
 

Note 5 (Extract): Assumptions about the Future:  Uncertainty 

Item Uncertainties 
Effect if actual results differ from 
assumptions 

Property, Plant 
and Equipment 

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 whether 
authorities will be able to sustain spending on 
repairs and maintenance, bringing into question 
the useful lives assigned to assets. 
 
With respect to the impact of COVID-19, our 
valuers have indicated that values are likely to 
fall but that it is not possible to predict the 
extent at this stage, given the unprecedented 
circumstances. They have stated that they can 
attach less weight to previous market evidence 
to inform valuation opinions This will be kept 
under review and revised as appropriate.   

If the useful life of assets is 
reduced, depreciation increases 
and the carrying amount of the 
assets falls. It is estimated that the 
annual depreciation charge for 
buildings would increase by 
around £1.2m for every year that 
useful lives had to be reduced. 
 
A reduction in value could be 
increase revaluation losses and 
lees than estimated sale proceeds 
from disposals.   

Pensions 
Liability 

The council’s actuary advises on the sensitivity 
analysis to be applied to the calculation for 
estimating the net pension liability. The 
calculation is dependent upon 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.   
 
With the considerable market volatility leading 
into 31 March 2020 due to COVID-19, there 
has been additional uncertainty regarding the 
Fund’s investment valuations, specifically 
private equity and property.  Market 
conditions would lead our actuaries to believe 
that this a material uncertainty.  See the 
Surrey Pension Fund accounts Note 5 for 
further details.  

The effects on the net pension 
liability of changes in individual 
assumptions can be measured. For 
instance, a decrease of 0.5% in the 
real discount rate would result in 
an increase in the pension liability 
of £274m for the LGPS and £51m 
for the firefighters’ pension fund. A 
1 year increase in member life 
expectancy would potentially 
result in an increase in the pension 
liability of up to £142m for the 
LGPS and £16m for the firefighters’ 
pension fund. 
 
A reduction in the value of the 
assets would increase the net 
pension liability on the Council’s 
balance sheet.   
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Fair value 
measurements 

When the fair values of assets and liabilities 
cannot be measured based on quoted prices in 
active markets (i.e. Level 1 inputs), their fair value 
is measured using valuation techniques. Where 
possible, the inputs to these valuation techniques 
are based on observable data, but where this is 
not possible, judgement is required in 
establishing fair values. These judgements 
typically include considerations such as 
uncertainty and risk. However, changes in the 
assumptions used could affect the fair value of 
the council’s assets.  
Where Level 1 inputs are not available, the 
council employs relevant experts to identify the 
most appropriate valuation techniques to 
determine fair value (for example the investment 
properties and surplus asset valuations are done 
by expert firms).  
 
With the effects of COVID-19 potentially having 
a major impact on the economy, there is 
uncertainty over the impact the crisis will have 
on investment property valuations.  There have 
been major adverse effects on stock markets, 
growth forecasts and business confidence.  
Capital and rental values may change rapidly, 
especially in the retail sector.  While there have 
been mitigations from central government and 
empirical evidence of the impact is still relatively 
scarce, the valuers have indicated there could be 
a material uncertainty in their 19/20 valuations.   
 

The council uses a combination of 
valuation techniques to measure the 
fair value of some of its investment 
properties and surplus assets. These 
include comparable open market 
value, floor areas, tenancies, rent 
reviews, planning and all other 
ongoing management issues. 
 
Significant changes in any of the 
observable inputs would result in a 
significantly lower or higher fair 
value measurement for the 
investment properties and surplus 
assets 
 
 With our valuers less confident of 
the accuracy of their opinions due to 
COVID-19 there is a greater risk that 
the proceeds of any sale of assets 
would be less than estimated.   
 

Note 4:  Critical Judgements (Extract) PFI 

The waste disposal PFI includes investment in a number of waste disposal assets.  These have all 
been recognised on the council’s balance sheet including an asset under construction of £29.0m 
for the Eco Park as at 31 March 2020 (£87.4m as at 31 March 2019). The amount has been adjusted 
due to a change in our assessment of the probability of realising economic benefits from the asset 

Note 6:  Post Balance Sheet Events 
The UK government imposed coronavirus (covid-19) lockdown measures in England on 26 March 
2020 and subsequently revised and extended them.  As a result, many workers were furloughed 
and almost all schools, businesses, venues, facilities and amenities were closed. Although March 
saw the first few weeks of the covid-19 crisis, the full financial consequences will fall in 2020/21 
and future years and therefore is considered as a non-adjusting event with conditions arising after 
the reporting date  
 
The financial impact on COVID-19 in 19/20 was not material on reserves, and was reflected in the 
year end valuations of our assets.  The events after the reporting period do not indicate that the 
Council would be unable to continue as a going concern. 
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Pension Fund – Note 5 (Extract) 

 
 

Item Uncertainties  Effect if actual results differ 

from assumptions 

COVID-19 Outbreak Due to considerable market volatility leading into 

31 March 2020, there has been additional material 

uncertainty regarding the Fund’s investment 

valuations, specifically its private equity and 

pooled property investments. With their nature 

being illiquid assets, there has not been a direct 

correlation on the market value of these assets in 

comparison to public markets, as a result of COVID-

19 

  

Property valuers of pooled property funds have 

indicated that values are likely to fall and they can 

attach less weight to previous market evidence to 

inform market opinions.  There have been adverse 

effect on stock markets, growth forecasts and 

business confidence, which means rental and 

capital values may change rapidly in the 

investment property market 

  

The above applies similarly to private equity, 

specifically uncertainty regarding future economic 

growth forecasts, and business confidence. There 

is also additional uncertainty of future cash flow 

forecasts of these private equity assets, resulting in 

a reduced level of certainty that can be attached to 

the valuation of these investments.  

The effect of this is that the 

assets held by the pension 

fund could decrease in 

value.  The Fund will request 

updated valuations from its 

fund managers where 

possible, and will make the 

necessary amendments to 

the Accounts, if they are 

seen to be material 
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