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Appendix B 

BCP Council Accounting Estimate Management Summary 

 

Property, plant, and equipment valuation estimate  

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

There are inherent risks associated with the valuation of 
property due to the materiality of the estimates. The balance 
sheet value for land and buildings as at 31 March 2021 is 
£1.35 billion. 
 
These risks are addressed by the use of suitably qualified 
RICs valuers – the external valuers Bruton Knowles for 
general fund assets, the Valuation Office for Poole HRA 
property and internal valuers for Bournemouth HRA property. 
 
In light of the comments in the external auditor’s report for 
2019/20, concerning improvements required to the council’s 
valuation processes, specifically valuers being able to support 
the valuations they make, management have addressed the 
risk of a repetition of these issues in 2020/21 by: 

 Use of a single valuer for all general fund assets; 

 Early engagement with Bruton Knowles and Grant 
Thornton to agree requirements; 

 Latest capital programme issued to external valuer; 

 External surveyors engaged to provide floor plans 
where these were missing for significant assets due to 
be valued as at 31 March 2021. 

 
The accounts disclose additional uncertainty with regard to 
the assumptions made in the valuations which use building 
indices, due to the effect of Covid-19. The pandemic has had 
an impact on market activity and therefore the evidence used 
for comparison purposes when making valuations. These 
valuations are reported on the basis of “material valuation 
uncertainty”, and consequently a higher degree of caution 
should be attached than would normally be the case. 
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2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  

Valuations are made by a RICS qualified valuer in line with 
RICS and CIPFA guidance. 
 
To ensure that valuations are materially correct the council 
complies with CIPFA’s 5-year rolling revaluation programme, 
thus valuing 20% of assets each year. In addition, the top 20 
high value assets are revalued annually.  
 
The 80% of assets not revalued in any one year are reviewed 
using market indices provided by the external valuer to see if 
further formal valuations are required in addition to the rolling 
programme. 
 
Management agree clear terms of engagement with the 
external valuer and estates team. These set out for the valuer 
the requirements, standards, valuation basis, timescales and 
format of reports. 
 
There have not been any changes to the models used. 

3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  

Management issue terms of engagement as set out in the 
response to question 2. 
 
The valuations are based on RICS and CIPFA requirements. 
 
There have been no changes to assumptions for 2020/21. 

4. How do management select the 
source data used in respect of this 
accounting estimate? 
 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 

Source data comprises floor area, lease terms and usage 
data held by the estates team and income and cost data held 
by financial services. The valuer provides market indices to 
allow a wider review of asset values. 
 
There were no changes to source data for 2020/21. 
 

5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimates, and if so how 
were these specialist skills procured? 

Yes - internal and external valuers who are RICS qualified 
and suitably experienced.  
 
The external valuer for the general fund was part of a 
procurement exercise to cover the financial years 2020/21 
and 2021/22. The Poole HRA valuations are procured by 
Poole Housing Partnership, using the Valuation Office for 
2020/21. 

6. How do management monitor the 
operation of control activities in relation 
to this accounting estimates, including 
the control activities at any service 
providers or management experts?  

Asset valuation reports provided are scrutinised by the 
estates and accountancy teams and challenged where 
appropriate if there are significant movements or missing 
information. Significant movements in value should also be 
signed off by additional management review by the external 
valuer. 
 
Management also take action where the review by external 
audit identifies weaknesses in the valuation process as 
demonstrated in the response to question 1. 
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7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  

Adequate controls are in place, with movements in valuations 
challenged by estates and accountancy teams.  
 
External audit review the valuation estimates within the 
financial statements in detail. 
 

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  

Actions have been taken to improve the process from 
previous years, acting on the findings of external audit during 
the 2019/20 audit. 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  

Valuations are made in line with RICS guidance. A degree of 
uncertainty is inherent with any revaluation. We employ 
professional, qualified valuers and rely on expert opinion. 
 
Assets are reviewed on a rolling 5-year programme and in 
addition the top 20 assets by value are valued annually. 
Assets not formally revalued during the financial year are 
reviewed using market indices provided by the valuer, and 
further formal revaluations carried out as required. 
 
The accounts disclose that the 2020/21 valuations are 
reported on the basis of “material valuation uncertainty”, and 
consequently a higher degree of caution should be attached 
than would normally be the case, due to the impact of the 
pandemic. 
 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 

A reduction in the estimated valuations would result in 
reductions to the Revaluation Reserve and / or a loss 
recorded as appropriate in the Comprehensive Income and 
Expenditure Statement.  
 
If the value of the Council’s land and buildings were to reduce 
by 10%, this would equate to £135 million but would be 
unlikely to result in a significant charge to the Comprehensive 
Income and Expenditure Statement due to the level of 
revaluation reserve balance held of approximately £454 
million.  
 
An increase in estimated valuations would result in increases 
to the Revaluation Reserve and/or gains being recorded as 
appropriate in the Comprehensive Income and Expenditure 
Statement.  
 
These movements are purely accounting adjustments and do 
not affect the financial standing of the council. 
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Provisions estimate – business rate appeals 

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

As at 31 March 2021 the NDR appeals provision is £30.7 
million, of which the council’s share disclosed in the financial 
statements is £15.1 million. 
 
There is inherent uncertainty in the calculation of this estimate 
due to the lack of data from the Valuation Office concerning 
appeals against the 2017 rating list, since the introduction of 
their check, challenge, appeal process. 
 
There is also uncertainty concerning appeals against the 
2010 rating list, which had been closed to new appeals. There 
is now the potential for material changes of circumstances 
appeals to be lodged after the agreement to include cash 
machines (ATMs) in the main rating assessment of a property 
rather than carrying a separate valuation. 
 
The government has prohibited appeals under Material 
Change of Circumstances in relation to Covid-19. 
 
These risks have been addressed through detailed discussion 
between experienced revenues and accountancy officers as 
to the best approach to determining a prudent level of 
provision. 
 

2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  

No changes made to these methods or models for 2020/21. 
The methods used to calculate the provision this year have 
however used the latest information available as follows. 
 
The 2010 list appeal provision was £11.4 million as at 1 April 
2020, with £2.5 million of successful appeals during the year 
reducing the balance. Due to the additional uncertainty 
created by the possibility of ATM appeals, it was determined 
appropriate to top this element of the provision back up to 
£11.4 million as at 31 March 2021. 
 
The 2017 list appeal provision was £14.0 million as at 1 April 
2020. Due to the lack of data on potential appeals relating to 
this list, an additional £5.3 million was added to the provision 
to bring it to £19.3 million as at 31 March 2021. The addition 
of £5.3 million is based on the 3.5% buoyancy factor included 
for appeals in the business rate multiplier, applied to the total 
net business rates collectable of £ 151.5 million. 
 

3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  

The NDR provision is calculated based on: 
 

 outstanding appeals losses and past experience of 
successful appeals; 

 knowledge of recent decisions by the valuation office, 
for example in relation to ATMs; 

 applying the buoyancy factor included in the business 
rate multiplier for the 2017 list provision. 
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There were no changes made to these assumptions for 
2020/21. 

4. How do management select the 
source data used in respect of this 
accounting estimate? 
 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 

The Valuation Office provides data on outstanding appeals.  
 
Source data is updated in-year to include appeals settled 
during the financial year.  
 
No changes to source data for 2020/21. 
 

5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimate, and if so how 
were these specialist skills procured? 

The accountancy and business rates officers who compile the 
NDR outturn and appeal data are experienced officers and 
apply their skills and judgement in determining the estimate. 
 
 

6. How do management monitor the 
operation of control activities in relation 
to this accounting estimates, including 
the control activities at any service 
providers or management experts?  

The NDR provision is reviewed for reasonableness by the 
Assistant Chief Financial Officer and Chief Finance Officer. 

7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  

Adequate controls are in place. The Assistant Chief Finance 
Officer and Chief Finance Officer review the work of the 
accountancy and business rates team and the 
reasonableness of assumptions applied.  
 
The estimate is reviewed by external audit. 
 

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  

No changes were made to the key control activities. 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  

There is a significant level of estimation uncertainty in relation 
to business rate appeals.  
 
The value of provision is assessed using information on 
outstanding appeals rates for the 2010 list and applying the 
buoyancy factor for the 2017 list. 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 

Where appeals are successful, refunds of business rates are 
generally repayable back to the latest valuation date which 
reduces the business rate yield in the year in which the refund 
is made. If successful appeals are higher than the provision 
then this would lead to a deficit on the collection fund which 
would need to be repaid in future years. 
 
As at 31 March 2021 the NDR appeals provision is £30.7 
million, of which the council’s share disclosed in the financial 
statements is £15.1 million. The total provision equates to 
20% of net rates payable which reflects the uncertainty 
concerning appeals against the 2017 list and the increased 
risk of challenge against the 2010 list due to ATMs. 
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Valuation of defined benefit net pension fund liabilities estimate  

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

The valuation of the pension fund liability is inherently risky 
due to its complexity and material nature. The risk is 
addressed by placing reliance on the work of the pension fund 
actuary, Barnett Waddingham. 
 
Due to the effects of Covid-19 a particular risk is the approach 
to future improvements in mortality. The council has adopted 
the standard assumption recommended by the actuary in 
applying a 25% weighting to the Continuous Mortality 
Investigation (CMI) Bureau’s 2020 model.  
 
The valuation of pension fund assets, particularly property 
and pooled property investment funds, are subject to the 
same uncertainty due to the pandemic as council owned 
property. The accounts disclose this additional valuation 
uncertainty. 
 

2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  

Before the year end the actuary asks admitted bodies for 
decisions where there is discretion on the methods used to 
determine the accounting position, rather than using the 
standard approach recommended by the actuary. The actuary 
provides the council with a briefing note on each method or 
assumption to inform their decision. 
 
Considerations made by management regarding methods for 
the pension valuation as at 31 March 2021 were as follows: 
 
Management did not consider an events report was required 
as there were no material settlements or curtailments (eg 
through outsourcings or unreduced early retirements) during 
the reporting period. This is consistent with the previous year. 
Therefore the actuary is not treating any settlements made in 
the year as material special events that require additional 
remeasurement using current assumptions. In total 
capitalised pension curtailment costs amounted to £1.7 
million. 
 
Management opted to make an allowance for actual pension 
increase experience since the last valuation rather than opting 
out. This is in line with the standard approach of the actuary 
for 2020/21 but differs to previous years. The change is 
warranted because actual pension increases have been less 
than assumed since the last full pension fund valuation. 
 
Management opted for pension asset valuations to be based 
on actual fund assets as at 31 March 2021 rather than based 
on February values estimated to 31 March in order that no 
estimation is required. This is in line with the council’s 
approach last year. 
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3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  

The actuary recommends standard assumptions to determine 
this accounting estimate, although these can be adjusted by 
management to better reflect local circumstances where 
appropriate. 
 
Management did not consider that any changes to the 
standard assumptions (eg demographic or financial 
assumptions) were warranted for 2020/21, which is consistent 
with previous years, although the actuary’s standard 
assumption with regard to mortality rates was changed to 
reflect the effect of the pandemic. 
 
The key financial assumptions for determining the pension 
liability are the discount rate, linked to corporate bond yields 
and the future rate of inflation. 
 
The key demographic assumption is the mortality assumption, 
projecting current mortality rates into the future. The 
Continuous Mortality Investigation (CMI) Bureau made a 
material change to their 2020 mortality model compared to 
previous versions due to the impact of abnormal mortality 
data, including a 2020 weight parameter so that exceptional 
mortality experienced from the pandemic can be incorporated 
without having a disproportionate impact on results.  
 
Changing the 2020 weight parameter has a material impact 
on projected mortality improvements, the higher the weight 
the lower the future mortality improvements and the lower the 
pension liability. The actuary has recommended a weight of 
25% is used as the standard assumption, and this has been 
adopted by management.  
 
The pandemic has led to a sharp increase in reported deaths 
and the actuary’s view is that high pensioner mortality 
experience will continue to be heavier over the short and 
medium term as a result of the pandemic but also the effect of 
the economic contraction and lockdowns on health. 
 

4. How do management select the 
source data used in respect of this 
accounting estimate? 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 

There are several sources of data for this accounting 
estimate: 

 Last full actuarial valuation March 2019; 

 Pension fund asset values at 31 March 2021; 

 Pension fund income and expenditure to 31 March 
2021; 

 BCP Council payroll and pensionable pay data for 
contributions; 

 Pension fund membership data; 

 RPI / CPI data; 

 Bond yield data; 

These data sets are standard for pension fund valuations and 
consistent with previous years.  
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5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimates, and if so how 
were these specialist skills procured? 

The council uses the pension fund actuary, Barnett 
Waddingham, to advise on the approach required for valuing 
pension fund liabilities. The Dorset Pension Fund procures 
the actuary on behalf of all admitted bodies. 
 

6. How do management monitor the 
operation of control activities in relation 
to this accounting estimate, including 
the control activities at any service 
providers or management experts?  

Management consider the pre and post March briefing notes 
supplied by the actuary to consider the issues raised and also 
attend the annual pension fund briefing where approaches to 
employer contributions and addressing pension deficits can 
be agreed. 
 
The actuary engages early with admitted bodies to discuss 
the need for bespoke assumptions for individual organisations 
and to ensure that the data used is up to date. 
 
The actuarial valuation supplied for the accounts is 
accompanied by a report explaining the impact of the 
assumptions and methods used on the balance sheet figures. 
The report is reviewed by management. 
 

7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  
 

Yes, controls are adequate with sufficient detailed briefing 
notes provided by the actuary to explain the methods, 
assumptions and results relating to the valuation. 
 
Pension disclosures are reviewed by external audit. 

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  
 

No. 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  
 

The sources of estimation uncertainty are explained in detail 
in the actuary’s briefing notes and reports. Management 
address this uncertainty by considering whether bespoke 
assumptions and methods are required for the council rather 
than the standard assumptions recommended by the actuary. 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 

The actuary provides a sensitivity analysis with the valuation 
report that calculates the financial impact of changes in key 
assumptions such as longevity, salary increases and the 
discount rate. This is published in the statement of accounts. 
 
A small change in actuarial assumptions can have a material 
effect on the present value of the total pension obligation. For 
example, a 0.1% change in the discount rate can increase or 
decrease the obligation by approximately £43 million.  
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Accruals of income and expenditure  

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

No risks identified relating to the material accuracy of 
accruals. 
 
More data is available to assist in the calculation of accruals 
for 2020/21 as it is the second year of operation for BCP 
Council. 
 

2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  

Standard accruals accounting is used. Accruals are based on 
expenditure incurred that has not yet been paid or income 
due that has not yet been received. Activity is accounted for in 
the year it takes place, not when money is paid or received.  
 
Accruals for income and expenditure are principally based on 
known values. Where accruals are estimated they are based 
on the latest information available.  
 
No changes for 2020/21.  
 

3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  
 

Procedures and deadlines for identifying accruals are 
included in the closedown instructions distributed to 
accountants and budget holders.  
 
No changes in assumptions 2020/21.  

4. How do management select the 
source data used in respect of this 
accounting estimate? 
 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 
 

Various sources of data are used in calculating accruals 
including previous outturn and estimated usage.  
 
No changes for 2020/21.  

5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimates, and if so how 
were these specialist skills procured? 
 

No specialised skills or knowledge used apart from 
knowledge of budget holders in relation to their services. 
 

6. How do management monitor the 
operation of control activities in relation 
to this accounting estimates, including 
the control activities at any service 
providers or management experts?  
 

Depending on their value, accruals are reviewed by either 
Finance Managers, Assistant Chief Finance Officers or the 
Chief Finance Officer on a weekly basis during the closedown 
period. 
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7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  
 

Adequate controls are in place. 
  
Controls are subject to review from management and external 
audit.  

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  
 

No changes to the key control activities.  
 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  
 

Accruals are largely based on known values, where estimates 
are used the level of uncertainty is not deemed to be material.  
 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 
 

The level of uncertainty in respect of estimates made is not 
deemed to be material.  
 
The council has adopted a materiality level for individual 
accruals of £25 thousand. 
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Bad debts and expected credit loss estimate  

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

Uncertainty risk exists that expected credit loss provisions 
recognised in respect of debtors will be insufficient.  
 
To address this risk debts are reviewed and analysed by type, 
age, historic experience of default and through liaison with 
budget managers in order to make a prudent estimate of 
credit losses. 
 
The risk of increased credit losses due to Covid-19 was 
assessed particularly for the effect on council tax and NDR 
arrears in the collection fund. 
 

2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  

Collective lifetime expected credit losses are calculated based 
on the credit risk, the credit status of the instrument and 
whether there has been any change in the credit risk since 
initial recognition.  
 
There have been no changes to these methods but specific 
factors in the calculation have been reviewed in light of the 
risks identified, for example changes to council tax and 
business rate collection rates.  

3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  

Assumptions are based on the reasonable and supportable 
credit risk information available e.g. the nature of the debt, the 
age of the debt and the likelihood of recovery.  
 
The assumptions were revisited as part of the 2020/21 
accounts process to ensure that they remain prudent and 
soundly based.  
 
Council tax debtors (estimate £11.9 million): 

 based on 5%-100% of arrears based on age; 
 additional Covid-19 assumption included £5.3 million 

to reflect a reduction in the collection rate of 2% in 
2020/21 applied against £261.7 million collectable 
debit. 

 

Business rate debtors (estimate £8.9 million): 
 based on 10% - 100% of arrears based on age; 
 additional Covid-19 assumption included £5.4 million 

to match total increase in arrears between 31 March 
2020 and 31 March 2021 (an 80% increase). 

  
Sundry debtors (estimate £19.6 million): 

 Sundry debt - based on 10% - 80% of arrears based 
on age; 

 Housing benefit debtors – based on 50% for accounts 
in payment and 100% for inhibited debt. 
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4. How do management select the 
source data used in respect of this 
accounting estimate? 
 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 
 

Source data available from accounts receivable and the 
revenues systems combined with intelligence from service 
managers.  
 
No changes for 2020/21.  

5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimates, and if so how 
were these specialist skills procured? 
 

No. 

6. How do management monitor the 
operation of control activities in relation 
to this accounting estimates, including 
the control activities at any service 
providers or management experts?  
 

Debt is monitored as part of the quarterly revenue budget 
monitoring; Quarterly reports on outstanding debt at cost 
centre level are provided to service accountants, regular write 
off of bad debts are approved as per the financial regulations 
depending on the total value of the write offs.  

7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  
 

Yes – management has oversight of the source data and 
assumptions.  
 

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  
 

No. 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  
 

Management consider the potential materiality and risk as 
part of their review process.  
 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 

The approach to calculating bad debt provisions take account 
of the age of debts and apply an increasing proportion set 
aside for non-payment as the debt gets older.  
 
The total provisions set aside compared to outstanding debt 
are as follows, representing prudent levels according to the 
risk profile of the debts outstanding. Previous experience of 
bad debt provisions compared to actual amounts of debt 
written off give assurance that the assumptions used are 
materially correct. 
 
Total arrears by class: 
 

 Business rate provision 74% of arrears; 
 Council tax provision 38% of arrears; 
 Debtor provision 25% of arrears; 
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Fair Value estimates – Investment Properties 

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

Investment properties are valued annually at fair value. 
 
Additional estimation uncertainty with regard to investment 
property valuations could exist at the balance sheet date due 
to the impact of Covid-19 on market evidence such as sales, 
rentals and yields in respect of comparable properties. 
However the Council valuers have confirmed this not to be an 
issue and therefore this estimation uncertainty is not 
disclosed in the financial statements. 
 
Risks addressed by the use of suitably qualified (RICS) 
external valuers, Bruton Knowles, for investment properties. 
 

2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  
 

Valuations undertaken by a qualified external valuer (RICS 
member) in line with RICS and CIPFA guidance on an annual 
basis.  
 
Investment property valuations are based on fair value, which 
reflects the price that would be received to sell an asset in the 
market. 
 
The finance team issue terms of engagement to the internal 
valuer.  
 
No changes in method or models in 2020/21. 
 

3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  
 

Valuations undertaken in line with RICS and CIPFA guidance. 
 
Valuations are based on assumptions of sale values, rentals 
and yields. 
 
No changes to assumptions for 2020/21 although the effect of 
the pandemic has been taken into account when valuing 
investment properties.  
 

4. How do management select the 
source data used in respect of this 
accounting estimate? 
 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 

The valuers have access to the source data such as lease 
agreements, tenant data and income streams. 
 
Valuations are based on observable and unobservable inputs 
within a valuation hierarchy for fair value assets. 
 
Observable inputs use market data such as publicly available 
information about actual events or transactions that reflect the 
assumptions that market participants would use when pricing 
an asset.  
 
Unobservable inputs are used where market data is not 
available and use the best information available about the 
assumptions that market participants would use when pricing 
an asset.  
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The council’s investment properties mostly fall into level two 
of the valuation hierarchy. They are valued using the market 
approach which takes into account transactional evidence for 
similar assets in active markets. Market conditions are such 
that comparable properties are actively bought and sold and 
there are sufficient observable inputs. 
 
A minority of the council’s investment properties fall into level 
three of the valuation hierarchy where non market data is 
used as there are no direct observable inputs. 
 
No changes to source data for 2020/21. 

5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimates, and if so how 
were these specialist skills procured? 
 

Yes – for 2020/21 a new external valuer, Bruton Knowles, 
was procured through a competitive process. 

6. How do management monitor the 
operation of control activities in relation 
to this accounting estimates, including 
the control activities at any service 
providers or management experts?  

All valuations provided to management will be subject to 
robust review and challenge if appropriate. This will ensure 
any significant movements or assumptions are understood 
and consistent with the knowledge and experience of the 
team.  
 
Management ensure that valuers appointed are independent, 
professional, suitably experienced and qualified.  
 

7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  
 

Adequate controls are in place, assurances are sought and 
provided on the qualifications, independence and experience 
of the valuers as management experts.  
 
Controls are subject to review from external audit.  

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  

In light of the comments in the Grant Thornton Audit Findings 
Report for 2019/20 concerning the improvements required to 
the council’s valuation processes and valuers being able to 
support the valuations they make, management have 
addressed the risk of a repetition of these issues in 2020/21 
by: 

 Use of a single valuer for all general fund assets; 

 Early engagement with Bruton Knowles and Grant 
Thornton to agree requirements; 

 Latest capital programme issued to external valuer; 

 External surveyors engaged to provide floor plans 
where these were missing for significant assets due to 
be valued as at 31 March 2021. 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  

Valuations are made in line with RICS and CIPFA guidance. 
A degree of uncertainty is inherent with any revaluation. We 
employ professional valuers and rely on expert opinion.  
 
Additional estimation uncertainty with regard to investment 
property valuations could exist at the balance sheet date due 
to the impact of Covid-19 on market evidence such as sales, 
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rentals and yields in respect of comparable properties. 
However the Council valuers have confirmed this not to be an 
issue and therefore this estimation uncertainty is not 
disclosed in the financial statements. 
All investment properties are valued annually to minimise the 
inherent uncertainty.  
 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 

Estimated fair values may differ from actual prices that could 
be achieved in an arm’s length transaction at the reporting 
date.  
 
The value of investment property held at the balance sheet 
date is £90.2 million. 
 
A decrease in the value of investment properties of 10% 
would equate to £9.0 million with the loss being recorded in 
the Comprehensive Income and Expenditure Statement. 
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Fair Value estimates – Financial Instruments 

Question Management response 

1. Were any risks identified relating to 
the material accuracy of this accounting 
estimate for the financial year and, if so, 
how were these risks addressed?  

No particular risks identified other than the risks inherent with 
financial instruments such as credit risk, liquidity risk and 
market risk. 
 
Such risks are managed through adherence to CIPFA’s Code 
of Practice on Treasury Management and through the 
council’s Treasury Management Policy which is approved 
annually by the Audit and Governance Committee. 

2. How do management select, or 
design, the methods, used in respect of 
this accounting estimate, including the 
models used? 
 
Were any changes made to these 
methods or models in 2020/21, and if 
so what was the reason for the 
change?  

The requirements for the valuation and accounting of financial 
instruments is prescribed by IFRS9 Financial Instruments and 

IFRS13 Fair Value. 
 

Financial assets and liabilities, such as long-term debtors, 
investments and borrowings, are carried in the balance sheet 

at amortised cost. Their fair value can be assessed by 
calculating the present value of the cash flows that will take 

place over the remaining term of the instrument. 
 

 The fair value of the PWLB borrowings can be 
determined using the new loans rate; 

 For instruments maturing within 12 months, the fair 
value is assumed to be the carrying value; 

 
There are no changes for 2020/21. 

 

3. How do management select the 
assumptions used in respect of this 
accounting estimate? 
 
Were any changes made to these 
assumptions in 2020/21, and if so what 
was the reason for the change?  

Loans taken out by the council are valued by discounting the 
contractual cash flows over the whole life of the instrument at 
the appropriate market rate for local authority loans. 
 
For loans from the PWLB transfer values (new loan rates) 
have been applied to provide fair value under the PWLB debt 
redemption procedure.  
 
There were no changes to assumptions for 2020/21. 
 

4. How do management select the 
source data used in respect of this 
accounting estimate? 
 
Were any changes made to this source 
data in 2020/21, and if so what was the 
reason for the change? 
 

Source data is readily available, such as the council’s existing 
portfolio of financial instruments and market information on 
current interest rates and yields. 
 
There are no changes for 2020/21. 

5. Were any specialised skills or 
knowledge used in respect of this 
accounting estimates, and if so how 
were these specialist skills procured? 

Yes – the council’s treasury advisors, Link Treasury Services, 
provide information and calculations for the fair value of 
borrowings. 
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6. How do management monitor the 
operation of control activities in relation 
to this accounting estimates, including 
the control activities at any service 
providers or management experts?  

Management review the results of the fair value calculation for 
reasonableness. 
 
The accounting estimate for fair value is reviewed by external 
audit. 

7. In management’s opinion, are their 
adequate controls in place over the 
calculation of this accounting estimate, 
including those at any service provider 
or management expert used, and if so 
how is the robustness of the key 
controls assessed?  
 

Yes, adequate controls are in place for fair value calculations 
for financial instruments. 

8. Were any changes made to the key 
control activities this year? If so please 
provide details.  
 

No. 

9. How do management consider the 
estimation uncertainty related to this 
accounting estimate and address this 
uncertainty when selecting the point 
estimate to use?  

There is limited estimation uncertainty attached to this 
accounting estimate as the source data used to inform this 
estimate comes from the PWLB website for new loan rates 
and redemption penalties. 

10. How do management consider the 
sensitivity of the estimate to the 
methods and assumptions used and 
identify the range of reasonably 
possible outcomes for disclosure in the 
financial statements? 

There is limited estimation uncertainty attached to this 
accounting estimate. 

 

 
 


