services

* how the body ensures that it identifies all the significant financial
pressures that are relevant to its short and medium-term plans and
builds these into them

* how the body plans to bridge its funding gaps and identifies
achievable savings

» how the body plans finances to support the sustainable delivery of
-Uservices in accordance with strategic and statutory priorities

g how the body ensures that its financial plan is consistent with other
o) plans such as workforce, capital, investment, and other operational

planning which may include working with other local public bodies as
COpart of a wider system

* how the body identifies and manages risks to financial resilience,
e.g. unplanned changes in demand, including challenge of the
assumptions underlying its plans.

Your audit
engagement team

Audit scope,
approach and timeline

Engagement and
responsibilities summary

Governance: how the body ensures that it makes informed
decisions and properly manages its risks, including

* how the body monitors and assesses risk and how the body gains
assurance over the effective operation of internal controls, including
arrangements to prevent and detect fraud

* how the body approaches and carries out its annual budget setting
process

» how the body ensures effective processes and systems are in place
to ensure budgetary control; to communicate relevant, accurate and
timely management information (including non-financial information
where appropriate); supports its statutory financial reporting
requirements; and ensures corrective action is taken where needed

* how the body ensures it makes properly informed decisions,
supported by appropriate evidence and allowing for challenge and
transparency. This includes arrangements for effective challenge
from those charged with governance/audit committee

* how the body monitors and ensures appropriate standards, such as
meeting legislative/regulatory requirements and standards in terms
of officer or member behaviour (such as gifts and hospitality or
declarations/conflicts of interests).

Fees for audit and
other services

Significant risks and key
judgement areas Value for money

Improving VFM: how the body uses information about its costs
and performance to improve the way it manages and delivers
its services

* how financial and performance information has been used to assess
performance to identify areas for improvement

* how the body evaluates the services it provides to assess
performance and identify areas for improvement

* how the body ensures it delivers its role within significant
partnerships, engages with stakeholders it has identified, monitors
performance against expectations, and ensures action is taken
where necessary to improve

* where the body commissions or procures services, how the body
ensures that this is done in accordance with relevant legislation,
professional standards and internal policies, and how the body
assesses whether it is realising the expected benefits.

Our commitment to
independence

Materiality and

misstatements aEbsidices
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5. Value for money

The NAO'’s guidance requires us to carry out work at the planning stage to understand the Council’s arrangements and to identify risks that significant weaknesses in arrangements may exist.

Due to the late release of the NAO’s Auditor Guidance Note and supporting information to auditors, we have not yet fully completed our Value for Money planning and risk assessment work. On completion of our risk
assessment, we will report any risks of significant weaknesses in arrangements identified to the Audit Committee.

g¢c abed

Fees for audit and Our commitment to Materiality and

Engagement and Your audit Audit scope, Significant risks and key
other services independence misstatements

responsibilities summary engagement team approach and timeline judgement areas Appendices
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6. Fees for audit and other services

Fees for work as the Council’s appointed auditor

Details of the 2019/20 Actual and 2020/21 Audit fees in line with PSAA and other reporting mechanisms are set out below:

Scale audit fee £82,640 £82,640
Fee variations:
Addlt!onal Testing on Property, Plant & qulpmentand Defined Beneflt £12.273 1 £12.273 1
Pensions Schemes as a result of changes in regulatory expectations
Additional testing as a result of the implementation of new auditing
standards: ISA 220 (Revised): Quality control of an audit of financial £2 0002 N/A
statements; ISA 540 (Revised): Auditing accounting estimates and ’

.0elated disclosures; and ISA570 (Revised) Going Concern.

ébther additional costs TBC £7,021

(DSub-total £96,913

gdditional work arising from the change in the Code of Audit Practice £10,000 3 N/A
Total £106,913 4 £101,934 5

Fees for non-audit work

In addition to the fees outlined above in relation to our appointment by PSAA, we have been separately engaged by the Council to
carry out additional work as set out in the table below.

Assurance services - Education and Skills Funding

6
Agency TBC

£5,000

Assurance services — Teachers Pensions Return TBCS £3,000

Your audit
engagement team

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas

Fees for audit and
e o

1 As previously reported to you, the scale fee has been adjusted to take into account
the additional work required as a result of increased regulatory expectations over
these areas. Plus the designation of the Authority as a ‘Major Local Audit’ requiring
additional audit quality control procedures..

2For 2020/21, two new auditing standards have been introduced incurring additional
time and audit work not reflected in the scale fee. Additional testing as a result of the
implementation of IFRS 16 Leases is deferred to the financial year 2021/22.

3 As explained in section 5, the revised Code of Audit Practice results in a substantial
amount of additional audit work to support the value for money conclusion and the
changes in reporting requirements, requiring additional time and input from the senior
members of the team. Our review of the Code and supporting guidance notes shows
that the additional fee impact at all public sector entities is expected to be at least
£10,000. The final fee will take into account the extent, and complexity of, any
significant weaknesses in arrangements to review and report upon.

4 This is a proposed fee for 2020/21 at the point of the issue of our ASM. This figure
is subject to change and additional costs will be discussed with management, for
example material valuation uncertainty on asset valuations as a result of Covid-19.

5 The 2019/20 financial statements audit is still on-going, therefore, additional costs
will be discussed and agreed with management and communicated to audit
committee through our annual audit letter.

6\We have not yet been engaged to provide similar services to the Council for
2020/21. Should these proceed in 2020/21, the fee is expected to be consistent with
2019/20.

Our commitment to
independence

Materiality and
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7. Our commitment to independence

We are committed to independence and are required by the Financial Reporting Council to confirm to you at
least annually in writing that we comply with the FRC’s Ethical Standard. In addition, we communicate any
matters or relationship which we believe may have a bearing on our independence or the objectivity of the
audit team.

Based on the information provided by you and our own internal procedures to safeguard our independence as
auditors, we confirm that in our professional judgement there are no relationships between us and any of our
related or subsidiary entities, and you and your related entities creating any unacceptable threats to our
independence within the regulatory or professional requirements governing us as your auditors.

We have policies and procedures in place which are designed to ensure that we carry out our work with
integrity, objectivity and independence. These policies include:

*JAll partners and staff are required to complete an annual independence declaration;

g All new partners and staff are required to complete an independence confirmation and also complete
(D computer based ethical training;

BRotation policies covering audit engagement partners and other key members of the audit team; and

» Use by managers and partners of our client and engagement acceptance system which requires all non-
audit services to be approved in advance by the audit engagement partner.

Engagement and Your audit Audit scope, Significant risks and key

We confirm, as at the date of this document, that the engagement team and others in the firm as appropriate,
Mazars LLP are independent and comply with relevant ethical requirements. However, if at any time you have
concerns or questions about our integrity, objectivity or independence please discuss these with Mark Surridge
in the first instance.

Prior to the provision of any non-audit services Mark Surridge will undertake appropriate procedures to consider
and fully assess the impact that providing the service may have on our auditor independence.

Any emerging independence threats and associated identified safeguards will be communicated in our Audit
Completion Report.

Fees for audit and Our commitment to Materiality and "
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8. Materiality and misstatements

Summary of initial materiality thresholds

Threshold Inltlaé,t(:lorg:hold

Overall materiality (2%)
Performance materiality (75%)

Trivial threshold for errors to be reported to Audit Committee (3%)

o

&reas of specific materiality selected on the basis these items are of
(B;pecific interest to a reader of the financial statements:

I Senior Officer Remuneration (Note 36b in the 2019/20 draft
accounts)

»  Members Allowances (Note 35 in the 2019/20 draft accounts)

Materiality

22,817

17,113

685

£5k (being one band)

£258k

the common financial information needs of users as a group and not on specific individual users.

The assessment of what is material is a matter of professional judgement and is affected by our perception of
the financial information needs of the users of the financial statements. In making our assessment we assume
that users:

* Have a reasonable knowledge of business, economic activities and accounts;

» Have a willingness to study the information in the financial statements with reasonable diligence;

» Understand that financial statements are prepared, presented and audited to levels of materiality;

» Recognize the uncertainties inherent in the measurement of amounts based on the use of estimates,
judgement and the consideration of future events; and

*  Will make reasonable economic decisions on the basis of the information in the financial statements.
We consider materiality whilst planning and performing our audit based on quantitative and qualitative factors.
Whilst planning, we make judgements about the size of misstatements which we consider to be material and which

provides a basis for determining the nature, timing and extent of risk assessment procedures, identifying and
assessing the risk of material misstatement and determining the nature, timing and extent of further audit procedures.

Materiality is an expression of the relative significance or importance of a particular matter in the context of
financial statements as a whole.

Misstatements in financial statements are considered to be material if they, individually or in aggregate, could
reasonably be expected to influence the economic decisions of users taken on the basis of the financial
statements.

Judgements on materiality are made in light of surrounding circumstances and are affected by the size and
nature of a misstatement, or a combination of both. Judgements about materiality are based on consideration of

Engagement and Your audit Audit scope, Significant risks and key

responsibilities summary engagement team approach and timeline judgement areas Value for money
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8. Materiality and misstatements

Materiality (continued).

The materiality determined at the planning stage does not necessarily establish an amount below which
uncorrected misstatements, either individually or in aggregate, will be considered as immaterial.

We revise materiality for the financial statements as our audit progresses should we become aware of
information that would have caused us to determine a different amount had we been aware of that information
at the planning stage.

Our provisional materiality is set based on a benchmark of Gross Revenue Expenditure at Surplus/deficit on
Provision of Services level for 2019/20. We will identify a figure for materiality but identify separate levels for

cedures design to detect individual errors, and also a level above which all identified errors will be reported
@udit Committee.

"ge consider that the Gross Revenue Expenditure at Surplus/deficit on Provision of Services level remains the
y focus of users of the financial statements and, as such, we base our materiality levels around this

lpspchmark.

W! expect to set a materiality threshold at 2% of Gross Revenue Expenditure at Surplus/deficit on Provision of
Services level. Based on prior year financial statements we anticipate the overall materiality for the year ending
31 March 2021 to be in the region of £22,817k.

After setting initial materiality, we continue to monitor materiality throughout the audit to ensure that it is set at
an appropriate level.

Your audit
engagement team

Significant risks and key
judgement areas

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Value for money

Performance Materiality

Performance materiality is the amount or amounts set by the auditor at less than materiality for the financial
statements as a whole to reduce, to an appropriately low level, the probability that the aggregate of uncorrected
and undetected misstatements exceeds materiality for the financial statements as a whole. Our initial
assessment of performance materiality is based on low inherent risk, meaning that we have applied 75% of
overall materiality as performance materiality.

Misstatements

We accumulate misstatements identified during the audit that are other than clearly trivial. We set a level of
triviality for individual errors identified (a reporting threshold) for reporting to Audit Committee that is consistent
with the level of triviality that we consider would not need to be accumulated because we expect that the
accumulation of such amounts would not have a material effect on the financial statements. Based on our
preliminary assessment of overall materiality, our proposed triviality threshold is £685k based on 3% of overall
materiality. If you have any queries about this please do not hesitate to raise these with Mark Surridge.

Reporting to Audit Committee

The following three types of audit differences will be presented to Audit Committee:
» summary of adjusted audit differences;

» summary of unadjusted audit differences; and

» summary of disclosure differences (adjusted and unadjusted).

Fees for audit and

other services Appendices

Our commitment to Materiality and
independence misstatements

mazars
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Appendix: Key communication points

We value communication with Those Charged With Governance as a two way feedback process at the heart of
our client service commitment. ISA 260 (UK) ‘Communication with Those Charged with Governance’ and ISA
265 (UK) ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And
Management’ specifically require us to communicate a number of points with you.
Relevant points that need to be communicated with you at each stage of the audit are outlined below.
Form, timing and content of our communications
We will present the following reports:
*  Our Audit Strategy Memorandum;
a-U Our Audit Completion Report; and
QL Auditor’'s Annual Report

Q .

ese documents will be discussed with management prior to being presented to yourselves and their
ggnments will be incorporated as appropriate.

\l

Key communication points at the planning stage as included in this Audit
Strategy Memorandum

» Our responsibilities in relation to the audit of the financial statements;
* The planned scope and timing of the audit;

» Significant audit risks and areas of management judgement;

Your audit
engagement team

Engagement and
responsibilities summary

Audit scope,
approach and timeline

Significant risks and key
judgement areas

Our commitment to independence;
Responsibilities for preventing and detecting errors;
Materiality and misstatements; and

Fees for audit and other services.

Key communication points at the completion stage to be included in our
Audit Completion Report

Value for money

Significant deficiencies in internal control;
Significant findings from the audit;
Significant matters discussed with management;

Our conclusions on the significant audit risks and areas of
management judgement;

Summary of misstatements;
Management representation letter;
Our proposed draft audit report; and

Independence.

Our commitment to
independence

Fees for audit and
other services

Materiality and
misstatements

Appendices

mazars
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Appendix: Key communication points

ISA (UK) 260 ‘Communication with Those Charged with Governance’, ISA (UK) 265 ‘Communicating Deficiencies In Internal Control To Those Charged With Governance And Management’ and other ISAs (UK) specifically require

us to communicate the following:

Required communication Where addressed

Our responsibilities in relation to the financial statement audit and those of management and those charged
with governance.

The planned scope and timing of the audit including any limitations, specifically including with respect to
significant risks.

o

&ith respect to misstatements:
(D Uncorrected misstatements and their effect on our audit opinion;
P The effect of uncorrected misstatements related to prior periods;
A request that any uncorrected misstatement is corrected; and
» In writing, corrected misstatements that are significant.

With respect to fraud communications:

* Enquiries of the Audit Committee to determine whether they have a knowledge of any actual, suspected or
alleged fraud affecting the entity;

* Any fraud that we have identified or information we have obtained that indicates that fraud may exist; and

» Adiscussion of any other matters related to fraud.

Significant risks and key
judgement areas

Audit scope,
approach and timeline

Your audit
engagement team

Engagement and
responsibilities summary

Value for money

Audit Strategy Memorandum

Audit Strategy Memorandum

Audit Completion Report

Audit Completion Report and discussion at Audit Committee.
Audit Planning and Clearance meetings

Materiality and
misstatements

Our commitment to
independence

Fees for audit and
other services

Appendices

mazars
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Appendix: Key communication points

Required communication Where addressed

Significant matters arising during the audit in connection with the entity’s related parties including, Audit Completion Report
when applicable:

* Non-disclosure by management;
» Inappropriate authorisation and approval of transactions;
» Disagreement over disclosures;

Non-compliance with laws and regulations; and

Difficulty in identifying the party that ultimately controls the entity.

ignificant findings from the audit including: Audit Completion Report

Our view about the significant qualitative aspects of accounting practices including accounting policies,
accounting estimates and financial statement disclosures;

Significant difficulties, if any, encountered during the audit;

Significant matters, if any, arising from the audit that were discussed with management or were the subject
of correspondence with management;

Written representations that we are seeking;
Expected modifications to the audit report; and

. . .61z obed,

Other matters, if any, significant to the oversight of the financial reporting process or otherwise identified in the
course of the audit that we believe will be relevant to the AuditCommittee in the context of fulfilling their
responsibilities.

Significant deficiencies in internal controls identified during the audit. Audit Completion Report

Where relevant, any issues identified with respect to authority to obtain external confirmations or inability to Audit Completion Report
obtain relevant and reliable audit evidence from other procedures.

Engagement and Your audit Audit scope, Significant risks and key
responsibilities summary engagement team approach and timeline judgement areas

Fees for audit and

Value for money other services

Our commitment to
independence

Materiality and
misstatements

Appendices

mazars
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Appendix: Key communication points

Required communication Where addressed

Audit findings regarding non-compliance with laws and regulations where the non-compliance is material and Audit Completion Report and Audit Committee meetings
believed to be intentional (subject to compliance with legislation on tipping off) and enquiry of the Audit

Committee into possible instances of non-compliance with laws and regulations that may have a material effect

on the financial statements and that the Audit Committee may be aware of.

With respect to going concern, events or conditions identified that may cast significant doubt on the entity’s Audit Completion Report
ability to continue as a going concern, including:

»  Whether the events or conditions constitute a material uncertainty;

T Whether the use of the going concern assumption is appropriate in the preparation and presentation of the
Q financial statements; and

o] The adequacy of related disclosures in the financial statements.

porting on the valuation methods applied to the various items in the annual financial statements including any  Audit Completion Report
Tmpact of changes of such methods

Indication of whether all requested explanations and documents were provided by the entity Audit Completion Report

Engagement and Your audit Audit scope, Significant risks and key Fees for audit and Our commitment to Materiality and q
responsibilities summary engagement team approach and timeline judgement areas Value for money other services independence misstatements Appendices
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Mark Surridge

Mazars

First Floor
‘i'vo Chamberlain Square
Birmingham, B3 3AX

Mazars is an internationally integrated partnership, specialising in audit, accountancy, advisory, tax
and legal services*. Operating in over 90 countries and territories around the world, we draw on the
expertise of 40,400 professionals — 24,400 in Mazars’ integrated partnership and 16,000 via the
Mazars North America Alliance — to assist clients of all sizes at every stage in their development.

*where permitted under applicable country laws.
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Open Report on behalf of Andrew Crookham, Executive Director -

Resources
Report to: Audit Committee
Date: 19 March 2021
Subject: External Audit Quality
Summary:

This report considers two recent reviews into the external audit of local authority
accounts and reports on their key findings.

Actions Required:
The Executive Director - Resources recommends that the Audit Committee:

1. Notes the contents of this report.

1. Background

11

1.2

1.3

The quality of the work carried out by audit firms of the accounts of public
bodies is seen as essential to providing local taxpayers and the wider public
with an impartial and independent view of their financial statements and
their arrangements for securing value for money (ViM).

The external audit of statutory accounts has been under the spotlight
recently with a number of independent reviews* of audit having taken place.

This report focuses on the findings of the two of these reviews: the
Redmond Review into the Oversight of Local Audit and the Transparency of
Local Authority Financial Reporting, as well as the Financial Reporting
Council Report on Audit Quality Inspection.

The Redmond Review into the Oversight of Local Audit and the Transparency

of Local Authority Financial Reporting

1.4

1.5

The review was commissioned by the government to consider the
effectiveness of the legal framework for local audits that was introduced by
the Local Audit and Accountability Act 2014.

The Redmond review was led by Sir Tony Redmond, and his consultation
was first published in September 2019. Interested parties were invited to
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1.6

1.7

1.8

1.9

respond to the consultation, which consisted of 43 questions covering areas
such as: audit and wider assurance; the governance framework; audit
product and quality; the financial reporting framework. Lincolnshire County
Council provided a response to this consultation.

After considering the consultation responses, Sir Tony Redmond published
the results of his review in September 2020 and made 23 recommendations.
These were grouped under four headings:

e External Audit Regulation
e Smaller Authorities Audit Regulation
e Financial Resilience of Local Authorities

e Transparency of Local Reporting.

The key recommendations relating to external audit quality were that:

e A new body be created to manage, oversee and regulate local audit to
replace the current arrangements;

e All auditors engaged in local audit be provided with the requisite skills
and training;

e The current fee structure be revised to ensure that adequate resources
can be deployed, and to ensure the stability of the local audit market;

e Internal audit work can be used as a key support to external audit work
where appropriate;

e The deadline for publishing audited accounts be revisited with a view to
extending it from 31 July to 30 September.

The government responded to the Redmond review in December 2020. It
accepted the recommendation that audit fees be increased, and pledged
£15m of additional funding in 2021/22 to cover this. It also accepted the
recommendation that the deadline for publication of audited accounts be
extended as it would help to mitigate some of the issues reported, however
the government's view was that the extension should be for two years only,
and should then be reviewed. The government committed to working with
accounting bodies and the Financial Reporting Council to consider how the
uptake of local audit training can be improved, and agreed to work with the
relevant bodies on strengthening engagement between external and internal
audit.

The main area where the government did not support Sir Tony Redmond's
recommendations was in the creation of a new body to oversee local audit.
The government would prefer to explore other options as it is not of the view
that a new arm's length body is required.
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1.10

1.11

Following the publication of its response to the Redmond review, the
government made the first moves towards implementing the
recommendations it supported. Firstly it published a consultation on the
proposed audit fee scale (a summary of the detail of this is shown at
Appendix A), and then a consultation on extending the deadlines for
publishing draft accounts for inspection (from 31 May to 1 August) and
audited accounts (from 31 July to 30 September) for the financial years
2020/21 and 2021/22 only.

There were other recommendations arising from the Redmond review which
may be of interest to the Audit Committee. These were all supported by
government and are likely to be implemented in due course:

e That an annual report be submitted to full Council by the external auditor.

e That consideration is given to the appointment of at least one
independent member, suitably qualified, to the Audit Committee.

e That a standardised statement of service information and costs, which
compares the financial position to the approved budget, be prepared and
presented alongside the accounts.

The Financial Reporting Council Report on Audit Quality Inspection

1.12

1.13

1.14

1.15

1.16

In October 2020, the Financial Reporting Council (FRC) published their
findings into the quality of major local audits in England. The FRC reviewed
15 audits across the seven largest audit firms and covered the Financial
Statements opinions and Value for Money conclusions.

The inspection was conducted between December 2019 and September
2020 and covered health bodies, other bodies and local Government
authorities. The report focused on key areas requiring action across the
firms to safeguard and enhance audit quality, such as property valuations,
multi-employer pension deficits, occurrence and completeness of
expenditure, first year audit procedures, impairment of receivables and the
fraud risk assessment.

The quality of VM conclusion work across all the firms has continued to
improve and all audits reviewed require no more than limited improvements.
The report noted that this is a pleasing aspect to the audit firms’ work as
they are providing high quality assurance to stakeholders around the ViM
conclusions.

When inspecting Financial Statements audits it was found that nine of the
15 audits reviewed required improvement, which the FRC deemed as
unacceptable. Urgent action is required by some of the firms to ensure swift
resolutions are put in place.

Two firms are not consistently achieving the necessary level of audit quality
and therefore need to make significant improvement. The FRC has advised
these firms to produce a detailed Root Cause Analysis of the issues
identified and put in place an audit quality action plan across local audits.
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1.17

1.18

1.19

Mazars is one of the firms that was considered as requiring significant
improvement following a trend of poor inspection results. Key areas of focus
included the audit of property valuations, group audit oversight, the
sufficiency of audit testing over income and receivables and expenditure,
and Engagement Quality Control review procedures.

In response to these findings, Mazars has acted in putting plans in place to
improve the quality of their local audit work which also incorporates the
emerging changes from the updated National Audit Office Code of Practice.
The firm's full response to the FRC's findings can be seen in Appendix B.

The quality of audit work over property valuations continues to be the
biggest area for concern as the FRC. In response to this result, Mazars have
mandated their use of a sector-specific audit testing programme for 2020/21
audits onwards.

In addition to the two reviews considered in this report, in 2018 Sir John
Kingman carried out the Independent Review of the Financial Reporting
Council, and the government's Committee of Public Accounts published a
report on Auditing Local Government in 2019.

2. Conclusion

2.1

This report shows that the two reviews covered have led to a number of
recommendations which have been welcomed, and the majority of these
recommendations are being either consulted or implemented. This should
lead to an improvement in the quality of local audits.
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3. Consultation

a) Have Risks and Impact Analysis been carried out?
No

b) Risks and Impact Analysis

N/A

4. Appendices

These are listed below and attached at the back of the report

Appendix A Public Sector Audit Appointments Ltd Consultation on Audit Fee
Scale 2021/22

Appendix B Mazars' Response to the Financial Reporting Council Report

Link to the https://www.gov.uk/government/publications/local-authority-
Redmond financial-reporting-and-external-audit-independent-review
review

Link to the https://www.frc.org.uk/news/october-2020/frc-publishes-major-
FRC report local-audit-inspection-results

5. Background Papers
No Background papers within Section 100D of the Local Government Act 1972
were used in the preparation of this report.

This report was written by Michelle Grady, who can be contacted on 01522 553235
or michelle.grady@lincolnshire.gov.uk .
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APPENDIX A

Public Sector Audit Appointments Ltd (PSAA) Consultation on Audit Fee Scale
2021/22

(Consultation closed 19" February 2021)

1. Background Information

11

1.2

1.3

The consultation sets out the background as to why a change is required, and
then sets out the PSAA's proposal to setting next year's audit fee scale.

The audit fee scale must be set before the start of the financial year to which
the fees relate, by law, and is subject to consultation. The Redmond review
made a recommendation that "the current fee structure for local audit be
revised to ensure that adequate resources are deployed to meet the full
extent of local audit requirements” and this recommendation was accepted by
the government. This was one of the recommendations aiming at supporting
market stability.

The PSAA points out that setting the fees in advance of the start of the
financial year poses a challenge, as a significant proportion of audit work
takes place after the fees for the work have been determined, and new issues
may emerge during the course of the audit that lead to more work. Added to
that is the issue that a significant number of audit opinions remain outstanding
in respect of the 2019/20 accounts which means that not all information about
the audits is available yet. These issues will be addressed in due course as
this was acknowledged by the Redmond Review and the government has
committed to review the Appointing Person Regulations which cover the
setting of scale fees.

2. Proposals for Setting the 2021/22 Audit Fee Scale

2.1

2.2

2.3

The PSAA has reviewed all 2018/19 approved fee variations to establish
which ones have an on-going impact e.g. on-going elements of additional
work on property valuations and pensions valuations. This information will be
used to update individual authority's fees and the PSAA will write to each local
authority to confirm the impact on their 2021/22 fees.

The same process will be followed when determining the 2022/23 fees i.e. on-
going elements of all 2019/20 approved fee variations will be built in, after
excluding any fee variations relating to 2018/19 which will have already been
taken into account.

There are other forthcoming developments in financial reporting requirements
and auditing, but the PSAA feels that at this point in time there is insufficient
information about these to be able to evaluate their potential impact on audit

Page 59



2.4

fees, so the proposal is to deal with these through the recently revised in-year
fee variation process (set out below).

An allowance for inflation will also need to be built into the fees in accordance
with the contracts, although the PSAA believes that this is unlikely to be
required for 2021/22 as the inflation rate is currently low.

3. Summary of Proposal

3.1

4.

4.1

4.2

4.3

4.4

The fee scale for 2021/22 will be built up as follows:

2020/21 scale fees, plus

relevant adjustments for on-going additional audit work arising from 2018/19
approved fee variations, plus

any adjustments relating to changes in auditing and financial reporting
requirements which are classified as national variations under PSAA’s new
arrangements for dealing with fee variations and which are determined before
31 March 2021, plus

any relevant adjustment for inflation arising from PSAA’s contracts with audit
suppliers (although at this stage it appears unlikely that the relevant provision
will result in additional fees payable by audited bodies in respect of 2021/22).

In Year Fee Variation Process

The PSAA has recently consulted on a proposed new system for fee
variations. The consultation responses were positive so the proposed system
will now be implemented.

The new approach will be to introduce national fee variations where changes
in audit requirements relate to the conduct of all or most audits and where a
standard cost can be reasonably estimated. The PSAA will embark on a piece
of research into the expected changes in audit requirements, and will consult
audited bodies on proposals where changes in audit approach are identified
for which a national fee variation approach could be taken.

This new approach will first apply to audits of the 2020/21 financial
statements. An increase in fee variation rates of 25% will also be applied, to
address the fact that fee variation rates have been reducing over recent years
as they are tied to the main audit fee which has reduced. Over the same
period, rates for audit work in other sectors have risen, reflecting both pay
inflation and the increasing complexities within accounts.

The process for local fee variations will continue, to cover additional audit
work on aspects of accounts affecting individual authorities.

5. Financial Impact

5.1

Lincolnshire County Council's 2020/21 scale audit fee is £82,640. We
received a fee variation charge this year of £750 for the additional work
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5.2

carried out on the pension funds arising from the Guaranteed Minimum
Pension issue and the McCloud legal case relating to the 2018/19 accounts.

We were notified in August 2020 by Mazars that there was likely to be a fee
variation for their 2019/20 work. This has since been confirmed, and our total
fee will be £101,934. This comprises £82,640 for the scale audit fee, £12,273
for additional work as a result of changes in regulatory expectations and
£7,021 estimated for other work. This latter figure will be confirmed once the
audit is complete for 2019/20. We regard the additional £12,273 as an on-
going cost, and elements of the estimated £7,021 may also be on-going. This
increase has not been built into our 2021/22 budget as in its response to the
Redmond Review, the government said that £15 million will be provided for
councils in 2021/22 to pay for additional costs arising from new reporting
requirements recommended by the Redmond review and expected increases
in audit fees driven by additional audit requirements arising from the new NAO
code of practice. In addition to this, fee variations are set to increase by 25%
(see section above on In Year Fee Variation Process). It remains to be seen
whether longer term financial impacts will be covered by additional grant or
are expected to be absorbed by local authorities.

6. Lincolnshire County Council's Response to the Consultation

6.1

6.2

We supported the proposals as they seemed reasonable and there were no
other obvious alternatives. It also gives us more certainty over our audit fee
each year as we would receive notification of the fee each March just before
the start of the year. Although this is late for our budget process we would at
least know if this will cause an overspend / underspend at the start of the year
whereas now we get very late notifications of fee variations from Mazars after
they have been agreed with the PSAA.

In the comments part of the consultation response, we said that whilst the
government has pledged financial support to cover fee increases in 2021/22,
there is clearly a longer term financial implication and it would be helpful to
know that the government is committed to increasing the overall amount of
funding for local authorities from 2022/23 onwards as part of its reforms to
local government finance.
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APPENDIX B

Mazars' response to the Financial Reporting Council Report

; - . Good or limited
Our assessment of the quality of audits reviewed improvements
Mazars LLP - financial statements audit required
. 2 1 1 1 1 W e
0% . Significant
- imprguementc
70% reaured
60%
50%
40%
30%
20%
0% ™0 0 0 0 0 0 0 0 0 0

o 2019/20 2018/19 2017/18 2016/17 2015/16

Both audits reviewed by AQR were assessed as requiring significant improvement. This is
clearly unacceptable and follows a trend of poor inspection results.

Following its poor results over the past five years, the firm needs to commit to an action
plan for local audit quality improvement. Key areas of quality focus for the firm include the
audit of property valuations, group audit oversight, the sufficiency of audit testing over
income and receivables and expenditure, and EQC review procedures. The firm should
submit to AQR a full RCA for each audit and should also undertake RCA over the firm'’s
own quality monitoring programme and the inspections performed by ICAEW to establish
how audit quality can be restored.

AQR will assess the firm’s local audit quality action plan and will then determine whether
any additional procedures of increased audit reviews will be required in the scope of our
2020/21 inspection programme for Mazars.

VM arrangements conclusion — both reviews were assessed as requiring no more than
limited improvement.

Firm’s response:

Our commitment to audit quality is at the core of our values and we are dedicated to
the continuous improvement of our audit work and the service we provide to our audit
clients. Whilst we are pleased with the results of the AQR'’s reviews of our work on
Value for Money conclusions (which show only limited improvements identified for a
number of years), we are disappointed with its findings on our work on the audit of the
financial statements at 2 of our local audit clients. The firm will robustly respond to the
findings and has plans in place to improve the quality of our local audit work.
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We have prepared a Local Audit Quality Plan, which is a sector-specific element of our
firm-wide Audit Quality Plan. These draw together information on risks to audit quality
from a range of sources including quality monitoring findings, changes to auditing and
financial reporting standards, and feedback from auditors. The Local Audit Quality Plan
has also taken account of the AQR'’s findings and emerging audit quality risks arising
from the update of Practice Note 10 and the National Audit Office’s Code of Audit
Practice. This plan will be maintained by the firm’s Audit Quality Team and subject to
oversight from our Audit Board.

Root cause analysis (RCA)

Our Audit Quality Team has undertaken a detailed RCA project to identify and
understand the drivers of poor audit quality in some of our local audit work. The RCA
project has focused on all local audits where the need for improvements or significant
improvements have been identified either by the AQR, ICAEW or our internal Quality
Monitoring Team.

A report on the findings of the RCA project was considered by our Audit Quality
Board in August 2020 and our Local Audit Quality Plan will be refreshed to ensure key
findings from the RCA are addressed. Our next RCA project cycle, which is due to
commence in October 2020, will consider the two files reviewed by the AQR for audit
years ended 31 March 2019.

Engagement Quality Control Review (EQCR)

Prior to the AQR findings, we had recognised a need to increase our capacity in
relation to engagement quality control reviews. We have made investments in this area
by increasing the number of individuals with detailed knowledge of local audit

who are licensed to undertake this key role. We have also targeted our engagement
quality control reviewer resources more effectively for the March 2020 year-end audits,
focusing on those local audits that are of a significant scale, complexity, or which
present additional risks to audit quality.

We recognise that our engagement quality control reviewers need a broad
understanding of the particular complexities and nuances of the local government and
NHS sectors, as well as emerging audit and financial issues relevant to those sectors.
Therefore, from the March 2021 year-end audits, all engagement quality control
reviewers who do not have significant sector expertise will attend a mandatory sector
briefing, provided by the Audit Quality Team.

We have also undertaken a thematic review of our firm-wide engagement quality
control review processes during 2020 in order to identify potential improvements. The
report will be presented to the Audit Board in its October meeting. The findings and
recommendations will help us improve the impact of our engagement quality control
reviews upon audit quality.

The audit of property valuations

The nature of property valuations makes it a complex area which involves the
application of a high degree of management judgement, which must be appropriately
challenged by auditors. We are disappointed that the AQR has identified a need for
improvements in respect of our work on property valuations.
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We have developed a comprehensive suite of guidance to auditors over recent years.
This has been refreshed during early 2020 to ensure that our teams are clear on the
level of testing that is required in key areas such as the accuracy and completeness
of source data, the challenge of management and expert judgements, and the
assessment of potential risks of material misstatement arising from rolling valuation
programmes. In response to the latest reviews, use of a sector-specific audit testing
programme will be mandated from our 2020/21 audits onwards (having been strongly
recommended for the 2019/20 audit year).

To further respond to the complexity associated with the audit of some property
valuations, we have re-visited the arrangements in place for auditors to access
valuations expertise to support their audit work, where required. This support is being
used extensively during the audit of 2019/20 financial statements.

Group audit oversight

Our audit approach is fully compliant with underlying auditing standards. To support
auditors in meeting the requirements in respect of group audit oversight, a range of
mandatory templates is in place. A briefing from our Audit Quality Team to Key Audit
Partners reminded them of the importance of documenting how they have exercised
appropriate oversight of the group audit through, for example, their direction,
supervision and review of the work of component auditors.

The audit of income and expenditure

Sector-specific briefings have reminded local auditors of the importance of fully
documenting their judgements relating to the testing of income and expenditure. Such
judgements include those made in determining the appropriate period before and after
the year-end which should be subject to cut-off and completeness testing.
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Open Report on behalf of Andrew Crookham, Executive Director -

Resources
Report to: Audit Committee
Date: 19 March 2021
Subject: Statement of Accounts 2020/21 — Accounting Policies

Summary:

This report summarises:

- Changes to the Code of Practice on Local Authority Accounting which
will be incorporated into the 2020/21 Statement of Accounts for
Lincolnshire County Council and the Lincolnshire Pension Fund;

- The broad requirements of the Accounts and Audit Regulations 2015,
and the proposed changes to the reporting timescales set out in these
regulations, which are subject to consultation at the time of writing this
report;

- The review of the Council's Accounting Policies for both the main
financial statements and the Lincolnshire Pension Fund statements.

Recommendation(s):

The Executive Director of Resources asks the Members of the Audit Committee
to:

(1) Note the changes required to the Statement of Accounts from the Code
of Practice 2020/21;

(2) Note the potential for the deadline for publication of the audited
Statement of Accounts 2020/21 to be amended to 30 September 2021,
and for the deadline for publication of the draft unaudited accounts to be
amended to on or before the first working day of August 2021;

(3) Approve the Statement of Accounting Policies (Appendix A) to use in
preparing the Council's accounts for the financial year ending 31 March
2021.

(4) Approve the Statement of Accounting Policies (Appendix B) to use in
preparing the Local Government Pension Scheme (LGPS) Pension Fund
accounts for the financial year ending 31 March 2021.
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Background

The Council is required to prepare its Statement of Accounts in accordance
with the Code of Practice on Local Authority Accounting in United Kingdom
2020/21 (the Code). This ensures the accounts are prepared using "proper
accounting practice”. The Council is also required to comply with the Accounts
and Audit Regulations 2015 in preparing, submitting for audit and publishing its
accounts.

Changes to the Code of Practice on Local Authority Accounting for 2020/21:

Lincolnshire County Council

1.2

The Code of Practice for 2020/21 has introduced some revisions and
clarifications to the accounting requirements for the 2020/21 Statement of
Accounts:

a) For the main accounts, the key changes are:

o Amendments to emphasise the definition of "material”. An example of
this is in section 2.1 of the Code covering accounting concepts, which
specifies the importance of ensuring that material information is not
obscured in the accounts. This will be of particular importance when
considering how to report expenditure and grant income relating to
Covid-19, which will be both exceptional and material;

o For financial instruments, it is specified that fair value through profit or
loss financial instruments are included in the financing and
investment income and expenditure line in the Comprehensive
Income and Expenditure Statement (CIES). This is a clarification
rather than a change and we have amended our accounting policy to
reflect this clarification;

o References to RICS valuation guidance publications will need to be
updated in our accounts;

o The line for total comprehensive income and expenditure in the CIES
must provide clarity on the signage used e.g. as we use brackets to
denote income or a surplus in the CIES, the final line should be
amended from "Total Comprehensive Income and Expenditure” to
"Total Comprehensive (Income) and Expenditure”;

o Confirmation that it is anticipated that the initial application of IFRS 16
Leases will be 1 April 2021, so will not be applicable for the 2020/21
accounts.

b) For the Pension Fund, the Code guidance has been aligned with the

reporting requirements set out in the 2018 Pensions Statement of
Recommended Practice. The changes include:

o Removal of the requirement to analyse assets between
quoted/unquoted and UK/overseas. Note 12B Analysis of Investment
will be removed from the 2020/21 accounts;

o Revised analysis for pooled investment holdings. This will be
reflected through Note 12 Investments;
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o More detailed disclosure requirements in respect of investment
management fees. The fees disclosed in Note 10 Management
Expenses, will be analysed by type of investment.

1.3 There will also be changes in accounting standards in the future, which may
impact on the Council in the 2021/22 accounts. The Chartered Institute of
Public Finance and Accountancy (CIPFA) is due to publish a bulletin which will
interpret any changes in accounting standards for the public sector. Once this
is available, impacts will be assessed and disclosure made in the 2020/21
Accounts at Note 2 Accounting Standards that have been Issued but have not
yet been Adopted.

Accounts and Audit Requlations 2015

1.4 The Accounts and Audit Regulations 2015 set out the requirements for local
authorities to prepare an annual statement of accounts, to publish such
accounts and to have those accounts audited. The regulations also allow for
the statement of accounts to be inspected by members of the public within a
certain timeframe.

1.5 In February 2021 the Ministry of Housing, Communities and Local Government
wrote to Local Authority Chief Executives to consult on amendments to the
2015 regulations, which would apply to the 2020/21 and 2021/22 accounts and
then be subject to review. This consultation referred to the review of the
effectiveness of external audit and transparency of financial reporting in local
authorities (the Redmond review) which had recommended that the deadline
for publishing audited accounts be extended from 31 July to 30 September.

1.6 The consultation proposed that audited accounts be published by 30
September, instead of 31 July, and that draft unaudited accounts be published
on or before the first working day in August. We have responded positively to
this consultation, which closed on 1 March 2021.

1.7 We will continue to work to the 31 May deadline for publishing draft accounts,
and may review this when the government announces its decision following the
consultation.

Statement of Accounting Policies

1.8 An important section of the published accounts is the statement of accounting
policies. This summarises the rules and codes of practice used to prepare the
accounts, together with any estimation techniques adopted. The policies for
the Council's main financial statements have been reviewed and are attached
at Appendix A for consideration and approval by this Committee. The policies
for the Council's LGPS Pension Fund financial statements have been reviewed
and are attached at Appendix B for consideration and approval by this
Committee.

1.9 A number of changes have been made to the accounting policies for 2020/21
which are marked in bold italics in Appendix A, these include:
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e Property, Plant and Equipment — references to the Royal Institute of
Chartered Surveyors' (RICS) valuation guidance publications have been
updated,;

e Disposal of Property, Plant and Equipment — reference is now made to
the extension of the flexibility to use capital receipts to fund revenue
transformation costs, as confirmed in the Local Government Finance
Settlement 2021/22;

e Heritage Assets - confirmation that windmills will be valued at existing
use value, but that where there is insufficient market data, depreciated
replacement value will used as a proxy for existing use value;

e Accounting for Schools Income, Expenditure, Assets, Liabilities and
Reserves — new text has been added to say that any school with an
overall cumulative deficit on its dedicated schools grant (DSG) must
produce a management plan detailing how it will return to a balanced
position in the future;

e Financial Instruments — the policy has been amended to say that
financial assets measured at fair value through profit or loss will have
fair value gains and losses recognised as they arrive in the Financing
and Investment Income and Expenditure line of the Comprehensive
Income and Expenditure Statement, as clarified in the 2020/21 Code.

1.10 There have only been minor amendments to the Lincolnshire Pension Fund
accounting policies for 2020/21. These have been marked with bold italics
in Appendix B. Changes include:

e Contribution income — employer deficit payments: clarification of wording
linking the timing of payments to the rates and adjustments certificate
issued by the Fund actuary to each employer.

e Transfer to and from other schemes: clarification to the wording for
individual and bulk transfers and the point at which the transfer will be
accounted for.

e Financial Assets: Clarification on the valuations to be used within the
financial statements for alternatives, private equity, property venture and
infrastructure assets. This policy was revised during the accounts
preparation period last year to reflect the extended accounts and audit
deadlines, which allowed more up to date information to be considered
for inclusion in the financial statements. As the proposed changes to
the Accounts and Audit Regulations include extended deadlines, the
Fund considers a continuation of this policy to be appropriate.
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Conclusion

2.1 The amended accounting requirements, disclosures and timescales, as
required by the Code of Practice and the Audit and Accounts Regulations,
will be incorporated into the Statement of Accounts for 2020/21.

2.2  The Statement of Accounts will be prepared using the Accounting Policies
approved by the Audit Committee at this meeting.

Consultation

a) Have Risks and Impact Analysis been carried out?
No

b) Risks and Impact Analysis

N/A

Appendices

These are listed below and attached at the back of the report

Appendix A Statement of Accounting Policies for main financial statements
2020/21

Appendix B Statement of Accounting Policies for LGPS Pension Fund
financial statements 2020/21

Background Papers

Document title Where the document can be viewed

CIPFA Code of Practice on Local | Executive Director of Resources
Authority Accounting in the
United Kingdom 2020/21

This report was written by Michelle Grady, who can be contacted on 01522 553235
or michelle.grady@lincolnshire.gov.uk.
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APPENDIX A

Lincolnshire County Council - Statement of Accounting
Policies

Statement of Accounting Policies

1. General Principles and Concepts

The Statement of Accounts summarises the Council’s transactions for the financial
year 2019-20 2020-21 and the position at the year-end 31 March 2020 2021. The
Statement of Accounts has been prepared in accordance with the Accounts and
Audit Regulations 2015.

These regulations require the accounts to be prepared in accordance with proper
accounting practice. These practices are set out in the Code of Practice on Local
Authority Accounting in the United Kingdom 2639-20 2020-21 and Service
Reporting Code of Practice 2019-20 2020-21, supported by International Financial
Reporting Standards and statutory guidance.

The accounting convention adopted in the Statement of Accounts is principally

historical cost, modified by the revaluation of certain categories of non-current
assets and financial instruments.

2. Changes in Accounting Policies

Changes in accounting policy may arise through changes to the Code or changes
instigated by the Council. For changes brought in through the Code, the Council
will disclose the information required by the Code. For other changes we will
disclose: the nature of the change; the reasons why; report the changes to the
current period and each prior period presented and the amount of the adjustment
relating to periods before those presented. If retrospective application is
impracticable for a particular prior period, we will disclose the circumstances that
led to the existence of that condition and a description of how and from when the
change in accounting policy has been applied.

3. Prior period adjustments — estimates and errors

The Code requires prior period adjustments to be made when material omissions
or misstatements are identified (by amending opening balances and comparative
amounts for the prior period). Such errors include the effects of mathematical
mistakes, mistakes in applying accounting policies, oversights or misinterpretations
of facts, and fraud.

The following disclosures will be made:

e the nature of the prior period error;
e for each prior period presented, to the extent practicable, the amount of the
correction for each Financial Statement line item affected; and
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e the amount of the correction at the beginning of the earliest prior period
presented.

Changes in accounting estimates are accounted for prospectively, i.e. in the
current and future years affected by the change. They do not give rise to a prior
period adjustment.

4. Non-Current Assets — Property, Plant and Equipment

Property, Plant and Equipment are assets that have a physical substance and are:

e held for use in the production or supply of goods or services, for rental to
others, or for administrative purposes; and
e expected to be used during more than one period.
Classification

Property, Plant and Equipment is classified under the following headings in the
Council's Balance Sheet:

Operational Assets:

e Land and Buildings;

e Vehicles, Plant, Furniture and Equipment;
e Infrastructure; and

e Community Assets.

Non-Operational Assets:

e Surplus Assets; and
e Assets under Construction.

Initial Recognition

The cost of an item of Property, Plant and Equipment shall be recognised as an
asset if and only if:

e itis probable that future economic benefits associated with the item will flow
to the entity; and
¢ the cost of the item can be measured reliably.

These costs include expenditure incurred to acquire or construct an item of
Property, Plant and Equipment, costs associated with bringing an asset into use
and costs incurred subsequently to add to, replace part of, or service it as long as
the above criteria are met. All costs associated with a capital scheme will be
settled on the asset created or enhanced. Initial recognition of Property, Plant and
Equipment shall be at cost.

Further details relating to capital expenditure are set out in the Council’s
Capitalisation Policy.
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De minimis level

The Council has set a de minimis level of £10k for recognising Property, Plant and
Equipment. This means that any item or scheme costing more than £10k must be
treated as capital if the above criteria are met. This relates to initial recognition and
subsequent expenditure on assets.

De-recognition associated with asset enhancements

When capital expenditure occurs on an existing asset the element of the asset
being replaced must be derecognised. Where the original value of the asset being
replaced is not known the value of the replacement will be used as a proxy, and
indexed back to an original cost; with reference to the asset's remaining life. De-
recognition costs will be charged to Other Operating Expenditure in the
Comprehensive Income and Expenditure Statement (gain or loss on the disposal of
non-current assets).

a. Measurement after Recognition — Valuation Approach

The Council values Property, Plant and Equipment using the basis recommended
by CIPFA in the Code of Practice and in accordance with the Statements-oefAsset

Valvation-Prinreiplesand-GuidanceNotes Royal Institution of Chartered

Surveyors (RICS) Valuation — Professional Standards, the RICS Valuation —
Global Standards 2017 and RICS Guidance Notes. issued-by-Fhe Reyal

Institution of Chartered Surveyors (RICS).

The code requires the following valuation approaches to be adopted:

Operational Assets

e Land and property assets shall be measured at current value for their
service potential, which is determined as the amount that would be paid
for the asset in its existing use (EUV). For assets where there is no
market-based evidence of fair value because of the specialist nature of
the asset and because the type of asset is rarely sold, a Depreciated
Replacement Cost (DRC) approach will be used (such specialised assets
include schools);

¢ Non-property assets (including: vehicles, plant and equipment) shall be
measured at current value. These are determined to have short asset
lives and historic cost is used as a proxy for current value;

e Land, Property and Equipment associated with the Energy from Waste Plant
shall be measured at current value on a Depreciated Replacement Cost
(DRC) approach as it is a specialised asset; and

e Infrastructure assets (such as roads and bridges) and community assets are
measured at historic cost. NB: where historic cost information is not
known for community assets these have been included within the Balance
Sheet at a nominal value.
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Non-Operational Assets

e Surplus assets (i.e. assets which the Council no longer operates/are no
longer used for service delivery, but are not Investment Properties or
meet the definition for held for sale) have their current value measured at
fair value which is estimated at the highest and best use from a market
participant's perspective. This is the price that would be received to sell
an asset or paid to transfer the liability in an orderly transaction between
market participants at the measurement date. The Council uses the
assumptions that the market participants, i.e. buyers and sellers in the
principal or most advantageous market, would use when pricing an asset
or liability under current market conditions, including assumption about
risk. Therefore, the Council's reasons for holding a surplus asset are not
relevant when measuring its fair value;

e Surplus assets are depreciated in line with the operational asset class; and

e Assets under Construction are held at cost. When these assets are
operationally complete, they are reclassified into the appropriate asset
class and valued under the adopted approach.

b. Valuation Programme

Assets are included within the Balance Sheet at current value. The Council’s land
and property portfolio is revalued on a five year rolling programme. On an annual
basis at year-end, all asset values are reviewed to ensure they are not carried at
amounts materially different to current value.

Revaluation Gains and Losses

Movements in asset value arising from revaluation are reflected in the value of
these assets held on the Balance Sheet.

If a revaluation increases an asset's carrying amount then this increase will be
credited directly to the revaluation reserve to recognise the unrealised gain. In
exceptional circumstances, gains might reverse a previous impairment or

revaluation decrease charged to the Surplus or Deficit on provision of service.

If a revaluation decreases an asset's carrying amount, the decrease shall be
charged initially against any surplus balance in the revaluation reserve in respect of
the individual asset. Any additional decrease is recognised in the relevant service
revenue account in the Comprehensive Income and Expenditure Statement.

The revaluation reserve only contains revaluation gains recognised since 1 April
2007, the date of its formal implementation. Any movements on revaluation arising
before this date have been consolidated into the Capital Adjustment Account
(CAA).
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c. Depreciation

Depreciation is charged on all Property, Plant and Equipment assets with a finite
life and is the systematic allocation of it's worth over its useful life. This charge is
made in line with the following policy:

e Operational buildings are depreciated over their useful life. For buildings

which are held at existing use value a useful life of 40 years has been
assumed. Asset lives for buildings held on a depreciated replacement cost
basis are reviewed as part of the rolling programme of revaluations and the
Valuer estimates the useful life. Depreciation is charged on a straight line
basis;

e Infrastructure assets, primarily roads, are depreciated on a straight line
basis over their estimated useful lives, currently varying from:

1-3 years for capital pothole filling;

6-12 years for carriageways surfacing and slurry sealing;

20 years for street furniture;

40 years for street lighting, kerbs and drains;

60 years for major road structures;

o Upto 120 years for bridge structures.

e Furniture and non-specialist equipment is depreciated over a period of 5
years, on a straight line basis;

e Vehicles, plant and specialist equipment (including computing equipment)
are depreciated over their estimated useful lives, currently these vary
depending on the nature of the asset from 3 years up to 25 years for solar

panels. Fervehiclespurchased-after1-Apri2004-thereducing-balance
method-of-depreciation-is-used,

e Land, Property and Equipment associated with the Energy from Waste Plant
are depreciated over their estimated useful life. These range from 70 years
for Civils (including Building Structures) to 10 years for Instrumentation,
Control and Automation assets (ICA); and

e Surplus assets are depreciated in line with the operational asset class.

No depreciation is charged on: Heritage-Assetstvestment Properties; Land, or
Assets Under Constructionand-Assets Held for Sale.

0 O O O O

Depreciation of an asset begins the year the asset becomes available for use. The
charge is for 6 months in the first year, for twelve months thereafter and ceases
when the asset has been derecognised. There is a full year's depreciation in the
year of disposal.

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.
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d. Component Accounting for Property, Plant and Equipment

Where an item of Property, Plant and Equipment asset has major components
whose cost is significant in relation to the total cost of the item, the components are
depreciated separately. The Council has identified the following significant
components within the property portfolio:

e Depreciated Replacement Cost (DRC) assets (including fire stations,
schools, libraries and museums where the building is of a specialised
nature): land, structures, services, roof and externals;

e Office Accommodation/Admin Buildings: land; structures, services, roof and
externals;

e Other market value and existing use value assets (including economic
regeneration units): land and buildings; and

e Energy from Waste Plant: Civils, Mechanicals and Instrumentation, Control
and Automation (for each significant part of the plant).

e. Disposal of Property, Plant and Equipment

An item of Property, Plant and Equipment shall be derecognised on disposal, or
when no future economic benefits are expected from its use or disposal.

The gain or loss arising from disposals is shown in the Comprehensive Income and
Expenditure Statement, on the Other Operating Expenditure line. Receipts from
disposals are credited to the same line in the Comprehensive Income and
Expenditure Statement, netted off against the carrying value of the asset at the
time of disposal. Any revaluation gains in the Revaluation Reserve are transferred
to the Capital Adjustment Account.

Amounts in excess of £10k are categorised as capital receipts and can then only
be used for new capital investment or to repay the principal of any amounts
borrowed. It is Council policy to utilise these receipts to fund the capital
programme in the year they are received or to carry them forward to be used in
future years, subject to the flexibility described in the next paragraph. These
receipts are transferred from the General Fund Balance via the Movement in
Reserves to be utilised to fund the capital programme or set aside within the capital
receipts reserve for future use to reduce the underlying need to borrow. Sale
proceeds below £10k are below the de-minimis and are credited to the
Comprehensive Income and Expenditure Statement.

Under a Direction issued pursuant to sections 16 and 20 of the Local Government
Act 2003 these receipts can also be used to fund revenue expenditure that is
designed to generate ongoing revenue savings or transform services to reduce
costs and is properly incurred for the financial years commencing on 1 April 2016,
2017 and 2018. The Local Government Finance Settlement for 2018-19
announced a continuation of these rules for a further 3 financial years that begin on
1 April 2019, 2020 and 2021. The Local Government Finance Settlement for
2021-22 announced a further 3 years extension from 2022/23. The Council
may use this temporary flexibility to fund relevant revenue expenditure.
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The written-off value of disposals is not charged 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 through the Movement in Reserves Statement.

f. Impairment of Non-Current Assets

If an asset’s carrying amount is more than its recoverable amount, the asset is
described as impaired. Circumstances that indicate impairment may have occurred
include:

e a significant decline in an asset’s market value during the period;

e evidence of obsolescence or physical damage of an asset;

e acommitment by the Authority to undertake a significant reorganisation; or

e a significant change in the statutory environment in which the Authority
operates.

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.

Impairment losses are initially recognised against any revaluation reserve for that
asset up to the balance available. Any remaining loss is charged in the Surplus or
Deficit on provision of services. This is then reversed through the Movement in
Reserves Statement and charged to the Capital Adjustment Account.

5. Intangible Assets

Intangible assets are defined as identifiable non-financial (monetary) assets
without physical substance, but are controllable by the Council and expected to
provide future economic or service benefits. For the Council the most common
classes of intangible assets are computer software and software licences.

a) Recognition and Measurement. Intangible assets are recognised when it is
more likely that future benefits will flow to the Council and the cost of the asset can
be reliably measured. Assets that qualify as intangible assets shall be measured
and carried at cost, in the absence of an active market to determine fair value.

The Council has a set a de minimis level of £10k for recognising intangible assets.
This means that any item or scheme costing more than £10k would be treated as
capital if the above criteria are met.

b) Subsequent Expenditure. Costs associated with maintaining intangible assets
are recognised as an expense when incurred in the Comprehensive Income and
Expenditure Statement.

c) Amortisation. The carrying value of intangible assets with a finite life is
amortised on a straight line basis over its useful life. Amortisation begins when the
asset is available for use. The charge is for 6 months in the first year, for twelve
months thereafter and ceases at the date that the asset is derecognised. There is
a full year's amortisation in the year of disposal. Amortisation is charged to the
relevant service area in the Comprehensive Income and Expenditure Statement.
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The useful lives for intangible assets are between 3 and 10 years. Useful asset
lives are determined by the ICT budget holder and reviewed and updated annually.

d) Impairment. On an annual basis the ICT budget holder is asked to consider if
any indicators of impairment exist for intangible assets held by the Council.

6. Investment Properties

An Investment Property is defined as a property that is solely held to earn rental
income or for capital appreciation or both. 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.

a) Initial Recognition. As with Property, Plant and Equipment, initial recognition is
at the costs associated with the purchase.

b) Measurement after Recognition. Investment Properties will be measured at
fair value, being the price that would be received to sell such an asset in an orderly
transaction between market participants at the measurement date. As a non-
financial asset, Investment Properties are measured at highest and best use using
the current market conditions and recent sales prices and other relevant
information for similar assets in the local area.

The fair value of Investment Property held under a lease, is the lease interest in the
asset. Investment Properties are subject to annual revaluations.

The fair value measurement of the Council's Investment Properties is categorised
as Level 2 on the fair value hierarchy. It uses the market value approach for the
County Farms and the term and reversion method for the other properties.

¢) Revaluation Gains and Losses. A gain or loss arising from a change in the fair
value of Investment Property shall be recognised in the Financing and Investment
Income and Expenditure line of the Comprehensive Income and Expenditure
Statement. These are not permitted by statute to impact on the General Fund
Balance. Therefore these gains or losses are reversed out of the General Fund
Balance in the Movement on Reserves and posted to the Capital Adjustment
Account.

d) Depreciation is not charged on Investment Properties.

e) Disposal of Investment Properties. Gains or losses arising from the disposal
of an Investment Property shall be recognised in the Financing and Investment
Income and Expenditure line of the Comprehensive Income and Expenditure
Statement. As with revaluation gains or losses, these do not form part of the
General Fund Balance and are transferred to fund the capital programme via the
Movement in Reserves Statement.

f) Rental Income. Rentals received in relation to Investment Properties are
credited to the Financing and Investment Income line and results in a gain for the
General Fund Balance.
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7. Heritage Assets

Heritage Assets are defined as assets that are held by the Council principally for
their contribution to knowledge or culture. Heritage assets held by the Council
include:

e Historic Buildings including: Lincoln Castle, Temple Bruer and four historic
windmills in Lincolnshire; and

e Collections including: Fine Art Collection; the Tennyson Collection; Local
Studies and Archive Collections; Lincolnshire Regiment, Militaria and Arms
and Armour Collections; and Agriculture Collections.

Heritage assets are recognised and measured (including the treatment of
revaluations gains and losses) in accordance with the Council’s accounting policy
on non-current assets - Property, Plant and Equipment (accounting policy 4,
above). However, some of the measurement rules are relaxed in relation to
Heritage Assets. Details of this are set out below:

a) Initial Recognition

e Collections: The collections are relatively static, acquisitions and donations
rare. Where they do occur acquisitions will be measured at cost and
donations will be recognised at a valuation determined in-house.

b) Measurement after recognition:

e Historic Buildings — Windmills will be valued at existing use value by the
Council’s Valuer and where there is insufficient market data
Depreciated Replacement Value is used as a proxy. These valuations
will be included on the Council’s rolling programme and will be valued
every 5 years.

e Historic Buildings — Lincoln Castle and Temple Bruer will continue to be
carried at historic cost. This is the capital expenditure on enhancements
recognised since records began as the Council does not consider that a
reliable valuation can be obtained for these assets. This is because of
the nature of the assets held and the lack of comparable market values.

e Collections will be valued based on the insurance valuations held by the
Council. Insurance valuations will be reviewed and updated on an annual
basis.

c) Impairment and Disposals are accounted for in line with the Council’s policy on
non-current assets — Property, Plant and Equipment (accounting policy for
Disposal of Property, Plant and Equipment and Impairment of non-current assets).

d) Depreciation is not charged on Heritage Assets.

8. Non-Current Assets Held for Sale
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These are assets held by the Council which are planned to be disposed of. They
meet the following criteria:

e 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;

e the sale must be highly probable (with management commitment to sell and
active marketing of the asset initiated);

e it must be actively marketed for a sale at a price that is reasonable in
relation to its current fair value; and

e the sale should be expected to qualify for recognition as a completed sale
within one year.

a) Measurement. Non-Current Assets Held for Sale are revalued immediately
before reclassification to Held for Sale and then measured at the lower of carrying
value and fair value less costs to sell (fair value here is the amount that would be
paid for the asset in its highest and best use, e.g. market value).

b) Depreciation is not charged on non-current assets held for sale.

c) Disposal. Receipts from disposals are recognised in the Surplus or Deficit on
provision of services.

Amounts in excess of £10k are categorised as capital receipts and can then only
be used for new capital investment or to repay the principal of any amounts
borrowed. It is Council policy to utilise these receipts to fund the capital
programme in the year they are received or to carry them forward to be used in
future years, however the Council may use the flexibility to apply capital receipts to
fund certain types of revenue expenditure as described in policy 4e. These
receipts are transferred from the General Fund Balance via the Movement in
Reserves to be utilised to fund the capital programme or set aside within the capital
receipts reserve for future use to reduce the underlying need to borrow.

9. Donated Assets

Donated assets are non-current assets which are given to the Council at no cost or
at below market value. These assets are initially recognised in the Balance Sheet
at fair value. The difference between the 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.

a) Where there are conditions associated with the asset which remain outstanding,
the asset will be recognised in the Balance Sheet with a corresponding liability in
the Donated Assets Accounts.

b) Where there are no conditions or the conditions have been met, the donated
asset will be recognised in the Comprehensive Income and Expenditure
Statement, and then transferred to the Capital Adjustment Account through the
Movement in Reserves Statement.

After initial recognition, donated assets are treated like all other non-current assets
held by the Council and are subject to revaluation as part of the Council’s rolling
programme.
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10.Charges to Revenue for the use of Non-Current Assets

Service accounts and central support services are charged with a capital charge
for all non-current assets used in the provision of services to record the real cost of
holding non-current assets during the year. The total charge covers:

e the annual provision for depreciation, attributed to the assets used by

services;

e revaluation and impairment losses on assets used by services where there
are no accumulated gains in the Revaluation Reserve against which the
losses can be written off; and

e amortisation of intangible assets attributable to services.

The Council is not required to raise Council Tax to cover depreciation, impairment
losses or amortisation. However, it is required to make a prudent annual provision
from revenue to contribute towards the reduction in its overall borrowing
requirement. Depreciation, impairment losses and amortisation are therefore
replaced by a minimum revenue provision in the Movement in Reserves
Statement, by way of an adjusting transaction with the Capital Adjustment Account
for the difference between the two.

11.Minimum Revenue Provision

The Council makes provision for the repayment of debt in accordance with the
Local Authorities (Capital Finance and Accounting) (England) (Amendment)
Regulations 2008. This requires the Council to set a Minimum Revenue Provision
(MRP) which it considers to be prudent. The approach adopted by the Council is
to use the average life method (the average life of all the Council’s assets) in
calculating the MRP to be charged to revenue each year.

For pre 2008 debt this is based on a standard asset life of 50 years equating to a
2% flat charge. For 2009-10 debt onwards, asset life of differing categories of
assets is estimated and a charge based on an annuity method is used for Major
New Road Schemes, where the benefit of these assets are expected to increase in
later years. A charge based on Equal Instalments of Principal is used for all other
categories of assets. The Council does not charge MRP for Major New Road
Schemes until assets have become operational.

12.Revenue Expenditure Financed through Capital under Statute

Expenditure incurred during the year that may be capitalised under statutory
provisions, but does not result in the creation of a non-current asset in the Balance
Sheet; has been charged as expenditure to the relevant service revenue account
in the year.

Statutory provision reverses these charges from the Surplus or Deficit on provision

of services by debiting the Capital Adjustment Account and crediting the General
Fund Balance via the Movement in Reserves Statement.
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13.Service Concession Agreements (including Private Finance Initiative
(PEN and similar contracts)

Service Concession Agreements are agreements to receive services, where the
responsibility for making available the Property, Plant and Equipment needed to
provide the services passes to the contractor. As the Council is deemed to control
the services that are provided under such schemes and as ownership of the
assets will pass to the Council at the end of the contract for no additional charge,
the Council carries these assets used under the contracts on the Balance Sheet
as part of Property, Plant and Equipment.

The original recognition of these assets is balanced by the recognition of a liability
for amounts due to the scheme operator to pay for the assets. 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 contractors each year are analysed into five elements:

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

e finance cost — an interest charge of 7.20% on the outstanding Balance
Sheet liability, debited to Financing and Investment Income and Expenditure
in the Comprehensive Income and Expenditure Statement;

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

e payment towards liability — applied to write down the Balance Sheet liability
towards the contractor; and

e lifecycle replacement costs — recognised as additions to Property, Plant and
Equipment on the Balance Sheet.

The Council has one PFI scheme for the provision of seven separate schools
across the county, which is classified as a Service Concession Arrangement.

14.Borrowing Costs

The Council has adopted the accounting policy of expensing borrowing costs of
qualifying assets to the Comprehensive Income and Expenditure Statement
(disclosed within Financing and Investment Income and Expenditure in the
Comprehensive Income and Expenditure Statement) in the year in which they are
incurred.

This is current practice based on the fact that borrowing undertaken is not

attributed to individual schemes making capitalisation of costs complex with
marginal benefit.
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15.Classification of Leases

Leases are classified as a finance lease or an operating lease depending on the
extent to which risks and rewards of ownership of a leased Property, Plant and
Equipment lie with the lessor (landlord) or the lessee (tenant).

IAS 17 ‘Leases’ includes indicators for the classification of leases as a finance
lease. Within these indicators the Council has set the following criteria: the ‘major
part’ of the asset life is determined to be 75%; and ‘substantially all’ of the value is
determined to be 75%.

e Finance Lease: A lease is classified as a finance lease when the lease
arrangement transfers substantially all the risks and rewards incidental to
ownership of an asset to the lessee.

e Operating Lease: All other leases are determined to be operating leases.

Where a lease covers both land and buildings, these elements are considered
separately.

This policy on accounting for leased assets also includes contractual arrangements
that do not have the legal status of a lease but convey a right to use an asset in
return for payment.

a) Finance Leases

i) Lessee — Vehicles, Plant & Equipment will be recognised on the Balance
Sheet at cost and depreciated on a straight line basis over the term of the lease (in
line with the Council’s capitalisation and depreciation policy for vehicles, plant and
equipment).

il) Lessee — Property will be recognised on the Balance Sheet at an amount equal
to the fair value of the property, or if lower, the present value of the minimum lease
payments, determined at the inception of the lease.

The asset recognised is matched by a liability representing the obligation to pay
the lessor. This is reduced as lease payments are made. Minimum lease payments
are to be apportioned between the finance charge (debited to the Financing and
Investment Income and Expenditure line in the Comprehensive Income and
Expenditure Statement) and the reduction of the deferred liability in the Balance
Sheet.

Statutory provision reverses the finance charge, depreciation and any impairment
or revaluation from the Comprehensive Income and Expenditure Statement to the
Capital Adjustment Account through the Movement in Reserves statement.
Instead, a prudent annual contribution is made from revenue funds towards the
deemed capital investment in accordance with statutory requirements.

iii) Lessor — Property. When a finance lease is granted on a property, the relevant
assets are written out of the Balance Sheet to gain or loss on disposal of assets in
the Other Operating Expenditure line of the Comprehensive Income and
Expenditure Statement. A gain is also recognised on the same line in the
Comprehensive Income and Expenditure Statement to represent the Council's net
investment in the lease. This is matched by a lease asset set up in long term
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debtors in the Balance Sheet. The lease payments are apportioned between
repayment of principal written down against the lease debtor and finance income
(credited to the Finance and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement).

Initial direct costs are included in the initial measurement of the debtor and
recognised as an expense over the lease term on the same basis as the income.

Rental income from finance leases entered into after 1 April 2010, will be treated
as a capital receipt and removed from the General Fund Balance to capital receipts
via the Movement in Reserves Statement.

The write 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 therefore appropriated to the Capital Adjustment Account
from the General Fund Balance via the Movement in Reserves Statement.

b) Operating Leases

i) Lessee — Property, Vehicles, Plant & Equipment will be treated as revenue
expenditure in the service revenue accounts in the Comprehensive Income and
Expenditure Statement on a straight line basis over the term of the lease.

i) Lessor — Property, Vehicles, Plant & Equipment shall be retained as an asset
on the Balance Sheet. Rental income is recognised on a straight line, basis over
the lease term, credited to the Other Operating Expenditure line in the
Comprehensive Income and Expenditure Statement.

c) Investment Property Leases (Lessee).

In line with IAS 40 ‘Investment Properties’, any lease which is assessed to be an
Investment Property will be treated as if it was a finance lease. The fair value of the
lease interest is used for the asset recognised. Separate measurement of land and
buildings elements is not required when the leases are classified as an Investment
Property.

16. Government Grants and Contributions

Government grants and contributions may be received on account, by instalments
or in arrears. However, they should be recognised in the Comprehensive Income
and Expenditure Statement, as due to the Council when there is reasonable
assurance that:

e The Council will comply with the conditions attached to the payments.
Conditions are stipulations that specify how the future economic benefits or
service potential embodied in the grant or contribution must be consumed,
otherwise the grant or contribution will have to be returned to the awarding
body; and

e The grant or contribution will be received.
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Grants and contributions received where the conditions have not yet been
satisfied, are carried in the Balance Sheet as creditors and not credited to the
Comprehensive Income and Expenditure Statement until the conditions are met.

Capital Grants and Contributions (non-current assets)

Capital grants and contributions are used for the acquisition of non-current assets.
The treatment of these grants is as follows:

Capital grants where no conditions are attached to the grant and the
expenditure has been incurred. The income will be recognised immediately
in Comprehensive Income and Expenditure Statement, in the taxation and
non-specific grant income line.

Capital grant income is not a proper charge to the General Fund. It is
accounted for through the Capital Financing Requirement (set out in statute)
and therefore it does not have an effect on council tax. To reflect this, the
income is credited to the Capital Adjustment Account through the Movement
in Reserves Statement.

Capital grants where the conditions have not been met at the Balance
Sheet date. The grant will be recognised as a Capital Grant Receipt in
Advance in the liabilities section of the Balance Sheet. When the conditions
have been met, the grant will be recognised as income in the
Comprehensive Income and Expenditure Statement and the appropriate
statutory accounting requirements for capital grants applied.

Capital grants where no conditions remain outstanding at the Balance
Sheet date, but expenditure has not been incurred. The income will be
recognised immediately in the Taxation and Non Specific Grant Income line
of the Comprehensive Income and Expenditure Statement. As the
expenditure being financed from the grant has not been incurred at the
Balance Sheet date, the grant will be transferred to the Capital Grants
Unapplied Account (within usable reserves section of the Balance Sheet),
through the Movement in Reserves Statement. When the expenditure is
incurred, the grant shall be transferred from the Capital Grants Unapplied
Account to the Capital Adjustment Account to reflect the application of
capital resources to finance expenditure.

Revenue Government Grants and Contributions

Government grants and other contributions are accounted for on an accruals basis
and recognised in the Comprehensive Income and Expenditure Statement when
the conditions for their receipt have been complied with and there is reasonable
assurance that the grant or contribution will be received. Where the conditions
have not been met these grants will be held as creditors on the Balance Sheet.
Specific revenue grants are included in the specific service expenditure accounts
together with the service expenditure to which they relate. Grants which cover
general expenditure (e.g. Revenue Support Grant) are credited to the Taxation and
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Non-specific Grant Income in the Comprehensive Income and Expenditure
Statement after Net Cost of Services.

17. Debtors

Debtors are recognised in the accounts when the ordered goods or services have
been delivered or rendered by the Council in the financial year but the income has
not yet been received.

Debtors are initially recognised and measured at fair value of the consideration
payable in the accounts. Most debtors are considered to be contractual and these
are then subsequently measured at amortised cost.

If settlement is over a year this is accounted for as long term debtor. When
considering the amortised cost of long term debtors, the Council has set a £50k de
minimis limit. Below this amount, the carrying value of the long term debtor will be
used as a proxy for amortised cost.

For estimated manual debtors, a de-minimis level of £25k for individual revenue
items and £50k for capital items is set.

18. Creditors

Creditors are recorded where goods or services have been supplied to the Council
by 31 March but payment is not made until the following financial year.

Creditors are initially recognised and measured at fair value in the accounts. If
payment is deferred to over a year, this is accounted for as long term creditor.
When considering the amortised cost of long term creditors, the Council has set a
£50k de minimis limit. Below this amount, the carrying value of the long term
creditors will be used as a proxy for amortised cost.

For estimated manual creditors, a de-minimis level of £25k for individual revenue
items and £50k for capital items is set.

19.Inventories
Inventory assets include and will be carried at the following values:

e Materials or supplies to be consumed or distributed in the rendering of
services (e.g. highways salt). These are carried at the lower of cost
(calculated as an average price) or current replacement cost (at the
Balance Sheet date for an equivalent quantity); and

e Held for sale or distribution in the ordinary course of operations, are carried
at the lower of cost or net realisable value.

The Council has set a de-minimis level for recognising inventories of £100k.
Inventory balances below this level are not recorded on the Balance Sheet.
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20.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 held for the purpose of meeting short term cash
commitments rather than for investment or other purposes. The Council will classify
these as follows:

e Instant Access Deposit Accounts or Overnight Bank Facilities set up for the
purpose of meeting short term liquidity requirements and whose return (if
any) does not make up the Average Yield Return on Investments, are to
be classed as Cash Equivalents.

e Overnight Fixed Deposits, Deposit Based Bank Accounts and Net Asset
Value Money Market Funds held for investment purposes for the returns
offered, which make up the Councils Average Yield Return on its
Investments, are to be classed as Short Term Investments.

Bank Overdrafts are to be shown separately from Cash and Cash Equivalents
where they are not an integral part of an Authority’s cash management. Where a
bank overdraft is assessed as part of the Council's cash management it will be
included within Cash and Cash Equivalents.

21.Provisions

The Council sets aside provisions for future expenses where:
e a past event has created a current obligation (legal or constructive) to
transfer economic benefit;
e itis probable that an outflow of economic benefits or service potential will be
required to settle the obligation; and
e areliable estimate can be made of the amount of the obligation.

Provisions are charged to relevant revenue service account in the Comprehensive
Income and Expenditure Statement in the year the Council has an obligation.
When the obligation is settled, the costs are charged to the provision set up in the
Balance Sheet. When payments are eventually made, they are charged against
the provision carried in the Balance Sheet.

The Council has set a de-minimis level for recognising provisions £250k.

Provisions contained within the Balance Sheet are split between current liabilities
(those which are estimated to be settled within the next 12 months) and non-
current liabilities (those which are estimated to be settled in a period greater than
12 months).

Provisions are recognised and measured at the best estimate at the balance sheet

date of the expenditure required to settle the obligation, taking into account
relevant risks and uncertainties. When considering the valuation of long term
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provisions, the Council has set a £50k de minimis limit. Below this amount long
term provisions are measured using carrying value.

22.Contingent Liabilities

A contingent liability is where there is a possible obligation to transfer economic
benefit resulting from a past event, but the possible obligation will only be
confirmed by the occurrence or non-occurrence of one or more events in the
future. These events may not wholly be within the control of the Council. The
Council discloses these obligations in the narrative notes to the accounts.

These amounts are not recorded in the Council’s accounts because:

e itis not probable that an outflow of economic benefits or service potential
will be required to settle the obligation; or

e The amount of the obligation cannot be measured with sufficient reliability at
the year end.

The Council has set a de-minimis level for disclosing Contingent Liabilities of
£500k.

23.Contingent Assets

A contingent asset is where there is a possible transfer of economic benefit to the
Council from a past event, but the possible transfer will only be confirmed by the
occurrence or non-occurrence of one or more events in the future. These events
may not wholly be within the control of the Council. The Council discloses these
rights in the narrative notes to the accounts.

The Council has set a de-minimis level for disclosing Contingent Assets of £500k.

24.Events after the Reporting Date

These are events that occur between the end of the reporting period and the date
when the Firanecial-Statements Statement of Accounts is authorised for issue.
The Council will report these in the following way if it is determined that the event
has had a material effect on the Council’s financial position.

e Events which provide evidence of conditions that existed at the end of the
reporting period will be adjusted and included within the figures in the
accounts; and

e Events that are indicative of conditions that arose after the reporting period
will be reported in the narrative notes to the accounts.

Events which take place after the authorised for issue date are not reflected in the
Statement of Accounts.
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25.Recoqgnition of Revenue (Income)

Revenue is accounted for in the year it takes place, not simply when cash
payments are received.

The Council recognises revenue from contracts with service recipients, whether for
services or the provision of goods, when (or as) the goods or services are
transferred to the service recipient in accordance with the performance obligation
in the contract.

Interest 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.

26.Exceptional Iltems

Exceptional items are material amounts of income or expenditure which occur
infrequently in the course of the Council's normal business and are not expected to
arise at regular intervals. When these items of income or expense are material,
their nature and amount will be 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.

27.Costs of Support Services

The costs of overheads and support services are charged to service segments in
accordance with the authority’s arrangements for accountability and financial
performance.

28.Acquired and Discontinued Operations

Where the Council takes on new activities or ceases providing services, the costs
relating to these activities will be identified in the Comprehensive Income and
Expenditure Statement, on the surplus or deficit on acquired and/or discontinued
operations line. These items will not form part of the net cost of services in the
Comprehensive Income and Expenditure Statement in the year they occur.

29.Value Added Tax (VAT)

The Council’'s Comprehensive Income and Expenditure Statement excludes VAT
unless this is not recoverable from HM Revenue and Customs. All VAT must be
passed on (where output tax exceeds input tax) or repaid (where input tax
exceeds output tax) to HM Revenue and Customs.

The net amount due to or from HM Revenue and Customs for VAT at the year-end
shall be included as part of creditors or debtors balance.
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30.Council Tax and Business Rates Income

The collection of Council Tax and Business Rates is in substance an agency
arrangement with the seven Lincolnshire District Councils (billing Authorities)
collecting Council Tax and Business Rates on behalf of the Council.

The Council Tax and Business Rates income is included in the Comprehensive
Income and Expenditure Statement on an accruals basis and includes the precept
for the year plus the Council’s share of Collection Fund surpluses and deficits from
the billing Authorities.

The difference between the income reported in the Comprehensive Income and
Expenditure Statement and the amount required by regulation to be credited to the
General Fund, shall be taken to the Collection Fund Adjustment Account through
the Movement in Reserves Statement.

The year-end Balance Sheet includes the Council’s share of debtors (arrears and
collection fund surpluses, net of the impairment allowance for doubtful debts),
creditors (prepayments, overpayments and collection fund deficits), and provisions
(business rate appeals).

31.Reserves

Useable Reserves

The Council’s general revenue balances are held in the General Fund. The
Council also maintains a number of specific ‘earmarked’ reserves for future
expenditure on either policy purposes or to cover contingencies. When
expenditure is financed from an earmarked reserve, it is charged to the relevant
revenue service account in the Comprehensive Income and Expenditure
Statement. The reserve is then appropriated back to the General Fund Balance
via the Movement in Reserves Statement, so that there is no net charge against
council tax.

Unusable Reserves

Certain reserves are kept to maintain the accounting processes for non-current
assets, financial instruments and employee benefits. These accounts do not
represent usable resources for the Council. These include:

e Capital Adjustment Account;

e Revaluation Reserve;

¢ Financial Instruments Adjustment Account;
e Financial Instruments Revaluation Reserve;
e Pension Reserve;

e Collection Fund Adjustment Account; and

e Accumulated Absences Reserve.
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32.Employee Benefits — Benefits Payable during Employment

Benefits Payable During Employment — Short Term Benefits. These are
amounts expected to be paid within 12 months of the Balance Sheet date. These
include:

e Salaries, wages and expenses accrued up to the Balance Sheet date.
These items are charged as an expense to the relevant service revenue
account in the year the employees' services are rendered; and

¢ Annual leave and-flexi-hours-earned; but not yet taken at the Balance
Sheet date. An accrual is made for items at the wage and salary rate
payable. The accrual is charged to the relevant service revenue account,
but then reversed out through the Movement in Reserves Statement to
the Accumulated Absences Account, so this does not have an impact on
council tax.

Teacher Leave Accrual. The accrual for short term benefits for teachers is
calculated using a standard methodology, reflecting the fact that teachers across
the Council are subject to standard terms and conditions of employment. This
methodology is based on the number of days of the Spring Term (both term-time
and holiday) that fall within the financial year and the leave entitlement of the
teacher (which varies according to whether an individual has left the teaching
profession at the end of the Spring term).

Long Term Benefits. These are amounts which are payable beyond 12 months.
The Council does not have any material long term benefits to be declared within
the Financial Statements.

33.Employee Benefits — Termination Benefits

Employee termination benefits arise from the Council’s obligation to pay
redundancy costs to employees. These costs will be recognised in the Council’s
Financial Statements at the earlier of when the Council can no longer withdraw the
offer of those benefits or when the Council recognises the costs for a restructuring.
For example; when there is a formal plan for redundancies (including the location,
function and approximate number of employees affected; the termination benefits
offered, and the time of implementation).

These items will be accrued in the Balance Sheet at the year end and charged to
the relevant service revenue account. If payments are likely to be payable in more
than 12 months from the year end, then these costs will be discounted at the rate
determined by reference to market yields.

Where termination benefits involve the enhancement of pensions, statutory
provisions require the General Fund Balance to be charged with the amount
payable by the Authority 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
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to the pension fund and pensioners and any such amounts payable but unpaid at
the year-end.

34.Employee Benefits — Post Employment Benefits (Pensions)

The Council participates in four different pension schemes which provide scheme
members with defined benefits related to pay and service. The schemes are as
follows:

Teachers' Pension Scheme: This is a notionally funded scheme
administered nationally by Capita Teachers’ Pensions on behalf of the
Department for Education (DfE). The pension contributions to be paid by
the Council are determined by the Government Actuary and reviewed
periodically. The scheme is accounted for as if it were a defined
contribution scheme. There is no liability for future payments of benefits
recognised in the Balance Sheet. All employers' contributions payable to
teachers’ pensions in the year are treated as expenditure on the Schools'
service line in the Comprehensive Income and Expenditure Statement.
National Health Service Pension Scheme (NHSPS): This is a notional
funded scheme administered national by NHS Pensions on behalf of the
Department of Health and Social Care (DHSC). The pension contributions
to be paid by the Council are determined by the Government Actuary and
reviewed periodically. The scheme is accounted for as if it were a defined
contribution scheme. There is no liability for future payments of benefits
recognised in the Balance Sheet. The employer’s contributions payable to
the National Health Service Pension Scheme in the year are treated as
expenditure in the Wellbeing and Children are Safe and Healthy service
lines in the Comprehensive Income and Expenditure Statement.
Uniformed Firefighters Pension Scheme (FPS): From 1 April 2015, a new
pension fund for Firefighters was set up. This scheme replaced the 2006 &
1992 Firefighters schemes for new Firefighters. The 2015, 2006 and 1992
schemes remain unfunded but there are differences in the contributions
payable into each scheme and the benefits paid to members. Both
employee and employer contributions are paid into the three funds, against
which pension payments are made. Each fund is topped up by additional
government funding if contributions are insufficient to meet the cost of the
pension payments. Any surplus in the funds at the end of each year will be

repaid back to the Ministry-of Housing—Communities-and-Local
Government-(MHCLG) Home Office. Contributions in respect of ill health

retirements are still the responsibility of the Council.

Local Government Pension Scheme (LGPS): Other employees are eligible
to join the LGPS. The Council pays contributions to a funded pension
scheme from which employee pension benefits are paid out.
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The pension costs included in the Statement of Accounts in respect of both the
LGPS and the FPS have been prepared in accordance with IAS 19 Employee
Benefits. The pension costs in respect of both the LGPS and FPS have been
estimated by the Pension Fund actuary adviser and have incorporated an
actual valuation of the accrued pension liabilities attributable to the Council as
the scheme employer.

The Local Government Pension Scheme (LGPS)

The LGPS is accounted for as a defined benefits scheme:

The liabilities of the Lincolnshire Pension Fund 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 earnings for current employees;

Liabilities are discounted to their value at current prices, using a discount
rate of xx% - (to be updated once information is available) (based on
long term UK Government bonds greater than 15 years);

The assets of Lincolnshire Pension Fund attributable to the Authority are
included in the Balance Sheet at their fair value:

o quoted securities — current bid or last traded price;
o unquoted securities — professional estimates;

o unitised securities — current bid price.

o Property — market value

The change in net pension's liability is analysed into the following components:

Service cost comprising:
o current service cost — the increase in liabilities as a result of years of

service earned this year — allocated in the Comprehensive Income
and Expenditure Statement to the services for which the employees
worked;

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

net interest on the net defined benefit liability (asset), i.e. net interest
expense for the Council — the change during the period in the net
defined benefit liability (asset) that arises from the passage of time
charged to the Financing and Investment Income and Expenditure
line of the Comprehensive Income and Expenditure Statement — this
is calculated by applying the discount rate used to measure the
defined benefit obligation at the beginning of the period to the net
defined benefit liability (asset) at the beginning of the period — taking
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into account any changes in the net defined benefit liability (asset)
during the period as a result of contribution and benefit payments.
e Remeasurements comprising:
o the return on plan assets — excluding amounts included in net interest
on the net defined benefit liability (asset) — charged to the Pensions
Reserve as Other Comprehensive Income and Expenditure; and
o actuarial gains and losses — changes in the net pensions liability that
arise because events have not coincided with assumptions made at
the last actuarial valuation or because the actuaries have updated
their assumptions — charged to the Pensions Reserve as Other
Comprehensive Income and Expenditure.
e Contributions paid to the Lincolnshire Pension Fund — cash paid as
employer’s contributions to the pension fund in settlement of liabilities; not
accounted for as an expense.

In relation to retirement benefits, statutory provisions require the General Fund
Balance to be charged with the amount payable by the Authority to the pension
fund or directly to pensioners in the year, not the amount calculated according to
the relevant accounting standards. In the Movement in Reserves Statement, this
means that there are transfers to and from the Pensions Reserve to remove the
notional debits and credits for retirement 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. The negative balance that arises on the Pensions
Reserve thereby measures the beneficial impact to the General Fund of being
required to account for retirement benefits on the basis of cash flows rather than as
benefits are earned by employees.

The Council also pays any costs arising in relation to unfunded elements of
pensions, paid to certain employees that have retired early and have been
awarded discretionary compensation under the provisions of the Council’s early
retirement policy. These costs are charged to Other Budgets in the
Comprehensive Income and Expenditure Statement.

35.Accounting for Schools Income, Expenditure, Assets, Liabilities and
Reserves

In Lincolnshire, Local Authority education is provided in: Foundation, Voluntary
Aided, Voluntary Controlled and Community Schools (all known as ‘maintained
schools’).

Income and Expenditure - All income and expenditure relating to maintained
schools in Lincolnshire is shown in the Council’s Comprehensive Income and
Expenditure Statement.

Non-Current Assets - Schools non-current assets will be accounted for under IAS
16 Property, Plant and Equipment. The standard defines non-current assets as “a
resource controlled by the Council as a result of a past event and from which future
economic benefits or service potential is expected to flow”.
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If assets are owned by the Council or the governing body of the school or the
future economic benefits are identified to sit with the Council, then the non-current
assets will be recorded in the Balance Sheet. Where a school transfers to
Academy status and has signed a long term (125 year) lease, the school is
removed from the Council's Balance Sheet.

Assets and Liabilities - All assets and liabilities, excluding non-current assets
which are covered above, relating to maintained schools are included within the
Council’'s Balance Sheet.

Reserves - The Council maintains specific earmarked reserves for schools
balances. At year end balances from dedicated schools budgets, including those
held by schools under a scheme of delegation, are transferred into the reserve to
be carried forward for each school to use in the next financial year. This ensures
that any unspent balances at the end of the financial year are earmarked for use by
those schools as required by the Council’s schemeforfinancingschools
Scheme For Financing Schools approved by the Secretary of State for
Education.

Any school with an overall cumulative deficit on its dedicated schools grant
(DSG) must produce a management plan detailing how it will return to a
balanced position in the future.

36. Group Relationships

The Council assesses on an annual basis relationships with other bodies to identify
the existence of any group relationships. A de-minimis level of £20.000m
aggregrated gross turnover _has been set for eonsideringbodiesto-be

includedwithingroup-accounts- determining whether or not group accounts
will be prepared.

The Council has not identified, and does not in aggregate have any material
interests in subsidiaries, associated companies or joint ventures and therefore is
not required to prepare group accounts.

37.Financial Instruments

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 are initially measured at fair value and carried at their amortised
cost. Annual charges to the Financing & 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.

All the Council's borrowings are carried at amortised cost and the amount
presented in the Balance Sheet is the outstanding principal repayable (plus
accrued interest) and the interest charged to the Comprehensive Income and
Expenditure Statement is the amount payable for the year according to the loan
agreement.
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No repurchase has taken place as part of a restructuring of the loan portfolio that
included the modification or exchange of existing instruments. Therefore gains and
losses on the repurchase or early settlement of borrowing are credited and debited
to Financing and Investment Income and Expenditure line in the Comprehensive
Income and Expenditure Statement in the year of repurchase/settlement and
spread over future years under statutory regulation.

Where premiums and discounts have been charged to the Comprehensive Income
and Expenditure Statement, regulations allow the impact on the General Fund
Balance to be spread over future years. Regulations state that the period to
spread discounts is limited to a minimum period equal to the outstanding term on
the replaced loan or 10 years if this is shorter. Premiums may be spread over the
longer of the outstanding term on replaced loan or the term of the replacement
loans or a shorter period if preferred. The Council will spread premiums over the
term that was remaining on the loan replaced and spread discounts in line with
regulation. When matching premium and discounts together from a re-scheduling
exercise, the Council's policy is to spread the gain/loss over a ten year period or
the term that was remaining on the loan replaced if greater than ten years. The
reconciliation of premiums/discounts charged to the Comprehensive Income and
Expenditure Statement to the net charge required against the General Fund is
managed by a transfer to or from the Financial Instruments Adjustment Account
through the Movement in Reserves Statement.

The Council receives interest free funding from Salix Finance as part of a revolving
fund to finance energy saving projects (Soft Loans Receivables). The benefit of a
loan to the Council at a below-market rate of interest is treated as a grant or
contribution receivable within the Comprehensive Income and Expenditure
Statement. The benefit is measured as a difference between the cash actually
advanced to the Council and the fair value of the loan on recognition, discounted at
a comparable market rate of interest for a loan. The amortised cost of the loan in
the Balance Sheet is reduced as the benefit has been stripped away. 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.

The Council has set a £50k de minimis limit to the value of soft loans receivable or
the benefit calculated by discounting of interest rates. Below this amount the
above accounting treatment for soft loans receivable is not applied and the soft
loan receivable is shown in the accounts at its carrying value.

Financial Assets. Financial Assets are classified based on a classification and
measurement approach that reflects the business model for holding the financial
assets and their cashflow characteristics. There are three main classes that
financial assets are measured at:

e Amortised Cost

e Fair Value Through Profit or Loss (FVPL); and

e Fair Value Through Other Comprehensive Income (FVOCI).
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The Council's business model is to hold investments to collect contractual cash
flows. Financial assets are therefore classified as amortised cost, except for those
whose contractual payments are not solely payment of principal and interest (i.e.
where the cash flows do not take the form of a basic debt instrument). These
types of asset will be measured at fair value.

Financial Assets Measured at Amortised Cost

Financial Assets measured at amortised cost are recognised on the Balance Sheet
when the Council becomes 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. For most of the
financial assets held by the Council, this means that 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.
The following financial assets held by the Council are measured at amortised cost
using an effective interest rate that takes account of other considerations
attributable to the asset over its lifetime such as premiums paid or interest forgone.
Interest payable in the Surplus or Deficit on the Provision of Services in the
Comprehensive Income and Expenditure Statement will then be recognised on a
smoothing effective interest rate basis over the life of the loan.
e Secondary Certificates of Deposit and Bonds - are purchased at an amount
different to par and hence a price premium is usually incurred on purchase.
The price of the instrument is the amortised cost at initial measurement (its
fair value), debited to Investments on the Balance Sheet. This price
premium is factored into the cashflows of the instrument over its life that will
result in a smoothing effective interest rate that when discounted will bring

back cashflows to the price paid (initial measurement at fair value).

Interest is credited to the Financing and Investment Income and Expenditure
line in the Comprehensive Income and Expenditure line at a marginally
lower effective rate of interest than the rate receivable from the Instrument,
with the difference serving to decrease the amortised cost of the loan in the
Balance Sheet over its life.

Transaction costs paid to a custodian for purchasing these instruments are
deemed as immaterial and hence charged directly to the Financing and
Investment Income and Expenditure line in the Comprehensive Income and
Expenditure Statement when incurred, not included within the amortised
cost calculation of the instrument.

e Soft Loans — The Council can make loans to third parties at less than market
rates (soft loans) for service objectives. When soft loans are made, a loss is
recorded in the Comprehensive Income and Expenditure Statement,
(debited to the appropriate service), for the present value of the interest that

Page 98



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
third party recipients of the loans, 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 Financial Instruments Adjustment Account in the
Movement in Reserves Statement.

Any gains and losses that arise on the de-recognition of an asset are
credited or debited to the Financing and Investment Income and
Expenditure line in the Comprehensive Income and Expenditure Statement.

The Council has set a £50k de minimis limit to the value of soft loans or the
loss calculated by the discounting of interest rates. Below this amount the
above accounting treatment for soft loans is not applied and the soft loans
are shown in the accounts at their carrying value.

Expected Credit Loss Model — for Assets Measured at Amortised Cost

The Council recognises expected credit losses on all of its financial assets held at
amortised cost, either on a 12-month or lifetime basis. Only lifetime losses are
recognised for trade receivables (debtors) that are more than 30 days past the due
date, held by the Council. These are individually assessed to determine
whether or not the trade receivable (debtors) are likely to default on their

obligations.

Impairment losses are calculated to reflect the expectation that the future cash
flows might not take place because the borrower could default on their obligations.
Credit risk plays a crucial part in assessing losses. Where risk has increased
significantly since an instrument was initially recognised, losses are assessed on a
lifetime basis. Where risk has not increased significantly or remains low, losses
are assessed on the basis of 12-month expected losses.

Where the counterparty for a financial asset is central government or a local
authority for which relevant statutory provisions prevent default, then no loss
allowance is required or recognised.

Impairment losses will be charged to the Financing and Investment Income and

Expenditure line in the Surplus or Deficit on the Provision of Services and credited
to the Financial Assets at Amortised Cost Loss Allowance.
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The Council has set a de minimis level of £25k to the resultant impairment loss for
financial assets at amortised cost, below which the impairment is deemed
immaterial and not recognised.

The Council has a portfolio of a different types of loans measured at amortised
cost. Where possible losses have been assessed on these loans on a collective
basis as the Council does not have reasonable and supportable information that is
available without undue cost or effort to support the measurement of expected
losses on an individual instrument basis.

The Council has grouped the loans into the following groups for assessing loss
allowances:

e Group 1 —treasury investments governed by the Council's Annual
Investment Strategy for Treasury Investments. These are loans made to
highly credit rated counterparties under the credit analysis followed within
the Investment Strategy. As such they are deemed low risk, so the 12
month Expected Credit Loss model is used. The Historical Default Table
issued by Credit Rating Agencies and provided by the Council's Treasury
Advisors is used to calculate the expected 12 month impairment losses.

e Group 2 — loans or soft loans to third parties for Service Reasons. These
types of loans tend to be higher risk as credit worthiness is often not the
prime consideration in making the loan. They will be assessed on an
individual basis taking into consideration external credit ratings, economic
conditions impacting the third party, the current financial position and
financial forecasts of the third party and any history of defaults or extended
credit terms. Due to the high risk nature, the lifetime Expected Credit Loss
model would normally be followed for these loans (See *Note below).

e Group 3 —loans to Council owned Companies for Service Reasons. These
types of loans tend to be higher risk as credit worthiness is often not the
prime consideration in making the loan. They will be assessed on an
individual basis taking into consideration external credit ratings, economic
conditions impacting the company, the current financial position and
financial forecasts of company and any history of defaults or extended credit
terms. Due to the high risk nature, the lifetime Expected Credit Loss model
would normally be followed for these loans.

*Note

Where the Council makes loans to companies in financial difficulties to ensure
continuation of vital service fifty percent of the loan is thus deemed credit impaired
on origination. This will mean that:

- as lifetime expected credit losses are taken into account in the cash

flows used for calculating the effective interest rate, no loss allowance
is needed on initial recognition;

- aloss allowance will then be built up on the basis of the cumulative
change in lifetime expected credit losses since initial recognition;
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- the annual impairment gain or loss will be the change in lifetime
expected credit losses over the year.

Financial Assets Measured at Fair Value through Profit or Loss (FVPL)
Financial assets held by the Council that fall into this category include Constant
Net Asset Value (CNAV) and Low Volatility Net Asset Value (LVNAV) Money
Market Funds.

Financial assets are measured at FVPL where they fail to meet the business model
and principal or interest tests of the other two classifications. For the Council,
financial assets under this category meet the business model of collecting
contractual cash flows, but the cash flows are not solely payments of principal or
interest, for example they include dividend payments.

These funds are pooled investment funds that invest in short-term assets that aim
to offer returns in line with money market rates and preserve the value of
investments. They are instant access, whereby units of the fund are bought and
sold and dividends paid in accordance with daily yields returned, set at the end of
each day. The Net Asset Value of these funds only vary by an insignificant amount
due to changing values of the assets in the fund, therefore generally the price of
the fund (fair value) will equal the carrying amount of units held.

Financial assets measured at FVPL are recognised on the Balance Sheet when
the Council becomes a party to the contractual provisions of a financial instrument
and are initially measured and carried at fair value. Fair value gains and losses are
recognised as they arrive in the Surplus or Deficit on the Provision of Services,
specifically within the Financing and Investment Income and Expenditure line
of the Comprehensive Income and Expenditure Statement.

The Council has set a de minimis level to the adjustment to fair value of £50k for
financial assets measured at fair value, below which the change in fair value will
not be recognised and the asset will be held on the Balance Sheet at its carrying
value.

Statutory provision as defined in SI 2018/1207 means that until 31 March 2023,
English Local Authorities are prohibited from charging to a revenue account fair
value gains or losses, unless the gain or loss relates to impairment or the sale of
the asset. Instead that amount is charged to an account established solely for the
purpose of recognising fair value gains and losses. This statutory override will not
be applicable for CNAV/LVNAV Money Market funds as gains and losses to fair
value will be zero and will not impact on the revenue account.

Any gains and losses that arise on the de-recognition of the asset are credited or
debited to the Financing and Investment Income and Expenditure line in the
Comprehensive Income and Expenditure Statement.

Expected Credit Loss Model —For Assets Measured at Fair Value through Profit
and Loss

The impairment requirements do not apply to financial assets classified as ‘fair
value through profit or loss', as current market prices are considered to be an
appropriate reflection of credit risk, with all movements in fair value (including those
relation to credit risk) impacting on the carrying amount being posted to the
Surplus-orDeficit-on-the Provision-of-Services Financing and Investment
Income and Expenditure line of the Comprehensive Income and Expenditure
Statement as they arise.
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Financial Assets Measured at Fair Value through Other Comprehensive
Income (FVOCI)

Financial assets are measured at FVOCI when the business model for holding the
asset includes collecting contractual cash flows and selling assets. The Council
does not hold any financial assets that meet this definition.

In line with the Code however, the Council has decided to designate some small
equity holdings in companies held for service reasons to the category of FVOCI
instead of FVPL. This designation is irrevocable and deemed to be a reliable
accounting policy for these financial assets, based on the following reasons:

e The holdings are equity instruments as defined by the Code to exclude
puttable shares (e.g., those where the issuer has a contractual obligation to
exchange the shares for cash if the holder exercises an option for the return
of their investment).

e They naturally fall into the FVPL classification of investments.

e The shares are held for a clear service benefit and not held for trading.

e Future gains or losses are expected to be insubstantial.

Assets designated at FVOCI will be carried in the Balance Sheet at Fair Value, with
dividends credited to the Surplus or Deficit on the Provision of Services when the
right for the Council to receive the payment is established. Movements in fair value
will be credited to the Other Income and Expenditure Account and released to the
General Fund. The impact on the General Fund will be removed through
Movement in Reserves Statement to the Financial Instruments Revaluation
Reserve. Gains or losses will be charged directly to the General Fund via the
Financing and Investment Income and Expenditure in the Surplus or Deficit on the
Provision of Services.

The Council has set a de minimis level to the adjustment to fair value of £50k for
financial assets measured at fair value, below which the change in fair value will
not be recognised and the asset will be held on the Balance sheet at its carrying
value.

Expected Credit Loss Model — For Assets Measured at Fair Value through Other
Comprehensive Income

The Council recognises expected credit losses on financial assets measured at
FVOCI either on a 12-month or lifetime basis depending on an individual
assessment of the credit risk of each financial asset as follows:

Has credit risk increased significantly since initial recognition?

e NoO: 12 month credit loss model.
e Yes: lifetime credit loss model.
e No information available to assess: lifetime credit loss model.

Consideration will be made to external credit ratings, economic conditions
impacting the company, the current financial position and financial forecasts of
company and any history of defaults or extended credit terms when assessing the
credit risk of these assets.

Impairment losses will be charged to Other Comprehensive Income and
Expenditure and credited to the Financial Instruments Revaluation Reserve.
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Where financial assets have been designated into the FVOCI category they are
outside the scope of impairment for the same reasons that FVPL assets are.

The Council has set a de minimis level of £25k to the resultant impairment loss for
financial assets at FVOCI, below which the impairment is deemed immaterial and
not recognised.

38.Fair Value Measurement

Some of the Council's non-financial assets, such as surplus assets and investment
properties and some of its financial instruments, are measured at fair value. Fair
value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement
date. The fair value measurement assumes that the following takes place either:

¢ In the principal market for the asset or liability, or
e In the absence of a principal market, in the most advantageous market for
the asset or liability.

When measuring the fair value, the Council would use the assumptions of market
participants when pricing the asset or liability whilst acting in their economic best
interest.

On fair value measurement, the Council takes into account the market participant's
ability to generate economic benefits by using the asset in its highest and best use
or by selling it to another market participant that would use the asset in its highest
and best use.

The Council uses the appropriate valuation techniques appropriate for the asset,
maximising the use of relevant observable inputs and minimising unobservable
inputs.

For financial instruments measured in fair value (FVPL and FVOCI) is therefore
based on the following techniques:

e instruments with quoted market prices — the market price

e other instruments with fixed and determinable payments — discounted cash
flow analysis.

The inputs to the measurement techniques are categorised in accordance with the
following three levels:

e Level 1 - quoted prices (unadjusted) in active markets for identical assets or
liabilities that the authority can access at the measurement date.

e Level 2 - inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly or indirectly.

e Level 3 —unobservable inputs for the asset or liability.
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APPENDIX B

Lincolnshire Pension Fund Significant Accounting Policies
2020/21

Fund account —revenue recognition

a. Contributions income

Normal contributions are accounted for on an accruals basis as follows:

e Employee contribution rates are set in accordance with LGPS regulations
using common percentage rates for all Funds which rise according to
pensionable pay; and

e Employer contributions are set at the percentage rate recommended by the
Fund actuary for the period to which they relate.

Employer deficit funding contributions are accounted for on the basis
advised by the Fund actuary in the rates and adjustment certificate issued to
the relevant employing body.

Additional employers' contributions, for example, in respect of early retirements,
are accounted for in the year the event arose.

Any amount due in year but unpaid will be classed as a current financial asset.

b. Transfers to and from other schemes

Transfer values represent the amounts received and paid during the year for
members who have either joined or left the Fund. They are calculated in
accordance with the LGPS Regulations 2013:

e Individual transfers infout are accounted for when received/paid, which
is normally when the member liability is accepted or discharged.

e Bulk transfers are accounted for in accordance with the terms of the
transfer agreement.

c. Investment Income

i) Interest income
Interest income is recognised in the Fund account as it accrues, using
the effective interest rate of the financial instrument as at the date of
acquisition or origination.

ii) Dividend income
Dividend income is recognised on the date the shares are quoted ex-
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dividend. Any amount not received by the end of the reporting period is
disclosed in the net assets statement as a current financial asset.

iii) Distributions from pooled funds
Distributions from pooled funds are recognised at the date of issue. Any
amount not received by the end of the reporting period is disclosed in
the net assets statement as a current financial asset.

iv) Changes in the net market value of investments
Changes in the net market value of investments are recognised as
income/expense and comprise all realised and unrealised profits/losses
during the year.

Fund account — expense items

d. Benefits payable

Pensions and lump sum benefits payable are included in the accounts at the time
of payment.

e. Taxation

The Fund is a registered public service scheme under section 1(1) of Schedule 36
of the Finance Act 2004 and as such is exempt from UK income tax on interest
received and from capital gains tax on the proceeds of investments sold. Income
from overseas investments suffers withholding tax in the country of origin, unless
exemption is permitted. Irrecoverable tax is accounted for as part of the overall
cost of transactions (e.g. purchase price).

f. Management expenses

The Fund discloses its pension fund management expenses in accordance with
the CIPFA guidance: Accounting for Local Government Pension Scheme
Management Expenses (2016), using the headings shown below. All items of
expenditure are charged to the Fund on an accruals basis.

i) Administrative expenses
All staff costs of the pension's administration team are charged to the Fund.
Associated management, accommodation and other overheads are
apportioned to this activity and charged as expenses to the Fund.

i) Oversight and Governance

All staff costs associated with the governance and oversight are charged
directly to the Fund. Associated management, accommodation and other
overheads are apportioned to this activity and charged as expenses to the
Fund.

iii) Investment management expenses
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Investment management expenses are charged directly to the Fund as part
of management expenses and are not included in, or netted off from, the
reported return on investments.

Fees on investments where the cost is deducted at source have been
included within investment expenses and an adjustment made to the
change in market value of investments.

Fees for the external investment managers and custodian are agreed in the
respective mandates governing their appointments. Broadly, these are
based on the market value of the investments under their management and
therefore increase and decrease as the value of the investments change.

In addition, the Fund has negotiated with Invesco Asset Management (for
Global Equities — ex UK) and Morgan Stanley Investment Management Ltd
(for Alternative Investments) that an element of their fee will be performance
related.

Where an investment manager's fee invoice has not been received by the

financial year end, an estimate based upon the market value of their
mandate is used for inclusion in the Fund accounts.

Net assets statement

g. Financial assets

All investment assets are included in the net assets statement on a fair value basis
as at the reporting date. A financial asset is recognised in the net asset statement
on the date the Fund becomes party to the contractual acquisition of the asset.
From this date, any gains or losses arising from changes in the fair value of the
asset are recognised by the Fund and are classified as Fair Value through Profit
and Loss (FVPL).

The values of investments as shown in the net assets statement have been
determined at fair value in accordance with the requirements of the Code and
IFRS13 (see Pension Fund Note 14). For the purposes of disclosing levels of fair
value hierarchy, the Fund has adopted the classification guidelines recommended
in Practical Guidance on Investment Disclosures (PRAG/Investment Association,
2016).

Alternatives, private equity, property venture and infrastructure valuations are
based on valuations provided by managers at the year-end date. Where more up
to date valuations are received during the accounts preparation or audit
period, their materiality, both individually and collectively will be considered,
and the accounts revised to reflect these valuations if necessary. |If
valuations at the year-end are not produced by the manager, the latest
available valuation is adjusted for cash flows in the intervening period.
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The investment in the LGPS asset pool, Border to Coast Pensions Partnership, is
also carried at fair value. This has been classified as Fair Value through Other
Comprehensive Income (FVOCI) rather than FVPL as the investment is a strategic
investment and not held for trading.

h. Foreign currency transactions

Dividend, interest, purchases and sales of investments in foreign currencies have
been accounted for at the spot rates at the date of the transaction. End of year
spot market exchange rates are used to value cash balances held in foreign
currency bank accounts, market values of overseas investments and purchases
and sales outstanding at the end of the reporting period. The exchange rates used
at 31 March 2021 are shown in Pension Fund Note 27.

i. Derivatives

The Fund uses derivative financial instruments to manage its exposure to certain
risks arising from its investment activities. The Fund does not hold derivatives for
speculative purposes.

Future value of forward currency contracts are based on market forward exchange
rates at the year-end date and determined as the gain or loss that would arise if the
outstanding contract were matched at the year-end with an equal and opposite
contract. The contracts are valued using Northern Trust closing spot/forward
foreign exchange rates on 31 March.

|. Cash and cash equivalents

Cash comprises of cash in hand, deposits and includes amounts held by external
managers. All cash balances are short-term, highly liquid investments that are
readily convertible to known amounts of cash and are subject to minimum risk of
changes in value