
  Appendix B 

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: 

Business rates -The assumptions around the outcome of appeals against the NNDR valuations (either received 
to date or expected in future years) represent a material and critical judgement applied to the accounts. The 
appeals provision is empirically derived from the experience with the 2010 lists as well as appeals determinations 
so far made against the 2017 list. This year the Council have used a third party, Analyse Local, to provide 
estimates for the provision for appeals.   
 
Future funding for local government – Consultation is underway on changes to the Business Rates Retention 
scheme, which will ultimately replace existing government grants, creating uncertainty over future levels of 
funding. However, the Authority has determined that this uncertainty is not sufficient to provide an indication that 
the assets of the Authority might be impaired as a result of a need to close facilities and reduce levels of service 
provision.  
 
Asset classifications – the Council has made judgements on whether assets are classified as Investment 
Property or Property, Plant and Equipment. These judgements are based on the main reason that the council is 
holding the asset. If the asset is used in the delivery of services or is occupied by third parties who are subsidised 
by the council they are deemed to be Property, Plant and Equipment assets. If there is no subsidy and/or full 
market rent is being charged this would indicate that the asset is an Investment Property. The classification 
determines the valuation method to be used.  
 
Lease classifications – the Council has made judgements on whether its lease arrangements are operating 
leases or finance leases. These judgements are based on a series of tests designed to assess whether the risks 
and rewards of ownership have been transferred from the lessor to the lessee. The results of the tests are taken 
“in the round” and a decision has been made. The accounting treatment for operating and finance leases is 
significantly different (see accounting policy on leases) and could have a significant effect on the accounts.  
 
Contractual arrangements – the Council has made judgements on whether its contractual arrangements 
contain embedded leases (i.e. arrangements that are not legally leases but take the form of payments in return 
for the use of specific assets).  
 
Providing for potential liabilities – the Council has made judgements about the likelihood of pending liabilities 
and whether a provision should be made or whether there is a contingent liability. The judgements are based on 
the degree of certainty around the results of pending legal actions.  
 
Production of group accounts – the Council has an interest in another entity, Portchester Crematorium Joint 
Committee, which manages the operations of Portchester Crematorium. The accounts of this entity have not 
been consolidated into the financial statements of the Council since grouping the accounts would not materially 
change the reported figures in the Statement of Accounts. 
 


