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Item 9. LASAAC 23/08/18
To: 

LASAAC     
From:

Part A – Joe McLachlan


Part B – Hazel Black
Date:

23 August 2018
Subject: 
Presentation of Statutory Adjustments
Purpose of Paper
1. To present to the Committee East Ayrshire Council’s statutory Annual Accounts for 2017-18 (unaudited) which have been drafted to reflect the new format which has previously been considered by the Committee.
2. To consider further the presentation of pensions and depreciation to allow LASAAC guidance to be drafted for committee consideration.
PART A – Joe McLachlan
East Ayrshire Council’s Annual Accounts 2017-18 (unaudited)   
3. Annex A provides extracts from East Ayrshire Council’s Annual Accounts showing the revised presentation for statutory adjustments. 
4. The Code permits the analysis of the statutory adjustments to either be in the MiRS itself or in a note. East Ayrshire Council’s Annual Accounts provides the analysis in the MiRS. LASAAC guidance will permit both options.
5. Joe will provide verbal feedback on making the changes.
PART B – Hazel Black

Presentation options for pensions and depreciation

East Ayrshire Council Annual Accounts   

6. It is suggested that the detail provided in the note for unusable reserves could be further simplified. Reflecting the revised disclosure in the MiRS into the three groups, pension, capital and other, which align to the statutory adjustment accounts a single line for the statutory adjustment value would be sufficient to satisfy the Code requirements.
7. The new presentation clearly identifies the pension and depreciation items previously discussed by the committee (identified in Annex).
8. Further thought has been given as to how these two items could be presented. 
Pensions 
9. The presentation options identified are to -
· either transfer the remeasurement to the General Fund and then make a statutory adjustment; or 
· break down the movement of other Comprehensive Income and Expenditure in the MiRS itself to identify the item being taken to the pension statutory adjustment account.
10. The presentation of the first option is set out below. This results in the total adjustment for pensions taken to the pension statutory adjustment account being disclosed as a single value. However, this presentation does not align to the pension adjustment value analysed in the EFA (£19.926m). To correct this would require additional entries in the EFA. Requiring additional entries either in the MiRs or in the EFA would not simplify the Accounts which is the aim of this work.
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Usable Revenue Reserves Usable Capital Reserves

General 

Fund

£000

Housing 
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Account

£000

Other 

Revenue 

Reserves

£000

Capital 

Reserves

£000

Capital 

Grants 

Unapplied
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Total 

Usable 

Reserves
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Statutory 

Adjustment 

Accounts

£000

Unrealised 

gains/ 

Losses

£000

Balance 31 March 2017 (36,968) (12,399) (3,755) (11,227) (65) (64,414) 55,626 (337,201) (345,989)

Surplus (-) or deficit on provision of Services

51,313 8,104 59,417 59,417

Other Comprehensive Income and Expenditure

(189,261) (23,622) (212,883) (77,002)

(289,885)

Total Comprehensive Income (-) and Expenditure

(137,948) (15,518) 0 0 0 (153,466) 0 (77,002) (230,468)

Statutory adjustments relating to pensions

171,546 21,411 192,957 (192,957) 0

Statutory adjustments relating to capital 

(35,310) 105 (988) 7 (36,186) 36,186 0

Statutory adjustments for other items

708 184 892 (892) 0

Adjustments between accounting basis and funding 

basis under statutory provisions

136,944 21,700 0 (988) 7 157,663 (157,663) 0 0

Increase / decrease before transfers

(9,127) (650) 0 (988) 7 (10,758) (157,663) (62,047) (230,468)

Transfer to/from Capital reserves

0 0

Transfer to/from Insurance Fund reserve

0 0

Transfer to/from Harbour Reserves

0 0

Transfer to /from Repair and Renewal Fund reserve 190 (143) (47) 0 0

Transfer between Statutory Usable Reserves 190 0 (143) (47) 0 0 0 0 0

Increase (-) / Decrease in 2017-18 (8,937) (650) (143) (1,035) 7 (10,758) (157,663) (62,047) (230,468)

Balance 31 March 2018 (45,905) (13,049) (3,898) (12,262) (58) (75,172) (102,037) (399,248) (576,457)

This Statement shows the movement in reserves for 2017-18

Unusable Reserves

Total 

Reserves

£000


11. The second option is a simpler option which sees the pension remeasurement being separately disclosed in the MiRS. This is something seen in changes in equity statements:
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12. Applying this to local authority accounts would see the following presentation.
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Usable Revenue Reserves Usable Capital Reserves

General 
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Revenue 

Account

£000

Other 

Revenue 

Reserves

£000

Capital 

Reserves

£000

Capital 

Grants 

Unapplied

£000

Total 

Usable 

Reserves

£000

Statutory 

Adjustment 

Accounts

£000

Unrealised 

gains/ 

Losses

£000

Balance 31 March 2017 (36,968) (12,399) (3,755) (11,227) (65) (64,414) 55,626 (337,201) (345,989)

Surplus (-) or deficit on provision of Services

51,313 8,104 59,417 59,417

Other Comprehensive Income/ Expenditure

0 0

  Remeasurement Defined Benefit pension scheme

0 (212,883) (212,883)

  (Surplus)/ deficit on revaluation of non current assets

0 (77,005) (77,005)

  (Surplus)/ deficit on revaluation of available for sale 

0 3 3

Total Comprehensive Income (-) and Expenditure

51,313 8,104 0 0 0 59,417 (212,883) (77,002) (230,468)

Current and past service pension costs in Cost of Services

(29,113) (3,153) (32,266) 32,266

0

Pension Interest  Cost

(24,856) (2,691) (27,547) 27,547

0

Expected return on pension assets  19,020 2,060 21,080 (21,080)

0

Employer's Contribution to Pension Fund 

17,234 1,573 18,807 (18,807)

0

Statutory Adjustments relating to pensions

(17,715) (2,211) 0 0 0 (19,926) 19,926 0 0

This Statement shows the movement in reserves for 2017-18

Unusable Reserves

Total 

Reserves

£000


13. This option allows both of the pension adjustments to be clearly identified. It is also the simplest presentation option. Where a local authority chooses to analyse the statutory adjustments in a note rather than in the MiRS itself the pension remeasurement would need to be included as part of the analysis of the statutory adjustments i.e. -
[image: image5.emf]Note 

Adjustments between accounting basis and funding 

basis under statutory provisions 2017-18
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£000

Total 
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Capital 

Account

£000

Pension  

Account

£000

Employee  

Account

£000

Financial 

Instruments  

Account

£000

Total 

Statutory 

Accounts

£000

Remeasurement Defined Benefit Pension scheme 0 (212,883) (212,883)

Other Comprehensive Income/ Expenditure 0 0 0 0 0 0 (212,883) 0 0 (212,883)

Current and past service pension costs in Cost of Services (29,113) (3,153) (32,266) 32,266 32,266

Pension Interest  Cost (24,856) (2,691) (27,547) 27,547 27,547

Expected return on pension assets  19,020 2,060 21,080 (21,080) (21,080)

Employer's Contribution to Pension Fund  17,234 1,573 18,807 (18,807) (18,807)

Statutory adjustments for pensions (service provision) (17,715) (2,211) 0 0 (19,926) 0 19,926 0 0 19,926

Usable Reserves Statutory Adjustment Accounts


14. This second option is the proposed presentation solution for pension adjustments.
Depreciation

15. The presentation options identified are to 
· either include a separate line in the MiRS to transfer the depreciation element to the Revaluation Reserve leaving the statutory adjustment to be the net value; or

· continue the current treatment with an adjustment to the presentation of statutory adjustments if this is in a note.
16. The statutory adjustment for depreciation seeks to take out all depreciation charges and replaces them with statutory capital charges. Introducing a separate transfer in the MiRS will result in the EFA analysis of statutory adjustments being for a lower value. Whilst the statutory objective is met through the transfer in the MiRS the net cost of services in the Accounts is not then fully on a funding basis. To reflect the statutory funding basis would require the EFA analysis to include both the statutory adjustment and a depreciation adjustment per service. This would require additional work and complicate the accounts further. This is contrary to the aim to simplify the Accounts. The illustration below shows the additional disclosure that would be required in the EFA.
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Net Expenditure Chargeable to 

the General Fund and HRA 

Balances

Transfers to Unusable Reserves - 

unrealised gains and losses

Adjustments between the 

Funding and Accounting Basis

Net Expenditure in the CIES

Net Expenditure Chargeable to 

the General Fund and HRA 

Balances

Transfers to Unusable Reserves - 

unrealised gains and losses

Adjustments between the 

Funding and Accounting Basis for 

General Fund and HRA

Net Expenditure in the CIES

£'000 £'000 £'000 £'000 £'000 £'000 £'000 £'000

247,760 17,340 13,587 278,687 Service analysis 238,064 14,955 61,718 314,737

247,760

17,340 13,587 278,687

Net Cost of Services 238,064

14,955 61,718 314,737

(244,717) 0 (5,481) (250,198) Other Income and Expenditure (247,841) 0 (7,479) (255,320)

3,043 17,340 8,106 28,489

Difference bertween statutory charge 

and Surplus or deficit in CIES

(9,777) 14,955 54,239 59,417

2016-17



2017-18


17. The second option is to continue the current treatment. Where a local authority chooses to disclose the analysis of the statutory adjustments within the MiRS it is transparent how this transaction is treated.  The disclosure using a note is more problematic as the amount in the statutory adjustment column in the MiRS which requires analysis has a lower value than the General Fund / HRA value to be adjusted. The higher value is reported in the EFA so this is the value that should be analysed in the note. The proposed solution is to include the Revaluation Reserve in the disclosure note as illustrated below.
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Adjustments between accounting basis and funding 

basis under statutory provisions 2017-18

General 
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£000

Housing 

Revenue 

Account

£000

Capital 

Reserves

£000

Capital 

Grants 

Unapplied

£000

Total 

Usable 

Reserves

£000

Capital 

Account

£000

Pension  

Account

£000

Employee  

Account

£000

Financial 

Instruments  

Account

£000

Total 

Statutory 

Accounts

£000

Revaluation 

Reserve

£000

Remeasurement Defined Benefit Pension scheme 0 (212,883) (212,883)

Other Comprehensive Income/ Expenditure 0 0 0 0 0 0 (212,883) 0 0 (212,883) 0

Current and past service pension costs in Cost of Services (29,113) (3,153) (32,266) 32,266 32,266

Pension Interest  Cost (24,856) (2,691) (27,547) 27,547 27,547

Expected return on pension assets  19,020 2,060 21,080 (21,080) (21,080)

Employer's Contribution to Pension Fund  17,234 1,573 18,807 (18,807) (18,807)

Statutory adjustments for pensions (service provision) (17,715) (2,211) 0 0 (19,926) 0 19,926 0 0 19,926 0

Depreciation of non-current assets (23,362) (19,650) (43,012) 28,057 28,057 14,955

Loss on impairment of assets (44,367) (2,703) (47,070) 47,070 47,070

Amortisation of intangible fixed assets (30) (2) (32) 32 32

Repayment of Debt - Loans Fund Principal Repayments 10,531 2,520 13,051 (13,051) (13,051)

Capital expenditure funded from Revenue  555 11,778 12,333 (12,333) (12,333)

Capital expenditure funded from Capital Fund / receipts 0 0 2,182 2,182 (2,182) (2,182)

Gain (-) / Loss on Derecognition or Disposal of Assets 495 (667) (3,170) (3,342) 3,342 3,342

Capital Grants and Contributions 12,745 1,997 7 14,749 (14,749) (14,749)

Statutory adjustments for capital (43,433) (6,727) (988) 7

(51,141)

36,186 0 0 0 36,186 14,955

Annual leave accrual (Circular 3/2010) 384 53 437 (437) (437)

Financial Instruments (Circular 4/2007)

324 131 455 (455) (455)

Other statutory adjustments  708 184 0 0 892 0 0 (437) (455) (892) 0

Total Statutory Adjustments (60,440) (8,754) (988) 7 (70,175) 36,186 (192,957) (437) (455) (157,663) 14,955

Usable Reserves Statutory Adjustment Accounts


1. LASAAC is recommended:
· To note East Ayrshire Council’s Annual Accounts presentation

· To agree the proposed presentation solutions for the pension and depreciation items as set out in the paper. 

· To agree that LASAAC guidance for the presentation of statutory adjustments is drafted for Committee consideration which brings together previously agreed changes (as reflected in East Ayrshire Council Accounts) and the pension and depreciation proposal in this paper.
Annex A
East Ayrshire Annual Accounts 2017-18 (unaudited) 
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[image: image10.png]Expenditure and Funding Analysis (EFA)
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LASAAC is funded by:
    [image: image12.png]            [image: image13.jpg]
The Scottish Government

_1115728758

