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Explanatory Foreword

Introduction

Welcome to the 2012/13 financial statements for Devon County Council. The financial
statements have been prepared in accordance with the requirements of the Code of
Practice on Local Authority Accounting (the Code) which is based on International
Financial Reporting Standards (IFRS).

The Devon Pension Fund accounts, although included in this publication, are separate
from the accounts of the Council and are subject to a separate audit opinion.

The Annual Governance Statement is included within this publication but does not form
part of Devon County Councils accounts or those of the Pension Fund.

Accounting policies and comparative information

The accounting policies on which the figures in the financial statements are based follow
the financial statements (Note 1 page 17). There are no significant changes in approach
this year.

There is ongoing discussion within CIPFA/ LASAAC Local Authority Accounting Board over
the appropriate treatment of publicly funded schools within the Local Authority group
boundary. Our current accounting treatment is not to recognise the assets of Voluntary
Aided schools on the balance sheet as the council does not control to whom the services
are provided as the Governors are the admissions authority. Voluntary Controlled
schools are recognised as the council exercises sufficient control over admissions and
other key issues.

Foundation or trust schools are removed from our balance sheet on the date that their
legal status changes and the property transfers to the trust board. If a school's status is
to change on 1st April of the next financial year we do not seek to impair or derecognise
the asset as at the 31st March. As a statutory transfer, we derecognise the asset in the
next financial year.

We intend to continue with this treatment until the issues are resolved at a national
level.

The prior period comparative information has been restated to take account of two
issues:

Science Park: An Asset Under Construction has been held on the authority’s Balance
Sheet for several years. It has been determined that the authority is acting as an Agent
for the Homes and Communities Agency, formerly South West Regional Development
Agency. The construction and associated costs have been wholly funded by the agency.
The Asset Under Construction of £17.754 millions has been removed from the authority’s
Balance Sheet.

King Edward VI School: The school became a Co-operative Trust in 2011/12 and the
school land and buildings transferred from the authority to the Trust at that time. The
land and buildings valued at £16.293 millions has been removed from the Balance Sheet
to reflect the change in status of the school.

Further detail is provided in note 3 on page 31.



Summary of Financial statements

The financial statements and their purpose are summarised as follows:

Movement in Reserves Statement (page 13) - this statement shows the movement in
year for the reserves held by the Council analysed into useable reserves (i.e. those
that can be applied to either fund expenditure or reduce local taxation) and other
reserves. The surplus or deficit on the Provision of Services line shows the true
economic cost of providing services, more detail of which are shown in the
Comprehensive Income and Expenditure Statement. These are different from the
statutory amounts required to be charged to the General Fund Balance. The Net
Increase/Decrease before Transfers to Earmarked Reserves line shows the statutory
General Fund Balance before any discretionary transfers to and from earmarked
reserves undertaken by the Council.

The balance carried forward at 31st March 2013 has decreased by £200 millions. £196
millions of this is in relation to Unusable Reserves. The main reason for this decrease
in unusable reserves is the transfer of school assets to Academy and Co-operative
Schools at no charge. Note 25 on page 64 provides more information on the purpose
of each of the Unusable Reserves and analyses the movement in the balances. Page
10 of this foreword and note 43 on page 89 provides more information on the
changes to the Pension Liability;

Comprehensive Income and Expenditure Statement (page 14) - this statement shows
the accounting cost in the year of providing services in accordance with generally
accepted accounting practices, rather than the amount to be funded from taxation.
Councils raise taxation to cover expenditure in accordance with regulations: this may
be different from the accounting cost. The taxation position is shown in the Movement
in Reserves Statement;

Total Comprehensive Expenditure and Income was a deficit of £175.532 millions in
2012/13 compared with a deficit of £288.261 millions in 2011/12. The decrease of
£112.729 millions is mainly due to a reduction in Actuarial Losses on the Pension
Liability. As mentioned above, Page 10 of this foreword and note 43 on page 89
provides more information on the changes to the Pension Liability;

Balance Sheet (page 15) - the Balance Sheet shows the value as at the Balance
Sheet date of the assets and liabilities recognised by the Council. The net assets of
the Council (assets less liabilities) are matched by reserves held by the Council.
Reserves are reported in two categories. The first category of reserves is useable
reserves, those reserves that the Council may use to provide services, subject to the
need to maintain a prudent level of reserves and any statutory limitation on their use
(for example the Capital Receipts Reserve may only be used to fund capital
expenditure or repay debt). The second category of reserves hold unrealised gains
and losses (for example the Revaluation Reserve) where amounts would only become
available to provide services if the assets are sold; and hold timing differences shown
in the Movement in Reserves Statement line ' Adjustments between accounting basis
and funding basis under regulations’;



e The authority has a negative Balance Sheet as at 31st March 2013 which means that
the authority's liabilities are £96.5 millions greater than its assets. As discussed
above the movement from Net Assets of £103.996 millions in 2011/12 to Net
Liabilities of £96.505 millions in 2012/13 is mainly due to the transfer of schools
assets to Academy and Co-Operative Schools at no charge. The negative Balance
Sheet has no impact on the authority being considered a going concern. The net
Pension liability of £762 millions has a substantial impact on the net worth of the
authority as recorded in the Balance Sheet. However, statutory arrangements for
funding the deficit mean that the financial position of the authority remains healthy.
The deficit on the local government scheme will be made good by increased
contributions over the remaining working life of employees, as assessed by the
scheme Actuary.

e Cash Flow Statement (page 16) — the Cash Flow Statement shows the changes in
cash and cash equivalents of the Council during the reporting period. The statement
shows how the Council generates and uses cash and cash equivalents by classifying
cash flows as operating, investing and financing activities. The amount of net cash
flows arising from operating activities is a key indicator of the extent to which the
operations of the Council are funded by way of taxation and grant income or from the
recipients of services provided by the Council. Investing activities represent the extent
to which cash flows have been made for resources which are intended to contribute to
the Council’s future service delivery.

Economic context

Reduction in public sector spending and investment is still seen as essential to reduce
the national budget deficit. This retrenchment is designed to set the national debt on a
sustainable downward path that will restore public spending as a share of the economy
to a level closer to the historical average. The continuing emphasis on public spending
reduction is partly due to a failure of the wider economy to grow as forecast.

The Comprehensive Spending Review (CSR) in October 2010 set out the Government's
spending plans for the financial years 2011/12 to 2014/15. It announced that Central
Government funding for Local Authority spending would reduce by 28% over four years
with a reduction of 8% in 2012/13.

In order to meet the challenges of the CSR the Council undertook a service prioritisation
exercise that reviewed all services against a number of criteria. These criteria included
an assessment of the extent to which services are required by statute, how they meet
the strategic priorities of the Council and how they meet customer expectations. The
review identified resources which could be released from some activities by a
combination of efficiency savings, increased income and reductions in the level of some
services. These changes have helped the Council to freeze its level of Council Tax in
2012/13 and find savings and efficiencies of £29 millions in 2012/13.

The government has provided support for councils which froze council tax in 2012/13,
with £8.155 millions being received. This money is available for only one year.

Financial performance

The Comprehensive Income and Expenditure Statement is produced in line with the
Chartered Institute of Public Finance and Accountancy’s (CIPFA) Service Reporting Code
of Practice (SERCOP) and the Code. This requires a standard analysis of service
expenditure, to be shown at total cost, which includes charges for capital asset
utilisation, apportionments of central costs, expenditure from funds and reserves and
appropriate provision for pension costs. Gross expenditure totalled £1,319 millions and
Chart 1 highlights spending for each service.
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Expenditure is funded from a number of sources, some within Devon and some from
Central Government. Chart 2, below, highlights sources of revenue income for the
County Council during the year. Total gross income of £1,144 millions was received
during the year. Chart 2 shows how this is derived.

~ Chart 2: Gross Income
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and similar income £ 127.594m
£1.766m

Whilst the published Comprehensive Income and Expenditure Statement is based on the
SERCOP analysis, the Council manages the revenue budget according to Service
management responsibilities, as shown below.

Revenue Spending

Revenue expenditure provides the day to day services of the Council. Income arises from
charges for such services where appropriate and contributions towards their costs.

Monitoring of income and expenditure takes place throughout the year. The financial
performance, relative to budgets approved by Members is detailed below. The budget is
set and monitored on a management accounting basis and does not include the statutory
accounting entries that are included elsewhere within these accounts.



People Services

The final outturn for People, after carry forward of unspent income and assuming other
carry forwards are agreed, is net expenditure of £318,682,000 compared to a budget of
£317,790,000, an overspend of £892,000 or 0.3%.

Members will be aware of the substantial pressure on children’s social care, which led to
an overspend of £3.8 millions in Child and Adult Protection, as nhumbers of children taken
into care rose above the levels budgeted. Partly in response to other areas within People
overspending, Social Care Commissioning actively managed its spending, delaying
recruitment and some project work in order to deliver an underspend of £4.5 millions.

It is pleasing to note that, partly due to the benefit of investment of additional funding
for Social Care in agreement with the NHS in Devon, Adult Care Management and the
Integrated Children’s Service has delivered a balanced outturn position. Despite strong
pressures reported early in the year, numbers of people requiring care in residential
settings have fallen in the second half of the year, without the number of people needing
support in their own homes increasing. This is due to an approach to care that focuses
more on a person’s individual needs; the success of investment in alternatives to care,
especially on discharge from hospital; and the intensive support given to people who
need help to get over a crisis by way of the reablement service.

Grant Carry Forwards total £24.0 millions, £21.5 millions of which are due to underspend
of Dedicated Schools Grant and other schools funding, which must under legislation be
carried forward. Of this amount £16.9 millions relates directly to sums carried forward by
schools themselves and £4.6 millions to central amounts. The schools’ balances figures is
higher than the previous year, but this is to be expected as a prudent reaction to
uncertainty over funding mechanisms following changes required by government in the
local formula under which funding is allocated to schools. The central amounts include
sums earmarked to support the strategy of reducing reliance on independent special
schools by enhancing the capacity of maintained Special Schools, for the use of Local
Learning Communities, and increased contingency to deal with uncertainties from
turbulence in funding.

Apart from the Dedicated Schools grant, a further £2.5 millions of grant and other tied
income has been required. A planned contribution of £2.5 millions to the Extra Care
Housing Reserve has been made.

Carry forwards totalling £8.6 millions include £2.8 millions in respect of unspent funding
for social care received from the NHS in line with our agreement, some of which was
received late in the year. As noted above this funding also continues to support the
operational position of Adult Care Management by investments that prevent or minimize
cost. £4.0 millions related to temporary funding set aside in the 2012/13 budget for a
programme, which will span several years, to invest in the care provided in residential
homes operated by the Council. This has been carried forward to 2013/14. In addition to
these, carry forwards for a youth service contribution to the Totnes hub, targeted
community support for the homeless, project and market management work associated
with Social Care Commissioning and the improvement of IT systems have been agreed.

Place Services

Place has an under spend of £4.0 million at the end of the year. Unused grant of £2.8
millions must be carried forward. Once this is excluded there is an under spending on
services of just over £1.2 million.

Reduced planned works within Highways and Traffic Management of £1.6 millions has
been used to offset an increase in the Winter Maintenance costs of £902,000 due to a
very cold spell at the end of March 2013, together with a provision of £500,000 for the
insurance excess for the recent appeal of a road traffic collision and an overspend of
£318,000 on street lighting due to an increase in outages.



In addition to the carry forward of unspent grants and contributions of £2.8 millions
carry forwards totalling £2.7 millions have been agreed. These include £1.35 millions for
storm legacy works, £400,000 for new book stock for the new Exeter Central Library and
smaller requests for delayed flooding projects, leachate works at Sutton Barton, Skypark
and for BDUK delays in the procurement framework.

The storm events of 2012/13 have had a significant financial impact. The gross cost of
the works undertaken during the year totalled £12.2 millions. This amount has been
offset by a budget provision of £1.0 million, the use of the emergency reserve of £3.6
millions and the total of the Bellwin claims submitted of £3.1 millions. The remaining
cost, £4.5 millions, has been met from under spending elsewhere in the Place budget.

In order to qualify for Bellwin assistance the authority has to fund up to a threshold of
£1.7 millions before a claim can be made. The £3.1 millions claimed by Council, is over
and above this threshold.

In addition to the storm works overspend of £4.5 millions a carry forward for £1.350
millions to cover storm legacy works is included in the outturn position. This will cover
the remaining revenue works which have been identified.

Corporate Services

These Services produced a combined underspend of just under £1.6 million, of which
£0.2 million relates to unspent grant which will be carried forward. The remaining
underspend was mainly due to the impact of vacancy management strategies alongside
acceleration of restructuring of services (Human Resources & Business Support), delayed
corporate infrastructure projects and savings in fees and increased income. This was
partly offset by one-off lease termination costs and delays in the property rationalisation
programme, caused by increased lead-in times.

The carry forwards in addition to that for grants are for £0.7 million and relate to
enabling costs in respect of invest to save projects, unavoidable delays relating to
commitments for corporate infrastructure projects, and other commitments in respect of
facilities.

Other Items

Investment returns have continued at low levels. Commentators suggest that Base Rate
increases are not to be expected until 2015, but this is far from certain. Despite this,
interest from investments exceeded the budget by £0.8 million due to some attractive
rates being unexpectedly available during the year. A further under spend of £0.6 million
has been found from a review of the balance sheet which has identified a number of
balances that are no longer required.

On the 31 May 2013, £1.7 million were received from the Department for Education. It
represents a refund of top sliced Revenue Support Grant used to finance the academies
programme in 2012/13. This programme was initially funded on the basis of projected
pupil numbers. Because the number of academy conversions in Devon for 2012/13 has
been slower than anticipated the top slice has been too great and the difference repaid.
The refund has been added to the redundancy reserve in anticipation of the high levels
of severance costs which will need to be met in the next two to three years.

General Balances

A review of the financial risk assessment prepared when the 2013/14 Budget was
considered indicates that the Council should hold working balances of about £14 millions.

Working balances at 31st March 2012 were £14.470 millions. As a result of outturn, it
has been possible to make a further contribution of £68,000, bringing the level at year-
end to £14.538 millions.



Earmarked Reserves

At the beginning of the financial year, earmarked reserves (excluding schools and non-
schools carry forwards) stood at £58.6 millions. During the year earmarked reserves
have reduced by a net £4.7 millions which includes the elimination of the roads
emergency reserve of £3.6 millions. A further reduction of £14.1 millions is planned for
2013/14. With most of the remaining reserves already committed it is inevitable that the
use of the remainder will need to be severely restricted and carefully targeted.

Details of earmarked reserves including school and non-school carry forwards are shown
in Note 10 on page 40.

In aggregate the level of reserves and balances is regarded as sufficient to meet current
needs and to provide some assurance that unforeseen risks and emergencies can be
managed.

Capital Spending
The final capital programme for 2012/13 was £180.120 million and actual capital

expenditure was £117.526 million. The table below summarises 2012/13 expenditure
and approvals.

Budget Actual Variation

£000’s £ 000’s £000’s
Place 144,539 97,892 46,647
People 25,088 16,384 8,704
Corporate 10,493 3,250 7,243
Total 180,120 117,526 62,594

Planning, Transportation and Environment

Work has commenced on the South Devon Link Road, which is being delivered in
partnership with Torbay Council. The scheme addresses a long standing congestion
problem and will enable growth in the Newton Abbot area and in Torbay.

2012/13 has seen continued investment in additional pupil places to meet the future
demographic pressures in pupil numbers across the county. A major project which has
started this year has been the Dartmouth Academy rebuild following a successful bid for
funds to the DfE. The relocation of Millwater School to the Bicton College site has now
started following the detailed feasibility study, and works will continue into the 2013/14
financial year.

Over 100 local transport schemes around Devon were completed in 2012/13. These
addressed a range of issues highlighted as priorities by local members and the public
and ranged from cycle routes, to and cycle parking within, schools, to new bus shelters,
public rights of way improvements, casualty reduction schemes, pedestrian crossings
and dropped crossings. These were supplemented by a range of schemes supported
through the Government’s Local Sustainable Transport Funding.

Good progress was also made developing larger schemes in the Targeted Capital
Investment (TCI) programme. These take several years to bring to fruition and several
are now ready for a start on construction in 2013/14 subject to confirmation of funding.
Three schemes developed in the 2012/13 TCI programme, M5 Junction 27, M5 Junction
30 and A38 Drumbridges junction were accepted for the Highways Agency’s Pinch Point
programme in recent months and will be completed by March 2015.

The junction improvement scheme at the intersection of the M5 (junction 29) and the
A30 was completed along with the provision of access and highway infrastructure for the



Exeter Science Park; new community of Cranbrook; and Skypark. The schemes enable
economic growth in the area.

Highways and Traffic Management

Significant investment on structural maintenance of the road network and bridges
remains a prominent theme in ensuring that a significant proportion of A and B roads are
in good condition, in line with the County’s strategic plan. Whilst A and B road condition
remains at the target level all other roads are deteriorating at a significant rate because
overall expenditure on carriageway maintenance is running at about half that needed to
keep condition static. The Bridge Assessment and Strengthening programme continues
to deliver key investment in critical areas with £2.04 millions being spent on
strengthening retaining walls, protecting bridges against river scour, and renewing vital
bridge joints and bearings components.

The year saw completion of strategic sections of new cycle trails incorporating the land
mark structures of Gem Bridge on the Drake’s Trail and Town Quay Crossing on the
Teign Estuary at Newton Abbot. Construction has also started on Clyst Bridge which will
see completion of the eastern side of the Exe Estuary Trail in 2013.

Further significant progress has been made on the carbon reduction programme for
street lighting with over 35,000 units now converted to part-night lighting.

Capital Development and Waste Management

During the year there have been 166 capital maintenance projects completed within the
schools estate that has resulted in a reduction to the backlog of maintenance work
outstanding. This year has seen the completion of several major schemes including
Ilfracombe Community College boiler and roof works, and structural repairs at Ladysmith
Junior School.

Construction of the Exeter Energy from Waste plant has progressed on programme with
completion of the facility due in summer 2014.

The Council is part of a Waste Partnership with Torbay and Plymouth Councils which was
set up formally in 2008 to source a household waste disposal solution for South West
Devon. The three councils jointly signed a 25 year contract for waste disposal with MVV
Umwelt in March 2011 following a public procurement exercise. MVV are currently
building an energy from waste facility on leased Ministry of Defence land at Camels Head
North Yard in Devonport Dockyard, Plymouth. Construction is due to be completed in
the Autumn of 2014 when the plant will receive waste from the three authorities in
return for contract payments linked to tonnages delivered. The costs of procurement
and initial start-up from 1st April 2007 to 31st March 2013 for the partnership totalled
£3.3m and these have been shared equally between the three local authority partners.
The expenditure for 2012/13 was £0.264m.

The total estimated cost of the contract to the partnership is £436m (at February 2010
prices, indexation will apply) over the 25 year period. The estimated first full year cost
(using assumed price inflators) is £15.3m, which is estimated to be split between the
three authorities as follows Plymouth £7.3m, Devon £5.4m, and Torbay £2.6m, based on
tonnes of waste delivered to the plant.

The exact accounting treatment of the contract payments for waste disposal which will
commence autumn 2014 has not been finalised, and finance staff from the three local
authorities will be working with external financial advisors to establish the appropriate
accounting treatment by April 2014. The final agreed treatment will not impact on the
net revenue accounts of each council, and therefore will not affect the council tax
requirement.

The governance of the partnership is through the South West Devon Waste Partnership
Committee. Plymouth City Council are the accountable authority in relation to
accounting for the Joint Committee and the authority's finance staff are currently



assessing the appropriate financial reporting arrangements for the Joint Committee This
assessment will be complete by April 2014.

Work has started on the construction of the new Sidmouth Recycling Centre, which will
assist in improving recycling rates and provide a better facility for the locality.

Services for the Community

On 25th June 2012, the £2.8 millions Passmore Edwards Centre was launched in Newton
Abbot. A redevelopment of a grade II listed building, this is the second Devon Centre
and now houses a modern 21st century library, adult and community learning facility,
and services that are supporting people with learning disabilities. It also has an IT suite,
WIFI technology, café and meeting rooms available for local groups to use.

Redevelopment of the Mansion site to deliver a much-needed new Totnes Library has
progressed and construction of the first-floor facility is currently nearing completion with
opening scheduled for June 2013.

The major £4 millions scheme of redeveloping the 1960s Exeter Central Library is
underway. Following separation works over the autumn of 2012, the interim library
opened in the Castle Street building in December 2012. Subsequent asbestos removal
and associated works has been completed and the main construction period has now
commenced. The new facility is anticipated to be ready in spring 2014.

Child and Adult Protection

Haven Banks Outdoor Education Centre will provide a contemporary hub for outdoor
activities for young people and adults. It is progressing well and expected to complete in
summer of 2013. There have been significant refurbishments of several Youth centres
around the County including Axminster, Bideford and Tiverton. All are now complete and
in use.

Social Care Provision

The Extra Care Housing programme has, in partnership with Teignbridge District Council

and Aster Housing Group, initiated a new development, on part of the old hospital site in
the Newton Abbot town centre. This will provide 50 self contained flats, ten of which will

be specifically for people with dementia, the first of which will be available the autumn of
2014.

The remodelling and refurbishment of the Children’s Home in Rifford Road is now
complete, providing accommodation for seven young people on emergency admissions
for short-term assessment, whilst workers identify an appropriate move-on placement.
The new extension to the Atkinson Secure Unit is currently on site and is due to be
completed by mid 2013.

Education and Learning

The Stansfield Centre (Falcon Road DPLS) has now been completed and is currently
being used to provide education and accommodation to children with a wide range of
specialist needs.

The Newton Abbot Skills centre has also been completed and is being run by the three
secondary schools in the area providing technical and vocational qualifications to young
people.

Individual schools have undertaken numerous local projects using their devolved formula
capital to acquire or maintain assets to enhance the quality of education for their pupils.
Projects range from upgrades of building to refurbishments of IT suites.



Corporate Services

During 2012/13 work was undertaken to reconfigure office accommodation and
incorporate additional staff while making more efficient use of space. In particular,
Follaton House in Totnes will accommodate Childcare Social Work services, the South
Hams Community Learning Disability Team and the local area Reablement Team. In
Newton Abbot five DCC teams have moved and co-located to enable the release of two
leased properties and the sale of a DCC owned building.

Over the coming year more staff will be relocating to the five strategic centres — County
Hall, Great Moor House, Barnstaple Civic Centre, Estuary House (Newton Abbot) and
Follaton House (Totnes). This will release buildings to achieve capital receipts and reduce
running costs as set out in the Estates Strategy for 2012-2017.

A number of ICT schemes have completed during the year. The most significant of these
are Modernising the Desktop, replacing the technology supporting the End of Life Backup
and improved storage. Roll out of the new modernised desktop has improved home
working accessibility and will provide the authority with the latest versions of software
such as Office, Project and Visio. It has also reduced login speeds at remote sites and
improved access to applications and data. In addition, approximately 200 software
applications have been decommissioned as part of the roll out process.

The County Farms Estate Useable Capital Receipt Reserve was used in 2012/13 to fund
33 projects. These involved essential infrastructure upgrades to meet strategic goals and
fulfil statutory obligations such as building Nitrate Vulnerable Zone compliant slurry
stores.

Funds for Capital and Other Commitments

The capital programme required finance of £117.526 millions. Borrowing was met from
internal sources during 2012/13 and amounted to £16.065 millions. No new long term
borrowing took place during the year. Other sources of finance were grants and
contributions totalling £90.448 millions, capital receipts from the sale of assets
contributed funding of £9.589 millions and direct revenue contributions and use of
reserves provided £1.424 millions.

The cost of servicing the Private Finance Initiative for Exeter Schools is met annually
from revenue budgets. An outstanding liability of £53.647 millions is included on the
balance sheet at the 31 March 2013 which will be written down as payments are made
against the contract over its remaining life. Note 41 on page 86 provides further detail.

Borrowing

The Council borrows over the long-term to finance capital expenditure and in the short-
term, to smooth the cash flow requirements of the authority on a daily basis.

The principal source of borrowings in excess of one year (i.e. classified as long-term
borrowing) is the Public Works Loan Board although some borrowing from commercial
lenders has taken place. At the year-end, long-term borrowing totalled £511.569
millions. £20 millions of borrowing from commercial lenders is due for repayment in July
2013 and is included within the balance sheet as short term borrowing.

Pensions Liability

The pension liability is based on an actuarial valuation and represents the benefits that
have been accrued by members of the local government pension scheme. At the end of
March 2013 the liability is estimated at just over £1,735 millions, which is set against
estimated assets of £972.6 millions. These estimates reflect the position as at 31 March
2013 and the conditions and actuarial assumptions prevailing at that time. The situation
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will change, for example, with changes in the financial performance of the Pension Fund
investments and changes to the provisions of the Local Government Pension Scheme.

The impact of changes to actuarial assumptions has been largely offset by the increase
the Fund's invested asset, values resulting in a relatively small increase in net liabilities
for the year. As a result for 2012/13 the net liability has increased by just over £47
millions from £715 millions to £762 millions.

The pension fund deficit does not represent an immediate call on the Council’s reserves
but simply provides a snapshot (at 31st March 2013), with the value of assets and
liabilities changing on a daily basis. It is arguable whether the annual calculation of the
pension fund deficit accurately reflects the long run position, many believe it does not.
The triennial valuation undertaken by the actuary and effective from 1 April 2011 shows
a marginal improvement in funding which has allowed the County Council’s pension fund
contributions to remain unchanged until 2014. The next triennial valuation, due in the
next year, will take account of wide spread changes to the Local Government Pension
Fund which will shortly be finalised.

Note 43 on page 89 provides further information.

Integrated Children's Service

Virgin Care Limited has been awarded a contract to manage the Integrated Children's
Service from 1 April 2013. The contract award is initially for 3 years and has an annual
value of approximately £31 millions. The contract combines NHS and Devon County
Council provision. The current value of County Council provision assigned to the contract
is in the region of £2.5 millions per annum.

Conclusion

The financial statements record that as a result of careful management of the Council’s
resources an adequate level of reserves has been maintained, leaving the Council in a
reasonable financial position to cope with future challenges.

The impact of the economic downturn is that a significant squeeze on public expenditure,
including that for local authorities, will take place during the next three to four years.
The financial resilience of the Council during this period will be recorded in future years’
financial statements and will give a unique insight into the robustness of its financial
management structures.

The preparation of these financial statements results from the painstaking effort over
many months of a great many people. I would like to place on record my thanks to
members and officers of the Council who have done so much to achieve this and who
continue to secure the financial health of the Council.

Mary Davis

County Treasurer
13th September 2013
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Statement of Responsibilities for the Statement
of Accounts

The Authority's Responsibilities
The Authority is required to:

¢ make arrangements for the proper administration of its financial affairs and to secure
that one of its Officers has the responsibility for the administration of those affairs. In
this Authority, that Officer is the County Treasurer;

¢ manage its affairs to secure economic, efficient and effective use of resources and
safeguard its assets; and

e approve the Statement of Accounts.

Responsibilities of the County Treasurer

The County Treasurer is responsible for the preparation of the Authority's Statement of
Accounts in accordance with proper practices as set out in the CIPFA / LASAAC Code of
Practice on Local Authority Accounting in the United Kingdom ('the Code of Practice').

In preparing this Statement of Accounts, the County Treasurer has:

e selected suitable accounting policies and then applied them consistently;
¢ made judgements and estimates that were reasonable and prudent;

e complied with the Code of Practice.

The County Treasurer has also:

e kept proper accounting records which were up to date;

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

Certificate of the County Treasurer

I hereby certify that this Statement of Accounts for the year ended 31st March 2013 has
been prepared in accordance with the Accounts and Audit (England) Regulations 2011
and that it gives a true and fair view of the financial position of the Authority as at 31st
March 2013 and its income and expenditure for the year ended 31st March 2013.

Mary Davis

County Treasurer
13th September 2013

Approval of the Statement of Accounts

I confirm that these accounts were approved by the Audit Committee at its meeting on
23rd September 2013

Chairman of the Audit Committee
23rd September 2013
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Movement in Reserves Statement

This statement shows the movement in the year on various reserves held by the
authority, analysed into ‘usable reserves’ (i.e. those that can be applied to fund
expenditure or reduce local taxation) and other reserves. The ‘Surplus or (deficit) on the

provision of services’ line shows the true economic cost of providing the authority’s

services, more details of which are shown in Comprehensive Income and Expenditure
Statement. These are different from the statutory amounts required to be charged to the

General Fund Balance for Council Tax setting purposes. The ‘Net increase/decrease

before transfers to earmarked reserves’ line shows the statutory General Fund Balance
before any discretionary transfers to or from earmarked reserves made by the Council.
The General Fund Balance includes reserves held by schools (School carry forwards);

details are included within Note 10.

Earmarked
General General Capital Capital Total Total
Fund Fund Grants Receipts Usable Unusable Authority
Balance Reserves Unapplied Reserve Reserves Reserves Reserves
£000 £000 £000 £000 £000 £000 £000

Balance at 1st April 2011 Restated (29,234) (72,369) (7,587) (43,317) (152,507) (239,750) (392,257)
Movement in reserves during 2011/12
Restated
(Surplus)/deficit on the provision of services 93,968 93,968 93,968
Other Comprehensive Income &
(Expenditure) 0 0 194,293 194,293
Total Comprehensive Income & Expenditure 93,968 0 0 0 93,968 194,293 288,261
Adjustments between accounting basis &
funding basis under regulations (Note 9) (100,286) (10,550) 7,090 (103,746) 103,746 0
Net Increase/Decrease before Transfers to
Earmarked Reserves (6,318) 0 (10,550) 7,090 (9,778) 298,039 288,261
Transfers to/from Earmarked Reserves (Note
10) 5,657 (5,657) 0 0
(Increase)/Decrease in 2011/12 (661) (5,657) (10,550) 7,090 (9,778) 298,039 288,261
Balance at 31st March 2012 Carried
Forward (29,895) (78,026) (18,137) (36,227) (162,285) 58,289 (103,996)
Movement in reserves during 2012/13
(Surplus)/deficit on the provision of services 175,532 175,532 175,532
Other Comprehensive Income &
(Expenditure) 0 0 24,969 24,969
Total Comprehensive Income & Expenditure 175,532 0 0 0 175,532 24,969 200,501
Adjustments between accounting basis &
funding basis under regulations (Note 9) (175,109) (46) 5,539 (169,616) 169,616 0
Net Increase/Decrease before Transfers to
Earmarked Reserves 423 0 (46) 5,539 5,916 194,585 200,501
Transfers to/from Earmarked Reserves (Note
10) (1,931) 1,931 0 0
(Increase)/Decrease in 2012/13 (1,508) 1,931 (46) 5,539 5,916 194,585 200,501
Balance at 31st March 2013 Carried
Forward (31,403) (76,095) (18,183) (30,688) (156,369) 252,874 96,505
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Comprehensive Income and Expenditure
Statement

This statement shows the accounting cost in the year of providing services in accordance
with generally accepted accounting practices, rather than the amount to be funded from
taxation. Authorities raise taxation to cover expenditure in accordance with regulation
this may be different from the accounting cost. The taxation position is shown in the
Movement in Reserves Statement.

2011/12 2011/12 2011/12 4 2012/13 2012/13 2012/13
Gross Gross Net ° Gross Gross Net
Expenditure Income Expenditure Z Expenditure Income Expenditure
Restated Restated Restated
£000 £000 £000 £000 £000 £000
General Fund continuing operations
16,763 (3,043) 13,720 Cultural and Related Services 18,928 (3,040) 15,888
36,538 (3,248) 33,290 Environimental and Regulatory 40,879 (3,639) 37,240
Services
12,666 (2,663) 10,003 Planning Services 11,510 (4,008) 7,502
615,305 (461,037) 154,268 Children's and Education Services 583,530 (419,590) 163,940
108,801 (7,575) 101,226 Highways and Transport Services 128,808 (14,415) 114,393
277,297 (71,120) 206,177 Adult Social Care 279,887 (79,709) 200,178
134 134 Housing Services (primarily supporting 2,942 (58) 2,884
people)
3,062 (61) 3,001 Corporate and Democratic Core 4,154 (147) 4,007
(12,765) (12,765) Non Distributed Costs (12,979) (66) (13,045)
3,417 (1,741) 1,676 Central Services to the Public 3,581 (1,648) 1,933
5,392 5,392 Exceptional items not included in costs 7 1,993 1,993
of specific services
1,066,610 (550,488) 516,122 Cost of Services 27 1,063,233 (526,320) 536,913
136,077 136,077 Other Operating Expenditure 6,12 199,139 199,139
52,459 (1,919) 50,540 Financing and Investment Income and 13 57,059 (1,766) 55,293
Expenditure
(608,771) (608,771) Taxation and Non-specific Grant 14 (615,813) (615,813)
Income
1,255,146 (1,161,178) 93,968 Surplus or Deficit on Provision of 1,319,431 (1,143,899) 175,532
Services
(6,436) (Surplus) or deficit on revaluation of (13,720)
Property, Plant and Equipment
0 (Surplus) or deficit on revaluation of 0
available for sale financial assets
200,729 Actuarial (Gains) or losses on pension 43 38,689
assets and liabilities
194,293 Other Comprehensive Expenditure & 24,969
Income
288,261 Total Comprehensive Expenditure & 200,501
Income
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Balance Sheet

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

The 31st March 2012 position has been restated to take account of the prior year
adjustments detailed in Note 3 on page 31.

31st March
2012 31st March 2013
Restated 0
°
£000 z £000 £000
1,323,450 Property, Plant & Equipment 15 1,160,056
597 Intangible Assets 16 440
2,381 Heritage Assets 17 2,399
0 Long Term Investments 19 5,000
247 Investments in Associates & Joint Ventures 19 372
27,864 Long Term Debtors 18 28,221
1,354,539 Long Term Assets 1,196,488
40,314 Short Term Investments 19 57,405
1,664 Inventories 1,756
66,429 Short Term Debtors 21 77,685
92,725 Cash and Cash Equivalents 23 62,685
7,542 Assets held for sale 24 6,970
208,674 Current Assets 206,501
(6,739) Provisions 20 (4,374)
(11,415) Short Term Borrowing 19 (31,431)
(913) Revenue Grants Receipts in Advance 38 (880)
(110,728) Short Term Creditors 21 (108,485)
(129,795) Current Liabilities (145,170)
(9,110) Provisions 22 (10,642)
(531,624) Long Term Borrowing 19 (511,569)
(768,598) Other Long Term Liabilities 26 (813,228)
(2,607) Revenue Grants Receipts in Advance 38 (2,624)
(17,483) Capital Grants Receipts in Advance 38 (16,261)

(1,329,422) Long Term Liabilities (1,354,324)
103,996 Net Assets/(Liabilities) (96,505)
(162,285) Usable Reserves (156,369)

58,289 Unusable Reserves 25 252,874

(103,996) Total Reserves 96,505
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Cash Flow Statement

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

2011/12 Note 2012/13
Restated
£000 £000 £000
93,968 (Surplus) or Deficit on the Provision of Services 175,531
Adjustments for -
(203,974) Non cash movements 28 (275,618)
6,315 Investing and financing activities 29 4,050
(197,659) (271,568)
(103,691) Net cash flows from operating activities 30 (96,037)
64,533 Investing activities 31 124,116
2,071 Financing activities 32 1,961
(37,087) Net (increase)/decrease in cash and cash equivalents 30,040
55,638 Cash and cash equivalents at 1 April 2012 92,725
92,725 Cash and cash equivalents at 31 March 2013 23 62,685
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1.Statement of Accounting Policies

General Principles

The Statement of Accounts summarises the Authority’s transactions for the 2012/13
financial year and its position at the year-end of 31st March 2013. The Authority is
required to prepare an annual Statement of Accounts by the Accounts and Audit
(England) Regulations 2011, which those regulations require to be prepared in
accordance with proper accounting practices. These practices primarily comprise the
Code of Practice on local Authority Accounting in the United Kingdom 2012/13 and the
Service Reporting Code of Practice 2012/13, supported by International Financial
Reporting Standards (IFRS) and statutory guidance issued under section 12 of the 2003
Act.

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.

POLICIES

Accruals of Income and Expenditure

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

e Fees, charges and rents due from customers are accounted for as income at the date
the Council provides the relevant goods and services;

e The full cost of employees is charged to the accounts for the period within which the
employees worked. Accruals are made for salaries and wages, holiday pay, flexi leave
and time off in lieu earned but unpaid at the year-end;

e Supplies and services are recorded as expenditure when they are consumed or
received. Where there is a gap between the date supplies are received and their
consumption, they are carried as inventories on the balance sheet;

e Interest payable on borrowings and receivable on investments is accounted for
respectively as income and expenditure on the basis of the effective interest rate for
the relevant financial instrument rather than the cash flows fixed or determined by
contract; and

¢ Where revenue and expenditure have been recognised but cash has not been
received or paid, a debtor or creditor for the relevant amount is recorded in the
balance sheet. Where it is doubtful that debts will be settled, the balance of debtors is
written down and a charge made to revenue for the income that might not be
collected.

Carbon Reduction Commitment Scheme

The Authority is required to participate in the Carbon Reduction Commitment (CRC)
Energy Efficiency Scheme. This scheme is currently in its introductory phase which will
last until 31st March 2014. The authority is required to purchase and surrender
allowances, currently retrospectively, on the basis of emissions i.e. carbon dioxide
produced as energy is used. As carbon dioxide is emitted (i.e. as energy is used), a
liability and an expense are recognised. The liability will be discharged by surrendering
allowances. The liability is measured at the best estimate of the expenditure required to
meet the obligation, normally at the current market price of the humber of allowances
required to meet the liability at the reporting date and is included as a provision on the
authority’s balance sheet. The cost to the authority is recognised and reported in the

17



costs of the authority’s services and is apportioned to services on the basis of energy
consumption.

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 highly liquid
investments that mature in 90 days or less from date of acquisition and that are readily
convertible to known amounts of cash with insignificant risk of change in value

In the cash flow statement, cash and cash equivalents are shown net of bank overdrafts
that are repayable on demand and form an integral part of the authority's cash
management.

Charges to Revenue for Non Current Assets

Service revenue accounts, support services and trading accounts are debited with the
following amounts to record the real cost of holding Non Current assets during the year:

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

¢ Revaluation and Impairment losses on assets used by service where there are no, or
insufficient, accumulated gains in the revaluation reserve against which they can be
written off; and

e Amortisation of intangible assets attributable to the service.

The authority is not required to raise council tax to fund depreciation, revaluation,
impairment losses or amortisation. It is, however, required to make an annual
contribution from revenue towards the reduction in the overall borrowing requirement
(equal to either an amount calculated on a prudent basis determined by the authority in
accordance with statutory guidance, or loans fund principal charges). Depreciation,
revaluation, impairment losses and amortisation are therefore replaced by the
contribution in the General Fund Balance (MRP or loans fund principal), by way of an
adjusting transaction with the Capital Adjustment Account in the movement in reserves
statement for the difference between the two.

Contingent Liabilities

Contingent liabilities are disclosed by way of note when there is a possible obligation
which may require a payment or a transfer of economic benefits. The timing of the
economic transfer and the level of uncertainty attaching to the event are such that it
would be inappropriate to make a provision.

Employee Benefits

Benefits payable during employment

Short-term employee benefits are those due to be settled within 12 months of the year-
end. They include such benefits as wages and salaries, paid annual leave and paid sick
leave and non-monetary benefits (e.g. cars) for current employees and are recognised
as an expense for services in the year in which employees render service to the Council.
An accrual is made for the cost of holiday entitlements (or any form of leave e.g. time off
in lieu) earned by employees but not taken before year-end which employees can carry
forward into the next financial year. The accrual is made at the wage and salary rates
applicable in the following accounting year, being the period in which the employee takes
the benefit. The accrual is charged to surplus or deficit on the provision of services, but
then reversed out through the movement in reserves statement so that holiday benefits
are charged to revenue in the financial year in which the holiday absence occurs.

Termination Benefits

Termination benefits are amounts payable as a result of a decision by the Council to
terminate an officer’'s employment before normal retirement date (or an officer’s decision
to accept voluntary redundancy) and are charged on an accruals basis to the appropriate
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service or where applicable Non distributable cost line in the comprehensive income and
expenditure statement when the Council is demonstrably committed to the termination
of the employment of an officer or group of officers or making an offer to encourage
voluntary redundancy.

Where termination benefits involve the enhancement of pensions, statutory provisions
require the general fund balance to be charged with the amount payable by the Council
to the pension fund or pensioner in 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 reserves to remove the notional debits and credits
for pension enhancement termination benefits and replace them with debits for the cash
paid to the pension fund and pensioners and any such amounts payable but un-paid at
the end of the year.

Post-Employment Benefits
Employees of the Council are members of two separate pension schemes:

e The Teachers’ Pension Scheme, administered by Capita Teachers' Pensions on behalf
of the Department of Education (DfE), and

e The Local Government Pension Scheme, administered by Devon County Council.

Both schemes provide defined benefits to members (retirement Lump sums and
Pensions), earned as employees work for the Council.

The arrangements for the teachers’ scheme mean that liabilities for these benefits
cannot ordinarily be identified specifically to the Council. The scheme is therefore
accounted for as if it were a defined contribution scheme and no liability for future
payments of benefits is recognised in the balance sheet. The children's and Education
services line in the comprehensive income and expenditure is charged with the
employer’s contributions payable to teachers’ pensions in the year.

The Local Government Pension Scheme
The Local Government Scheme is accounted for as a defined benefits scheme.

The liabilities of the Devon pension scheme attributable to the Council are included in the
balance sheet on an actuarial basis using the projected unit method. This is an
assessment of the future payments that will be made in relation to retirement benefits
earned to date by the employees, based on assumptions about mortality rates,
employee turnover rates and projections of earnings for current employees.

Liabilities are discounted to their value at current prices, using a discount rate based on
the iBoxx AA rated corporate bond index.

The assets of the Devon pension fund attributable to the Council are included in the
balance sheet at fair value:

e quoted securities - current bid price

e unquoted securities — professional estimate

e unitised securities - current bid price

e property — market value

The change in the net pension liability is analysed into seven components:

e Current service cost - the increase in liabilities as a result of years of service earned
this year and allocated in the comprehensive income and expenditure statement to
the services for which the employee worked;

e Past service cost - the increase in liability arising from current year decisions which
relate to years of service earned in earlier years - debited to the surplus or deficit on
the provision of service line in the comprehensive income and expenditure statement
as part of non-distributed costs;
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e Interest cost - the expected increase in the present value of liabilities during the year
as they move one year closer to being paid debited to the financing and investment
income and expenditure line in the comprehensive income and expenditure
statement;

e Expected return on assets - the annual investment return on the fund assets
attributable to the Council, based on an average of the expected long term return
credited to the financing and investment income and expenditure line in the
comprehensive income and expenditure statement;

¢ Gains and losses on settlements and curtailments - the result of actions to relieve the
Council of liabilities or events that reduce the expected future service or accrual of
benefits of employees and is debited/credited to the surplus or deficit on the provision
of service line in the comprehensive income and expenditure statement as part of non
distributed costs;

e Actuarial gains and losses — changes in the net pension liability that arise because
events have not coincided with assumptions made at the last actuarial valuation or
because the actuaries have updated their assumptions and charged to the pension
reserve.

e Contributions paid to the Devon Pension Fund- Cash paid as employer's contributions
to the pension fund in settlement of liabilities; not accounted for as 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 appropriations 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.

Discretionary benefits

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

Events after the Reporting Period

Events after the Balance Sheet date are those events, both favourable and unfavourable,
that occur between the end of the reporting period and the date when the Statement of
Accounts is authorised for issue. Two types of events can be identified: 'those that
provide evidence of conditions that existed at the end of the reporting period’, where the
Statement of Accounts is adjusted to reflect such events, and 'those that are indicative
of conditions that arose after the reporting period', where the Statement of Accounts is
not adjusted to reflect such events, but where a category of events would have a
material effect, disclosure is made in the notes of the nature of the events and their
estimated financial effect. Events taking place after the date of authorisation for issue
are not reflected in the Statement of Accounts.

Exceptional items

When items of income and expense are material, their nature and amount is disclosed
separately, either on the face of the Comprehensive Income and Expenditure Statement
or in the notes to the accounts, depending on how significant the items are to an
understanding of the Authority’s financial performance
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Financial instruments

Financial liabilities

Financial liabilities are recognised on the balance sheet when the council becomes a
party of the contractual provision of a financial instrument and are initially measured at
fair value and are carried at their amortised cost. Annual charges to the financing and
investment income and expenditure line in the comprehensive income and expenditure
statement for interest payable are based on the carrying amount of the liability,
multiplied by the effective interest rate 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. For most of the
borrowings that the Council has, this means that the amount presented in the balance
sheet is the outstanding principal repayable (plus accrued interest) and interest charged
to the comprehensive income and expenditure statement is the amount payable for the
year according to loan agreement.

Gains and losses on the repurchase or early settlement of borrowing are credited and
debited to the financing and investment income and expenditure line in the in the
comprehensive income and expenditure statement in the year of the repurchase or
settlement. Where repurchase has taken place as part of a restructuring of a loan
portfolio that involves the modification or exchange of existing instruments, the premium
or discount is respectively deducted from or added to the amortised cost of the new or
modified loan and the write-down to the comprehensive income and expenditure
statement is spread over the life of the loan by an adjustment to the effective interest
rate.

Where, in previous periods, 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. The Council has a policy of
spreading the gain or loss over the term remaining on the loan against which the
premium was payable or the discount receivable when it was repaid. The reconciliation of
amounts charged to the comprehensive income and expenditure statement to the net
charge 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.

Financial Assets
Financial assets are classified into two types:

e Loans and receivables - assets that have fixed or determinable payments but are not
quoted in an active market; and

e Available for sale assets - assets that have a quoted market price and or do not have
fixed or determinable payments.

Loans and receivables

Loans and receivables are initially measured at fair value and are carried 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 loans that the Council has made, this means that the
amount presented in the balance sheet is the outstanding principal receivable and
interest credited to the comprehensive income and expenditure statement receivable for
the year in the loan agreement.

The Council has made a small number of loans to other parties at less than market rates
(soft loans). When soft loans are made a loss is recorded in the comprehensive income
and expenditure statement for the present value of the interest 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 these bodies, with the difference serving to
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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 in the
financial year. The reconciliation of amounts debited or credited to the comprehensive
income and expenditure statement to interest credited to the general fund balance is
accounted for by a transfer to or from the financial instruments adjustment account in
the movement in reserves statement.

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

The impairment Loss is measured as the difference between the carrying amount and
present value of the revised future cash flows discounted at the asset's original effective
interest rate.

Any gains and losses that arise on derecognition of assets are credited or debited to the
comprehensive income and expenditure statement.

Available for Sale assets

Available for sale assets are initially measured and carried at fair value. Where the asset
has fixed or determinable payments, annual credits to the financing and investment
income and expenditure line in the comprehensive income and expenditure statement
for interest receivable are based on the amortised cost of the asset multiplied by the
effective interest rate for the instrument. Where there are no fixed or determinable
payments, income is credited to the comprehensive income and expenditure statement
when it becomes receivable by the Council.

Assets are maintained in the balance sheet at fair value. Values are based on the
following principles:

e Instruments with quoted market prices — the market price

e Other instruments with fixed and determinable payments - discounted cash flow
analysis

e Equity shares with no quoted market price — independent appraisal of company
valuations.

Changes in fair value are balanced by an entry in the available for sale reserve and the
gain or loss is recognised in the surplus or deficit on the revaluation of available for sale
financial asset. The exception is where impairment losses have been incurred. These are
debited to the financing and investment income and expenditure line in the
comprehensive income and expenditure statement, along with any net gain or loss for
the asset accumulated in the available for sale reserves.

Where assets are identified as impaired because of a likelihood, arising from a past
event, that payments due under the contract will not be made or fair value falls below
cost, the asset is written down and a charge made to financing and investment income
and expenditure line in the comprehensive income and expenditure statement.

If the asset has fixed or determinable payments, the impairment loss is measured as the
difference between the carrying amount and the present value of the revised future cash
flows discounted at the asset’s original effective interest rate. Otherwise, the impairment
loss is measured as any shortfall of fair value against the acquisition cost of the
instrument (net of any principal repayment and amortisation).

Any gains and losses that arise on the derecognition of the asset are credited or debited
to the financing and investment income and expenditure line in the comprehensive
income and expenditure statement along with any accumulated gains or losses
previously recognised in the available for sale reserve.

Where fair value cannot be measured reliably the instrument is carried at cost less any
impairment losses.
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Foreign Currency Translation

Where Devon County Council has entered into a transaction denominated in a foreign
currency, the transaction is converted into sterling at the exchange rate applicable on
the date the transaction was effective. Where amounts in foreign currency are
outstanding at the year-end, they are reconverted at the spot exchange rate at 31
March. Resulting gains or losses are recognised in the Financing and Investment Income
and Expenditure line in the Comprehensive Income and Expenditure Statement.

Government grants and contributions

Whether paid on account, by instalments or in arrears, government grants and third
party contributions and donations are recognised as due to the Authority when there is
reasonable assurance that the Authority will comply with the conditions attached to the
payments, and the grants or contributions will be received. Amounts recognised as due
to the Council are not credited to the comprehensive income and expenditure statement
until conditions attached to the grant or contribution have been satisfied. Conditions are
stipulations which specify that the future economic benefits or service potential
embodied in the asset in the form of the grant or condition are required to be consumed
by the recipient as specified, or future economic benefits or service potential must be
returned to the transferor.

Monies advanced as grants and contributions when conditions have not been satisfied
are carried in the balance sheet as liabilities. When conditions are satisfied, the grant or
contribution is credited to the relevant service line if ('Attributable revenue grants and
contributions') or taxation and non-specific grant income (if 'Non ring-fenced revenue
grants and all capital grants') in the comprehensive income and expenditure statement.

Whereas capital grants are credited to the comprehensive income and expenditure
statement, they are reversed out of the general fund balance in the movement of
reserves statement. . Where the grant has yet to be used to finance capital expenditure,
it is posted to the capital grants unapplied reserve. Where it has been applied it is posted
to the Capital adjustment Account. Amounts in the capital grants unapplied reserve are
transferred to the capital adjustment account once they have been applied to fund
capital expenditure.

Heritage Assets

Heritage assets are assets that are held by the authority principally for their contribution
to knowledge or culture. Heritage Assets are recognised and measured in accordance
with the Authority’s accounting policies on property, plant and equipment with only
assets above a £12,000 de-minimis limit being recognised. The Authority’s collections of
heritage assets are accounted for as follows:

e Artefacts held at the Devon Records Office - The Authority’s Record Office holds a
number of artefacts with a large proportion falling below the de-minimis threshold.
There is no insurance held for the archive collection which is standard practice for this
type of service. The more significant collections have been subject to an external
valuation and are reported in the balance sheet at market value;

e Artefacts held by Devon Libraries - The Devon Library Service hold a humber of
heritage assets which are held securely in the Stack at Exeter Central Library and are
accessible by the public on request. These items are reported in the Balance Sheet at
insurance valuation. These insurance valuations are updated on an annual basis.

e Art Collection -The Art Collection includes paintings (both oil and watercolour) and is
reported in the balance sheet at market value.

The Authority’s heritage asset collection is relatively static and acquisitions and
donations are rare. Where they do occur acquisitions are initially recognised at cost and
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donations are recognised at valuation with valuations being provided by an external
valuer.

For assets that have been recently purchased, or where insurance valuations are
available, it is the Authority’s policy to recognise the assets using these bases since
obtaining an external valuation would involve a disproportionate cost in comparison to
the benefits to users of the Authority’s financial statements.

The carrying amounts of heritage assets are reviewed annually where there is evidence
of impairment. Any impairment is recognised and measured in accordance with the
Authority’s general policies on impairment. It is the Authority’s policy not to dispose of
assets under its ownership as many of these assets have grant conditions attached to
their funding which prohibit sale.

The Authority’s heritage assets are deemed to have indeterminate lives and therefore
the Authority does not consider it appropriate to charge depreciation.

Intangible Assets

Expenditure on non-monetary assets that do not have a physical substance but are
controlled by the Council as a result of past events is capitalised when it is expected that
future economic benefits or service potential will flow from the intangible assets to the
Council for more than one financial year. Control of an intangible asset will be secured by
legal rights which grant access to benefits for a fixed period. The balance is amortised
to the relevant service revenue account over the economic life of the investment to
reflect the pattern of consumption of benefits.

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

Intangible assets are measured initially at cost. Amounts are only revalued where the
fair value of the asset held by the authority can be determined by reference to an active
market. In practice, no intangible asset held by the Council meets this criterion, and
they are therefore carried at amortised cost. The depreciable amount of an intangible
asset is amortised over its useful life to the relevant service line(s) in the comprehensive
income and expenditure statement. An asset is tested for impairment whenever there is
an indication that the asset might be impaired. Any losses recognised are posted to the
relevant service line(s) in the comprehensive income and expenditure statement. Any
gain or loss arising on the disposal or abandonment of an intangible asset appears as
'Other operating expenditure' in the comprehensive income and expenditure statement.

Where expenditure on intangible assets qualifies as capital expenditure for statutory
purposes, amortisation, impairment losses and disposal gains and losses are not
permitted to have an impact on the general fund balance. The gains and losses are
therefore reversed out of the general fund balance in the movement of reserves
statement and posted to the capital adjustment account and (for any sales proceeds
greater than £10,000) the capital receipts reserve.

Leases

Leases are classified as finance leases where the terms of the lease transfer substantially
all the risks and rewards incidental to ownership of the property, plant or equipment
from the lessor to the lessee. All other leases are classified as operating leases.

Where a lease covers both land and buildings, the land and buildings elements are
considered separately for classification.

Leases that do not meet the definition of Finance Leases are accounted for as Operating
Leases. Rentals payable are charged to the comprehensive income and expenditure
statement on a straight-line basis over the term of the lease, generally meaning that
rentals are charged when they become payable.
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Where the Council is the lessor, income is credited to cost of services in the
comprehensive income and expenditure statement on a straight-line basis over the term
of the lease, generally meaning that rentals are credited when they are due.

Finance leases (Council as Lessor)

The Council has 40 land and building assets that are leased to tenants and that meet the
definition of a Finance Lease. All of the assets are included within Fixed Assets on the
Balance Sheet. The lease debtor is not included within the Balance Sheet as the sum is
not material. The annual lease income is accounted for within the comprehensive income
and expenditure statement as it falls due.

Finance leases (Council as Lessee)

The Council has 18 land and building assets that are held on Finance Leases. The
Council’s interest in the assets is included within Fixed Assets on the Balance Sheet. The
lease liability is not included within the Balance Sheet as the sum is not material. The
annual lease payments are accounted for within the comprehensive income and
expenditure statement as they fall due.

Overheads and Support Services

The costs of overheads and support services are charged to those that benefit from the
supply or service in accordance with the costing principles of the CIPFA Service
Reporting Code of Practice 2012/13(SeRCOP). The total absorption costing principle is
used. The full cost of overheads and support services are shared between users in
proportion to the benefits received with the exception of:

e Corporate and democratic core — costs relating to the Council’s status as a multi
functional, democratic organisation;

e Non distributed costs - the cost of discretionary benefits awarded to employees
retiring early and impairment losses chargeable on assets Held For Sale.

These two cost categories are defined in SeRCOP and are accounted for as separate
headings in the comprehensive income and expenditure statement as part of net
expenditure on continuing services.

Private Finance Initiative

PFI and similar contracts are agreements to receive services, where the responsibility for
making available the Property, plant and equipment (PP&E) needed to provide the
services passes to the PFI contractor. As the Council is deemed to control the services
that are provided under its PFI schemes, and as ownership of the PP&E will pass to the
Council at the end of the contracts for no additional charge, the Council carries the
assets used under the contracts on its balance sheet as part of PP&E.

The original recognition of these assets at fair value (based on the cost to purchase the
PP&E) was balanced by the recognition of a liability for amounts due to the scheme
operator to pay for the capital investment.

Non-current assets recognised on the balance sheet are revalued and depreciated in the
same way as PP&E owned by the Council

The amounts payable to the PFI operators 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 10.31% on the outstanding balance sheet
liability, debited to the financing and investment income and expenditure line in the
comprehensive income and expenditure statement;

¢ Contingent rent - increases in the amount to be paid for the property arising during
the contract, debited to the financing and investment income and expenditure line in
the comprehensive income and expenditure statement;
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e Payment towards liability — applied to write down the balance sheet liability towards
the PFI operator (the profile of write-downs is calculated using the same principles as
for a finance lease); and

e Lifecycle replacement costs — a proportion of the amounts payable is posted to the
balance sheet as a prepayment and then recognised as additions to PP&E when the
relevant works are actually carried out.

Prior Period Adjustments, Changes to Accounting policies and
Estimates and Errors

Prior period adjustments may arise as a result of a change in accounting policies or in
order to correct a material error. Changes in accounting estimates are accounted
prospectively, i.e., in the current and future years affected by the change and do not
give rise to prior period adjustments.

Changes in accounting policies are only made when required by proper accounting
practices or when the change provides more reliable or relevant information about the
effect of transactions, other events and conditions on the authority’s financial position or
financial performance. Where a change is made, it is applied retrospectively (unless
stated otherwise) by adjusting opening balances and comparative amounts for the prior
period as if the new policy had always been applied.

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

Property, Plant and Equipment

Property, plant and equipment (PP&E) are assets that have physical substance and are
held for the provision of services or for administrative purposes for more than one
financial year.

Recognition: Expenditure on the acquisition, creation or enhancement of PP&E is
capitalised on an accruals basis, provided that it is probable that future economic
benefits or services potential associated with the item will flow to the authority and cost
of the item can be measured reliably. Expenditure that maintains but does not add to an
asset's potential to deliver future economic benefits or service potential is charged as an
expense when it is incurred.

Expenditure below £50,000 for property and £12,000 for plant, vehicles and equipment
is treated as revenue (de minimis) expenditure. Subsequent expenditure below these
initial recognition amounts may be capitalised once the asset has been recorded on the
fixed asset register. In the context of Schools’ plant, vehicle and equipment assets, a de
minimis is not applied.

Landfill Sites: The authority has a number of closed landfill sites. All of the sites have
been restored and the only regular costs are in relation to leachate management and
methane monitoring. The costs are charged to revenue and recognised in the
Comprehensive Income and Expenditure Statement as they are incurred.

A capital provision has not been established as the costs are not material.

Componentisation: The requirement for componentisation for depreciation purposes is
applicable to enhancement and acquisition expenditure incurred, and to revaluations
carried out, from 1 April 2010.

The Authority has voluntarily applied component accounting to all relevant assets from 1
April 2010. It is the Council’s current policy to apply component accounting to its Schools
asset base as it is only here that componentisation has a material impact on the amount
of depreciation charged.

The Valuer has assigned to each school a group of significant common components
based upon indices collected by the Royal Institution of Chartered Surveyors. Each
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component represents a percentage of the overall asset value and a specific useful
economic life.

The following standard components and asset lives have been determined:

Component category Percentage (%) Asset Life (Years)

Primary Schools

Sub & Super Structure 54 60
Services 31 20
Fittings 5 10
Finishes 10 10
Secondary Schools

Sub & Super Structure 55 60
Services 30 20
Fittings 5 10
Finishes 10 10
Special Schools

Sub & Super Structure 52.5 60
Services 33 20
Fittings 4.5 10
Finishes 10 10

Where a component is replaced or restored, the carrying amount of, the old component
is derecognised and the new component reflected in the assets carrying amount, subject
to the recognition principles of capitalising expenditure.

More information on accounting for School Assets is contained within the Explanatory
Foreword on page 1.

Measurement: assets are initially measured at cost, comprising any costs that are
directly attributable to bringing the asset into working condition for its intended use.

The Authority does not capitalise borrowing costs incurred whilst assets are under
construction. The cost of assets acquired other than by purchase is deemed to be their
fair value, unless the acquisition does not have commercial substance (i.e. it will not lead
to a variation in the cash flows of the Authority). In the latter case, where an asset is
acquired via an exchange, the cost of the acquisition is the carrying amount of the asset
given up by the Authority. Donated assets are measured initially at fair value. The
difference between fair value and any consideration paid is credited to the Taxation and
Non-specific Grant Income line of the Comprehensive Income and Expenditure
Statement, unless the donation has been made conditionally. Until conditions are
satisfied, the gain is held in the Donated Assets Account. Where gains are credited to the
Comprehensive Income and Expenditure Statement, they are reversed out of the
General Fund Balance to the Capital Adjustment Account in the Movement in Reserves
Statement. Assets are then carried in the balance sheet using the following
measurement bases: Infrastructure, Community Assets and Assets under Construction
are measured at historical cost; all other classes of asset are measured at fair value. If
there is no market-based evidence of fair value because of the specialist nature of the
asset and the asset is rarely sold, fair value is estimated by using a Depreciated
Replacement Cost (DRC) approach. Where non-property assets that have short useful
lives or low values (or both), depreciated historical cost basis is used as a proxy for fair
value.

Assets included in the balance sheet at fair value should be revalued sufficiently
regularly (as a minimum every five years) to ensure that their carrying amount is not
materially different from their fair value at the year end. Increases in valuations are
matched by credits to the revaluation reserve to recognise unrealised gains. To the
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extent that revaluation gains reverse a loss previously charged to a service, that service
is credited in the Surplus or Deficit on the Provision of Services.

Where decreases in value are identified, they are accounted for as follows:

e where there is a balance of revaluation gains for the asset in the Revaluation Reserve,
the carrying amount of the asset is written down against that balance (up to the
amount of the accumulated gains)

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

The revaluation reserve contains revaluation gains recognised since 1 April 2007 only,
the date of its formal implementation. Gains arising before that date have been
consolidated into the capital adjustment account.

Impairment: Assets are assessed at each year-end as to whether there is any indication
that an asset may be impaired. Where indications exist and any possible differences are
estimated to be material, the recoverable amount of the asset is estimated and, where
this is less than the carrying amount of the asset, an impairment loss is recognised for
the shortfall.

When a school becomes an Academy the authority is obliged to grant a 125 year lease
for the school land and buildings. The buildings are then removed from the Authority's
Balance Sheet in line with proper accounting practice as the building lease meets the
definition of a Finance Lease. The land however, due to its indefinite life does not meet
the definition of a Finance Lease and therefore remains on the Authority's Balance Sheet.
The Authority does not impair the value of the Land as the children of Devon continue to
be educated at the school and its service potential is not therefore affected.

Where impairment losses are identified, they are accounted for in the following way:

¢ where there is a balance of revaluation gains for the asset in the Revaluation Reserve,
the carrying amount of the asset is written down against that balance (up to the
amount of the accumulated gains)

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

Where an impairment loss is reversed subsequently, the reversal is credited to the
relevant service line(s) in the Comprehensive Income and Expenditure Statement, up to
the amount of the original loss, adjusted for depreciation that would have been charged
if the loss had not been recognised.

Disposals and Non Current Assets Held For Sale: When it becomes probable that the
carrying amount of an asset will be recovered principally through a sale transaction
rather than through its continuing use, it is reclassified as an Asset Held for Sale. The
asset is revalued immediately before reclassification and then carried at the lower of this
amount and fair value less costs to sell. Where there is a subsequent decrease to fair
value less costs to sell, the loss is posted to the Other Operating Expenditure line in the
Comprehensive Income and Expenditure Statement. Gains in fair value are recognised
only up to the amount of any previous losses recognised in the Surplus or Deficit on
Provision of Services. Depreciation is not charged on Assets Held for Sale.

If assets no longer meet the criteria to be classified as Assets Held for Sale, they are
reclassified back to non-current assets and valued at the lower of their carrying amount
before they were classified as held for sale (adjusted for the depreciation, amortisation
or revaluation that would have been recognised had they not been classified as Held for
Sale) and their recoverable amount at the date of the decision not to sell.

Assets that are to be abandoned or scrapped are not reclassified as Assets Held for Sale.
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When an asset is disposed of or decommissioned, the carrying amount of the asset in
the balance sheet is written off to the other operating expenditure line in the
comprehensive income and expenditure statement as part of the gain or loss on
disposal. Receipts from disposals are credited to the comprehensive income and
expenditure statement as part of the gain or loss on disposal. Any revaluation gains in
the revaluation reserve are transferred to the capital adjustment account. Amounts in
excess of £10,000 are categorised as capital receipts. A proportion of receipts relating to
Housing disposal is payable to the government. The balance of receipts is required to be
credited to the usable capital receipts reserve, and can then only be used for new capital
investment or set aside to reduce the Council’s underlying need to borrow. Receipts are
appropriated to the reserve from the General Fund Balance in the movement in reserves
statement.

The written-off value of disposals is not a charge against council tax, as the cost of fixed
assets is fully provided for under separate arrangements for capital financing. Amounts
are appropriated to the capital adjustment account from the General Fund Balance in the
movement in reserves statement.

Depreciation: depreciation is provided for on all Property, Plant and Equipment assets by
the systematic allocation of their depreciable amounts over their useful lives. An
exception is made for assets without a determinable finite useful life (i.e. freehold land
and certain Community Assets) and assets that are not yet available for use (i.e. assets
under construction).

Depreciation is not charged in the year of acquisition. In the year of disposal
depreciation is charged up to the point of disposal.

Depreciation is calculated on the following bases:

e Buildings - straight-line allocation over the useful life of the property as estimated by
a suitably qualified officer

e Vehicles, plant, furniture and equipment — straight line over the life of the asset

e Infrastructure - straight-line allocation over the useful life of the asset as estimated
by a suitably qualified officer

Where an item of property, Plant and equipment asset has significant components with
different estimated lives, these are depreciated separately.

Revaluation gains are 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.

Provisions

Provisions are made where an event has taken place that gives the Council a legal or
constructive obligation that probably requires settlement by a transfer of economic
benefits or service potential and a reliable estimate can be made of the amount of the
obligation.

Provisions are charged to the appropriate service line in the comprehensive Income and
Expenditure statement in the year that the Council becomes aware of the obligation,
and are measured at the best estimate at the balance sheet date of the expenditure
required to settle the obligation, taking into account relevant risks and uncertainties.
When payments are eventually made, they are charged to the provision set up in the
balance sheet. Estimated settlements are reviewed at the end of each financial year.
Where it becomes less than probable that a transfer of economic benefits will now be
required or a lower settlement than anticipated is made, the provision is reversed and
credited back to the relevant service.
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Where some or all of the payment required to settle a provision is expected to be
recovered from another party, this is recognised as income in the relevant service
revenue account if it is virtually certain that reimbursement will be received if the
obligation is settled.

Reserves

Usable Reserves

The Authority sets aside specific amounts as reserves for future policy purposes or to
cover contingencies. Reserves are created by appropriating amounts out of the general
fund balance in the movement in reserves statement. When expenditure to be financed
from a reserve is incurred, it is charged to the appropriate service revenue account in
that year to score against the surplus or deficit on provision of services in the
comprehensive income and expenditure statement. The reserve is then appropriated
back into the General Balance Fund in movement in reserves statement so that there is
no net charge against council tax expenditure.

Unusable Reserves

Certain reserves are kept to manage the accounting processes for non-current assets,
financial instruments, retirement and employee benefits that do not represent usable
resources for the Council. These reserves are explained in the relevant policies.

Revenue Expenditure Funded from Capital under Statute

Some expenditure can be classified as capital for funding purposes when it does not
result in expenditure being carried on the Balance Sheet as a Non Current Asset. This is
to avoid a charge on the general fund and impact on the year’s council tax. Such
expenditure is charged to the comprehensive income and expenditure statement. Any
statutory provision that allows capital resources to meet the expenditure is accounted for
by debiting the capital adjustment account and crediting the general fund balance and
showing this as a reconciling item in the movement in reserves statement. Where under
the general provisions of the Code the statutory capital receipt is accounted for within
the balance sheet, the statutory requirement is effected by crediting capital receipts
reserve and debiting the capital adjustment account.

Inventories

Inventories are included in the balance sheet at the lower of cost and net realisable
value with the exception of trading account stock which is valued at current cost and
stock of road salt which is valued at cost. The cost of inventories is assigned using the
[FIFO] costing formula.

Value Added Tax (VAT)

Income and expenditure excludes any amounts relating to VAT except to the extent that
it is irrecoverable.
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2.Accounting Standards that have been issued
but have not yet been adopted

IAS 19 Employee Benefits

Post Employment Benefits

In the 2013/14 Statement of Accounts, the Council will apply new accounting treatments
to the presentation and disclosure of post employment benefits. The overall
measurement of the Council’s net pension liability will not change, but there will be some
reclassification of the components into which year-on-year changes in the net liability
are analysed. The only substantial change to the Council’s financial performance will
come from a revision of the measurement basis for the return on pension scheme
investments, which will be calculated by applying the discount rate to pensions assets
rather than as an expected return of the assets based on market expectations. If this
treatment had been applied in 2012/13, the return on pension scheme investments
would have been £7.8 millions less, increasing the Deficit on the Provision of Services to
£183.332 millions. This would have been compensated for by a corresponding decrease
in actuarial gains and losses in Other Comprehensive Income and Expenditure, leaving
the outturn on the Comprehensive Income and Expenditure Statement unchanged.

Termination Benefits

From the 2013/14 Statement of Accounts, the Council will apply a new accounting policy
for the recognition of termination benefits. Benefits will be recognised when the Council
can no longer withdraw an offer to pay such benefits. Currently provision is made when
the Council becomes demonstrably committed to terminate the employment of an
employee (or groups of employees) or to provide benefits as part of an offer to
encourage voluntary redundancy. If the new policy had been applied in the 2012/13
Statement of Accounts, £161,000 of termination benefits charged against the
Surplus/Deficit on the Provision of Services would not have been recognised but would
have been carried over to 2013/14.

3.Prior Year Adjustment

Science Park

An Asset Under Construction has been held on the authority’s Balance Sheet for several
years. It has been found that the authority is acting as an Agent for the Homes and
Communities Agency, formerly South West Regional Development Agency. The
construction and associated costs have been wholly funded by the agency. The Asset
Under Construction of £17.754 millions has been removed from the authority’s Balance
Sheet.

King Edward VI School

The school became a Co-operative Trust in 2011/12 and the school land and buildings
transferred from the authority to the Trust at that time. The land and buildings valued
at £16.293 millions has been removed from the Balance Sheet to reflect the change in
status of the school.

The 2011/12 accounts have been restated for both events as detailed below.
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Movement in Reserves Statement

Before Restatement:

Balance at 1st April 2011

Movement in reserves during
2011/12

Surplus/(deficit) on the provision of
services

Other Comprehensive Income &
(Expenditure)

Total Comprehensive Income &
Expenditure

Adjustments between accounting
basis & funding basis under
regulations (Note 9)

Net Increase/Decrease before
Transfers to Earmarked Reserves

Transfers to/from Earmarked
Reserves (Note 10)

(Increase)/Decrease in
2011/12

Balance at 31st March 2012
Carried Forward

Restated:

Balance at 1st April 2011

Movement in reserves during
2011/12

Surplus/(deficit) on the provision of
services

Other Comprehensive Income &
(Expenditure)

Total Comprehensive Income &
Expenditure

Adjustments between accounting
basis & funding basis under
regulations (Note 9)

Net Increase/Decrease before
Transfers to Earmarked Reserves

Transfers to/from Earmarked
Reserves (Note 10)

(Increase)/Decrease in
2011/12

Balance at 31st March 2012
Carried Forward

Earmarked
General General Capital Capital Total Total
Fund Fund Grants Receipts Usable Unusable Authority
Balance  Reserves Unapplied Reserve Reserves Reserves Reserves
£000 £000 £000 £000 £000 £000 £000
(29,234) (72,369) (7,587) (43,317) (152,507) (254,228) (406,735)
74,399 74,399 74,399
0 0 194,293 194,293
74,399 0 0 0 74,399 194,293 268,692
(80,717) (10,550) 7,090 (84,177) 84,177 0
(6,318) 0 (10,550) 7,090 (9,778) 278,470 268,692
5,657 (5,657) 0 0
(661) (5,657) (10,550) 7,090 (9,778) 278,470 268,692
(29,895) (78,026) (18,137) (36,227) (162,285) 24,242 (138,043)
Earmarked
General General Capital Capital Total Total
Fund Fund Grants Receipts Usable Unusable Authority
Balance Reserves Unapplied Reserve Reserves Reserves Reserves
£000 £000 £000 £000 £000 £000 £000
(29,234) (72,369) (7,587) (43,317) (152,507) (239,750) (392,257)
93,968 93,968 93,968
0 0 194,293 194,293
93,968 0 0 0 93,968 194,293 288,261
(100,286) (10,550) 7,090 (103,746) 103,746 0
(6,318) 0 (10,550) 7,000 (9,778) 298,039 288,261
5,657 (5,657) 0 o
(e61) (5,657) (10,550) 7,090 (9,778) 298,039 288,261
(29,895) (78,026) (18,137) (36,227) (162,285) 58,289 (103,996)
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Comprehensive Income and Expenditure Statement

| Original | Restated
2011/12 2011/12 2011/12 2011/12 2011/12 2011/12
Gross Gross Net Gross Gross Net
Expenditure Income Expenditure Expenditure Income Expenditure
£000 £000 £000 £000 £000 £000
General Fund continuing
operations
Children's and Education 615,667 (461,037) 154,630 615,305 (461,037) 154,268
Services
Cost of Services 1,066,972 (550,488) 516,484 1,066,610 (550,488) 516,122
Other Operating Expenditure 119,422 119,422 136,077 0 136,077
Taxation and Non-specific (612,047) (612,047) 0 (608,771) (608,771)
Grant Income
Surplus or Deficit on 1,238,853 (1,164,454) 74,399 1,255,146 (1,161,178) 93,968
Provision of Services
Total Comprehensive 268,692 288,261
Expenditure & Income
Balance sheet
Original Restated
31st 31st
March March
2012 2012
£000 £000
Property, Plant & Equipment 1,357,497 1,323,450
Long Term Assets 1,388,586 1,354,539
Short Term Debtors 67,131 66,429
Cash and Cash Equivalents 93,015 92,725
Current Assets 209,666 208,674
Short Term Creditors (111,720) (110,728)
Current Liabilities (130,787) (129,795)
Net Assets 138,043 103,996
Unusable Reserves 24,242 58,289
Total Reserves (138,043) (103,996)
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Cash Flow Statement

Original Restated
2011/12 2011/12

£000 £000
74,399 93,968
Adjustments for -
Non cash movements (188,207) (203,974)

(107,493) (103,691)

Investing activities 68,045 64,533
Net (increase)/decrease in cash and cash equivalents (37,377) (37,087)
Cash and cash equivalents at 1 April 2012 93,015 92,725

4.Critical judgements in applying Accounting
Policies

In applying the accounting policies set out in Note 1 the authority has had to make
certain judgements about complex transactions or those involving uncertainty about
future events. The critical judgements made in the Statement of Accounts are as follows:

e These accounts have been prepared on a going concern basis. The concept of a going
concern assumes that an authority, its functions and services will continue in
operational existence for the foreseeable future. Although Central Government
funding is being cut significantly this will have no effect on Devon County Council
being a going concern;

e Note 19 Financial Instruments details the authority’s Investment Strategy and
approach to managing risk. None of the authority’s investments are impaired;

e The authority has relationships with several Companies, details are provided in note
40. The authority’s interests have been assessed and judged to be associates and
jointly controlled entities. Group Accounts have not been prepared on the grounds of
materiality; and

e The authority’s significant contracts have been reviewed and no embedded finance
leases or service concessions found. The authority has one Private Finance Initiative
contract for the provision of schools, note 41 provides detail
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5.Assumptions made about the future and other
major sources of estimation uncertainty

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

could be materially different from the assumptions and estimates.

The items in the authority’s Balance Sheet at 31st March 2013 for which there is a

significant risk of material adjustment in the forthcoming financial year are as follows:

Item

Property, Plant
and Equipment

Provisions

Pensions
Liability

Debtors

Uncertainties

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

The authority has made a provision of
£12.962m in relation to self insurance
liabilities and £0.444m in relation to the
corporate restructure. These provisions
are estimates of the potential liability and
the final costs may be more or less.

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

Amounts charged to and income credited in
the Comprehensive Income and
Expenditure Statement and the valuation
of the pension reserve in the Balance
Sheet in respect of employee pension
benefits are heavily influenced by the
estimated future inflation and earnings on
investments. The assumptions made in
making these estimates are set out in note
43. The value of pension assets is
estimated based upon information
available at the Balance Sheet date, but
these valuations may be earlier than the
Balance Sheet date. The actual valuations
at the Balance Sheet date, which may not
be available until some time later, may give
a different value of pension assets, but this
difference is not considered to be material.

At 31st March 2013, the authority had a
balance of sundry debtors of £77m. A
review of significant balances suggested
that an impairment of doubtful debts of
£4.3m was appropriate. However, in the
current economic climate it is not certain
that such an allowance will be sufficient.
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Effect if actual results differ from
assumptions

If the useful life of assets is reduced,
depreciation charges increase and the
carrying amount of the assets fall. It is
estimated that the annual depreciation
charges for buildings and infrastructure
would be £1.924m and £11.460m
respectively for every year that useful lives
have to be reduced.

The difference between the amounts
provided for and the final costs will be
charged or credited to the cost of services
when they are incurred.

The effects of the net pensions liability of
changes in individual assumptions can be
measured. Forinstance, a 0.1% increase
in the discount rate assumption would
result in a decrease in the pension liability
of £63.485m. However, the assumptions
interact in complex ways. During 2012/13,
the authority’s actuaries advised that due
to estimates being corrected (as a result of
experience) the net pensions liability had
increased by £62.211m and increased by
£100.900m due to updating of the
assumptions.

The impact is not expected to be material.

If collection rates were to deteriorate,
every 1% deterioration would require an
additional impairment provision of £0.8m.



6.Material items of Income and Expenditure

The following material item is included within the Comprehensive Income and
Expenditure Account:During 2012/13 property, plant and equipment assets specifically
attributable to schools transferring to co-operative and academy trust status have been
written off on disposal or sale and are recognised within 'Other Operating Expenditure' as
a loss on disposal of £194.464m. These assets are derecognised in accordance with
proper accounting practices with nil sale proceeds.

7.Exceptional item

Corporate Restructure

In October 2010 the Government published its Comprehensive Spending Review that set
out its spending plans for the next four years. In real terms Central Government support
for local authority spending is due to contract by 28%. As a consequence of the cuts the
authority has carried out a restructure that has resulted in severance costs being
incurred or provided for. £2.0 millions (2011/12 £5.3 millions) is included as an
exceptional item. Note 37 provides more Termination Benefit information.

8.Events after the Balance Sheet Date

The following events are non-adjusting events.

Academy Schools
Since 1st April 2013 the following schools have become Academies:

o Ilfracombe Arts College

e St Michael’s Church of England Primary School
e St Nicholas Catholic Primary School

e The Duchy School

e Uffculme Primary

Academies are independent and Devon County Council has ceased to be the maintaining
authority from the date of transfer. All running costs and income relating to these
schools will no longer be part of the Council’s accounts and it is estimated that the
Council’s Gross Expenditure and Income will reduce by £7.313m per annum.

Devon County Council will continue to own Ilfracombe Arts College, The Duchy School
and Uffculme Primary land and buildings and will grant a 125 year lease to the
Academies to occupy the site. As the Building element of the lease meets the definition
of a finance lease the buildings will no longer be included within the Council’s Balance
Sheet. The Net Book Value of the Buildings at 31st March 2013 was £12.665m.

St Nicholas Catholic Primary School and St Michael’s C of E Primary School are owned by
the Diocese and therefore DCC did not recognise the Land and Building within its balance
sheet.

Equipment with a Net Book Value of £0.138m has also transferred to the Academy
schools.

Co-operative Trust Schools
Since 1st April 2013 the following schools have become co-operative trust schools:

e Appledore Community Primary School

e Bassettts Farm Primary School
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e Brixington Primary School

e Clyst Hydon Primary School

e Cullompton Community College

e Exeter Road Community Primary School

e Hartland Primary School

e Marpool Primary School

e Northam St George’s Church of England (Aided) Infant & Nursery School
e Pynes Infant School & Nursery

e St Andrew's Primary School

e St Margaret’s Church of England (Aided) Junior School
e St Mary's Church of England Primary School, Bideford
¢ Willowbank Primary School

e Woolsery Primary School

e Uplowman Church of England Primary School

Co-operative trust schools are maintained schools supported by a charitable foundation.
Once set up the Trust is responsible for the land and buildings only. All revenue costs
and income relating to these schools will continue to be part of the Council’s accounts,
however as ownership of the buildings and Land is transferred to the Trustees these will
no longer be included within the Council’s Balance Sheet. The Net Book Value of the
Land and Buildings at 31st March 2013 was £33.129m.

Northam St George’s Church of England (Aided) Infant & Nursery School and St
Margaret’s Church of England (Aided) Junior School are owned by the Diocese and
therefore DCC did not recognise the Land and Building within its balance sheet.

Equipment with a Net Book Value of £0.384m has also transferred to the Co-operative
Trust schools.

Public Health

On 1st April, 2013 the authority assumed responsibility for the provision of Public Health
services. The service was previously provided by the Devon Primary Care Trust (PCT).
Thirty staff have transferred to the authority from the PCT under TUPE arrangements. No
assets or liabilities have transferred.

The service is fully funded by a ring-fenced grant from the Department of Health. The
authority's Gross Expenditure and Gross Income will increase by approximately £20
millions per annum as a result of the transferred service.

9.Adjustments between accounting basis and
funding basis under regulations

The total comprehensive income and expenditure recognised by the authority in the year
is in accordance with proper accounting practice. This note details the adjustments to
comprehensive income and expenditure that are required by Statute.
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2012/13

Adjustments involving the Capital Adjustment Account:

Reversal of items debited or credited to the Comprehensive Income
and Expenditure Statement:

Charges for depreciation and impairment of non current assets
Revaluation Losses on Property Plant & Equipment

Amortisation of intangible assets

Capital grants and contributions

Revenue expenditure funded from capital under statute

Amounts of non current assets written off on disposal or sale, as part
of the gain/loss on disposal

Insertion of items not debited or credited to the Comprehensive
Income and Expenditure Statement:

Statutory provision for the financing of capital investment
Capital Expenditure charged to the General Fund Balance

Adjustments involving the Capital Receipts Reserve:

Transfer of sale proceeds credited as part of the gain/loss on disposal
Use of the Capital Receipts Reserve to finance new capital
expenditure

Adjustments involving the Capital Grants Unapplied Reserve:

Use of the Capital Grants Unapplied Reserve to finance new capital
expenditure

Adjustments involving the Pensions Reserve:

Reversal of items relating to retirement benefits debited or credited to
the Comprehensive Income and Expenditure Statement (see note 43)

Employer's pensions contributions and direct payments to pensioners
payable in the year

Adjustments involving the Collection Fund Adjustment Account:
Amount by which council tax income credited to the Comprehensive
Income and Expenditure Statement is different from council tax
income calculated for the year in accordance with statutory
requirements

Adjustments involving the Financial Instruments Adjustment Account:
Difference between amounts debited/creditied to the Comprehensive
Income and Expenditure Statement and amounts payable/receivable
to be recognised under statutory provisions relating to soft loans,
stepped interest rate borrowing and preimiums on the early
repayment of debt.

Adjustment involving the Accumulating Compensated Absences
Adjustment Account:
Amount by which officer remuneration charged to the Comprehensive
Expenditure and Income Statement on an accruals basis is different
from remuneration chargeable in the year in accordance with
statutory requirements

Total Adjustments
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Capital

Capital

Movement

General grants Receipts in Unusable
Fund Unapplied Reserve Reserves
£000 £000 £000 £000
(66,978) 66,978
(15,371) 15,371
(255) 255
90,480 (90,480)
(10,049) 10,049
(202,560) 202,560
31,562 (31,562)
1,424 (1,424)
4,050 (4,050)
9,589 (9,589)
90,434 (90,434)
(53,035) 53,035
44,359 (44,359)
(47) 47
775 (775)
536 (536)
(175,109) (46) 5,539 169,616




2011/12 Restated

Adjustments involving the Capital Adjustment Account:
Reversal of items debited or credited to the Comprehensive Income
and Expenditure Statement:

Charges for depreciation and impairment of non current assets
Revaluation Losses on Property Plant & Equipment

Amortisation of intangible assets

Capital grants and contributions

Revenue expenditure funded from capital under statute

Amounts of non current assets written off on disposal or sale, as part
of the gain/loss on disposal

Insertion of items not debited or credited to the Comprehensive
Income and Expenditure Statement:
Statutory provision for the financing of capital investment
Capital Expenditure charged to the General Fund Balance

Adjustments involving the Capital Receipts Reserve:

Transfer of sale proceeds credited as part of the gain/loss on disposal
Use of the Capital Receipts Reserve to finance new capital
expenditure

Adjustments involving the Capital Grants Unapplied Reserve:
Use of the Capital Grants Unapplied Reserve to finance new capital
expenditure

Adjustments involving the Pensions Reserve:

Reversal of items relating to retirement benefits debited or credited to
the Comprehensive Income and Expenditure Statement (see note 43)
Employer's pensions contributions and direct payments to pensioners
payable in the year

Adjustments involving the Collection Fund Adjustment Account:
Amount by which council tax income credited to the Comprehensive
Income and Expenditure Statement is different from council tax
income calculated for the year in accordance with statutory
requirements

Adjustments involving the Financial Instruments Adjustment Account:
Difference between amounts debited/creditied to the Comprehensive
Income and Expenditure Statement and amounts payable/receivable
to be recognised under statutory provisions relating to soft loans,
stepped interest rate borrowing and preimiums on the early
repayment of debt.

Adjustment involving the Accumulating Compensated Absences
Amount by which officer remuneration charged to the Comprehensive
Expenditure and Income Statement on an accruals basis is different
from remuneration chargeable in the year in accordance with
statutory requirements

Adjustment involving the Accumulating Compensated Absences

Adjustment Account:

Amount by which officer remuneration charged to the Comprehensive
Expenditure and Income Statement on an accruals basis is different
from remuneration chargeable in the year in accordance with
statutory requirements

Total Adjustments
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Capital Capital Movement

General grants Receipts in Unusable

Fund Unapplied Reserve Reserves

£000 £000 £000 £000

(58,769) 58,769

(10,238) 10,238

(270) 270

82,190 (82,190)

(14,816) 14,816

(141,725) 141,725

30,747 (30,747)

1,446 (1,446)
6,315 (6,315)

13,405 (13,405)

71,640 (71,640)

(41,112) 41,112

43,368 (43,368)

2 (2)

747 (747)

1,829 (1,829)

0

(100,286) (10,550) 7,090 103,746




10. Transfers to/(from) Earmarked Reserves

This note sets out the amounts set aside from the General Fund balance in earmarked
reserves to provide financing for future expenditure plans and the amounts posted back
from earmarked reserves to meet expenditure in year.

Balance

at 31st Transfers Transfers

Balance
at 31st

Balance

Transfers Transfers at 31st

March out in/within March out in/within March
2011 2011/12 2011/12 2012 2012/13 2012/13 2013
£000 £000 £000 £000 £000 £000 £000
Affordable Housing (685) 114 (571) 28 (543)
Blighted Properties (200) 200
Budget Management (9,500) (9,500) (9,500)
Building Maintenance (664) 5 (659) 272 387
Development Fund (510) 510
Devon Cleaning & Catering (135) 135
Energy & Water Efficiency (64) (64) 64
European Matched Funding (1,422) 327 (350) (1,445) 316 (1,129)
Extra Care Housing (8,076) (8,076) 600 (2,500) (9,976)
General (14,012) 300 (1,464) (15,176) (15,176)
Insurance (990) 990
Lets Get Devon Moving (85) 18 67
Local Authority Business Grant (2,395) 454 (67) (2,008) 353 (1,655)
Local Initiatives (168) 64 (104) 65 39
LPSA2 Reward (2,988) 1,340 1,648
Modernisation Fund (2,722) 77 2,645
New Road & Street Works Act Fund (419) 419
On Street Parking (1,284) (526)