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Item 8. LASAAC 12/03/14
To: 

LASAAC     
From:

Gareth Davies
Date:

12 March 2014
Subject: 
Asset Decommissioning Obligations 
Background / Purpose of Paper
1. Following some uncertainty over treatment of asset decommissioning costs in 2012/13, LASAAC requested that guidance be developed for 2013/14.

2. A consultation exercise on draft guidance for 2013/14 was undertaken. LASAAC members have previously been provided with an analysis and summary of the responses. For ease of reference these are attached as Appendices A and B.

3. LASAAC members were requested to discuss and debate the proposed guidance by e-mail exchange.

4. This discussion indicated that there was not clear agreement on core aspects of the guidance, particularly regarding policy interpretation and the application of controls in accordance with legislative frameworks.

5. A copy of the draft guidance, with some amendments made to reflect some of the comments received from LASAAC members, is attached as Appendix C.

6. This paper is provided as a basis for discussion of key issues by LASAAC members to decide what, if any, guidance should be provided for 2013/14.

Key Areas For Resolution
7. The following seeks to summarise the key areas for debate where resolution is likely to be required before guidance can be issued. If the summary does not properly represent the comments received LASAAC members are requested to raise this in discussion.
A) Prudence: Funding Alignment to Asset Consumption (Service Usage)
8. It was noted there could be a significant mismatch between the profile of funding charges (eg loans fund advance repayments charged against the General Fund) and the actual consumption of the assets in service provision.

9. The prudence of permitting a potentially significant delay in the funding of assets, when compared to their actual usage in providing services was questioned.

B) Inter-Generational Equity: Impact of Borrowing
10. The inter-generational impact of funding assets was raised, especially if future generations are required to bear the borrowing charges for assets which have already been consumed in service provision. 
11. It was noted however that the use of capital receipts or revenue contributions could have different inter-generational equity effects.

C) Borrowing in Advance of the Cash Requirement
12. It was suggested that a clearer distinction needed to be made between the statutory charge for the repayment of debt (i.e. repayment of a loans fund advance) and the actual external borrowing of cash. In particular an increase in the Capital Financing Requirement (CFR) does not imply a need to borrow cash at that point in time, but rather the underlying need to fund the asset from usable reserves.

13. It was noted that this this may result in a situation where the movement in the CFR is inconsistent with the need for external (cash) borrowing. For example:

· Advance made of £100K on recognition of provision as capital expenditure. CFR increases by £100K (non-cash movement)
· Advance repayments charged to General Fund over 5 years (£20K / year non-cash movement). CFR decreases each year as charge is made.
· Cash settlement £100K required at end of year 5 (NB not including any interest element). CFR for this asset / project will be ‘zero’ even although the cash is required now.
14. It was suggested that, where the amounts are not material, the flexibility of the Prudential Code and Treasury Management practices should resolve significant issues. It was suggested the Prudential Code could usefully address this issue.

D) Proper Accounting Practice
15. It has been suggested that adhering to the underlying principles of the relevant accounting standards, as practised in the private sector, would be preferable to additional statutory mitigation. In particular such an approach would support the funding of capital expenditure from the point of recognition. 
16. This could imply that cash income (e.g. fees & charges or taxation) during the period of asset use would be required, and should be retained as an increase in total assets, in order to settle the obligation when decommissioning occurs.
E) Increases and Decreases in the Asset Decommissioning Obligation
17. It was noted that the guidance could more clearly indicate that “Any increase in the liability would be treated as capital expenditure to be funded on recognition. Decreases in the obligation could be treated as negative capital expenditure – effectively a reduction made any loan fund advance / refund of other capital resources”

Options for Guidance 
18. Dependent on discussion LASAAC may wish to consider whether the following represent potential options:
· Defer the issue of any guidance for a further year (i.e. for the 2014/15 financial year). This may allow more stakeholders to agree on the appropriate application of existing control frameworks. It may continue the situation of uncertainty for some authorities.

· Agree that any guidance for 2013/14 should be clearly regarded as interim in nature without setting a precedent for future interpretation. This may result in a reversal of LASAAC guidance in 2014/15 or later.
· Limit any LASAAC guidance only to clear areas of consensus, primarily surrounding the accounting treatment required. This would be likely to result in continued uncertainty with different approaches to the control frameworks and funding implications being enacted.

· To draft guidance relating only to prospective asset decommissioning obligations (i.e. obligations that arise or are triggered after a set date). The specification of the situations affected may be problematic e.g. where a licence has already been issued but the trigger event has not yet occurred. It would also, potentially, require clear agreement on contentious areas.
· To draft guidance relating only to retrospective asset decommissioning obligations. This may also pose difficulties in specifying the affected situations. It would also, potentially, require clear agreement on contentious areas
Committee Action 

19. The Committee is requested to 
· Discuss the key areas for resolution
· Consider the preferred option for the issuance of LASAAC guidance
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