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REPORT TO GOVERNANCE AND AUDIT 
COMMITTEE

REPORT OF: Corporate Finance Manager

REPORT NO: CFM347

DATE:  3rd December 2015

TITLE: Review of Capital & Building Control Accounting 
Policies 
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DESIGNATION:
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1. RECOMMENDATIONS

Governance & Audit are asked to approve the following;

 The proposed change to the valuation date to 31st March for non current 
assets and to the change in depreciation policy.

 The continuation of the current policy used to estimate the value of 
capital expenditure relating to the housing stock during the production of 
the 2015/16 Statement of Accounts

 The continuation of the current approach for accounting for the Building 
Control partnership in 2015/16 Statement of Accounts.

2. PURPOSE OF THE REPORT

Consideration of the proposed changes to be used in the preparation of 
2015/16 Statement of Accounts namely a change in the valuation date and an 
adjustment to the Council’s depreciation policy.   

To consider the current approach to capital expenditure relating to the housing 
stock and the proposed continuation of the current accounting policy.  

Consideration of the continuation of the policy to not complete group accounts 
for the Building Control partnership due to it not being material to the accounts.

3. DETAILS OF REPORT 

Background

Following External Audit recommendations from the closedown of the 2014/15 
accounts. It is proposed that a change is made to the depreciation and 
valuation accounting policies.  

The CIPFA code requires that assets should be revalued with sufficient 
regularity to ensure that the carrying amount does not differ materially from that 
which would be determined using the current value at the end of the reporting 
period.  The Council currently instruct the District Valuer’s office to undertake a 
valuation as at the 1st April each year ie the start of the accounting period.  It is 
proposed that we move the revaluation date to the 31 March; the last day of the 
accounting period.  This would provide absolute clarity of our compliance with 
this area of the code to our external auditors and avoid the risk of a costly 
second valuation being undertaken in the event of a marked change in the 
property market within the year.

Our componentisation policy was presented to Governance & Audit for approval 
on 15th March 2012.  As part of the audit recommendations from the 2014/15 
Annual Governance report a recommendation was made to review our current 
componentisation policy to ensure it can continue to be justified.
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The requirement of the Code of Practice of Local Authority Accounting in the 
United Kingdom requires component accounting for fixed assets.  The 
requirement is that when a component of a fixed asset is replaced, the value of 
the old component is written out of the balance sheet and the value of the new 
one added.  E.g if one of the Councils dwellings has a new kitchen installed, the 
remaining value of the old kitchen should be calculated and written out of the 
accounts and the value of the new kitchen added.

In July 2014 South Kesteven District Council entered into a partnership with 
Rushcliffe Borough Council to deliver the Building Control Services.  This 
partnership has South Kesteven District Council as the delivery Council and 
Rushcliffe Borough Council as the commissioning authority.  For the purpose of 
the accounts this is treated as a joint operation under the Code of Practice of 
Local Authority Accounting.   

Proposed Changes to the Valuation Date & Depreciation

The CIPFA code requires that assets should be revalued with sufficient 
regularity to ensure that the carrying amount does not differ materially from that 
which would be determined using the current value at the end of the reporting 
period.  The Council currently instruct the District Valuer’s office to undertake a 
valuation as at the 1st April each year ie the start of the accounting period.  It is 
proposed that we move the revaluation date to the 31 March; the last day of the 
accounting period.  This would provide absolute clarity of our compliance with 
the code and avoid the risk of a costly second valuation being undertaken in the 
event of a marked change in the property market within the year.

Pursuant to this change we also propose a simplification of our depreciation 
policy, a move away from daily calculation to full year calculation.  This will help 
to stream line the capital accounting process at year end and enable the move 
to revaluation at 31 March.

 Full year depreciation on additions using 31 March valuation
 No charge in the year of disposal

Revaluation charges and depreciation are both accounting entries rather than 
cash transactions and therefore do not effect the working balances or the 
Council Tax requirement. 

Review of the Componentisation Policy 

The requirement of the Code of Practice of Local Authority Accounting in the 
United Kingdom requires component accounting for fixed assets.  The 
requirement is that when a component of a fixed asset is replaced, the value of 
the old component is written out of the balance sheet and the value of the new 
one added.  E.g if one of the Councils dwellings has a new kitchen installed, the 
remaining value of the old kitchen should be calculated and written out of the 
accounts and the value of the new kitchen added.  The Council is not able to 
calculate the value of old components to be written out as records are not held 
relating to the age and original cost of the item to be replaced.  
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The Decent Homes Standard requires replacement of key components if they 
are either old and in poor condition.  The argument therefore was that due to 
the decision that only “Decent Homes Improvements” would be undertaken, 
only components older than a specified useful life would be replaced.  Therefore 
when work is undertaken under decent homes programme there is no residual 
value in the component being replaced.  The work carried out maintains the 
asset at its existing value.  This means the net effect on the property value and 
the balance sheet is zero.

An exercise has been completed in preparing this report with the Property and 
Development team to identify the number of properties that had improvements 
undertaken that were not related to our Decent Homes programme.  This 
exercise demonstrated that no improvements were completed in 2014/15 that 
were not required to ensure the Decent Homes Standard and none are currently 
planned for 2015/16.

To ensure the appropriateness of this policy an annual review will be carried out 
by the Council to ensure the following;

  there is no change to the Council’s decision to only carry out Decent 
Homes Improvements;

 and that there are no mitigating circumstances requiring other 
improvements to be made (e.g adverse weather conditions affecting 
many properties);

 and this committee review the approach as described

Accounting Policy for the Building Control Partnership

In accordance with the Code of Practice of Local Authority Accounting the 
partnership between Rushcliffe Borough Council & South Kesteven District 
Council is a joint operation.   The Code requires the joint operation to be 
incorporated into Group Accounts using the equity method.  

Completing group accounts would require completing primary statements for 
example Balance sheet for the group position.  Due to the materiality of the 
building control partnership on the overall position of South Kesteven District we 
are proposing to not complete group accounts for the partnership and continue 
with only showing our element of the income and expenditure in the accounts.  
When completing 2014/15’s accounts the Building Control partnership 
represented net expenditure of £110k activity representing 2.3% of our net cost 
of services and therefore was not deemed to be material.

The Joint Operation will have a disclosure in the accounts with a brief 
description of the partnership, noting the performance in year.  

4. OTHER OPTIONS CONSIDERED

4.1 None

5. RESOURCE IMPLICATIONS 
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5.1 None

6. RISK AND MITIGATION 

Risk has been considered as part of this report and any specific high risks are included 
in the table below:

Category Risk Action / Controls

7. ISSUES ARISING FROM  IMPACT ANALYSIS

7.1 N/a

8. CRIME AND DISORDER IMPLICATIONS

8.1 N/a

9. COMMENTS OF FINANCIAL SERVICES

Prior to the compilation of the statement of accounts for 2015/16 it is important 
that members of Governance and Audit Committee have the opportunity to 
discuss and comment on the accounting policies to be used in the production of 
the financial statements.  These policies if agreed, will be applied to the 
treatment of all transactions that make up the figures in the Statement of 
Accounts to ensure that the accounts present a true and fair view of the 
financial position of the Council at the balance sheet date and of its income and 
expenditure for the financial year.

10. COMMENTS OF LEGAL AND DEMOCRATIC SERVICES

Local authorities are required by the Local Audit and Accountability Act 2014 to 
prepare a statement of accounts in accordance with relevant regulations. The 
policies referred to are a requirement of the  Accounts and Audit (England) 
Regulations 2011 .Any updates and amendments should be reported to 
Governance and Audit Committee in accordance with their role to  approve the 
Statement of Accounting Policies. 

11. COMMENTS OF OTHER RELEVANT SERVICES

11.1 N/a

12.     APPENDICES:

1. N/a


